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Chapter 1 

Introduction and Summary 
 

Kein Tanz geht vor dem Essen. Scholem Alejchem, Tewje der Milchmann 
“No dancing before the eating.” 

CONTENT 

• Introduction 

• Defining the SADRI 

• The SADRI Environment 

• SADRI’s Customers and Peers 

• SADRI’s Main Challenges 

• Representative Association 

• Size and Shape of SADRI 

• Government Intervention 

• The Dynamics of SADRI 

• SADRI’s Future 

• Overview 
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Introduction 

1. On 15 September 2005, AMD called for a tender for the study on the “Status and viability of the 
SADRI” to which VuXaka responded on 29 September 2005. AMD awarded the tender to VuXaka 
on 24 October 2005, allowing VuXaka to start work on 1 November.  The main aim of the study is 
to determine the size and shape of the SADRI, as well as its sustainability. The project has the 
following structure in terms of Milestone (MS) and Work-packages (WP): 

 

 MS 1, 24 Sep MS 2, 31 Oct MS 3, 30 Nov MS 4, 30 Jan 
06 

MS 5, 16 Feb 
06 

WP1, Pol, 
Reg,  Acq 

Tender Plan Progress Semi Final Final 

WP2, 
Research 

Tender Plan Progress Semi Final Final 

WP3, Ind 
Environ 

Tender Plan Progress Semi Final Final 

WP 4, Ind 
Economy 

Tender Plan Progress Semi Final Final 

WP 5 Tech & 
I Cap 

Tender Plan Progress Semi Final Final 

WP 6 
Integration 

Tender Plan Progress Semi Final Final 

 

2. The Defence Industrial System (the DoD, Armscor and SADRI) is in trouble:  It is facing a number 
of challenges of the dramatic environmental changes of the last two decades. It has not 
transformed and prepared for the future adequately. The Strategic Defence Packages (SDPs) – 
the acquisition of fighters, trainers, corvettes submarines and helicopters for the SANDF – are 
running out.  Although exports are going well for now, the end is in sight.  The technological basis 
of the defence industry has become thin.  Many technologies have been lost.  Very few new 
technologies have been developed.  The biggest SADRI module, Denel, is in such serious 
financial difficulties that wholesale restructure has become necessary.  The SADRI is simply 
unprepared for the enormous challenges that lie ahead.   

3. The Defence Industrial System (DIS) has become dysfunctional and is in need of reform.  There is 
widespread lack of communication, very little defence industrial strategy and lack of agility in the 
planning and acquisition process. The environmental stresses have fragmented SADRI instead of 
rallying it behind the concept of “South Africa Incorporated”.  New weapons are acquired from 
abroad, instead of the acquisition of local systems with adequate environmental adaptation, 
supported by local industry and contributing to local development. 

4. On top of the above-mentioned trouble, SADRI’s organised industry body, AMD, compared to 
other organised industry bodies, is seen by some failing to rise to numerous explicit challenges. 
This is the one side of the coin; on the other side, it has commissioned this work and the 
governmental invitation to take up its rightful role is still open. 

5. It is also fair to say that South African reforms in Defence since democratisation, essential as they 
were, represent a pendulum swung too far. Today, for instance, our procurement system favours 
equipment from “the best international supplier” even though such a supplier may have scant 
technology for the African environment and even less for our specific operational needs. 
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6. Readers will notice further in the text how global defence leadership shifts from the “tactical” to the 
“technological” due to the strategic shift in the nature of warfare.  Is our Defence Industry ready for 
this changed role? 

 

Defining the SADRI 

7. The term “Defence Industry” is widely used internationally, sometimes interchangeably with 
“Armaments Industry” and “Defence Suppliers”.  Many South African companies, particularly those 
in the private sector, do work for defence establishments as well as for other customer sectors.  
Many defence companies use regular commercial outputs in their value adding chains and many 
regular civilian products are used in the defence environment.  It has therefore become customary 
to talk about the relevant SA industry as the Defence Related Industry, SADRI. So, SADRI is the 
cluster of those organisations in the SA private and public sector and the business units of such 
organisations, which are directly or indirectly involved in activities related to the industrial and 
trade processes of weapons related materials, goods and services.  While SADRI forms an 
integral part of the SA value adding industrial network, it is particularly close to the aerospace, 
automotive and maritime sectors.  It is also particularly reliant on the Electronics and ICT sector. 

8. The defence industry can be differentiated from other industrial sectors in two further ways: 1, it 
forms an integral part of the logistics system of the SANDF – for support, maintenance and 
operational damage repair, and 2, it is subjected to stringent governmental regulations for Non-
proliferation and Arms Control. 

 

The SADRI Environment 

9. Since the end of the Cold War in 1989 SADRI experienced sweeping changes which include 

• A dramatic downturn in defence spending. 

• Globalisation, concentration and depopulation of the Armaments Business. 

• The tail end of the Industrial Revolution and the peak of the Information Revolution. 

• Downturn and depopulation of the Nuclear Industry. 

• Explosive growth and globalisation of ICT. 

• Growth in the Knowledge Economy. 

• Growth in Outsourcing 

• Democratisation of South Africa and the attendant changes in governance of the 
Defence Establishment. 

• Increase in Arms Control and Non-proliferation pressure 

• Transformation (BEE and Affirmative Action) 

• The SDPs 

 

10. These changes affected every industrial sector in one way or another, but their convolution in 
SADRI has been particularly severe.  In spite of this SADRI has performed very well over the last 
decade. 

 

SADRI Customers and Peers 

11. The main customer of the SADRI is the SANDF (SA National Defence Force). Other security 
services, such as the SAPS are also important customers, but export sales and global industrial 
partnerships (mainly due to the SDPs) have become very important for SADRI. 

12. There is, in fact, a general concern that SADRI has become far too reliant on exports – in some 
companies, the export propensity has grown to more than 80%. Conventional wisdom in the global 
Arms Business is that a Defence Industry should not export more than 40% of its turnover; SADRI 
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currently exports about 60%.  There are two limiting factors in this respect: 1. The credibility of an 
international weapons system supplier is critically dependant on the references of its local 
customer. 2. It is customary that local acquisition programmes are used to develop the 
technological and industrial base.  

13. The established (through local acquisition programs) technological and industrial capability 
provides a comparative advantage for national defence suppliers to compete internationally.  
Every international player relies on this fact, even the first tier suppliers. When local acquisition 
programmes dry up, this comparative advantage disappears.  But more than that; the supply of 
indigenous subsystems (with locally owned IPR), dries up. There are then simply no new systems 
to integrate and supply or export.  The well runs dry. 

14. SADRI has a higher export propensity than most of its peers.  This is probably due to the fact that 
it offers innovative products at reasonable prices, because of the shrinkage of the local market. 

15. SADRI compares to the defence industries of second tier nations like Brazil, India, Netherlands 
and Sweden.  Except for Sweden, South Africa has adapted better than the others to the new 
global pressures. 

 

SADRI’s main Challenges 

16. Excepting the USA, there is a global slowdown in defence spending. Companies are looking for 
new markets.  South Africa with its open market is a target.  This global competition coincides with 
the shrinking local market and the completion of the Special Defence Packages. 

16.1. The R & D investment turndown leaves SADRI without new technologies and products for 
local as well as export markets. 

16.2.  The global “War on Terror” causes a clampdown on Arms Control and Non-proliferation. 

16.3. The development and transfer of skills from an ageing workforce is a challenge that runs 
hand in hand with transformation. This challenge is exacerbated by the lack of local 
development and production programmes. 

 

Representative Association 

17. Industry bodies or industry associations play an important role in the “golden triangle” of 
“government - organised labour - organised industry”.  In South Africa trade and industry bodies, 
such as Business South Africa (BSA), various Chambers of Commerce, the “Afrikaanse 
Handelsinstituut”, NAFCOC, NAAMSA (automotive industry), SIEFSA, BIFSA, EIF (Electronics 
Industry), etc. have played and are still playing vital roles in Industrial Development and economic 
growth.  Internationally organised industry bodies for the defence industries are vital for the 
communication and joint planning with government and labour. 

18. The Aerospace, Maritime and Defence Industry Association (AMD) of South Africa is the 
representative industry association for SADRI and is recognised by the DTI as a Joint Export 
Action Group.  AMD’s membership represents more than 90% of defence related business in 
South Africa and more than 97% of defence exports. 

19. AMD started its business life an as “Aerospace Industries” association in the early 1990s. It soon 
transformed to include “Defence” and “Maritime”.  VuXaka believes that despite its illustrious 
origins AMD has not yet lived up to stakeholder expectations.  This “underperformance” is 
discussed in more detail in Chapter 8.  Recommendations are made to rectify it. 

20. AMD is at present reviewing its own strategy and structure.  It visualises a much strengthened 
infrastructure with portfolios for: 

20.1. Industrial Development 

20.2. B-BBEE and skills development 

20.3. Export Support 

20.4. Arms Control & Non-proliferation 
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Size and Shape of SADRI 

21. The SA Defence Related Industry has total revenues of about R9.6-billion in 2005.  While this 
business is of significant size in itself, it contributes only 0.56% to GDP (as a percentage of 
manufacturing GDP, it contributes 3.42%).  SADRI exports some R4.3-billion.  This export 
propensity is exceptionally high. 

22. There are some 74 companies in the sector, ranging from large (R3-billion pa parastatals through 
R1-billion pa multinationals to SMME’s (some 60) and B-BBEEs (some 17). 

23. Rather than consider its economic impact alone the importance of the SADRI should be judged in 
terms of its impacts on security, its geopolitical reach and in its technology contributions. 
Moreover, together with its logical cluster-mate “Aerospace”, the defence and aerospace industry 
sector is important from an innovation point of view, it being the most innovative sector, see 
Chapter 6. 

 

Government Intervention 

24. After commencement of the SADRI study, VuXaka became aware of a number of inter-ministerial  
(DPE, the dti, DoD) investigations and interventions in the Defence Establishment and the 
Defence Industry. These interdepartmental interventions came about (were precipitated) mainly by 
the financial crisis (insolvency) in Denel, but they were soon expanded to include the following: 

24.1. Restructuring of Denel 

24.2. Redefinition of Armscor’s governance model 

24.3. Redefinition of the national DERI (Defence Evaluation and Research Institute/s) 

24.4. Restructuring of “Armscor Business” and the sales of surplus stock 

24.5. Review of DoD/Armscor Acquisition process (this includes the visibility of the 10 yr Capex 
Plan and improvement of the NIP/DIP focus) 

24.6. Restructuring of SADRI for sustainability 

25. It very soon became apparent  that AMD’s SADRI study had better become part and parcel of the 
interdepartmental investigations and interventions or become irrelevant.  Now, while we did not 
propose to change the aims and scope of the SADRI study, we propose that its results be 
integrated with these interventions.  The SADRI study has opened the appropriate inter-ministerial 
doors and has prepared the way for AMD to become part of this crucial reform. 

 

The Dynamics of SADRI 

26. The South African Defence Related Industry grew to maturity from a “technology colony” through 
backward industrial integration.  When peace came to South Africa in 1990 it was accompanied by 
sweeping global changes in the Arms Business. These changes contain pressures that push 
SADRI back into more industrial dependence.  

27. Whereas SADRI’s size and shape were traditionally mainly determined by Defence Planning and 
consequent Acquisition, SDPs, Exports and globalisation became overriding factors.  But Defence 
planning autonomy is even further diluted by the increased use of Defence and the Defence 
Industrial System as instruments of foreign policy and industrial development.  

28. The future of SADRI is now, just as it is in many other second tier nations, more dependant on 
globalisation and on national industrial planning, than it is on Defence Acquisition.  Ironically, 
SADRI’s international comparative advantages still derive from local acquisition spending and the 
DoD still relies on SADRI for operational support. 

29. To this point in the above reasoning, one could have been describing Brazil or India or Sweden. 
But in South Africa the industry is at the same time in transformation with Affirmative Action, Black 
Economic Empowerment and the adjustment to black stakeholders. 

30. The above dimensions now describe the complexities of the contemporary SADRI planning 
environment. Clearly, the “old way” of doing things will not suffice. Clearly, without significant 
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intervention SADRI will be unable to survive.  Clearly, the role of AMD will also have to change. 
These problems and their proposed solutions are the subjects of this report. 

 

SADRI’s Future 

31. While SADRI has been doing comparatively well over the last two decades, it is in trouble today.  
Some commentators even feel that it has become unsustainable. The intervention to turn this 
situation around is neither as difficult nor as time consuming as one might think. 

32. There is a decisive rapid government-led intervention to return Denel (a major part of SADRI) to 
profitability. 

33. When one considers that SADRI displays the highest level of export propensity in the SA industry 
and that it has by far the highest levels of innovation, it is clear that the requisite basis for such 
reform is already in place.  Furthermore, when one takes into account that SADRI is, by 
comparison to other sectors, relatively small and agile, it becomes clear that such intervention can 
work rapidly. Finally, SADRI is already well integrated into the global supply chain infrastructure 
and enjoys the attendant resilience. 

 

Overview 

34. The SADRI Study is executed under the following headings: 

 

Chapters: 

Chapter 1:  Introduction / Summary 

Chapter 2: Conclusions and Recommendations 

Chapter 3: Study Research 

Chapter 4: The Industrial Environment 

Chapter 5: The Industrial Economy 

Chapter 6: Intellectual Capital and Innovation 

Chapter 7: Policy, Regulation and Acquisition 

Chapter 8: The Role of AMD 

 

Appendixes: 

A: Pro-forma Questionnaire  

B: List of Interviews 

C: Quantitative Survey Report 

D: Consolidated Comments received 

 

E: Glossary 

F: References 

 

35. This leads to a report of some 300 pages.  

36. Together with this report numerous slides (more than 100) are produced. These slides are used: 

a. To present milestone progress 

b. To interact with DPE, DTI, DoD, etc. 

c. To prepare AMD for government interaction 
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37. Together with the report and slides, at least six reference files are delivered, some in paper, others 
in digital format. One “Confidential” File is not delivered, but is archived with VuXaka’s auditors.  
This file contains information considered to be commercially sensitive for competing companies. 
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Chapter 2 

Conclusions and Recommendations 
 

Iron sharpeneth iron; so a man sharpeneth the countenance of his friend 
Proverbs 27:17, Jewish Bible 

 
CONTENT 

• Introduction 

• Conclusions and Recommendations 
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Introduction 

1. In the course of this study, VuXaka has come to the conclusion that the South African Defence 
Related Industry (SADRI) is probably not sustainable in its current form, unless interventions by 
government and industry are forthcoming. International globalisation pressures in the Defence 
Business are relentlessly pushing SADRI back into the state of “technology colony”. 

2. The research consisted of a comprehensive survey of the SADRI, interviews with more that thirty 
key individual stakeholders and a literature review.  The data was analysed to reach conclusions 
about the current size and shape of the industry, as well as about its continued survivability. 

3. The study covers the ten-year period from 1995 to 2005 with projected data to 2010.  It deals with 
a wide variety of topics such as the evolution of the industrial environment, the peace dividend, 
global transformation, the SDPs, local Transformation and B-BBEE, and SMMEs. 

4. The study found that SADRI is exceptional, in many ways:  It has the highest level of export 
propensity and is the most innovative part of industry. These unique SADRI attributes must be 
utilised by South Africa in its quest to become a “Winning Nation”. 

5. Soon after the start of the study, VuXaka became aware of the concurrent work of some six inter-
ministerial task teams working on various reform tasks in the Defence Industrial System (DIS).  
While these reforms have been initiated by the tragic insolvency of Denel, they now present an 
excellent opportunity for AMD to become part and parcel of the solution in the whole Defence 
Industry.  In fact, AMD must participate or it will be marginalized. 

 

Conclusions and Recommendations 

6. Every chapter of the report is written in such a way as to be free standing:  It contains its own 
independent reasoning and context and it contains its own conclusions.  This is essential to 
ensure readability.  It does, however, introduce and element of duplication – a small price to pay 
for understanding. 

7. This chapter is designed to serve as an overview and as a summary of the main conclusions and 
recommendations. Inevitably, some of the finer grained conclusions and recommendations are not 
transferred from the individual chapters to be integrated into this comprehensive section. To 
ensure the comprehensiveness and coherence of the final conclusions and recommendations, the 
VuXaka team executed a formal strategic planning session (near the end of the study).  The 
record of discussions of this session is attached as Appendix E.  It culminated in numerous 
Offensive, Defensive, Development, and Avoidance Strategies.  These strategies form the basis of 
the conclusions and recommendations that are outlined in the table below: 

 

Conclusion Recommendation Comment 

There is a concurrent rapid 
implementation inter-
ministerial intervention in the 
DIS 

Integrate AMD study and 
actions with the activities of 
the inter-ministerial teams 

AMD may be marginalized if it 
does not do so. 

SADRI was doing remarkably 
well over the last decade 
compared with some of its 
second tier peers 

This industrial performance is 
not sustainable;  it calls for 
meaningful reform and 
intervention 

AMD cannot be a passive 
bystander in this intervention.  
It will have to develop an 
integrated and strong voice. 

The globalisation of SADRI is 
well underway 

While this is so, there are still 
areas wherein further 
globalisation is necessary 

It is now necessary to 
consolidate, strengthen and 
exploit SADRI’s globalisation 
successes. 

The Defence Industrial System 
(DIS) has become 

The inter-ministerial 
intervention confirms this 

AMD must give its full support 
to the intervention programme; 



 

16 February 2006  Intellectual Property of AMD Page 10 of 178 

dysfunctional observation and calls for full 
co-operation. 

engage on a continuous basis 
with the teams 

There is a dire need for a 
SADRI IDS (Industrial 
Development Strategy) 

While AMD may not be the 
final leader of the 
interdepartmental IDS team, it 
should initiate the process 

This accountability used to be 
seated in Armscor, but it was 
“lost” during the transition of 
the last decade. 

There is a concomitant need 
for “Industrial and 
Technological Champions” 

Such highly visible and 
charismatic champions are 
needed in AMD, DoD, and 
other departments 

Other sectors rely on such 
visible and passionate 
leadership. Should we 
consider a “Chief Scientist”? 

Need for SDP System 
Through Life Support 

AMD to promote IDS and 
Acquisition Alliances 

This problem has foci for the 
submarines, the fighters and 
the LUHs 

DIP Focus inadequate DIP and Acquisition plan must 
support IDS 

In the SDPs direct DIP in the 
submarines, fighters and helos 
would have been beneficial. 

Need for focussed R & T 
investment 

Focus R & T investment ito 
IDS 

IDS, in turn must be aligned 
with Defence Strategy 

Need for Skills Development Focus skills development ito 
IDS 

AMD, in line with other 
organised industry bodies, 
must establish a skills 
development substructure 

Need for light agile peace 
keeping equipment 

AMD to promote life extension 
programmes 

Systems capabilities ito IDS 

Need for interoperability in 
Africa 

AMD to promote 
standarisation 

Exploit for export 

Need for local cardinals with 
development 

Promote local acquisition ito 
IDS 

Industrial Sovereignty 

Turndown in export propensity Exploit current markets, exploit 
existing DIP credits, exploit 
export gateway. Build an 
export support substructure. 
Participate in multilaterals 

The longer term problem is 
SADRI’s comparative 
advantages (installed by local 
acquisition).  Inter-ministerial 
team to address Export 
Support. 

Little “free money” in SCAMP Promote: New “SDPs” fresh 
capital 

This will only be possible when 
DoD spends according to plan.

Arms Control & NP intensifies AMD to build compliance  & 
participation substructure 

Reciprocity? 

SADRI Transforms too slow Build B-BEE Charter 
substructure 

Integrate with skills 
development 

After SDPs, low free capex Industry led rationalisation Consider UAVs and C4I 

AMD needs reform Review current AMD reform 
strategy, implement now. 

Alignment with this study 
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Planning Autonomy? A fact of life Build multilateral stakeholder 
comms. 

State intervention? Grab the opportunity now. Unify AMD, prepare well 

 

Immediate Actions 

8. The above conclusions and recommendations lead to four main short term actions for AMD: 

8.1. AMD must review its reform strategy, align it with the outputs of this study and implement 
it rapidly. 

8.2. AMD must agree on a formal position with respect to the current proposals of the inter-
ministerial task groups and engage with them as soon as possible. 

8.3. AMD must prepare for integrated and coherent interaction with government on the 
coattails of the inter-ministerial teams. 

8.4. AMD must draft and promote the IDS (Refer to UK White Paper) 
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Chapter 3 

Research 
 

CONTENT 

• Background 

o Introduction 

• Research problem 

o Rationale for the study 

o Research objectives and research questions 

• Research Design and Methodology 

o Research strategy 

o Research methodology 

o Research instruments 

• Data Gathering and analysis 

o Data gathering process 

o Data analysis 

o Strategic planning 

o Conclusion 
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Background 

1. There are only nineteen countries in the world that have substantial domestic defence industries 
(with at least one company in the SIPRI list of top 100 arms-producing companies).  These are 
Australia, Canada, China, France, Germany, India, Israel, Italy, Japan, Norway, Russia, South 
Korea, Singapore, Spain, South Africa, Sweden, Switzerland, UK and USA. Domestic defence 
industries are common in high-income countries.  China, Russia, India and South Africa are the 
only lower- and middle-income countries (GNI/capita <$9,385 in 2003) that have domestic 
defence industries. 

2. In the past one of the key success factors for any industry to become globally competitive was a 
demanding and substantial domestic market (Michael Porter, 1980).  This was particularly true for 
a defence industry.  The unique relationship that defence industries had with their domestic 
military clients, namely domestic armament research and development contracts, enabled these 
industries to acquire technology, products and capabilities that were subsequently utilised for 
export trade.  In essence, their R&D costs were paid for by their domestic military client and the 
industry was able to export arms at production cost plus profit.  This fundamental characteristic of 
the military-industrial system has not changed, but what has changed is the increase in the 
technological sophistication and thus the price of armaments.  The typical main battle tank of 
WWII would cost US$1 million today, whereas a modern main battle tank costs US$60 million.  
The same has happened with the development costs of all armaments.  The result is that 
countries can afford only smaller quantities of armaments, but this is of course offset by their 
higher sophistication.  However very few countries can afford to develop armaments totally on 
their own.  At present it is only the USA that is able to do so.  All other nations have to cooperate 
to share the costs amongst them.  This is particularly prevalent in Europe. 

3. Other smaller nations like Brazil, Chile and Taiwan have lost their domestic defence industries. 
The survival of the SADRI is somewhat of an anomaly as South Africa’s military expenditure has 
declined sharper than that of any other nation (except for the former Soviet Union) during the early 
1990s.  

4. The question is therefore whether the SADRI is sustainable. 

Note: The data contained in this Chapter is based on an industrial survey.  Survey data was 
received up to 13 February 2006.  The previous quantitative estimates for the SADRI were only 
marginally affected by these late responses.  The figures quoted in the body of the report are 
based on earlier estimates and differ somewhat from those in the final survey report (Appendix C).  
In most instances these differences are minor and do not alter the findings made from the 
previous estimates. 
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Research problem 

Rationale for the study 

Research objectives and research questions 

5. The objective of the study is to provide quantitative and qualitative information regarding the status 
and viability of the South African Defence Related Industries (SADRI) to serve as input to AMD’s 
representations to South African Government Departments and the Legislature as an aid in the 
formulation of policy, strategy and laws relevant to and associated with the Industry. 

6. Except as indicated otherwise, the study includes historical data covering the 10-year period from 
1995 to 2005, sourced from the “big seven” South African defence companies (Denel, Reutech, 
Advanced Technologies and Engineering (ATE), African Defence Systems (ADS), BAE Systems 
Land Systems OMC (Pty) Ltd, Grintek Group Ltd and Turbomecca Africa) as well as a 
representative sample of the SMME and BEE components of SADRI.  Projected data cover the 5-
year period 2005 to 2010. The data was interpreted to reach conclusions regarding the current 
state and continued viability of the industry, emphasising relevant trends and developments since 
1995.  

7. The forty-three research questions listed in table 3.1 related directly to AMD’s requirements for the 
study as contained in the request for tender (AMD ref.  INDSTUDY 2005/01).  However, the scope 
of the study was extended well beyond this minimum requirement and many other questions and 
issues were addressed in the study and are reported in this report. 

 

Research questions 

Industry Economics 

1. Who are the key players in the SADRI and what are their core capabilities, product 
lines, turnover and employment numbers? 

2. What is the contribution of the SADRI to the national economy for the period 1995 to 
2005, expressed in terms of the value of domestic arms production in total South 
African manufacturing output, as a share of GDP and in terms of total earnings of 
foreign exchange? 

3. What is the nature of the ownership of the SADRI (JSE, Private, Public, Local/Foreign 
etc.) and what are the relevant ownership trends for the period covered by the study? 

4. What is the total current foreign ownership and ownership per country of the SADRI, as 
percentages, as well as expected figures to 2010? 

5. What is the mix of defence and civilian business for the SADRI and what are the 
relevant trends for the period covered by the study? 

6. What is the cumulative and individual turnover of the SADRI, as well as the trends for 
the period? 

7. What is the turnover attributable to local and foreign sources, as well as the relevant 
trends, as percentages? 

8. What are the company’s activities in terms of the following functions (as a %): R&D, 
Systems Design, Systems Integration, Engineering, Production, Logistics Engineering 
and Maintenance? 

9. What is the turnover segmented into the following categories:  Defence Electronics, 
Ordnance, Platforms, Ammunition, Training & Simulation and Logistics? 

10. What is the turnover subdivided into a matrix for land, sea and air? 

11. What is the turnover (expected total cumulative and per year) attributable to direct 
supply and service contracts arising exclusively from the Strategic Defence Packages? 

12. What is the turnover (expected total cumulative and per year) attributable to Defence 
Industrial Participation (DIP) contracts arising exclusively from the Strategic Defence 
Packages? 
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13. What were the Defence Research and Development expenditure by the South African 
Department of Defence for the period 1995-2005, differentiating between research and 
development expenditure? 

14. What was the Defence R&D spending by SADRI companies from own funds compared 
with government expenditure? 

15. How does the SADRI’s R&D spending compare with that of foreign defence 
companies? 

16. To what extent are defence technologies that were available in 1995 currently no 
longer available as a result of the decline in domestic defence R&D expenditure? 

17. Which of the “lost” technologies may be considered strategically essential by the 
SADOD? 

18. What are the categories of skilled managerial and technical jobs in the SADRI? 

19. What is the categorisation of skilled managerial and technical jobs in accordance with 
recognised categories of previously disadvantaged individuals? 

20. For the period 1995-2005, what is the extent of retention, creation or loss of jobs in the 
Industry? 

21. What is the age profile of the skilled workforce of the SADRI? 

22. To what extent are skills transferred to current and incoming skilled employees by the 
retiring workforce? 

23. Is there a significant skills gap present between the current and incoming skilled 
employees and the retiring workforce? 

24. What is the availability of the required categories of qualified manpower? 

 

Industry Environment 

25. What is SADRI’s experience of the effectiveness and added value of the Marketing 
Support Board and its successor, SADESO? 

26. What is SADRI’s experience of support by Armscor, in terms of marketing support, 
sustaining of strategic technologies, negotiating the optimum dispensation in SDPs 
and DIP? 

27. What is SADRI’s experience of support by the DTI, in terms of industry exposure and 
industrial development? 

28. What are SADRI’s comments on Government ownership of industry participants? 

29. What are SADRI’s comments on Government support for BEE companies? 

30. What are SADRI’s comments on Government support for SMME companies? 

31. What is SADRI’s opinion on the future of the industry? 

 

Technology Management 

32. What is SADRI’s experience of Government management of defence technology, in 
terms of co-ordinated strategy and planning between DoD, DST, CSIR etc. and 
research funding? 

33. What are SADRI’s relationships with academic institutions (Universities in particular) 
and development programmes to attract “new blood”? 

 

Defence Procurement and Acquisition Management 

34. What is SADRI’s experience of and proposals relating to the current high level 
acquisition process, i.e. the roles of the DoD, Armscor and the SA defence industry 
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(“arms-length approach)? 

35. What is SADRI’s experience of and proposals relating to decisions regarding foreign 
versus local procurement? 

36. What is SADRI’s experience of and proposals relating to structuring of contracts and 
DIP related to foreign procurement? 

37. What is SADRI’s experience of and proposals relating to timely involvement of the 
industry in the acquisition process? 

38. What is SADRI’s experience of and proposals relating to local procurement at a 
premium? 

39. What is SADRI’s experience of and proposals relating to coordinated requirements 
planning within the DoD, and long term budgeting for capital expenditure? 

 

Regulatory Environment 

40. What is SADRI’s experience of and proposals relating to confusion regarding current 
arms control regulations and application thereof (regulatory status of the NCACC 
“Policy”, Multiple transaction permits, etc.)? 

41. What is SADRI’s experience of and proposals relating to integration of the control 
process? 

42. What is SADRI’s experience of and proposals relating to resourcing and staffing of the 
Directorate? 

 

Defence Intellectual Property Management 

43. What is SADRI’s experience of and proposals relating to current DoD IP Policy and A-
STD-0020? 

 

Table 3.1 

 

Research Design and Methodology 

Research strategy 

8. The research strategy was predominantly evaluative.  Two research types were used: 

8.1. Descriptive research. The problem definition contains mostly ‘open’ frequency questions 
such as question 1:  “Who are the key players in the SADRI and what are their core 
capabilities, product lines, turnover and employment numbers”?  The researchers had no 
definite expectations or assumptions in advance.  It was about categorising, counting, 
systematic observation and ordering of information.  This part of the research covered the 
whole population of defence related industries in South Africa.  The approach taken was 
to conduct an industry survey of a sample from the population. 

8.2. Exploratory research. The problem definition also contains some ‘open’ difference and/or 
correlation questions such as question 15:  “How does the SADRI’s R&D spending 
compare with that of foreign defence companies”? Although the researchers had no 
theory and/or sharp hypotheses in advance, they had ‘hunches’ though. This part of the 
research required information from both the SADRI and other populations, e.g., other 
domestic industrial sectors and foreign defence related industries.  This required 
secondary data that were gathered from external sources, including published documents 
and through the Internet. 

9. The research design or the actual steps taken to ‘produce’ the research data consisted basically of 
literature reviews, interviews and a survey.  The research was also both qualitative and 
quantitative.  Some policy analysis was done by means of implementation (process) evaluation. 
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Research methodology 

10. Survey research. The industry survey was the primary research method used.  It consisted of 
translation of the research questions into research variables and then choosing the appropriate 
sampling and data-collection and appropriate analysis methods.  Survey research uses the 
following key concepts: 

10.1. Sampling:  Selection of only a part of the research population. 

10.2. Population:  All the members belonging to the defined group. (In this case all defence 
related firms in South Africa). 

10.3. Sampling frame:  Those members of the population from whom a sample was drawn.  (In 
this case all the members of AMD and those listed in the 2005 Defence Industries 
Directory). 

10.4. Sample:  Those members of the population from whom information was collected. 

11. For this research a non-probability sample was taken.  The researchers had to make do with an 
accidental sample of self-selected firms that voluntarily responded to the survey.  However, an 
effort was made to get a high response rate, particularly of the major players in this industry. 

 

Research instruments 

12. The main research instruments used were the survey and interview questionnaires.  The SADRI 
Survey 2005 Questionnaire was designed to gather the data required to answer the research 
questions (Table 3.1) that relate to the individual firms.  Some of the questions cannot be 
answered only from this source and data and information had to be obtained from other sources 
as mentioned before.  These were gathered through interviews and secondary data were sourced 
from external sources e.g. published documents and through the Internet.  Table 3.2 shows the 
data sources used.  As mentioned before, the scope of the study was extended well beyond this 
minimum requirement and the information obtained during interviews and secondary data were 
used extensively for this purpose. 

Information sources 

Interviews Research 
question 
(Table 3.1) 

SADRI Survey 
2005 
Questionnaire 

Industry DoD and 
Armscor 

Other 
Gov. 

Dept’s 

Secondary 
data 

1 X X    
2 X   X X 
3 X X    
4 X X    
5 X     
6 X     
7 X     
8 X     
9 X     
10 X     
11 X  X   
12 X X X   
13   X  X 
14 X  X   
15 X X   X 
16 X X X   
17 X  X   
18 X     
19 X     
20 X     
21 X     
22 X     
23 X     
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24 X     
25 X X X   
26 X X X   
27 X X  X  
28 X X X X  
29 X X X X X 
30 X X X X X 
31 X X X X  
32 X X X X  
33 X X    
34 X X X   
35 X X X   
36 X X X   
37 X X X   
38 X X X   
39 X X X   
40 X X  X  
41 X X  X  
42 X X  X  
43 X X X   

Table 3.2 

 

Data Gathering and analysis 

Data gathering process 

13. Primary (new) data was gathered by the researchers for the first time by means of interactive 
data-collection (interviews) and non-interactive data-collection (survey). 

14. Twenty-eight questionnaires of companies and business units of companies were received up to 4 
February 2006. The response rate was 80% for the large companies (“big seven”), 30% for the 
other AMD members and 8% for the non-AMD members.  This represents approximately 60% of 
the human resources and 64% of the turnover of the SADRI.  The size of the total SADRI was 
estimated by means of weighed extrapolation from the questionnaires received. The companies 
that participated in the survey are listed in table 3.3. 

 

Participating companies in the SADRI 2006 survey 

Denel 
Reutech 
Advanced Technologies and Engineering (ATE) 
African Defence Systems (ADS) 
BAE Systems Land Systems OMC (Pty) Ltd 
SAAB GrIDS 
Turbomecca Africa 
Aerosud (Pty) Ltd 
Ansys Integrated Systems (Pty) Ltd 
AMS (Pty) Ltd 
Contactserve 
M-Tek 
RGC Engineering (Pty) Ltd 
EDS - Waymark 
Natcom Electronics 
Thales Advanced Engineering 
Armscor Business 

Table 3.3 
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15. The interviews used a standardised questionnaire as a guideline but unstructured and open-ended 
questions were put to the respondents.  All the interviews were conducted by the team members 
themselves.  The team tried to ensure that there were at least two team members present at each 
interview.  Many interviews were conducted with three or four team members present.  The team 
members took notes during the interviews and these were collated afterwards.  Most interviews 
were with an individual but in some cases a small (3- 5 person) group was interviewed.  More than 
thirty individuals were interviewed. The people interviewed are listed in Table 3.4. 

 

Interviews 

Person/s interviewed Organisation 
B. Ramfolo Chief of Acquisition 
T. Motumi & N. Sendall Chief of Policy and Planning 
Adm Dewey  Chief Director Technology 
Adm Keg Verster + D. Griesel Chief Director Acquisition 
F. Denner & L. Ndema  The dti 
J. Masilela  Secretary for Defence 
D. Smith, F. Beyers & D. Jooste Armscor 
R. Ngwenya & L. Moloi AMD 
D. van Beek NPC 
D. Dladla NCACC 
J. Morris & E. Ritchken DPE 
S. Liebenberg & team Denel 
P. Smit Reutech 
R. Saloojee Grintek 
R. Bonarius Turbomeca 
J. Steyn BAE Systems Land Systems OMC 
F. Lopez ADS 
P. Vivier ATE 
A. Holloway Ansys 
W. Makwinja LQS 
C. Weder AMS 
E Esterhuyse EADS 
A Nepgen Defencetek 
P. Haupt Aerospace Briefing 
P Dippenaar Aerosud 

Table 3.4 

16. Secondary (existing) data collected and used by the researchers were both public data and non-
public data. The quality and reliability of the data were crosschecked where possible and only 
reputable sources were used. The sources are acknowledged throughout the report and in the list 
of references. 

 

Data analysis 

17. Descriptive statistics was used for the analysis of quantitative data.  Classification and correlation 
analysis was used with both qualitative and quantitative data.  In many instances text data was 
converted to numerical form using multi-value Likert scales to enable statistical analysis of the 
data.  These techniques was used extensively for analysis of the survey data and the results are 
shown in the Survey Report (Appendix 2) and are reported in the relevant chapters of this report.  
Policy analysis was used for the analysis of data and documentation that related to policy issues. 

 

Validation 

18. The researchers were aware of some threats to the validity of this study.  The following actions 
were taken to control for these threats: 
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18.1. The past involvement of the researchers with the defence industrial system could have 
introduced some bias.  However, none of the team members is currently active in the 
defence system or has any conflict of interests.  As a precautionary measure two or more 
team members were present at each interview.  Notes taken during the interviews were 
disseminated to all team members, cross-referenced and consolidated into a consensus 
report.  The work of the team was also regularly reviewed by CSIR Defencetek, the 
independent review partner. 

18.2. Denel’s current predicament and the on-going activities of the inter-ministerial workgroups 
could have influenced the objectivity of the researchers.  The researchers took note of 
these developments but were not active participants in any of them. 

18.3. Some of the changes in the SADRI are due to normal developmental processes.  This 
was taken into account by comparative analysis with other industries and countries where 
appropriate. 

18.4. The participants in the survey were self-selected which could affect the validity of the 
findings.  For example, the larger firms were well represented in the sample but the 
smaller firms were not.  The quantitative data was therefore corrected by using weighted 
extrapolation to compensate for the undercounting of the smaller firms. 

18.5. Some of the subjects may have had a reason to want to influence the findings of the 
research.  This threat was controlled by cross correlation of the data and the use of 
multiple sources of data. 

 

Strategic planning 

19. A strategy planning exercise was done for the SADRI.  Provisional vision, mission, values and 
core competences were formulated for the SADRI and a Strengths, Weaknesses, Opportunities 
and Threats (SWOT) analysis was done.  This was used to formulate strategic options for the 
SADRI, grouped in the categories Offensive, Defensive, Developmental and Evasive Strategies. 
This analysis forms the basis for most of the recommendations made in this report. 

 

Analysis of the sustainability of the SADRI 

20. Data from the 2005 SIPRI HANDBOOK was used to analyse various aspects relating to the 
sustainability of Defence Related Industries.  The data is contained in Table 9A.1, pp 406 – 410 of 
this source.  The database contains 118 companies and subsidiaries of the world’s 100 largest 
arms-producing companies (excluding China) in 2003.  Particular emphasis is given to the position 
of Denel and Reutech as these are the only South African companies that have published 
information on their profitability.  Denel is listed as the 80th largest arms-producing company in the 
world. 

 

Defence focus of the global DRI 

21. Defence focus is defined as the share that defence related business constitutes of a company’s 
total business (turnover).  The operational definition of Defence Focus that will be used in the 
following analysis is the ratio of arms sales to total sales of a company expressed as a ratio or 
percentage.  The range of possibilities is from a totally defence focussed organisation where all its 
business is defence related to a marginally defence orientated company where their defence 
business is only a very small fraction of their total business. Totally defence focussed businesses 
are companies such as United Defence (USA), GIAT Industries (France), Elbit Systems (Israel), 
Krauss-Maffei Wegmann (Germany) and Alvis (UK).  Examples of companies that are only 
marginally in defence are General Electric (USA), DaimlerChrysler (Germany), Toshiba (Japan) 
and Ericsson (Sweden) with less than 5% of their business in defence.  Figure 1 shows a 
histogram of the defence focus of the world’s 100 largest arms-producing companies (excluding 
China) in 2003. 

Defence focus of the world’s 100 largest arms-producing companies (excluding China) in 2003. 
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Figure 1 

 
22. Figure 1 shows a distribution with no clear preferred focus. The distribution suggests four 

populations:  1) a ‘highly focussed on defence’ group with a defence focus between 80% and 
100% and a mode of >90% in defence, 2) a ‘mostly-in-defence’ group with a defence focus 
between 50% and 80%, 3) a ‘diversified civilian-and-defence’ group with a defence focus between 
20% and 50% and a mode of 35% in defence, and 4) a ‘civilian industry’ group with a defence 
focus of <20% in defence (Mode being the most common value of a variable in a distribution).  It is 
interesting to observe that the ‘mostly-in-defence’ group (with a defence focus between 50% and 
80%) is relatively small in comparison to the rest.  This suggests that defence companies tend to 
be either ‘mostly civilian’ (defence focus <50%) or ‘highly focussed’ (defence focus >80%). Denel 
is in the ‘mostly-in-defence’ group with a defence focus of 76.7%. 

23. For the purpose of this analysis, the Defence Industry is defined as comprising all companies that 
have a ‘substantial fraction’ of their business in defence.  This minimum involvement in defence 
has been set at 30%.  The justification for this sub-minimum is that the sustainability of 
companies, those that have more than 70% of their business in the civilian (or ‘non-defence’) 
commercial sector, is not dependent on the success of their defence business.  These companies 
were therefore removed from the database and were not included in the rest of this analysis.  With 
these companies removed as well as some for whom insufficient data is available, the database 
now contains 83 defence companies or defence subsidiaries that have a substantial fraction 
(>30%) of their business in defence. 

Company size 

24. Company size expressed in terms of their 2003 turnover (total sales) of the world’s largest 
defence companies is shown in Figure 2.  This histogram shows a skewed distribution with an 
outlier population of seven very large companies with annual sales >US$10bn (Boeing, Lockheed 
Martin, Northrop Grumman, BAE Systems, Raytheon, General Dynamics and Thales).  It is normal 
practice to discard outliers in statistical analysis of such distributions.  The following descriptive 
statistics are therefore for the range of sales US$290m - US$10bn per annum. 

Mean   1712  Kurtosis   6.078 

Standard Error  223  Skewness   2.48 

Median   917.5  Minimum   290 

Denel 

Reutech 
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Mode   600  Maximum   9339 

Standard Deviation  1945  Count    76 

Sample Variance  3786007 Confidence Level (95.0%) 444 
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Figure 2 

 

25. Denel with total sales of US$587m in 2003 is a popular sized defence company. Other well-known 
defence companies of this size are Krauss-Maffei Wegmann (Germany), Korea Aerospace 
Industries, Bharat Electronics (India), The Aerospace Corporation (USA), Tenix (Australia), Alvis 
(UK) and Israel Military Industries. 

 

Labour intensity 

26. The labour intensity of a company is defined as the number of employees per unit of output.  High 
labour intensity companies are typical in the low-technology sectors such as the Textiles, Paper 
and Pulp Sectors.  High-technology companies tend to have low labour intensities, technology 
(technical knowledge and techniques) being the main productive asset.  The operational definition 
of labour intensity that will be used in the following analysis is the labour force divided by the total 
annual sales of a company, expressed in employees per US$1m. 

27. Figure 3 shows a histogram of the labour intensity of the global defence industry. It shows a 
normal distribution with an outlier population of eight labour intensive companies that have more 
than eleven employees per US$1m sales p.a. These are all Russian companies 
(Aerokosmicheskoe Oborud, Ufimskoe MPO, Uralvagonzavod, Irkut, MMPP Salyut and Sukhoi), 
the Ordnance Factories in India and Denel in South Africa.  It is normal practice to discard outliers 
in statistical analysis of such distributions.  The following descriptive statistics are therefore for the 
range 2 – 11 employees per US$1m p.a. 

Mean   5.48  Kurtosis   0.35 

Standard Error  0.20  Skewness   0.44 

Median   5.56  Minimum   2.38 

Mode   5  Maximum   10.78 

Standard Deviation  1.65  Count    66 

Denel 
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Sample Variance  2.73   Confidence Level (95.0%) 0.406 

 

Labour intensity of the global defence industry 

0

2

4

6

8

10

12

14

16

2 4 6 8 10 12 14 16 18 20

Labour intensity (employees/US$m sales)

Fr
eq

ue
nc

y

 
Figure 3: 

 

28. An obvious hypothesis relating employees to sales would be the following: 

29.  H1: There is a positive linear relationship between the turnover of companies and the number of 
people they employ. 

30. This hypothesis was tested by simple linear regression as shown graphically in Figure 4.  The 
intercept (a) and slope (b) of the regression line are the following:  a = 0, b = 4.4419. 97% of the 
variation in the number of employees is explained by sales volume (R-squared = 0.9722) and this 
is statistically a highly significant result (t = 57, F = 2239).  The hypothesis is thus strongly 
supported by the empirical evidence as was expected. 

31. Denel had a labour intensity of 18.62 employees per US$1m sales in 2003 while the mean for the 
global defence industry was 5.478 employees per US$1m sales. To be in line with the rest of the 
world, Denel should increase its sales from US$587m p.a. to US$2bn p.a. or decrease its labour 
force from 10930 to 3200. Denel might decide to be more labour intensive than the global defence 
industry, but even if it positioned itself one standard deviation (1.6513) from the world mean, this 
would still require of Denel to increase its sales to US$1.5bn p.a. or decrease its labour force to 
4200. 

Denel 

Reutech
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Linear regression analysis of labour intensity 
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Figure 4 

 

Profitability 

32. Profitability is defined as the annual profit of a company in relation to its size.  The operational 
definition of profitability that will be used in the following analysis is the total annual profit of a 
company divided by its total annual sales, expressed as a ratio or percentage. 

33. Figure 5 shows a histogram of the profitability of the global defence industry.  The distribution is 
normal with outlier populations at the >17% (one company: Ufimskoe MPO in Russia) and <-10% 
(two companies: Silicon Graphics in the USA and GIAT Industries in France) levels.  It is normal 
practice to discard outliers in statistical analysis of such distributions.  The following descriptive 
statistics are therefore for the range 17% to -10%. 

Mean   0.0348  Skewness  -1.0066 

Standard Error  0.0055  Range   0.2932 

Median   0.0361  Minimum  -0.1351 

Standard Deviation  0.0436  Maximum  0.1581 

Sample Variance  0.0019  Count   63.0000 

Kurtosis   4.1518  Confidence Level (95.0%) 0.0110 
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Figure 5: 

 

34. The average profitability of the global defence industry is 3.48% of turnover. Denel recorded a loss 
of 8.52% on turnover for 2003 which is the highest loss recorded with the exception of the two 
outliers mentioned in the previous paragraph. 

35. Denel was found to be dissimilar to other defence companies in all respects except size.  The 
following table summarises Denel’s position compared to the global defence industry. 

 

Measure Central tendency of 
global defence 
industry 

Denel Reutech 

Defence 
focus 

Modes: >90%, 35%, 
<10%  

76.7% 90% 

Size Mode:   US$ 600m 
p.a. 

US$587m p.a. US$81m p.a. 

Labour 
intensity 

Mean:  5.48 
empl/US$1m 

18.62 empl/US$1m 8.83 empl/US$1m 

Profitability Mean:   3.48% -8.52% 19.15% 

 

Denel Reutech 
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36. Denel’s predicament is that it is not profitable and therefore not sustainable. Denel has not been 
profitable for the last seven years as shown in Figure 6 (Source: Denel’s 2004 Annual Report). 

 

Denel’s profitability 
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Figure 6 

 
 

Correlation analysis 

37. Sustainability of any industry can be defined as its ability to remain profitable at an acceptable 
level in the long term. 

38. Figure 7 shows a scatter plot of profitability versus company size of the world’s 100 largest arms-
producing companies in 2003. 

 



 

16 February 2006  Intellectual Property of AMD Page 29 of 178 

Profitability vs. Company Size 
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Figure 7 

 

39. The following research hypothesis was tested by simple linear regression: 

40. H2: There is a positive linear relationship between the profitability and size of arms-producing 
companies. 

41. The empirical evidence did not support this hypothesis as the data shows a very weak negative 
correlation between profitability and total sales per annum (Pearson correlation coefficient = -
0.187), but this correlation is not statistically significant (t = -1.75, F = 3.05).  The empirical 
evidence therefore does not support the hypothesis that profitability is correlated to company size 
as no significant correlation was found between these variables. 

42. Figure 8 shows a scatter plot of profitability versus defence focus of the world’s 100 largest arms-
producing companies in 2003. 

 

 

DENEL
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Linear regression analysis of profitability versus defence focus 
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Figure 8: 

 

43. The following research hypothesis was tested by simple linear regression as shown graphically in 
Figure 7: 

44. H3: There is a positive linear relationship between the profitability and defence focus of arms-
producing companies. 

45. The data shows a weak positive correlation between profitability and defence focus (Pearson 
correlation coefficient = 0.29).  The intercept (a) and slope (b) of the regression line are the 
following: a = 0.00948, b = 0.0428. 8.5% of the variation in the profitability of companies is 
explained by defence focus (R-squared = 0.085) and this is statistically significant (t = 2.88, F = 
8.27).  The empirical evidence thus supports the hypothesis, but the correlation is weak.  The 
predicted mean value for profitability is 0.95% for 0% defence focus companies and 5.23% for 
100% defence focus companies.  The empirical evidence suggests that defence business is 
potentially more profitable that civilian business, but defence focus only explains 8.5% of the 
variation in the profitability of companies. 

46. Figure 9 shows a scatter plot of profitability versus labour intensity of the world’s 100 largest arms-
producing companies in 2003 (excluding the outlier population with labour intensity >11 
employees per US$1m p.a.) 

 

DENEL
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Linear regression analysis of profitability versus labour intensity 
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Figure 9 

 

47. The following research hypothesis was tested by simple linear regression as shown graphically in 
Figure 9: 

48.  H4: There is a negative linear relationship between the profitability and labour intensity of arms-
producing companies. 

49. The empirical evidence did not support this hypothesis as the data shows a weak positive 
correlation between profitability and labour intensity (Pearson correlation coefficient = 0.256).  The 
intercept (a) and slope (b) of the regression line are the following: a = -0.00097, b = 0.006. 6.6% of 
the variation in the profitability of companies is explained by labour intensity (R-squared = 0.066) 
and this is statistically significant (t = 2.377, F = 5.65).  The empirical evidence suggests that 
labour intensive companies are potentially more profitable that less labour intensive companies, 
but the correlation is weak and labour intensity only explains 6.6% of the variation in the 
profitability of companies. 

50. Another hypotheses about defence industry profitability relates export propensity of companies to 
profitability: 

51. H5: There is a relationship between the profitability and export propensity of companies. 

52. Although there is some data on export performance of countries in the SIPRI database it is only 
for four countries.  The export data is for 2000 whereas the profitability data is for 2003 as shown 
in the following table.   This limited dataset shows no correlation between these variables. 

 

Country 2000 Export propensity 2003 Profitability 

France 22.52% -1.47% 

Germany 22.22% -1.64% 

UK 34.90% 1.29% 

USA 15.42% 3.19% 
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Denel 34.8% -1.65% 

 

Exchange rate 

53. In Denel’s 2004 and 2005 Annual Reports the strengthening of the Rand against the US$ is 
offered as the primary reason of Denel’s lack of profitability.  This does not seem to be the case as 
the history of Denel’s profitability vs the R/$ exchange rate (Figure 10) or the annual change of the 
R/$ exchange rate (Figure 11) shows no correlation (Pearson correlation coefficients of -0.27 and 
-0.084). 

 

Denel's profitability vs. R/$ exchange rate 
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Figure 10: 

 

Denel's profitability vs. changes in the R/$ exchange rate 
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Figure 11: 

 

54. Linear regression analysis shows that only 7% of the variation in Denel’s profitability is explained 
by the exchange rate (R-squared = 0.0727) and less than 1% of the variation is explained by 
changes in the exchange rate (R-squared = 0.007). 

 

Conclusion 

55. The research results of the industry survey are reported throughout this report.  A summarised 
report of the survey results are contained in Appendix 2. 

56. The simple statistical analysis of some aspects relating to the sustainability (profitability) of 
defence companies has yielded the following findings: 

56.1. The average profitability of the global defence industry is 3.48% of turnover. 

56.2. Defence companies tend to be either ‘mostly civilian’ (defence focus <50%) or ‘highly 
focussed’ (defence focus >80%). The empirical evidence suggests that defence business 
is potentially more profitable that civilian business, but defence focus only explains 8.5% 
of the variation in the profitability of companies. 

56.3. The median company size expressed in terms of their 2003 turnover (total sales) of the 
world’s largest defence companies was $917.5 (Mode: $600). The empirical evidence did 
not support the hypothesis that profitability is correlated to company size. 

56.4. There is a positive linear relationship between the turnover of companies and the number 
of people they employ (Linear regression slope (b) = 4.4419 employees per US$1m 
sales).  The empirical evidence suggests that labour intensive companies are potentially 
more profitable than less labour intensive companies, but the correlation is weak and 
labour intensity only explains 6.6% of the variation in the profitability of companies. 

56.5. A limited dataset of only four countries shows no correlation between profitability and 
export propensity. 

56.6. The analysis shows that only 7% of the variation in Denel’s profitability is explained by the 
exchange rate and less than 1% of the variation is explained by changes in the exchange 
rate.  None of the external aspects relating to the sustainability (profitability) of defence 
companies analysed provides a satisfactory explanation for Denel’s lack of profitability. 
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Chapter 4 

The Industrial Environment 
 

Old farmers know:  To encourage pumpkins to grow, one must beat their 
leaves mercilessly with a thin stick. 
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Introduction 

1. This Chapter, Industrial Environment, represents the mainly qualitative aspects of the SADRI 
environment.  Its twin, Chapter 5 - The Economic Environment, has a focus on the quantitative 
aspects.  Due to oversupply of information the content was chosen to focus specifically on those 
environmental aspects that are most important for the viability of SADRI.  

 

Global Environment 

2. The Arms Race between the Warsaw Pact and NATO which started soon after World War II led to 
a dramatic growth in the Arms Trade and in the global Armaments Industry.  At the end of the Cold 
War (the USSR collapsed in 1989) the demand for weapons systems decreased and Arms 
Industries everywhere had to transform to adapt to the downturn. 

3. Most arms producing countries reduced output in the 1990s, but towards the end of the millennium 
the slump slowed down.  In the USA budgets and R & D spend picked up again.  The convolution 
of the end of the Cold War, the tail end of the Industrial Age and the onset of the Information 
Revolution had, however, triggered a massive depopulation, concentration and rationalization in 
the Arms Business. 

4. In the USA concentration happened fast.  By 1996 about 50% of the business was controlled by 
three Conglomerates:  Boeing-Rockwell-McDonnell Douglas; Lockheed Martin-Northrup-
Grumman; and Raytheon-Hughes-Texas Instruments. 

5. It is interesting to note that the concentration in the international Arms Business was accompanied 
and influenced by other concurrent global industrial upheavals: 

5.1. The tail end of the Industrial (smoke stack) Revolution 

5.2. The onset of the peak of the Information Revolution 

5.3. The depopulation of the nuclear industry (due to its becoming unfashionable and due to 
the end of the Cold War) 

5.4. Growth, concentration and globalisation in the ICT industry (due to the Information 
Revolution) 

5.5. Growth of the New (Knowledge) Economy. 

5.6. Outsourcing and growth in the service industry (due to the Information Revolution) 

5.7. A sharp increase (particularly since 9/11) of Arms Control and Non-proliferation 

6. There is a strong argument to be made that this global industrial upheaval (and the collateral 
collapse of the Soviet Union) was caused by the unstoppable strides of the Information Revolution 
and this, in turn, hinges on the increasing packing density of active elements on a silicon 
microchip.  Be that as it may, these global industrial shifts leave their indelible marks on every 
country, but in South Africa their effects were even more pronounced because of the coincidental 
political transformation of society.  

7. At the turn of the millennium the USA increased military spending dramatically, particularly in R & 
D ($32b, compared to the European total of $7b, and some $100m in SA).  The USA market was 
still relatively closed for imports while it remained the biggest exporter ($10b pa compared to $4b 
of the UK, $500m of China, and some $200m for SA). 

8. The European Arms Industry was in bigger trouble. It was smaller, less technology intensive and 
much more fragmented.  The UK and FDR reacted first by consolidating BAe (British Aerospace) 
and GE (in England, this group later also acquired Marconi) and Daimler-Benz-Chrysler 
Aerospace (in Germany). France followed with extensive mergers and acquisitions to create the 
industrial giant, Thales from the erstwhile Thomson-CSF. 

9. Another trans-European corporate, EADS, soon followed by means of the integration of DASA 
(FDR), CASA (Spain) and Aerospatiale (France).  While European missile interests were 
consolidated into MBDA by the integration of the missile businesses of Matra (France), EADS 
(Europe), and Finmechanica (Italy) 
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10.  All of the above happened at a time when South Africa was in the process of democratization:  
The war ended (after 1989), Codesa happened and Mr Mandela became President.  South 
Africa’s traditional Defence partners (in Europe and Israel) were involved in upheaval.  At this 
time, soon after South Africa renounced (and destroyed) its nuclear weapons and shut down its 
space program, it embarked on the SDPs (Strategic Defence Packages). The (current and 
temporary) result of this industrial turmoil is described in the table below: 

 

Some SADRI companies with Global Partners 

 

Company Principal Equity (%) Subject Comment 
Alvis-OMC BAe Systems 75 Armour  
ATE BAe Systems  Hawk ATE avionics 
Paradigm BAe Systems 100 Log  
ADS Thales 70 Corvette ADS Co’suite 
Grintek Saab 100 Gripen  
Grintek Augusta  LUH  
Grintek EADS 100 EW  
Tellumat Elbit  IFF  
Reutech EADS  Radar  
AMS Saab 100 Avionics  
Turbomeca Turbomeca 100 Jet engines  

Note: 1. The % figures represent the equity holding of the global principal in the SA firm.  Note 
2. Denel is at present negotiating equity participation with a number of Multinational 
Corporations. 

 

European Groups Partnering with SA 

 

Sweden UK France Italy FDR FDR FDR 
LME BAe Thales Agusta EADS Thyssen Ferrost 
SAAB  Radar Space AguWest Eurofight BlohmV HDW 
SAvio Comms Airdef AguBell Panavia Nordsee Hellenic 
SSpace R Ord Missile AguBoei ATR  Viking 

 

The SIPRI Top 100 Arms Producing Companies 

11. The 100 largest arms producing companies (excluding China) in 2003.  Figures in columns 3-5 are 
in US$m  

1 2 3 4 5 6 
Company (parent company) Country/ 

region 
Arms 
sales 

Total sales Profit Employment 

Lockheed Martin USA 24910 31824 1053 130000 
Boeing USA 24370 50485 718 157000 
Northrop Grumman USA 22720 26206 808 122600 
Raytheon USA 15450 18109 365 77700 
General Dynamics USA 13100 16617 1004 67600 
United Technologies, UTC USA 6210 31034 2361 203300 
L-3 Communications USA 4480 5061 278 38700 
Halliburton USA 3920 16271 -820 101380 
Computer Sciences Corp., CSC USA 3780 14768 519 90000 
SAIC USA 3700 6720 351 42700 
Pratt & Whitney (UTC) USA 3030 7505   
General Electric USA 2400 134187 15002 305000 
Honeywell International USA 2270 23103 1324 108000 
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KBR (Halliburton) USA 2170 9276 -36 60000 
United Defense, UD USA 2050 2050 141 7300 
ITT Industries USA 1790 5627 391 39000 
Dyncoip (CSC) USA 1660   14000 
Brown & Root Services 
(Halliburton) 

USA 1540    

ATK USA 1460 2366 162 13000 
Textron USA 1400 9859 259 43000 
Goodrich USA 1320 4383 100 20000 
Rockwell Collins USA 1270 2542 258 14500 
Harris USA 1170 2093 60 10300 
Titan USA 1010 1775 29 11500 
DRS Technologies USA 940 1001 45 5800 
Anteon USA 920 1042 36 7600 
URS Corporation USA 720 3187 58 26000 
EG&G (URS Corporation) USA 720 928  10000 
EDS USA 690 21476 -1698 132000 
Oshkosh Truck USA 660 1926 76 6100 
ManTech International USA 640 702 35 5000 
Jacobs Engineering Group USA 560 4615 128 21100 
CACI International USA 540 843 45 6400 
Engineered Support Systems USA 540 573 43 2950 
The Aerospace Corporation USA 510 581   
US Marine Repair (UD) USA 510 545   
AM General Corporation USA 490    
Stewart & Stevenson USA 450 1176 -53 3300 
Mitre USA 430 785   
EDO USA 410 461 15 2640 
Cubic Corporation USA 370 634 37 4700 
Moog USA 360 755 43 4740 
Curtiss-Wright USA 350 746 52 4660 
Silicon Graphics USA 300 962 -130 3710 
BAE Systems UK 15760 20542 10 92500 
Rolls Royce UK 2970 9224 190 35210 
GKN UK 2020 7492 165 35480 
Smiths UK 1100 4296 183 32300 
QinetiQ UK 1090 1300 64 9000 
VT Group UK 840 1096 25 8640 
Cobham UK 680 1360 30 8990 
Babcock International Group UK 620 739 19 6540 
Alvis UK 570 570 33 2800 
Devonport Management Limited UK 570 624 33 5120 
Ultra Electronics UK 370 465 33 2510 
Meggitt UK 290 658 34 3480 
RUAG Switzerland 620 907 19 5670 
Saab Sweden 1700 2133 92 13320 
Ericsson Sweden 400 14561 -1 51580 
Ericsson Microwave (Ericsson) Sweden 400 407  1990 
Hägglunds Vehicle (Alvis, UK) Sweden 290 290  1000 
SEPI Spain 830 2370   
Indra Spain 510 1114 81 6370 
Singapore Technologies, ST Singapore 890 7290 58  
ST Engineering (ST) Singapore 890 1618 187 11750 
Samsung S Korea 670    
Korea Aerospace Industries S Korea 600 671 9 3080 
Samsung Techwin (Samsung) S Korea 520 1455 37 3920 
Samsung Thales (Thales, S Korea 300 300 15 1250 
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France/ Samsung, South Korea) 
Denel S Africa 450 587 -50 10930 
Sukhoi Russia 1420 1500  35000 
Aerokosmicheskoe Oborud Russia 490 582 44 44480 
Irkut Russia 480 522 -14 16346 
Ufimskoe MPO Russia 390 407 90 20660 
MMPP Salyut Russia 340 532 8 15000 
Uralvagonzavod Russia 320 717 39 34000 
Kongsberg Gruppen Norway 430 939 18 4180 
Mitsubishi Heavy Industries Japan 2430 20472 187 59949 
Kawasaki Heavy Industries Japan 1370 10008 55 29310 
Mitsubishi Electric Japan 820 28548 387 98990 
NEC Japan 490 42325 354 143390 
Toshiba Japan 340 48127 249 161000 
Komatsu Japan 320 10320 233 31640 
Ishikawajima-Harima HI Japan 310 9035 -331 8140 
Finmeccanica Italy 5290 9339 225 46860 
Ficcantieri Italy 570 2644 102 9490 
Avio Italy 560 1436 -8 4800 
Israel Aircraft Industries Israel 1310 1868 15 14350 
Elbit Systems Israel 900 900 46 5200 
Rafael Israel 790 830 30 5000 
Israel Military Industries Israel 460 514  2900 
Ordnance Factories India 1210 1426  130000 
Hindustan Aeronautics India 650 816 129  
Bharat Electronics India 460 599   
Rheinmetall Germany 1810 5923 -97 20890 
Rheinmetall DeTec (Rheinmetall) Germany 1810 1810   
ThyssenKrupp,TK Germany 1110 40787 578 190100 
ThyssenKrupp Werften (TK) Germany 1110 6153   
DaimlerChrysler, DC Germany 920 153992 506 362060 
Krauss-Maffei Wegmann Germany 710 710  2380 
Diehl Germany 630 1751  10730 
MTU Aero Engines (DC) Germany 390 2144  8400 
MTU Friedrichshafen (DC) Germany 380 1458  6680 
Thales France 8350 11929 126 57440 
DCN France 1870 1870 46 12780 
Groupe Dassault Aviation France 1810 3722 333 8860 
Groupe SNECMA France 1750 7258 205 39700 
CEA France 1540 3175 -168 15040 
Groupe SAGEM France 830 3590 135 14680 
GIAT Industries France 820 820 -722 6000 
SMA France 360 360 4  
Groupe SNPE France 280 885 46 5310 
EADS Europe 8010 34010 172 109140 
MBDA (BAE Systems, UK/EADS, 
Europe/Finmeccanica, Italy) 

Europe 2710 2710  10000 

CAE Canada 450 780 46 5000 
ADI (Transfield Group/ Thales, 
France) 

Australia 420 462  2600 

Tenix Australia 370 571  2300 

12. The above SPRI list of the Top 100 Defence Companies is included to provide context. The 
company data is also used in the text for an analysis of sustainability (profitability). 

13. The global arms industry is hierarchical and contains three tiers (Defelect-dti) as depicted in the 
table below: 
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Tier Definition Standing Countries Suppliers 
1 Innovators at the 

technological 
frontier 

Industrialised 
countries 

USA, Europe, 
Russia 

Lockeed-Martin, 
Boeing, Raytheon, 
EADS, Thales, BAE, 
etc. 

2 Adaptors and 
modifiers 

Mainly 
developing 

South Africa, 
China, Brasil, 
India 

Denel, ADS, ATE, 
Grintek, etc 

3  Copiers Developing Egypt, Mexico, 
Nigeria 

 

 

14. DRI boundaries have always been fuzzy (due to overlap between military and civilian products).  
The emergent trend is for the DRI to enter into the provision of products and services which are 
outsourced by the security forces, such as training, provisioning, support and maintenance. 

 

The European Defence Market 

(Source: Defence Electronics CSP – the DTI) 

15. A few years ago the European defence market was not only fragmented on the supply side – three 
times the number of contractors on less than half the defence budget of the United States – but 
also on the demand side with the European companies facing many customers (governments) 
with different requirements. 

16. Of the three European countries with the largest defence industrial base – Britain, France and 
Germany – Britain and Germany were the first to undertake a major rationalisation of national 
industries after the end of the Cold War.  Britain’s defence industry is led by profitable major 
aerospace and defence producers, British Aerospace (BAe) and General Electric. In Germany, 
Daimler-Benz Aerospace (DASA) (Daimler Chrysler after a merger with the American company 
Chrysler in 1998) emerged as a dominant aerospace and defence maker. In contrast in 1997 
France had eight defence companies – mostly state-owned and debt-ridden. 

17. As a result of the defence industry globalisation a few defence companies emerge as the 
industry’s key players.  Overall in Europe there has been extensive consolidation in missiles, 
substantial consolidation in aerospace and electronics but not much in ship and submarine 
capacity, armoured fighting vehicles, ammunition, firearms and military jet engines. British 
Aerospace acquired Marconi Electronic Systems in 1999 and a new company with global 
aspirations was created – BAE Systems.  Thales of France (former Thomson-CSF) has 
established – through international partnerships and acquisitions – the position as Europe’s 
leading defence Electronics Company. Thales is now the second largest defence electronics 
company in the world after Raytheon and is in a position to continue its global expansion.  After 
the merger in 2000 between Aérospatiale of France, DASA of Germany and CASA of Spain a 
European trans-national aerospace company was created – EADS (European Aeronautic Defence 
and Space Company).  The missile industry in Europe is centred on a joint venture, called Matra 
BAe Dynamics (MBDA), between BAE Systems, EADS and Finmeccanica of Italy. 

18. The European defence and aerospace industry is now grouped around the British BAe-Marconi 
group and the continental EADS group, each marrying specialized areas.  The former integrates 
aeronautics and defence electronics, while the latter is focusing on aeronautics and space. 

 

The North American Defence Market 

19. Following the collapse of the Soviet Union the American defence companies quickly adjusted to 
the tightening of military spending, greater competition for export markets in the face of reduced 
demand and the demands for application of advanced technology into weapons systems.  
Prompted by the then US Defence Secretary Les Aspin’s 1993 call for the consolidation of 
American defence industry, the American defence industrial market underwent a major 
rationalisation and by 1996 became dominated by the three defence giants – Boeing-Rockwell-
McDonnell Douglas, Lockheed Martin-Northrop Grumman and Raytheon-Hughes-Texas 
Instruments – which collectively accounted for 47% of global defence revenues.  
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20. Between the end of the Cold War and fiscal year 2000, the US government reduced the 
Department of Defence research and development and procurement annual budgets by about $60 
billion.  In response the US defence companies consolidated, merged with other companies and 
established alliances with other companies in joint procurement bids in order to offset domestic 
sales losses with increased revenue from international sales.  In 2000 in the United States there 
were five large defence companies as opposed to 33 separate businesses that existed in 1990.  

21. In addition to defence industry consolidation American military spending has rebounded after the 
end of the Cold War cuts and especially its R&D spending has remained very high.  For example, 
in 1997 the United States spent US $32.2 billion on defence R&D whereas the combined spending 
of France, Germany, Italy and the UK was $7.1 billion.  The 2002 military budget proposed by 
Secretary Donald Rumsfeld provided a total of $310.5 billion for defence spending, which the new 
administration claimed amounted to a 4.8% increase over the $296.3 billion in the 2001 defence 
budget.  The Bush administration provided an additional $2.6 billion for new research and 
development initiatives.  

22. The US defence market, however, has remained a fairly closed market.  Though European 
companies, especially the British, have made some inroads in joint ventures and in buying or 
joining sub-contracting companies, overall the American defence market remains a type of 
fortress.  European companies have tried to purchase smaller US companies with the hope of 
enhancing US market access.  However certain regulations have greatly slowed down this 
process.  

 

The International Scene 

23. The defence industry is both capital- and technology-intensive.  With the possible exception of a 
few advanced industrialized countries like Sweden and Japan, there still exists a sizable and fixed 
"technology lag" between the first- and second-tier states.  Few second-tier arms producers can 
lay claim to significant military-technology breakthroughs.  Rather, innovation remains firmly driven 
by the industrialised countries which continue to dominate the frontiers of armaments 
development, further eroding the efforts of second-tier countries to stay technologically 
competitive.  Moreover, there are few "latecomer" advantages to being an arms producer and 
compared to other industrial sectors, the barriers to entry into arms manufacturing are quite high. 

24. As a result these countries' defence industries remain highly exposed to global forces controlling 
the diffusion of military technology and for most second-tier states the goal of autarky in arms 
production - or even a greater degree of self-sufficiency than at present - is a rapidly receding 
dream.  In sum, self-sufficiency is eroding, in other words, second-tier arms-producing states have 
simply replaced one form of dependency (finished weapon systems) with another (critical military 
technologies and subsystems). 

25. In light of these pressures and constraints second-tier arms producers have pursued a wide 
variety of defence industrial readjustment strategies over the past decade: 

25.1. Brazil has largely exited the defence business, permitting much of its once-impressive 
arms production capabilities to dissipate.  On the other hand, through a combination of 
calculated government support and tough corporate medicine the country's aerospace 
industry has successfully carved out a lucrative niche for itself in the regional commercial 
jet sector.  

25.2. Chinese defence industry readjustment activities have been most successful in the areas 
of defence conversion and arms export promotion. On the other hand Beijing has only 
half-heartedly pursued efforts to "corporatise" and "marketise" the domestic arms industry, 
consequently reforms to date have largely failed to tackle the structural, organizational 
and bureaucratic impediments that continue to thwart Chinese efforts to develop and 
produce advanced conventional weapon systems.  

25.3. South Africa has instituted a radical rationalization of its defence industry, including a 
significant downsizing of its workforce, exit from certain areas of arms manufacturing and 
a concentration on niche production.  More importantly, the South African defence 
industry has increasingly embraced globalization and in particular attempting to leverage 
current offset programmes - negotiated as part of the country's massive foreign arms 
purchase package - into permanent international collaborative arms arrangements.  
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25.4. South Korean defence industry readjustment efforts have witnessed some consolidation, 
in particular the amalgamation of three local aircraft producers into the new Korea 
Aerospace Industries - and even some globalization, for the first time opening up its arms 
industry to foreign direct investment (FDI).  Otherwise, however, both industry and 
government have done little to eliminate excess capacity and redundancy in local arms 
production.  Rather, there still predominates the expectation that South Korea can find 
new markets for its defence and aerospace products and therefore grow out of its current 
problems.  

25.5. Sweden has pursued the broadest and most aggressive approach toward defence 
industry reform and restructuring, especially focusing on consolidation, rationalization and 
concentration on core competencies.  In particular, however, Sweden has enthusiastically 
embraced the concept of defence industry globalization and is largely reorienting its 
defence business - through teaming arrangements, joint ventures and FDI (both flowing in 
and out of the country) - to become a crucial niche player in a globalised arms industry.  

25.6. Taiwan appears to be experiencing the most frustrations with post-Cold War defence 
industry readjustment.  It is either unwilling or unable, mainly for political and economic 
reasons, to abandon certain types of armaments production or to implement meaningful 
workforce layoffs and plant closures.  At the same time efforts at arms exports and 
defence conversion (particularly in the aviation sector) have proven disappointing, while 
local defence firms have largely failed to attract foreign investors.  

 

Towards a Globalised Arms Industry 

26. As indicated in the previous section the first tier states have become increasingly globalised.  Take 
Britain's BAE Systems, for example:  it is nearly as large a player in the U.S. arms market as it is 
in the United Kingdom or in Europe. Particularly in Western Europe nearly all armaments 
production is now collaborative and this process is increasingly rooted in joint-equity enterprises 
like Eurocopter (a Franco-German helicopter producer), Matra-BAe Dynamics (an Anglo-French 
missile company), and Astrium (a British-French-German-Italian satellite firm).  Defence industry 
globalization in Western Europe reached a climax in late 1999 with the announced merger of 
DASA of Germany, France's Aerospatiale Matra, and CASA of Spain into the new European 
Aeronautic, Defence, and Space Corporation (EADS). 

27. The second-tier arms-producing states appear to be increasingly swept up in the same 
globalisation process that is dramatically transforming the rest of the world's defence industry.  
The escalating resource demands of state-of-the-art arms production are driving even the first-tier 
producers to internationalise in order to leverage technology breakthroughs, rationalize military 
R&D and production, increase efficiencies and economies of scale in arms production and 
penetrate foreign markets.  Since the end of the Cold War therefore, the major defence firms in 
the United States and Western Europe have greatly expanded their transnational operations in 
terms of teaming arrangements, strategic alliances, joint venture companies and even mergers 
and acquisitions.  It is important to note too, that this globalisation process has been mainly 
industry-led, particularly during the 1990s.  It has been industry, rather than the state, that has 
taken the initiative in crafting an international defence industry.  

28. In addition, this globalisation has brought about international division of labour involving both 1st 
and 2nd tier clusters.  This emerging trend is characterised by the “hub-and-spoke” model: a few 
large first-tier companies operating at the centre while lines of outsourced production extending 
out to second-tier states on the periphery.  First-tier players would provide the process of 
armaments production with its critical design, development and systems integration inputs along 
with the production of more advanced subsystems, like engines, wings, sensors, information 
systems and other electronics.  Second-tier arms-producers would mainly be responsible for 
supplying niche systems or low-tech items, such as structural components.  Final assembly could 
take place in either country depending on who the end-user is.  

29. Within such a process of globalised armaments production, second-tier states would basically 
leverage their main comparative advantages in armaments production: (1) niche strengths, (2) 
manpower, (3) money, and (4) markets. Regarding the first point, it is already apparent that many 
second-tier arms producers are increasingly using the core competencies strategy to emphasize 
the unique contributions they can make to international joint weapons programmes.  South Africa, 
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for example, stresses its systems engineering and integration capabilities when it comes to 
upgrading and customizing foreign weapon systems for third-party markets.  For its part the 
Swedish defence industry is pressing the notion that international arms collaboration should move 
away from "workshare-based" toward ” earned-share" cooperation meaning that countries would 
collaborate on the basis of key talents and technologies rather than the size of their investments.  
As we speak first-tier/second-tier collaborative arms projects explicitly anticipate joint production 
for export to third-party countries.  For example, Saab is cooperating with BAE Systems to build 
Gripens for export to South Africa, and Denel is working with both Saab and BAE Systems to 
produce components for Gripens that might be sold to still other countries.  KAI and Lockheed 
Martin, meanwhile, plan to build the KTX-2 fighter, not only for the South Korean air force but hope 
to produce hundreds more for export to other countries.  

 

Strategic Requirements 

30. There are a number of factors that significantly distinguish the defence market (and thus the 
defence industrial sector) from other types of international markets:  

31. Firstly, it is subject to regulation – export licenses have to be issued.  Secondly, most national 
markets are characterised by strong domestic players with close ties with a national customer, in 
most cases the nation’s defence force.  Thirdly, purchases of defence equipment are often a major 
financial undertaking for the customer, not to mention a decision with a long time horizon.  
Technological and national security considerations, as well as others are therefore of great 
importance to procurement decisions.  Demands are often placed on the selling party in terms of 
commitments to transfer technology or to enter into various forms of industrial cooperations.  
These commitments are of great significance to the prospects of establishing a long-term 
relationship with the customer.  The ability to offer the customer a good financing solution is also 
an important competitive factor. 

32. In South Africa the SANDF has defined a comprehensive list of technologies, systems and 
capabilities considered to be “strategically essential”. (See New Defence Strategy).  The decline in 
the defence budget has, however, made it difficult to maintain them all.  There is, moreover, a 
growing conviction that armed conflict in Africa will not call for the level of sophistication or 
intensity to require all of these capabilities, perhaps for decades.  This calls for balance and for 
focus on the part of the SANDF.  It also calls for industry to focus on the likely SANDF needs on 
the one hand and on those areas where it can be successful in the international market.  Keeping 
in mind always, that in the Defence business accreditation by one’s own customer (i.e. 
procurement and use) is essential. 

33. There is a global trend toward the internationalization of defence production. Weapons systems 
are increasingly developed across boundaries – the ability to produce a main weapons system 
independently becomes the exception, not the rule.  This strategic shift from independence to 
interdependence forces us to focus our thin resources carefully on the essentials. 

34. The dual challenge of satisfying the needs of the SANDF while competing successfully abroad has 
stretched the Defence industry over the last decade and is exacerbated by the fact that the SA 
Defence market is now open for foreign suppliers. 

35. Defence and Aerospace industries are characterized by high levels of innovation and SADRI is no 
exception.  Later on in the text it will be demonstrated that SADRI not only has the highest export 
propensity in the South African manufacturing industry, but it is also the most innovative. 

 

Asymmetric Warfare (Revolution in Military Affairs) 

(Economist Jul 2002) 

36. The Gulf War demonstrated the huge lead held by America and its allies in conventional warfare.  
Operation Desert Storm was a stunning display of American might.  It provided various lessons, 
for example the powerful effect of precision guided weapons, like cruise missiles, and how modern 
ICT is used in the electronic management of the battlefield.  

37. But around that time too, military strategists began thinking about the emergence of threats from 
non-conventional or asymmetric warfare, such as a terrorist group attacking a nuclear plant or a 
rogue state using a biological weapon. 
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38. First attempts to predict the outcome of battle were based on the Lancaster equations.  They 
varied in form and complexity, but in the main computed the likelihood of victory based on 
opposing troop strengths, firepower and defensive measures.  Such battles were usually of the 
“set piece “ nature with standard formations of infantry, artillery and cavalry on both sides – hence 
the descriptor “symmetrical”.  Commanders could do little more to influence the outcome of the 
“gentleman’s” battle than to increase troop numbers or add firepower. 

39. Today we describe Asymmetrical Warfare (or RMA) by one or more of the following attributes: 

39.1. The use of cellular and other unconventional structures of guerillas, often mustering 
around religion or ideology.  The US “War on Terror” and the campaign of Al Qaeda 
illustrate this dimension. 

39.2. The use of Network-Centric Warfare – wherein modern ICT is used as a weapon.  In such 
warfare one can either employ ICT in battle (such as in PGM or in C4I) or one can attack 
the C4I networks of the enemy or its hosts electronically.  The use of space vehicles and 
Unmanned Aerial Vehicles for surveillance and even attack is typical. 

39.3. Communication Operations to extort and manipulate target audiences. “Armed 
propaganda” is a term coined for this perception manipulation.  It is an all-out attack on 
the will of the population. 

39.4. Economic Terrorism.  Attacks by any or all of the above means against economic targets, 
such as financial institutions, transport and the communications infrastructure.  Remember 
9/11, Madrid, the London underground?  The last two bullet points are usually coupled or 
combined. 

39.5. The use of smart, stealth and electronic warfare technologies. 

39.6. Threat or use of WMD.  The WMD threat is extensive, because it can include the use of 
civilian transport and energy systems. 

 

Transformation of the Military Force Structure 

40. The latest military “buzzword” for the change from heavy, slow moving forces to lighter more agile 
units, employing the latest ICT, able to wage NW Centric or Techno-centric Warfare, is 
“Transformation”.  In South Africa this kind of transformation (leaving aside, for the moment, the 
demographical transformation) has two components namely, 1.  the change from slow and dumb 
weapons to agile and smart systems, and 2.  a change of force structure to lead peacekeeping 
operations in Africa.  South Africa is at present, and will in future be, involved in military operations 
in Africa to re-install democracy and peace in disturbed regions. 

41. Techno-centric or network-centric warfare puts the emphasis not on armour, but on information.  
The UAVs in Afghanistan point the way to the future. 

42. The transformation of the armed forces must, however, be preceded by a transformation in the 
way in which weapons are procured.  Current procurement practice which relies on competition 
“on a level playing field“ and the procurement of large numbers of a limited range of systems to 
drive prices down will have to make way for a focus on systems integration and for the more rapid 
introduction of new technology. 

43. It must be expected that this transformation will be more technology-led than military strategy-led.  
Clearly SADRI must be ready to take a leading role. 

 

Importance of the Defence Industry ? 

44. The importance of the defence industry is often attributed to being big and so technologically 
advanced.  Well, in South Africa other industrial sectors are bigger and more sophisticated.  Gone 
are the days of the much-celebrated defence spin-offs – today the roles of technology donor and 
recipient are often reversed.  Often enough it is defence that benefits from civilian high technology.  
The case of “fly-by-wire” represents an excellent example where computer-networking technology 
is employed in avionics.  

45. The importance of this industry is often attributed because the defence industry belongs, in large 
measure, to the state and is an important instrument of the state.  Well, in South Africa state 
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ownership of energy, transport and communication is much more substantial and of much greater 
economic importance. 

46. The Defence Industry is usually non-typical of free enterprise with a few firms competing for a few 
big contracts and a limited number of very powerful buyers.  In the past this has been the cause of 
corruption.  But Defence also deals in highly dangerous products, the abuse of which can have 
very serious consequences, hence the sharp focus on Arms Control and Non-proliferation. 

47. In most other countries, the Defence Industry and the Civilian Aerospace Industry are joined at the 
hip, because of their common ground in technology, safety, quality and so on.  South Africa, 
therefore, can simply no longer afford the luxury of considering and treating these industrial 
sectors separately. 

 

The National (South African) Industrial Environment 

48. South African Industrial Development is the concern of the Department of Trade and Industry. To 
do this, the DTI has developed a number of industrial clusters with their associated Customised 
Sector Programmes.   There are programmes for the Mining Sector, Transport, Automotive, the 
Petrochemical Sector and so on.  As is the case in most modern economies, these plans are 
based on Michael Porter’s Value Adding Concept and its associated Value Adding Chain or Value 
Adding Network.  Needless to say the schematic value adding chain represents the obverse of the 
“systems hierarchy”, a scheme so fondly followed by SADRI adherents.  When one drafts a value 
adding network for the SADRI, such as is depicted in the diagramme below, one is struck by the 
integrated nature of the Defence Industry with that of the rest of South African industry: 
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49. Vertical axis:  Systems Hierarchy or (inverse) Value Adding Chain. 

50. The horizontal dimension represents “industrial sectors”, such as ICT, Automotive, Defence, 
Aerospace, Power, Nuclear, Transport, Petrochemical and Mining.  

51. The vertical dimension (value adding) represents (from the top); Users, Systems Integrators, 
Platforms, Modules, Components and Materials. 

52. The depth dimension represents (from the front):  Research, Development, Test and Evaluation; 
Manufacturing; Industrial Support (including commissioning, training, maintenance and 
distribution) and Transaction Support (including investment and industrial development).  

53. In the above industrial taxonomy, one can visualize the Defence Industry as a vertical three-
dimensional slice – its vertical dimension represents the value adding networks stretching form 
materials to operations. Its depth dimension representing the life-cycle nature of the products, 
starting from R & D, manufacture, systems integration, commissioning and support, and so on.  
The Aerospace Industry can be visualised as a similar and adjacent vertical three-dimensional 
slice.  The Automotive sector can be visualised as another adjacent three-dimensional slice.  
Obviously many elements of the industrial value-adding network are shared: “No-one is an island.” 
The South African industrial infrastructure is a deep and integrated value adding system.  The 
“Electronics Industry” presents and interesting example: It is a cross cutting (horizontal) industrial 
slice, covering mainly components and modules. 

 

An Adjacent Sector, the ICT Industry 

54. We have come across many people in Defence who hold some of the following views: 

54.1. The Defence industry is complex; it usually provides the leading edge of technology. 

54.2. The Defence Industry is more regulated than other industries. It is of strategic importance 
to the State.  Parts of it belong to the State. 

54.3. The Defence Industry has been more adversely affected by global changes than the 
others. 

54.4. The Defence Industry is important for exports, job creation, foreign investment and 
economic growth. 

55. In most cases we found these views to be overstated:  that other sectors were more important with 
similar complexities and problems.  Here is a brief sketch of the South African ICT sector as an 
example to demonstrate the points made above and to illuminate a typical adjacent sector in 
South African Industry. 

56. Incidentally, it is seemingly apparent why Defence and parts of the Defence Industry must be in 
the hands of the State, but why telecommunications?  Firstly, the operation of a national 
telecommunications network is a government concession, the disposal of a national asset.  
Secondly, the government has the right of way to the roads, sidewalks and high sites where the 
network must be built and thirdly, private companies can hardly insist on access to private 
properties where the network terminates. 
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57. South Africa, like most other countries, started out with its telephone network in the Post Office.  
From the start, but certainly during the 1970s, it followed the European standards suite, unlike 
Canada, Japan and others who followed America.  Today, telecommunications standards are 
merging. 

58. Readers will certainly recall the beautiful face brick exchange buildings, as large as school halls, in 
almost every South African town.  Similarly, almost every town had to have a sturdy and high 
microwave tower for inter-trunk transport, festooned with dishes and carrying the name of a 
prominent public figure.  The exchange buildings housed, wall to wall, the latest technology 
electromechanical switches able to connect up to 10 000 customers. 

59. South Africa was always an early adopter of new technology and it was not strange that the 
world’s first digital exchange was installed in South Africa (in Sunninghill) in the 1980s.  Nowadays 
these digital exchanges can handle up to 200 000 subscribers, switch varying bandwidths and add 
many different services, like voice mail, call divert, detailed billing and other value adding 
products. When one walks into some of the huge and essentially empty exchange buildings today, 
one is shocked to see the tiny computer-like equipment in a far corner being attended by one or 
two longhaired youngsters. 

60. The microwave transports have all but disappeared as we entered the age of superabundant 
bandwidth over fibre with wireless last mile connectivity.  The towers are now used as landmarks, 
revolving restaurants and high sites for broadcasters, mobile operators and advertisers.  Satellite 
telecommunications have all but disappeared, because of the wonderful bandwidth and 
redundancy of the submarine network.  The terrestrial mobile networks have become so pervasive 
that the much-propagated pie in the sky LEO satellite systems have come to naught. 

61. How has all this happened in such a short time?  What has it done to the South African industry? 

62. Well, it all started with the increasing capabilities of microprocessors and the consequent 
shrinkage in the size and price of electronic boxes.  This revolution was accompanied by 
liberalisation. 

63. As a start, Telkom was liberated from the Post Office in 1991.  A regulating body was established 
in 1996 to issue and oversee operating licences, vertical integration in the industry and 
empowerment.  Licences to operate were issued to Telkom, to radio trunkers, to car telephone 
operators and to VAN suppliers.  Then came the mobile operators, first one, then two, now three; 
and a Second Fixed line Licence.  Explosive growth followed – the highest growth rates in the 
world, in spite of high prevailing prices. 

64. The Industry was always regulated: There is an independent layer for service provision, an 
independent layer for network provision (Network Operators) and an independent layer for Value 
Adding (VANs, Managed Data NWs, MultiMedia NWs, PABXs and Terminal equipment).  Then 
follows the equipment provision layers:  The First Tier Suppliers provide switches, IN platforms, 
billing engines, Voice Mail platforms and Transport systems, as well as access systems – cabled 
and radio.  The second tier suppliers provide test equipment, software, masts, shelters, RF 
modules, cabling, etc.  All just as familiar as the systems hierarchy in SADRI, not so? 

65. The regulatory process has been used to redress the apartheid legacy:  Licensees are compelled 
to provide subsidised public access for the underprivileged and the licence fees are used to 
finance “universal access”. 

66. In terms of this layered regulatory framework, the South African telecommunications industry can 
be characterised by: 

66.1. Numerous service providers, from whom one can get access and terminals. 

66.2. VANs (Traffex, Firtsnet, Govnet, Infonet, etc). 

66.3. Network Operators (Telkom, Vodacom, Fleetcall, etc). 

66.4. First Tier Suppliers (Alcatel, Siemens, Ericssen, Marconi, NEC, Fujitsu, etc.) 

66.5. Second Tier Suppliers:  there are many. 

67. Internationally globalisation and concentration takes place, just as it does in the Arms Business.  
Network Operators are continually creating consortia and cross-shareholding structures to exploit 
economies of scale.  (“World Partners”, “Global 1”, “Unisource”, etc.).  First Tier Suppliers are 
locked in a continuous struggle for supremacy, with R&D investment being the main scale factor.  
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Northern, Alcatel, Lucent, Siemens, NEC, Nokia, Ericssen, etc., the big ones, are getting bigger 
and the little ones get absorbed.  There is an obvious clustering around two poles, the one being 
in the USA together with its oriental satellite and the other in Europe.  Sounds familiar? 

68. From the 1970s to the 1990s essentially two European First Tier suppliers, Alcatel and Siemens, 
were allowed access to the South African market.  Both companies established extensive local 
development and production facilities, giving jobs to about 10 000 people. The quality imperative 
dictated the introduction of surface mount technology - more than halving the headcount.  In the 
mid-1990s the suppliers’ layer was opened for global competition.  Local development and 
production fell to practically nil.  Some people migrated to the new Network Operators while others 
moved into installation, product support, software development and second tier suppliers. 

69. Today South Africa can still boast a number of ICT companies in software, network planning, 
building and commissioning.  We even have a number of very competent ICT niche players in 
cables and at the network component and circuit design level.  It has become economically 
impossible to compete with the MNCs (Multinationals) in development and manufacture, but it has 
become strategically essential to be able to design, build, operate and maintain networks. 

70. This massive partially state-owned industrial sector of more that R80b pa (with Capex of some 
R30b pa), has globalised and transformed.  It makes a substantial contribution to South African 
development, export, Foreign Direct Investment (FDI) and GDP/Capita.  It is of huge strategic 
importance to the State. It is highly sophisticated and complex.  It is regulated. While it has 
undergone much greater upheaval than Defence over the last decade or so, it thrives. 

71. When one considers the sustainability of the SADRI, the paradigm shift in the ICT industry may 
well provide useful examples.  There are, however, some aspects of difference between SADRI 
and ICT: 

71.1. ICT is much bigger and is growing. 

71.2. There is no clear and visible “industrial champion” in SADRI. 

71.3. In terms of regulation there is a lot of “stick” (Arms Control and Non-proliferation) in 
SADRI, but the main “carrot”, DIP, is largely unfocussed. 

72. The argument that the Arms Industry is unique, complex and challenged beyond the challenges of 
other industries cuts no ice.  Everyone knows about the sweeping changes in nuclear, textiles, 
agriculture, and so on.  Moreover, the South African economy is healthy and buoyant in spite of all 
these challenges. So, obviously SADRI is still doing something wrong – what is it? 

73. Another question; just as it remains strategically essential for the SA ICT industry to maintain the 
capabilities to plan, build and operate networks (in spite of the industrial upheaval), in the same 
way does it not remain essential for DIS (SADRI) to retain the strategic capabilities to systems 
integration and weapons support  systems? 

 

An Adjacent Sector, The Aerospace Industry 

(P Haupt & the dti, The Assegai Study for a Sustainable, Economical and Growing Aerospace 
Industry) 

74. Manufacturing is important to South Africa.  It contributes over 18.5% of the National gross 
domestic product (GDP), over half of all exports and is the second largest employer. 

75. The South African government, in recognising the importance of manufacturing in the economy, 
developed two strategies:  The National Research and Development Strategy (NRDS) and the 
Integrated Manufacturing Strategy (IMS). The former released by DST aims at ensuring that 
technology resources are better developed focussed and utilised.  The latter, released by the DTI, 
recognizes that South Africa’s future competitiveness will depend on the capacity of the 
manufacturing sector to master advanced technology, to innovate and to meet the precise needs 
of its customers. 

76. The aims of the Advanced Manufacturing Technology Strategy (AMTS) are: 

76.1. Develop a vision of the technological profile of the industrial sector in the year 2014. 

76.2. Ongoing identification of priority sectors, which have the highest potential for supporting 
the relevant goals contained in the IMS and NRDS. 
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76.3. Stimulate technological upgrading in industry. 

76.4. Facilitate the flow of technological resources to industry through new knowledge networks 
to foster innovation. 

76.5. Facilitate the building of an environment conducive to innovation, particularly through the 
supply of skilled manpower, technology infrastructure and funds. 

77. This leads to the following Technology/Sector Matrix: 
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 Aerospace Automotive Metals Textiles Chemicals Tourism etc 
Materials        
Products        
Production        
Logistics        
SET        
SMME        
SQAM        
etc        

 

78. The Aerospace Industry covers the R&D, design, manufacture, support, maintenance, conversion 
and upgrade of rotary and fixed wing aircraft, satellites, including launch and tracking, air traffic 
control, unmanned aircraft, weapons systems, as well as their relevant subsystems and 
components. 

79. Maintenance is a well-defined function which requires strict adherence to Original Equipment 
(OEM) Operator and Federal Aviation Administration / Joint Aviation Authority (FAA/JAA) 
principles. 

80. The SA government has clearly stated that it wants the aerospace industry to be as healthy and 
as vibrant as the automotive industry by the year 2014.  Its vision is that by this date South Africa 
will have a sustainable growing empowered and internationally recognised aerospace industry. 

81. One possible measure for success would be the successful integration of the local industry into, 
for instance, the Airbus global supply chains as a valued, professional and reliable partner.  
Another measure would be how successful a role South Africa played (at this date) regarding 
Africa’s growing air transport needs. 

82. Most Western economies consider their aerospace industry as a major strategic asset and as a 
vital generator of wealth.  Aerospace industries typically generate the highest added value ratio 
(about 50%) and provide concommitant large revenue streams.  Even with its highly mechanised 
facilities, the European aerospace industry successfully supports a large number of SMMEs in all 
15 member countries. 

83. By its very nature and technology content the aerospace industry is a powerful driver of 
innovation; it is also extremely demanding in terms of quality, safety, efficiency, certification and 
skills development.  The table below provides the necessary context (ca 2002) for an overview of 
the SA aerospace industry. 

 

Company Country Sales (Rb) Military (Rb) % Military 
Boeing USA 423 130 30 
Lockheed USA 235 168 80 
EADS EU 210 52 25 
BAE UK 174 139 80 
Raytheon USA 156 125 80 
Northrop USA 79 56 70 
Thomson France 62 43 70 
Finmeccanica Italy 35 17 60 
Denel Aviation RSA 1.6 1.4 88 
SAA Techn RSA 2.2 0 0 

 

84. Much like the Defence Industry or the ICT industry, the local aerospace industry can be described 
in terms of the systems hierarchy or value adding chain. 

 

Tier Example Players Descriptors 
Complete Rooivalk Airbus Systems Integrator, 
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system Airbus 380 
Hercules C130 

Boeing 
Embraer 

High Level HR, Little 
manufacturing 

Major subsystem Power plant 
Main AF Sections 
Undercarriage 
Avionics 

Rolls Royce 
GE 
Snecma 
ATE 

High VA 
Systems Integrator 
Low volume 

Minor subsystem Control surfaces 
Gearboxes 
Navigation platform 

Thales 
Denel  
Aerosud 

Medium VA 
Medium volume 
Manufacturing 
Assembly 

Component Circuit boards 
Engine parts 
Valves & Pumps 

Turbomeca 
Smiths 

Subcontractor 
Manufacturing 
High volumes 
Assembly 

Part Castings 
Shafts 
Fasteners 

Snecma, compts 
Westland, compts 
Agusta, compts 

Low VA 
High volume 
Med level HR 

 

85. The international aerospace industry is dominated by a few extremely large companies which offer 
fully packaged systems to both the commercial and military markets as first tier suppliers.  They 
not only sell the equipment, but they also support it during its lifetime through maintenance, 
upgrade, conversion and repair.  

86. The first tier suppliers are the design authorities and are responsible for systems integration, 
hence they have full rights to the aircraft type. They take accountability for the manufacturing 
contracts and the management of the supply chain, but they do not undertake the manufacturing 
themselves.  Airbus, for example, has its manufacturing done where it is most cost-effective in 
order to retain the competitive advantage.  It is not a player in the repair and conversion market. 

87. Much like defence and telecommunications, the aerospace industry has been going through 
waves of consolidation over the last decade or so.  The creation of the European Aeronautic 
Defence and Space Company (EADS) and the merger of Boeing and McDonnell-Douglas are 
prime examples.  A corollary of these mergers has been the reduction in the number of new 
aircraft programmes for both the civilian and defence markets (e.g. 7E7, A380, and Joint Strike 
Fighter). This, in turn, has lead to stiffer competition. 

88. The system integrators, to remain competitive, have increased their supply chain efficiency and 
have actively developed global networks of subcontractors, wherever comparative advantages 
may be found.  For South Africa to become and remain a global supply chain partner in the 
aerospace industry will require significant investments in facilities and know-how. 

89. The present SA aerospace industry is mainly the result of military funding over the past four 
decades or so.  Of late much of this funding came through the offices of the DRDB (Defence 
Research and Development Board).  During the 1990s many military systems had to undergo life 
extensions and so died many of the “clean sheet” systems design programmes. (Rooivalk is an 
exception.) 

90. The maintenance and repair part of the aerospace industry fared better due to the fact that the 
civil aviation industry required international best practices for repair and overhaul of commercial 
aircraft at all times.  Without this compliance, the national carrier would not have been allowed to 
enter US and European airspace. 

91.  The SA aerospace industry is fragmented with little co-operation between domestic companies.  It 
can be characterised as follows: 

91.1. Size:  Two dominant state owned players, Denel Aviation (about R1.6b pa) and SAA Tech 
(about R2.2b pa).  

91.2. Capabilities:  Limited, ageing and fragmented.  Good in avionics. 

91.3. Skills:  Niche expertise, medium to low labour costs, insufficient skills development, brain 
drain. 

92. Aerospace strategy, the main feature;  an innovation agenda: 
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92.1. Creation of long term business climate 

92.2. Creation of technology and business infrastructure 

92.3. Creation of human capital base 

92.4. Mechanisms for: 

o Communicating industry needs to Government 

o Collective manufacturing and marketing 

o Funding 

o SMME development 

93. Aerospace strategy, an industrial collaboration (SA Inc) model: 

93.1. 1st or 2nd tier:  Whole aircraft or large subsystems will not be possible anymore (such as 
Rooivalk) 

93.2. Integration into global supply chain of the Aircraft OEMs 

93.3. 3rd to 5th tier:  Businesses should be incubated 

93.4. SMMEs must be developed 

93.5. Avionics and HUMs must be promoted 

93.6. Manufacture of non-critical parts 

93.7. Risk and Revenue Sharing (RRS) programmes must be pursued 

94. The Assegai Aerospace Strategy provided the policy and strategic framework for the initiation of 
the A400M (Airbus Military Transport Aircraft).  This programme was introduced largely outside 
the traditional military planning and acquisition process.  The case study is summarised in 
Appendix H. 

Aerospace strategy, The AISI (Aerospace Industries Support Initiative) 

95. “Identify, develop, support and promote the interests and capabilities of the whole SA Aerospace 
and Defence Industry.”   Create the industry “pull” to match the technology “push”. 

95.1. Create a combined vision for the next ten years 

95.2. Facilitate delivery on this vision 

95.3. Steering committee of key industry leaders 

95.4. Develop realistic industry support plans 

95.5. MIDC type model 

95.6. Utilise enables 

95.7. Innovation and growth 

95.8. Structure 

95.9. DoD, the DTI, DST, SADRI, Commercial Aviation and Space industry as stakeholders 

95.10. Partner with global players 

95.11. Speak with one voice. 

96. Aerospace strategy, the focus 

96.1. Role change – competitiveness 

96.2. Integration into global supply chains 

96.3. Direct Foreign investment 

96.4. R& D focus towards manufacturing skills 

96.5. Tariffs & duties (IDZ) 

96.6. Industrial Participation 
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96.7. Manufacturing infrastructure development 

97. Clearly the Assegai Aerospace Strategy is working as can be seen from its broad support 
amongst stakeholders, the introduction of the A400M (and the attendant supply chain integration 
with Airbus) and the activities of the AISI. The latter steps followed from a broadening of the 
original Assegai study. VuXaka, unfortunately, have not had the privilege to study these 
documents. AMD would ignore these activities (and invitations to participate) at its peril.    

An Adjacent Sector, The Automotive Industry 

(NAAMSA Web Site) 

98. The South African Automotive Industry is well known mainly because South Africans love 
vehicles, because of the efforts through the MIDP (Motor Industries Development Programme) to 
develop the industry and because of South Africa’s automotive export successes. 

99. In this discussion about the automotive industry, we shall focus on the role of NAAMSA (National 
Association of Automobile Manufacturers of South Africa), because of its vital role in the promotion 
and development of the industry. 

100. NAAMSA is an important source of information about the motor industry in sub-Saharan 
Africa.  After 50 years of being the official body representing new vehicle manufacturers, it is now 
going through major changes in line with the transformation of the industry.  The NAAMSA 
membership base now includes major importers and distributors of new vehicles as well as local 
manufacturers and assemblers, making it the pre-eminent organisation for all franchise holders 
marketing vehicles in South Africa. 

101. There is a NAAMSA working group or specialist committee tackling each of the major issues 
facing the industry – ranging from local content to vehicle crime and safety legislation.  A sign of 
the times is the new NAAMSA Export Division as the industry reaches for overseas markets and a 
whole range of activities linked to the Motor Industry Development Programmes. 

102. The following quote is typical of a NAAMSA press release: “For the year 2004, NAAMSA 
reported sales improved by a remarkable 22% to reach 449 603 vehicles compared to the 368 470 
units sold during 2003.  In fact, during 2004 South Africa was one of the best performing markets 
internationally.”  NAAMSA maintains and publishes up-to-date figures of all South African vehicle 
sales (including exports).  Note: The Automotive Industry is estimated to be of a size in excess of 
R130b, i.e. about 10 times bigger than Defence and Aerospace together. 

103. The following extract from a DTI press release demonstrates the success of NAAMSA as the 
integrated voice of organised industry with government: 

Quote 

“At the beginning of this year (2002), the dti initiated a review of the Motor Industry Development 
Program (MIDP) with the objective of providing clarity regarding policy for the period post 2007 to 
2012.  Both government and the industry consider it crucial that motor industry policy stability and 
certainty be maintained so as to provide investors with a long term planning horizon…….The 
MIDP is to be extended from 2007 until 2012. … Import duties will continue to phase down but at a 
slower rate.  Duties on light vehicles will decline from 30% in 2007 (the current level is 40%) to 
25% in 2012.  For CKD components, duties will decline from 25% in 2007 (currently 30%) to 20% 
in 2012… A key element of the MIDP is import-export complementation.” 

Unquote 

104. To illustrate the important role of NAAMSA to unify the voice of organised industry, two 
initiatives are discussed in a bit more detail: 

104.1. The Automotive Industry Development Centre.  The AIDC has been established to assist 
in increasing the global competitiveness of South African Automotive Industry to world-
class levels by addressing the following challenges: 

• The SA Motor Industry requires qualified people to sustain existing growth and to 
create new jobs.  To compete internationally, skilled personnel are critical in 
promoting global competitiveness. 

• SA component manufacturers, especially at the lower tier levels are not yet globally 
competitive with reference to cost quality and delivery requirements, and 
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• High logistical costs resulting from long distances to export and import markets and a 
sub-optimal logistics infrastructure in South Africa. 

• The AIDC works in partnership with business, local, provincial and national 
government, tertiary and further education institutions and other national organisations 
to provide technical services to the automotive industry across all tiers of suppliers 
and assemblers. 

104.2. The Automotive Industry Export Council.  The AIEC was established in 1999 as the official 
private sector export promotion body for the automotive industry in South Africa.  Products 
addressed include passenger cars, trucks and buses, original equipment components, 
aftermarket parts and accessories. 

• The AIEC works closely with Trade and Investment SA (TISA), the trade promotion 
arm of the DTI in the following main activities: 

o General promotion of South African automotive manufacturing capability 

o Trade missions of South African companies to potential export markets 

o National pavilion exhibitions in major markets such as Europe and the USA 

o Investigations and research into new markets and additional opportunities in 
existing markets. 

104.3. Funding for the above activities is subsidised by TISA for approved projects and travel. 

 

The Importance of Horisontal Integration in Industrial Development 

(A Buys. A Characterisation of the SA National System of Innovation) 

105. What is horizontal industrial integration?  An industrial sector or cluster that begins its 
industrial life with science and technology, then progresses to the stage of product development, 
manufacturing and finally on to the mature phase of product support, can be said to have 
integrated forward to maturity. 

106. But not every sector starts out and develops in this way.  Some industrial sectors start out with 
sales and distribution (it imports its products).  There then is an obvious imperative to support 
(commission, repair, maintain, train, etc).  This technical capability often grows into the ability to 
assemble and manufacture.  The industrial phase wherein local manufacture takes place 
according to the data pack of an international principal (Original Equipment Manufacturer or OEM) 
is typical of a “Technology Colony”. 

107. Horisontal Industrial Integration is distinctly different from Vertical Integration, and its obverse 
side, “outsourcing”.  The former is an industrial development process along the innovation cycle, 
while the latter is an industrial development process along the value adding chain or systems 
hierarchy.  In practice these two processes can combine. 

108. Backward industrial integration is the process wherein the “technology colony” starts out from 
the back end of the innovation cycle (sales and distribution) and progresses to the industrial phase 
of independent product and process innovation, including its own product and process 
development. 

SADRI and Industrial Integration. 

109. During WWII SADRI was a typical “technology colony”.  Its OEMs were mainly in the UK.  
Some backward integration occurred to allow the manufacture of armoured vehicles, explosives, 
propellants, weapons and ammunition in South Africa. 

110. This phase of the SADRI Industrial Development endured into the 1960s, but the dependence 
on British OEMs was reduced when other international products, such as the Hotchkis Brandt 
(French) mortar, the Impala (Italian) trainer, the Panhard (French) armoured vehicle, the Oerlikon 
(Swiss) anti-aircraft gun and so on, were introduced into the Defence Force.  SADRI remained, 
however, in the “technology colony” stage of industrial development. 

111. South Africa’s “siege economy” started more or less at this time.  The country became more 
and more isolated.  This was particularly true for the defence establishment.  The imperative of 



 

16 February 2006  Intellectual Property of AMD Page 55 of 178 

technological independence grew rapidly. “Research and Development” as well as “import 
replacement” became the hallmarks of SADRI.  Many new cardinal programmes with substantial 
product (and process) development content were launched.  Some of these new cardinal 
programmes were based on international OEM designs with life extension content (such as 
assault weapons, the Cheetah fighters, the Tafelberg replenishment vessel, the Daphne 
submarines, the Olifant tanks and so on); others were started from scratch (like the V3 AA missile, 
the G5/6 howitzer, the H2 Glide bomb, the Ratel IFV, Rooikat AFV, Valkiri Artillery Rocket and 
Rooivalk helicopter and scores of communication and EW equipment). 

 

SADRI’s latter day experience with Industrial Integration. 

112. When peace came to South Africa in the 1990s, Defence Capital spending reduced 
dramatically.  Many cardinal programmes were stopped.  Many industrial facilities were closed.  
But the ready industrial inventory of own designs and technologies allowed SADRI to enter the 
global market quite successfully with export programmes. 

113. Soon enough the SDPs were introduced.  Spanking new systems are procured from abroad, 
while many global partnerships and further exports were initiated.  The effect of SADRI’s latter-day 
experience with industrial integration is that it is effectively returning to the pre-1970 industrial 
development phase of “technology colony”.  The industrial focus is on systems integration, sales, 
distribution and product support. 

114. SADRI’s globalisation phase (due to the SDPs and exports) has been beneficial in many 
respects, but it has pushed many SADRI companies back into the “technology colony” stage while 
other remaining indigenous industrial and technological assets are now in the hands of foreign 
companies and individuals. This “alienation” is ongoing and isn’t always necessary a bad thing. 

115. As is the case with almost all second tier Defence Businesses, many SADRI firms were faced 
with the choice of going out of business or becoming part of the global value adding chains of the 
first tier suppliers.  The succces of such a relationship depends on maintaining a global 
comparative advantage. However, in the Defence Business such comparative advantages are 
often only maintained by local cardinal programme investments. 

116. The pressures that push SADRI back into the “technology colony” stage are part and parcel of 
the sweeping global changes of the last two decades.  Left unchecked they will destroy the local 
industry as has happened elsewhere. Together with this demise the DoD will loose its industrial 
capability to systems integrate, commission, adapt, update, train, repair operational damage and 
even operate its contemporary systems.  This tragedy must be avoided; not only from an industrial 
but also from an operational point of view, because together with this demise, SADRI will loose its 
industrial sovereignty, much as a nation loses its independence when it is colonized.  Today 
Britain is concerned about giving up too much of its industrial sovereignty, as is evident from its 
recently published White Paper of the Defence Industry. 

A possible Industrial Development Strategy for SADRI. 

117. An Industrial Development Strategy (or Sector Strategy) is so important that an outline for its 
contents is suggested: 

117.1. The inter-ministerial government interventions of 2005/6 

117.2. The Restructure of Denel 

117.3. Armscor/DoD and Acquisition Reform 

117.4. DERI and its ground rules 

117.5. Appropriate competition/ acquisition alliances 

117.6. Local Systems Integrators, a new definition 

117.7. Re-investment in R & T (DRDB) 

117.8. AMD Reform (See Chapter 8) 

o IDS and Industry Statistics 

o Voice of Industry/ Multilateral discussions 
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o Arms Control/compliance 

o B-BBEE and Skills Development 

o Export Support 

118. An excellent example of a defence industrial development strategy is found in the UK White 
Paper on the Defence Industry (Dec 2005). 

 

Must Government own SADRI? 

119. Many industries have been started by the State.  They include:  Defence, Transport, 
Telecommunications, Energy, Water, Sanitation and Health.  Even today some industry leaders 
advance arguments why this has to remain so: 

119.1. “The products are dangerous…” Defence 

119.2. “The capital requirements are big…“ Energy 

119.3. “The resource is so critical…” Water 

119.4. “The networks are so ubiquitous…” Telecomms, etc. 

120. In many countries the defence assets and operations have been privatized (USA, UK, 
Germany, etc.); in others they have remained in State hands (Russia, China, etc.) and in others 
ownership is mixed (France, Italy, etc.). 

121. We could find no meaningful evidence that: 

121.1. Companies are better managed by private owners than by state owners. 

121.2. Government came to the rescue of troubled defence companies more readily when they 
were owned by the State. 

122. In many cases ownership and even partial ownership by a big MNC (Multi-National 
Corporation) provided more financial stability and better access to markets and technology than 
state ownership.  

123. Shareholders own the business including its tangible and intangible assets. When intangible 
assets are important for the local customer, it is important that the Acquisition authority does not 
rely on shareholders and ownership to protect the Intellectual Property.  Intellectual Property must 
be protected by contract.  IP Policy is not a funding instrument. 

124. While IPR must be protected contractually, government must control industry through 
regulation (and Acquisition contracting) - not through ownership. 

 

The Role of Organised Industry 

(DMA website, WWW.DMA.org.uk. A brief perusal of www.gicat.com -- the French equivalent and of 
www.sbac.co.uk – is also useful) 

125. From the descriptions in the foregoing paragraphs it can be seen that the role of organised 
industry is vital in the promotion and development of the industry.  To illustrate these points for a 
sister industry abroad, we provide a brief description of the Defence Manufacturers Association in 
the UK. 

126. The Defence Manufacturers Association: “To assist UK Industry to Benefit from Defence 
Business at home and abroad.”  The DMA is the UK’s Defence Trade Association and the voice of 
the UK Defence Industry.  It has over 615 members.  They supply products and services to 
Government agencies and contractors in the Defence, Police and Public Security markets 
worldwide. 

127. The UK Defence Industry has a long and successful history of developing diverse and 
specialised equipment for its own armed forces.  Wholly privately owned the UK Defence Industry 
comprises over 11 000 companies that are involved in the defence business. 

128. UK organisations offer a complete range of defence products which include major platforms.  
Most significant Western high technology defence programmes require their participation.  They 

http://www.dma.org.uk/
http://www.gicat.com/
http://www.sbac.co.uk/
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may act as prime contractor or be involved in the design or manufacture of subsystems or 
components or project management. 

129. DMA membership is open to UK registered companies which manufacture defence products 
or otherwise add value in the UK.  Benefits of membership: 

129.1. Providing a one-stop-shop for all queries on defence activities and contacts 

129.2. Representing a member’s concerns to relevant government authorities, when they feel 
aggrieved by the decisions of officials. 

129.3. Providing regular market opportunities, divided into interest group subjects 

129.4. Keeping members in touch and up to date with MoD procurement activities 

129.5. Helping members with export queries and advice 

129.6. Advising members’ capabilities through the DMA website and the DMA register 

129.7. Providing a bi-monthly DMA NEWS, widely distributed, containing news from members 

129.8. Special members’ rates at seminars, exhibitions and events organised by the DMA 

129.9. Putting members in contact with reliable and useful contacts overseas. 

130. The Society of British Aerospace Companies (SBAC) is an important industry representative 
association in Britain.  Its Aerospace Industry Survey is the key survey of the UK aerospace 
industry, providing an overview and reliable data about the industry, historical as well as current.  
Both industry and government see this as a vital source of information of the UK aerospace 
industry.  It gives more detail and depth than the official statistics can provide. 

 

SADRI’s Response to Change 

131. The paragraphs above outline the global changes in the Arms Business, but points out that in 
South Africa these dramatic global changes were exacerbated due their coincidence with the 
South African political transformation.  These changes included “the peace dividend”, civilian 
control, the change from a “siege” to an “open” economy and so on. 

132. SADRI’s response to the sweeping global changes of the last two decades has been 
correspondingly dramatic in terms of downsizing, rationalisation, consolidation, conversion, 
globalisation and export.  In the 1980s SADRI had a high level of industrial sovereignty, but it was 
isolated.  Today the SA defence industry has sacrificed much of its industrial independence, but it 
is integrated into the global market.  The SDPs (corvettes, fighters, trainers, submarines and 
helicopters) contributed much in the process of SA’s globalisation, but they were also partly 
responsible to erode SADRI’s through-life support capabilities.  

133. The paragraphs above demonstrate how SADRI had to adapt to manifold global 
environmental changes.  At the same time it also had to cope with “transformation”.  In South 
Africa “transformation” has the meaning of “Broad Based Black Economic Empowerment”, 
“Affirmative Action” and transformation to cope with black stakeholders.  Clearly all the while, 
remaining competitive and sustainable.  While much transformation progress was made there is 
still a long way to go. 

134. In every country the Defence Industry (like the power, transport, nuclear or some such other 
industry that is of strategic importance to the government) is treated with preferential measures.  
Some of these measures include: 

134.1. Government ownership  

134.2. Regulatory privilege 

134.3. Insider status 

135. While SADRI enjoyed many of these privileges (partial government ownership and some 
insider status as far as local procurement is concerned), acquisition became much more 
competitive in the last decade.  Moreover, government interventions through the SDPs caused 
some unintended deleterious consequences for the local industry. 
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136. State intervention, beneficial as it may be, inevitably dilutes industrial autonomy.  SADRI 
knows this through its experience with the SDPs, B-BBEE, all-out competition, the A400M, etc.  
Do not expect this dilution of autonomy to abate.  But, do not ignore it.  AMD must either become 
an active participant or be marginalized. 

137. In a recent (Dec 2005) Interdepartmental Defence White Paper it becomes clear that the UK 
government has become so concerned about the erosion of its industrial and technological 
sovereignty, that it introduced major reforms in industrial planning and acquisition.  If this is so for 
a country with numerous first tier suppliers, how much more challenging for second tier SADRI? 

 

Competition 

138. This study about SADRI viability comments on the detrimental effects of thoughtless 
competition, so a more fundamental treatment of the topic “competition” is required. 

139. Competition is a hallmark of free enterprise.  When firms are liberated to compete freely in a 
market, the best attributes of free enterprise are achieved. When companies compete, productivity 
rises, prices come down and customers can “vote with their feet” for the best product.  The 
“invisible hand of Adam Smith” acts as a self-regulator.  Anti-competitive behaviour is frowned 
upon and collusion is illegal. 

140. No market is, however, completely free.  Markets are regulated by states to an appropriate 
level of freedom.  Even the USA and European agricultural markets, for example, are protected 
from third world inundation.  In high technology industries like ICT, aerospace and defence, 
market regulation is highly important, not only to protect the public from danger and exploitation, 
but also to protect the industrial and economic base.  It is, nevertheless, expected that states open 
their markets for competition on the basis of reciprocity.  Now, in a highly polarised and 
asymmetrical industry, such opening up, while it may be for the short-term benefit of end users, 
can lead to rapid destruction of the local industry.  

141. Competition.  During the sanctions period South Africa’s Defence Related Industries had to 
deal with the obverse situation:  Global suppliers were prohibited by the United Nations from 
trading with South Africa.  When peace and democracy came after 1989, the Defence bastion was 
clearly one of the first that had to go.  Reform was rapid and thorough.  Market walls came 
crashing down.  But the baby was thrown out with the bathwater. 

142. The SA Defence Related Industry, carefully developed through backward integration from a 
“technology colony” to a relatively sophisticated and sovereign status, was rapidly dismantled.  
Truth to be told; it was also globalised and tuned for export in the process.  Not only was SADRI 
forced (overnight) to deal head-on with the biggest and the best suppliers in the world, but also 
many technologies and facilities were destroyed.  Whatever competition existed in the local 
market was simply swept away.  The South African market place became another playground of 
the world’s big ones who do not care all that much for the Queensbury Rules.  So much for the 
“invisible hand of Adam Smith!” 

143. Appropriate competition?  Under normal circumstances the answer to the question “how free 
should a free defence industrial market really be?” can readily be given by the following paradigm: 

Sector Strategic alliances Competition 
Local Industry Need for Through Life 

Support. 
Need for indigenous 
capabilities, such as EW and 
war games. 
Need for Industrial 
Development. 

Non-strategic items, such as 
spares, services, off the shelf 
items and commodities 

Foreign Industry Long life cycle main 
equipment. 
Foreign Relations. 

Non-strategic items, such as 
spares, services, off the shelf 
items and commodities 

 

144. There is a clear need for a regulatory authority to ensure that competition is as free and as fair 
as the above circumstances allow. 
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145. While a free and fair marketplace is the aim, it should not be pursued at any price.  Today 
there is a significant acquisition bias in favour of foreign suppliers at the cost of the sovereignty of 
SADRI.  It should be remembered that competition is not the only way to ensure value for money.  
After all, South African companies are exporting very successfully!  Moreover, global 
benchmarking, international quality and certification standards, structured and negotiated 
contracts as well as nominated subcontractors are all tools in the hands of the smart 
contemporary procurement executive.  Please do not forget that the USA Defence market is a 
closed shop and that EU markets have only been opened in some measure to EU members, as 
recently as November 2005. 

146. The need for the smart and transparent use of single source acquisition has become so great 
that the DoD and Armscor need to focus on defining the appropriate methods and standards as 
soon as possible. 

147. A level playing field?  Capital acquisition by the state is an important instrument of regulation 
and of ensuring a level playing field for businesses to compete on.  But, state acquisition is not the 
only influence on the South African defence industrial playing field.  There are four main streams 
of workflow through the DIS, today: 

147.1. Exports.  Well, competition in this category has acquired the meaning that South African 
firms have to compete against the worlds biggest and best, often in their own back yards.  
This stream represents some 50% of turnover, but is shrinking. 

147.2. DIP.  This is mainly a post-competitive stream with two components. Direct DIP – a non-
competitive stream with characteristics similar to local acquisition but paid for in foreign 
currency.  Indirect DIP – a semi-competitive stream with characteristics similar to exports.  
These streams represent some 30% of turnover. 

147.3. Foreign Acquisition.  In this category competition has acquired the meaning that South 
African firms must compete with the biggest and the best in the world in our own back 
yard.  This stream represents some 10% of turnover. 

147.4. Local Acquisition.  Well, in this category competition has acquired the meaning that South 
African firms, mostly with foreign ownership, compete against each other for about 10% of 
the available business. 

148. How much room to maneuver?  So, in our little backwater the main competition is in the 
categories wherein South African firms compete with the biggest and the best, mainly abroad.  
The establishment of South African strategic alliances must be done on a level playing field with 
transparent value systems and accountable acquisition practice, but what happens after that? 

149. There is very little room to manoeuver in the capital budget, given the practically fixed 
operational component and given the practically fixed “SDP” component.  If this little room is used 
for further opening up of the local market, instead of developing the local industry by means of 
carefully selected whole life acquisition programmes, SADRI is in for very hard times.  It can, in 
fact, kiss further exports, FDI and job creation goodbye. As it is, the time constraints involved in 
fixing this sort of problem, will cause an interregnum measured in years. 

 

Conclusion 

150. The above qualitative analysis of the SADRI environment leads to following conclusions: 

150.1. In spite of the huge industrial upheaval and austerity in the Defence Business, SADRI 
performed remarkably well over the last decade or so – thanks to the SDPs and exports. 

150.2. SADRI’s future looks a lot bleaker; the SDPs run out, exports cannot be sustained and the 
technology base of the industry has become thin. 

150.3. There is a lack of industrial planning and – development for SADRI.  It used to rely on 
Armscor for this role. 

150.4. There is a need for organised industry (AMD) to step into this gap by unifying the voice of 
SADRI and by facilitating ongoing multilateral discussions with Government. 

150.5. The precipitate restructure of Denel creates an ideal opportunity for AMD to initiate this 
process. 
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Chapter 5 
The Industrial Economy 

 
“SA can now choose its officers from the best international schools, but it does not. 

Why does it procure its equipment from abroad?” 
 

CONTENT 
• Summary 
• SADRI and Macro Economy 

o Military Expenditure 
o SADRI and the RSA Economy 

• Players in the SADRI  
o Core capabilities 
o Product lines 
o Ownership 

• Size of the SADRI  
o Turnover by function 
o Turnover by Systems Level 
o Turnover by sector 
o Turnover by end user 
o Turnover and Strategic Defence Packages 
o Turnover Military and Civilian 

• Human Resources of the SADRI 
o Composition of the workforce 
o Availability of human resources 
o Age analysis of the workforce 

• Future Requirements Analysis 
o Committed and un-committed funds 

• Analysis of Requirements for Sustainability  
o Views on of sustainability 
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Summary 

1. The military spending of the world over the last decade is reviewed.  The spending as a 
percentage of GDP for the RSA is benchmarked against a few countries.    

2. The contribution of the SADRI to the national economy from 1995 to 2005, expressed in terms of 
the value of domestic arms production in relation to total South African manufacturing output, also 
as a share of GDP and in terms of total earnings of foreign exchange. 

3. An analysis of the players in the SADRI, indicating core capabilities, product lines, turnover and 
numbers employed 

4. The nature of the ownership of the SADRI (JSE, Private, Public, Local/Foreign etc.) was analysed.  
Relevant ownership trends for the period covered by the study are indicated.  Total current foreign 
ownership and ownership per country of the SADRI, as percentages, as well as expected figures 
to 2010 are indicated. 

5. The mix of defence and civilian business are indicated for the SADRI; cumulatively and 
individually.  Relevant trends for the period covered by the study are indicated. 

6. The cumulative and individual turnover of the SADRI, as well as trends (performance) for the 
period is indicated.  The following based on turnover are shown separately: 

6.1. Turnover attributable to local and foreign sources, including analysis of relevant trends, as 
percentages.  An analysis of companies activities by function (as a %) is shown: 

• R&D 

• Systems Design 

• Systems Integration 

• Engineering 

• Production 

• Logistics Engineering 

• Maintenance 

6.2. In addition, the acquired turnover data is segmented into categories of: 

• Defence Electronics 

• Ordnance 

• Platforms 

• Ammunition 

• Training & Simulation 

• Logistics 

6.3. This is further subdivided into a matrix for joint, land, sea and air. 

7. In addition, the acquired turnover data is segmented into categories of: 

7.1. Turnover (expected total cumulative and per year) attributable to direct supply and service 
contracts arising exclusively from the Strategic Defence Packages. 

7.2. Turnover (expected total cumulative and per year) attributable to Defence Industrial 
Participation (DIP) contracts arising exclusively from the Strategic Defence Packages. 

8. A categorisation is made of skilled managerial and technical jobs in the SADRI. The categorisation 
is in accordance with recognised categories of previously disadvantaged individuals.  An analysis 
was done for the period 1995-2005 indicating the extent of retention, creation or loss of such jobs 
in the Industry. 

9. The age of the skilled workforce of the SADRI was analysed, indicating the extent to which skills 
are transferred to current and incoming skilled employees by the retiring workforce and if a 
significant gap is present in this regard. 
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10. The availability of the required categories of qualified manpower was assessed. 

 

SADRI and Macro Economy 

Military Expenditure 

11. To understand what happened and is still influencing the SADRI we can look what happened to 
military expenditure on a global scale.   If one looks at Figure 5.1 we will see that world military 
spending declined from 1995 (where the data is available) until 1998.  This is probably the tail end 
of the peace dividend after the end of the Cold War.   Spending then started to increase.  It is 
worthwhile to note that this increase started before 9/11 and then accelerated. 
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Figure 5.1 

 

12. From the graph below it can be seen that the RSA expenditure is less than 0.3% of this 
expenditure.  This declined to less than 0.25% and increased with the advent of the SDPs.  See 
Figure 5.2 
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RSA MILITARY EXPENDITURE AS % OF WORLD
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Figure 5.2 

13. If one looks at the expenditure of a couple of countries as a percentage of GDP it is interesting to 
note that all countries benchmarked had a decline.   However, the change in the RSA was the 
biggest.  The decline did not only start in 1994 but well before that time.  As can be seen in Figure 
5.3 this decline dates back to 1988. 

MILITARY EXP AS % OF GDP

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

YEARS

%

RSA SWEDEN UK US AUS

 Figure 5.3 
 

14. It is interesting to look at the military spending of the RSA over the last century.  The major 
conflicts can be clearly seen as rapid increases in spending as a percentage of GDP.   Figure 5.4 

15. The RSA spending is depicted in constant Rand and US dollar terms in Figures 5.5 and 5.6.  The 
increase in later years can be mainly attributed to the SDPs. (Strategic Defence Packages).  In 
dollar terms spending will approach the 1988 level in 2008.  
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MILITARY EXPENDITURE AS % OF GDP (1910-2005)
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Figure 5.4 
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Figure 5.5 

 
Note:  To see the change in US$ better, the Y-axis is expanded in the graph below.   See Figure 
5.6 
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RSA DEFENCE EXPENDITURE
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Figure 5.6 

16. To understand what this change in military spending means for the SADRI a look at the ratio of 
personnel to equipment expenditure over the last decade is insightful.   It can be seen that the 
equipment spending was suppressed to a very low level in comparison with other countries.   
When the SDPs started this picked up again, but this spending was mainly with foreign suppliers.  
See Figure 5.7. 
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Figure 5.7 

 
 
 
 

17. There was a very low spending on equipment for four years starting in 1995 until 1999.  No new 
projects were started, with the result that when the SDPs started the DIP offering from local 
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industry was from the investment before 1995.  This was in line with the planning of the Defence 
Review. 

18. The advent of the Strategic Defence Packages had a major influence on defence spending and 
also on the SADRI.  The spending on capital and the portion devoted to the SDPs show that the 
portion remaining for other equipment had a steep decline. Figure 5.8. 
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Figure 5.8 
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19. When the numbers above is shown in nominal terms and converted to constant Rand the decline 
is even more marked. 
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Figure 5.9 

20. The expenditure from 2001 and the planned expenditure to 2008 taking into account the capital 
expenditure as well as the running expenditure on ammunition and maintenance is shown in 
Figure 5.10.  The start of the A400M project together with the SDPs will still dominate expenditure 
for the next couple of years. 
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Figure 5.10 
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SADRI and the RSA Economy 

21. To put the contribution of the SADRI into context of the national economy, we will look at the 
contribution of manufacturing to the GDP and the percentage that the SADRI contribute to 
manufacturing.  See Figures 5.11 and 5.12 
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Figure 5.11 
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Figure 5.12 

 
22. As can be seen the SADRI makes a significant contribution to manufacturing in the RSA.  The 

percentage actually increased in the last decade. 
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23. The SADRI has been a constant exporter over the last decade.  This can be seen in the graph 
below.  It does however show a turning point in 2003 with a decline after five years of increase. 
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Figure 5.13 

24. When we benchmark the export propensity of the SADRI against the manufacturing industry and 
the motor industry in particular, it is evident that the SADRI is more export orientated.  However 
there seems to be a narrowing of the gap.  This could be due to a lack of investment in new 
products.  See Figure 5.14 
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Figure 5.14 
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Figure 5.15 
 

25. If we look at the exports of the SADRI and compare them to a sample of other countries, we see 
that the performance is exceptional, however this high level of exports is probably not sustainable. 

 

Players in the SADRI  

Core capabilities 

26. The core capabilities of the SADRI are indicated in Table 5.1.  It can be seen that it covers a wide 
spectrum.  This is due to the capabilities that were developed during the era of isolation.  Local 
programmes can probably not sustain the total spectrum of capabilities and rationalization will 
have to take place.  Refer to the  capability matrix below. 
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Design & 
Produce 

Complete 
Systems 

Design & 
Produce 

Major Sub-
systems 

Design & 
Produce 

Minor Sub-
systems 

Major 
Upgrades 

of 
Systems

Minor 
Upgrades 

of 
Systems

Systems 
Engineering 

and 
Integration

Provide 
Engineering 

Support 
Services

Provide 
Other 

Support 
Services

Manufacture 
of Major Sub-
systems

Manufacture 
of Minor Sub-
systems

Manufacture 
of 

Components
Manufacture 

of Parts

Repair 
and 

Overhaul 
Major 

Systems

Repair 
and 

Overhaul 
Minor 

Systems
Denel Aviation X X X X X X X X X X X X X X
Denel Aerospace Systems X X X X X X X X X X X X X X
Denel Kentron X X X X X X X X X X X X X X
Turbomeca Africa X X X X X X X X
Overberg Test Facility X X X
LIW X X X X X
Optronics X X X X X X X X X
Avitronics X X X X X X X
Grintek Communications Systems X X X X X X X
Ewation X X X X X X X
Logtronics X X X X X X X X
Reutech Radar Systems X X X X X X X
RDI Communication X X X X X X X X
Reutech Defence Logistics X X X X X X
Defencetek X X X X X
Manufacturing and Materials X X X X X X X
Defence Institute/IMT X X
Gerotek X X

X X X X X X X X X
X X X X X X X X X X
X X X X X X X X

X X X X X X X
X X X X X X X X X X

X X X X X X X X X
X X X X X X
X X X X X X X

X X X X X X X
X X X X X

X X X X X
X X X

X X X X
X X X X

X X X X X
X X X X X
X X X X X X

X X X X
X X X X X X

X X X X X
X

 X X X
X

X X X X X X
X X X X X

X X X
X X X

X

Concept
Complete 
System

Major Sub-
system

Minor Sub-
system

Component

Part

Produce

Manufacture

A unit that consists of single entity e.g. fuel pump shaft, resistor, rivet, flap track, electrical 
wire, electrical connector, gears etc

Producing a system, sub-system etc, but does not mean all the sub ystems are 
manufacture by the producer. Example Denel Aviation produces the Rooivalk helicopter but 
buys in the engine and avionic system and integrates them in to the airframe which largely 

f t

Entire aircraft with all its sub systems integrated into the main system.  This includes 
engineering and logistics support.  Examples are Rooivalk Attack Helicopter, Vulture and 
Seeker Remotely Piloted Aircraft System, Raptor stand-off ground attack weapon system, 

Ingwe anti-tank missile
Sub-system that itself is integration of a number of smaller sub-sub-systems e.g. Complete 

Avionic System for an Aircraft, Communcations Suite,  Powerplant, Main  Airframe 
Sections like wing or fuselage, undercarriage system, electrical ppower system  etc. 

LQS

Parachute Industries SA 

A system that is integration of components that in turn cannot be further divided into 
systems e.g. Wing Flaps, in-flight entertainment, guns, bombs, air data computer system, 

GPS navigation system, radio altimiter, engine gearbox etc
A unit that has defined function that can only carried if integrated into a system e.g. fuel 

pump, electrical generator, radio, airspeed indicator etc. Components are usually made up 
from a collection of parts.  This is lowest level of system integration.

Definitions

Sinjana Engineering

TAU Aerospace

CCII Systems

Parsec

Transforming raw material into parts or components by using various processes such 
fabricating, machining, casting soldering, moulding assembly, etc.

GISCOE

Volt Ampere
Waymark

Land Mobility Technologies

M-Tek

Emzansi Eng Consultants
Thales Advanced Engineering

Paramount Logistics

Bohlabela Wheels

Epsilon Engineering
IST Dynamics

Cybersim

AMS
Tellumat
Aerosud
Ansys Integrated Systems

ISIS Information Systems
Aztec Electronics
Contactserve

CAPABILITIES

C
O
M
P
A
N
Y

DENEL

GRINTEK

REUTECH

CSIR

ARMSCOR

ADS
ATE
BAE SYSTEMS Landsystems OMC

 

Product lines 

27. The products of the industry cover the whole spectrum of the systems hierarchy, from product 
systems on level 5 to materials like ceramics that is used in body armour and vehicle protection.  
The following is but a sample of the total range of products.  See Table 5.2 

Business Focus/Products 
COMPANY  Business Focus Products  

Table 5.1 
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Denel Aerospace Systems  
Denel Optronics 
Denel Aviation 
Denel Land Systems 
Denel Land Systems LIW 
  

Design, Development and Integration of Missile Products, UAV and 
AC Systems,   
Optronics, C21 Systems to Client requirements 
Aircraft structures, Helicopter systems, aircraft maintenance 
Ammunition, Propellants, Pyrotechnics, Small and medium 
munitions, plant eqpt 
Small arms, Artillery systems, Armour turrets, Automatic weapons  

Microwave & Electro-optic Systems
Tactical Voice & Data Syst's & Products, Customised Integrated 
Electronics Maintenance & Integrated Logistic Support  
Information Management & Integrated Command & Control Systems 

Grintek Ltd  
- Avitronics  
- Grintek Comms Sysfs  
- Logtronics  
- Integrated Defence 
Solutions  

Grintek Ewation  
Electronic Warfare & Perimeter Security Systems  

Adv Techn & Engineering·  
ATE (Pty) Ltd  

Supplier of Military Systems, including Rotary Wing Aircraft, 
Unmanned Air Vehicles,  
Fixed Wing Aircraft upgrades and systems and Land Fighting 
Vehicles  

Aerospace Monitoring & 
Systems  
AMS (Pty) Ltd  

Niche market supplier of aircraft data monitoring systems to aircraft 
manufacturers,  
operators and upgrade contractors across the world, crash protected 
recorders  

Reunert Defence  
Reutech Def Logistics -
RDL  
Reutech Def Industries - 
RDI  
Reutech Radar Svst's – 
RRS 
Fuchs Electronics  

Gun and fire control, radio maintenance, network support, avionic  
and field support 
Mobile and fixed communications, Tactical communications 
Surveillance radars,optronic and radar trackers, naval and coastal 
radars  
Artillery Fuzes, Air Weapon Fuzes, Air Weapons 

Tellumat (Pty) Ltd  Radar Systems Upgrade & Support 
Navigation Aids Installation & Support
IFF Systems & Product Supply

 Tactical Datalink Product Supply 
Fuse Manufacture

 Civil: Comms Equipm & Contract Manufacturing  
African Defense Systems – 
ADS 
  

Combat Suites for Ships, Fire Control Systems for Artillery Systems, 
Command and Control Systems - Platforms to Surface Based 
Systems  

BAE Land Systems 
 

Armoured vehicles, Mine protected vehicles, Police vehicles, 
Logistic vehicles, 
Design, manufacturing and upgrades, Through life support,  

Turbomecca Aero turbines, maintenance 
Land Mobility Technologies 
- LMT 

Vehicle design, mobility studies, Landmine protection, Protected 
cabs 

1ST Dynamics 
 
  

Design and development of high technology fire directing systems 
for land- and air-  
based military systems. Weaponry training systems part of our 
strategic business, ballistic software  

Defencetek  
 

Independent research and development, test and evaluation, 
technology development and scientific studies 
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Armscor: IMT 
 
                Gerotek, 
Alkantpan 
                Protechnik 
                Ergotech 
                Defence Institute 
 

South African Navy's (SAN) scientific and technology support 
service  
A multi-disciplinary technological R&D group, with specialised 
products and services 
Environmental, Vehicle and Ballistics test ranges 
Chemical Warfare protection 
Ergonomic studies 
Decision support studies for DoD and Armscor 
 

Giscoe  
Spatial (GIS) Product Supplier, Source Off-the-shelf software 
Components Image Processing Systems, Hi resolution satellite data 
imagery  

Ansys  

Design, Development, Manufacture, Integration of Advanced 
Technology Systems  
& Products in Defence, Rail track side & Telecomm environment, 
Weapon interfaces  

SANDF  Electronic Maintenance Sections- Avion Instruments, Avion 
 Avion Radar, EW Maintenance, Avion Electrical and PC Board 

Repair,Naval repair,  

Thales  Design, development and production of Video, Image Processing, 
Command and Control, Data Communications subsystems  

C2I2  Systems and Subsystems for real-time applications like Radar 
 Distribution Systems, Network Interface Cards, focused on maritime 

Sensomac Manufacturing, Laser Rate Gyro's and fibre optic related 
Aztec Components (Pty) Ltd Specialised batteries, battery chargers, ground power units 

Contactserve Electrical components and harnesses 

Epsilon Engineering 
Services (Pty) Ltd 

Aircraft stores integration, production tooling for helicopter blades, 
vacuum forming tools, analysis of helmet sights 

Waymark AXess technical documentation system 
M-Tek 
 

Slip rings, hand controllers, Trunnion sensors, Ticket machines for 
parking, Distance transmitting units, Tilt measuring units. 

Natcom Vehicle communications and harnesses, Vehicle speed detection, 
Table 5.2 

 

Ownership 

28. The ownership of the SADRI was analyzed from the nature of the organisation and to whom it 
belongs.  This is indicated in Figures 5.16 and 5.17 
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Figure 5.16 
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Figure 5.17 

 

29. From the nature of ownership it is evident that the majority of companies are private companies 
not listed on the JSE, or subsidiaries of listed companies.   None of the respondents was closed 
corporations.  If we, however, weigh ownership by turnover, we see the state still plays a major 
role in the industry with foreign ownership the second largest.  See Figure 5.18 
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WEIGHTED OWNERSHIP ON TURNOVER
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 Figure 5.18 
 

30. There was an increase in foreign ownership and this trend will probably continue.  The foreign 
owners are mainly from the UK, France, Sweden and Germany.  The detail of ownership is 
depicted in the Table  5.3 

 
Company  
Name 

Company 
Type Shareholding Location 

Denel Aerospace Systems  
Denel Optronics 
Denel Aviation 
Denel Land Systems 
Denel Land Systems LIW 
 

State Corp 
 
 
 
 
 

100% - State 
 
 
 
 
 

Irene 
 
 
 
 
 

Grintek Ltd (Data from Def Elec) 
- Avitronics  
- Grintek Comms Sysfs  
- Logtronics  
- Integrated Defence Solutions  

Grintek Ewation  

Private 

BEE – 39% 
SAAB 49% 

 
Ewation GmbH 45% 

 

Centurion 

Private 100% Foreign Midrand ATE, Advanced Technology &  
Engineering (Pty) Ltd     

Private SAAB 100% Midrand AMS, Aerospace Monitoring &  
Systems (Pty) Ltd     
Reunert Defence  

Reutech Def Logistics –RDL  
Reutech Def Industries – RDI  
Reutech Radar Svst’s – RRS 
Fuchs Electronics 

Subsidiary 
of 

JSE Listed 
 

30% BEE 
10% BEE, 33% Foreign
10% BEE, 33% Foreign

Midrand 
Midrand 

Stellenbosch 
Alberton 

Tellumat (Pty) Ltd  
  Private 25% BEE, 14% Empl’s Pretoria 

Cape Town 
ADS  
Africa Defence Systems (Pty), Ltd Private 40% BEE, 60% Foreign Midrand 

BAE Land Systems Private 75% Foreign, 25% BEE Benoni 
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Turbomecca Private 49% State, 51% Kempton Park 
Land Mobility Technologies – LMT Private 30% Foreign Midrand 
IST Dynamics 

 Private 28.61%BEE,Other 
71.39% Pretoria 

Defencetek  Research 100% - State Pretoria 
Armscor State Corp 100% - State  
Giscoe  Private 100% Empl’s Irene 
Ansys (Pty), Ltd  Private 37% BEE Pretoria 
Thales – South Africa  Private 100% Empl’s Johannesburg 
Aztec Components (Pty) Ltd Private 80% BEE,20% Private  
Contactserve Private 51% BEE  
Epsilon Engineering Services Private 100% Employees  
Waymark Private 68% BEE, Pretoria 
M-Tek Private Pretoria 
RGC Engineering (Pty) Ltd Private 26% BEE  
Natcom Private 26% BEE  

Table 5.3 
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Size of the SADRI 

Turnover by function 
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Figure 5.20 

 
32.It is evident from Figure 5.20 that the industry is mainly involved in manufacture and maintenance.  

Although the activities in R & D, design and engineering are low, the innovative capability of the 
SADRI compares favourably with the rest of the industry as is shown elsewhere in the report. 

33.The focus of the individual companies and the nature of their activities are shown in Table 5.4. 
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Nature of Business  
Table 5.4 

 Nature of Business  
 
 

Company  
R&D Syst 

Design
Syst

Integr
Engi-
neeri

Pro- 
duction

Log 
Syst

Mainte
n

Other

Denel 
-Denel Aerospace Systems  
-Denel Optronics 
-Denel Aviation 
Denel Land Systems

5 
0 
0 
7 
0

15 
0 
0 
7 
14

13 
0 
0 
5 
0

20 
0 
15 
8 
0

40 
0 
17 
73 
20

5 
0 
0 
0 
0

2 
0 
68 
0 
66

0 
0 
0 
0 
0

  
  

  
  
  

Grintek Ltd  
- Avitronics  
- Grintek Comms Systems  
- Logtronics  
- Integrated Defence Solutions  
- Ewation          
Adv Techn & Engineering· ATE (Pty) 
Ltd  3 25 25 25 15 2 5 0 

AMS, Aerospace Monitoring &  
Svstems Pty Ltd 5 0 0 13 70 0 12 0 

Reunert Defence  
Reutek Def Logistics -RDL  
Reutek Def Industries - RDI  
Reutek Radar Svst's – RRS 
Fuchs Electronics  

 
0 
30 
10 
10 

0 
0 
20 
10 

 
0 
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20 
0 

5 
0 
20 
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15 
70 
15 
80 

5 
0 
5 
0 

 
60 
0 
10 
0 

15 
0 
0 
0 

Tellumat (Pty) Ltd 5 10 10 25 30 5 15 0 

African Defense Systems – ADS 2 15 30 25 10 12 6 0 

BAE Land Systems OMC 10 0 0 0 55 0 35 0 

Turbomeca 0 0 0 0 31 0 69 0 

Land Mobility Technologies - LMT 5 10 5 30 40 10 0 0 
1ST Dynamics  0 40 40 0 10 0 10 0 
Defencetek  100 0 0 0 0 0 0 0 

IMT  

Armscor: 
                IMT 
                Gerotek, Alkantpan
                Protechnik 

10 
 

1 
 

0 
 

3 
 

0 
 

0 
 

0 
 

86 
 

Ansys (Pty), Lld  0 25 50 10 0 10 0 0 
SANDF 5 Air Depot  0 0 0 0 0 0 100 0 

SAN Dockvard  0 0 0 0 0 0 100 0 

Aztec Components (Pty) Ltd 10 10 0 10 30 0 20 20 

Contactserve 2 0 0 0 39 0 0 59 
Epsilon Engineering Services (Pty) 
Ltd 5 30 50 10 5 0 0 0 

Waymark 5 0 0 0 0 5 0 90 
M-Tek 5 30 10 0 50 0 5 0 
RGC Engineering (Pty) Ltd         
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Turnover by Systems Level 

34.The turnover per systems level indicates the activity is on the sub-assembly, product and product 
systems levels.   Since the components and materials industries are usually not seen as 
specifically defence related, there might be quite some defence activities that are not reflected in 
Figure 5.21.  The systems levels are shown in Figure 5.22. 
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CONTRIBUTION: SYSTEMS LEVEL
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Figure 5.21 

 
Figure 5.22 
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Turnover by sector 

35.From the graph in Figure 5.23 it can be seen that Defence Electronics is by far the biggest sector of 
the SADRI.   Platforms also play an important role. 
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Figure 5.23 

Turnover by end user 
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Figure 5.24 

36.The Army and Air Force are the biggest clients of the local industry.  The Army has probably got 
more equipment but the value of the equipment of the Air Force is higher. 
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Turnover and Strategic Defence Packages 

SDP related turnover 

37.If one compares the turnover of the SADRI derived from the DIP programmes and compare that 
with the cash flow of the SDPs, it is estimated that this will break even in 2008.  If one, however, 
looks at the cumulative figures we see that by 2010 about 50% of the SDP cash flow would have 
manifested in DIP and DIP related activities.   
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Figure 5.25 
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Figure 5.26 

 

Turnover Military and Civilian 

38.The contribution of military and civilian sales to the SADRI is indicated in Figure 5.27.   There is a 
slight increase in civilian exports.  This is not necessarily bad, because it means the industry is 
focused on the military.  In certain companies there was, however, a dramatic shift towards the 
civilian sector.   
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MILITARY VS CIVILIAN SALES
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Figure 5.27 

Human Resources of the SADRI 

Composition of the workforce 
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Figure 5.28 
39.From Figure 5.28 it is evident that the industry is still dominated by white males.  This is especially 

true in the senior management and professional categories.   
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COMPOSITION OF WORKFORCE: NUMBER
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Figure 5.29 

 

NUMBERS AND CHANGE ON JOB CATEGORIES
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RACIAL COMPOSITION 
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Figure 5.31 

40.Comparing the percentages of black and white workers between 1995 and 2005 in the different 
categories, there was an increase of blacks in all categories except the unskilled level where the 
white percentage actually increased.  On the level of directors there was a change of between 15 
and 20%.  

 

Availability of human resources 

41.The industry was asked about the availability of people in the different categories.  As can be seen 
the availability of blacks in the senior management and specialist/professional level is very low.  
This correlates with the slow change in racial composition in these categories. 
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Figure 5.32 
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Age analysis of the workforce 

42. The age distribution of the workforce shows that senior management and unskilled personnel is 
older than the other categories. 
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Figure 5.33 
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Figure 5.34 

 
43.It seems that the workforce in the SADRI is ageing.  The percentage of young professionals is low.  

If we, however, compare this with the UK shipbuilding industry the local workforce is relatively 
young.  This is not a good benchmark, because this UK sector is in trouble. 
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AGE DISTRIBUTION OF SADRI AND UK SHIPBUILDING
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Figure 5.35 

Future Requirements Analysis 

44.If we want to look at the funding from the DoD that is not yet committed, we can take the 
information of Figure 4.10 and look at the future.  Even if we assume that none of the capital 
budget or equipment related operating budget is committed we see that the opportunities for 
action is limited.  See Figure 5.36. 
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Figure 5.36 

Analysis of Requirements for Sustainability 

Views on sustainability 

45.From discussions on sustainability it is apparent that the prime consideration for sustainability is 
long-term profitability.  If a company is not profitable there is no chance that it will survive for the 
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foreseeable future.  Even state-owned companies would have to be profitable since subsidization 
by the state can only be temporary. 

46.An extensive analysis was done by benchmarking Denel and Reutech against the top 100 defence 
companies as identified by SIPRI.  The parameters used were: Defence focus, Company size and 
Labour intensity.  A further analysis was done to try and correlate profitability against the above-
mentioned factors.   No clear indication was obtained that any of these factors have a dominant 
influence on the profitability of firms.  The Rand/Dollar exchange rate was also correlated with the 
profitability of Denel.  No correlation could be found.  See Chapter 3 

47.If one looks at other parameters that will influence the future profitability, two that immediately 
spring to mind are investment in technology and product development on one hand and the state 
of the human capital resource on the other.   The investment in technology and product 
development was severely reduced during the integration process of the SANDF when capital 
spending was limited.  This can be seen from Figure 5.7.  It is also evident from the analysis in 
chapter 6.  To be able to offer products to local and foreign clients a sustained investment is 
needed.  It is the opinion of the writers that the downturn in exports as shown in Figure 5.13 is the 
result of the low investment in product development over the last number of years. 

48.Looking at the human resource component, it was mentioned that the knowledge base is ageing.  
However, it is  still viable.   To ensure this expertise is not lost and transferred to the new 
generation it is imperative to establish the programmes that need this knowledge. 

49.Local programmes enable companies to compete in the foreign market due to the guaranteed base 
loading.  As can be seen from Figure 5.15 the export propensity of the local industry is higher than 
that of the US, UK, France and Germany.  This excellent performance will probably not be 
maintained unless an injection from local programmes with a development component is 
forthcoming.  

 

Requirements for sustainability 

50.Sustainability can be equated to profitability on a long-term basis.  In the context of the defence 
industry the prerequisites for this are the following: 

50.1 Investment in technology and products by the DoD and industry 

50.2 Local client base 

50.3 Export support 

50.4 Adequate human capital 

50.5 Capable management  

51 Government policies can influence the first three but the next two are in the hands of the 
management of industry.   
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Chapter 6 

Intellectual Capital and Innovation 
 

Education is an admirable thing.  But it is well to remember from time to time that 
nothing that is worth knowing can be taught. 
Oscar Wilde.  Nothing… except my genius. 

CONTENT 
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Introduction 

 

1. This chapter on Technology and Intellectual Capital lies at the heart of SADRI’s sustainability.  It is 
expounded in the following subchapters: 

1.1. Technology 

1.2. Invention 

1.3. Innovation 

1.4. Research & Technology 

1.5. Intellectual Capital 

1.6. Technology Management in the DIS 

1.7. Technology losses in SADRI 

1.8. Comparative advantages  

1.9. The DERI 

1.10. Innovation 

2. This chapter about Technology, Intellectual Capital and Innovation relies on a common 
understanding of the underlying concepts.  For this reason some effort is expended on explanation 
in the first few sections. 

 

 Technology defined 

3. Technology is technical knowledge and techniques, but sometimes expertise is not worth a lot of 
money.  Technology is the knowledge (mostly proprietary) that is used for making money.  It 
pertains to new and improved products, processes and services. 

 

Invention (and discovery) 

4. Invention (or discovery) is that “a ha” moment wherein the scientific paradigm shifts, the sublime 
moment wherein we see our problem (and often the world) in a new light;  when we explain nature 
in a new way.   

 

Innovation, the knowledge economy 

5. Innovation happens after discovery. Innovation happens when practical people take an invention/s 
into current industrial practice with a view to marketing and making a profit. 

6. The knowledge economy is the new economy wherein ICT and ICT-based know-how pervades 
the business. 

R & T, why it is a better term 

7. Terms such as R & D and Technology Development have been used to describe the (mainly pre-
competitive) process of applying “seed capital” to steer industry into new technological fields. This 
is the regular domain of “Science and Technology” departments, universities and other institutes.  
It should be noted that often enough money is spent on “technology development” – even up to 
the point of the development of new “technology demonstrators”.  They must not be confused with 
products.  Some investors know no better;  they think that new products are developed!  
Engineers should, however, know better. Many industrial development faults have been made 
through the inability to differentiate between “technology demonstrators” and “development 
models”. 

8. We have often used “R” of the pre-competitive “R & D “ process to denote “technology 
demonstrators” and “D” to denote serious product development of the acquisition process. This 
ambiguity has led us to confuse “technology development” with “product development”, often with 
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the disastrous consequences of time and budget overruns.  Clearly, many scientists (who should 
know better) play along with ignorant decision-makers for the sake of the money. 

9. So, let us be clear:  R & D as applied to the pre-competitive process of evolving future technology 
has nothing to do with the industrial R & D executed as part of a competitive acquisition 
programme.  Technocrats often meet socially.   Let them then expound and enjoy their individual 
achievements, but let’s not confuse technology development with acquisition! 

Intellectual Capital  

10. For a meaningful discussion of Technology and Intellectual Capital as well as for other discussions 
about Policy, Science, Engineering and Technology (SET), Intellectual Property Right (IPR) as 
well as R & D, it is essential to depart from a common understanding of Intellectual Capital.  This 
“common understanding” may well prove to be the basis of AMD’s engagement with Government 
about SET, IPR and the future of SADRI. 

11. As the Information Revolutions peaks, many people have become accustomed to terms such as 
Know-How, Knowledge Management, Intellectual Property, The Knowledge Economy and so on. 
It is, however, necessary to examine the issue of Intellectual Capital in more fundamental terms: 

The Nature of Capital 

12. The Net Worth (NW) of a business is the sum of its Net Asset Value (NAV) and its Intellectual 
Capital (IC). 

NW  = NAV + IC = Tangible Assets + Intangible Assets 

= Market Capitalisation 

= Number of Shares in Issue x Share Value (for the sake of simplicity, only one share 
specie is assumed, non-listed companies are, obviously, valued in other ways) 

= Sustainable NEAT (Net Earnings After Tax) x Profit/ Earnings Ratio (P/E) 

Now NAV = Fixed Assets + Current Assets, so 

NW   = Fixed Assets + Operating Assets + Intellectual Assets, and  

Investment = Fixed Capital + Operating Capital + Intellectual Capital 

13. Where “Fixed Assets” is the cumulative book value (after depreciation) of all estate, plant and 
equipment, and  “Current Assets” is the net cumulative value of all creditors, cash and debtors. 

14. Chapter 4 provides an in-depth discussion of survivability and profitability in the Defence 
Business.  Intellectual Capital proves to be a pivotal aspect, hence our focus on this issue.  

15. For most businesses, but certainly for knowledge based businesses in the New Economy, NW is 
far greater than NAV and earning potential is far more reliant on know how than on tangible 
assets.  So, let’s examine Intellectual Capital in more detail. 

Knowledge 

16. Knowledge comes about in the following, value-adding (beneficiation) stack: 
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17. Generally speaking, knowledge is available to all who seek it diligently.  But as knowledge gets 
more precious it becomes proprietary and protected. It is protected by physical means 
(classification, physical security, zoning, etc.) and by legal means (patents, copyright, restraint of 
trade, contracts, etc.). There are, therefore, three classes of knowledge: 

17.1. General, as is taught in schools and tertiary institutions.  This type of knowledge is non-
proprietary or “open”.  

17.2. Background.  This type of know how is gleaned through research from open sources.  The 
knowledge is open, but is often privileged and restricted by physical means. 

17.3. Foreground, as is gleaned from specific R & D, experience and other “trade secrets”.  This 
type of knowledge is proprietary;  it is restricted and is protected by physical as well as 
contractual means. 

Types of Knowledge in Business 

18. Generally speaking, businesses rely on four types of knowledge to remain profitable: 

18.1. Product Knowledge.  The know-how and data related to a specific product, as it is sold to 
a customer, i.e. it excludes generic information about a product line. 

18.2. Process Knowledge. The “how to” knowledge to develop, produce, systems integrate and 
maintain a specific product.  This knowledge is often captured in the “management 
information” system of the business. 

18.3. Stakeholder Knowledge. The knowledge about customers, owners, employees, business 
partners, government agencies, policies, etc., necessary to operate the business 
successfully in the local environment. 

18.4. Entrepreneurial Knowledge. The knowledge about business strategy, planning, 
investments, loan and equity finance, trade secrets, entrepreneurial intuition, risk taking, 
etc., to undertake a business opportunity successfully. 

The Seat of Knowledge 

19. It is conventional wisdom that knowledge resides primarily in the brain of an individual, but there 
are other important repositories. The main seats of Intellectual Capital in business are the 
following: 

19.1. Human Capital, wherein the brain of the individual is the main repository. 

19.2. Organisational Capital, wherein organisational teams, documents, drawings, graphs, etc., 
are the main repositories.  The organisation is less vulnerable to the proverbial “bus” than 
the individual. 

19.3. Informatics Capital, wherein knowledge is captured in databases, models, simulations, 
test results, reports, the intranet, and so on. 

Integration 

20. Understanding that the above classifications represent a continuum, rather than discrete 
categories, it is now possible to integrate these concepts of knowledge into the following 
continuous taxonomy: 
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21. Obviously, as knowledge gets more specific (towards the front) it gets more precious and needs 

more and more protection, physical and legal.  In a siege economy wherein industry is isolated, 
technology investments stretch further back into “Background” and even “General” knowledge. 

22. Knowledge gets more and more important and more valuable as one progresses from the left to 
the right.  In a market economy product knowledge is usually the easiest to master, hence the 
most inexpensive. 

23. Knowledge gets more and more volatile (less valuable) as one progresses from the bottom to the 
top.  Knowledge in the human brain is unreliable.  A person can be run over by the proverbial bus, 
or worse from an IC point of view, can leave and go to the competition overnight.  As the 
Information Revolution peaks, Informatics Capital becomes more important. 

 

Consequences 

24. For globalisation.  Local knowledge (stakeholder and entrepreneurial) becomes more precious.  
Imported knowledge of products and of industrial processes is less valuable and is discounted in 
the value of equity investments.  B-BBEE value rises, because of the importance of stakeholder 
know-how. 

25. For IPR Policy.  Current IPR Policy is stuck mainly because stakeholders operate from the 
paradigm that the State pays for “everything” and can thus recoup its total investment over the 
earnings of industry.  Obviously this isnot so.  The State has only paid for a limited amount of IC 
mainly in foreground product technology which is only a small part of the required know-how, in 
accordance with the taxonomy.  Most of its investment is delivered as “bonded” fixed or current 
assets (facilities, test equipment, reports, and development models).  

26. Moreover, the State must recoup its investment (after due depreciation) only where it is 
superfluous to strategic needs (the state needs a sophisticated and ready defence industry to 
support it in its strategic duties).  In these (rare) cases, recovery must be done in accordance with 
explicit contract and accounting practice.  Remember, from the point of view of the State, it relies 
on its SADRI to be an integral part of its logistics system.  Its IP Policy is not an instrument of 
capital recoup, but an instrument to protect South African technology. 

27. It is important that the State (State acquisition) protects South African technology for South Africa.  
It is important that it does this contractually.  It should not rely on ownership to ensure the 
protection of Intellectual Capital.  Conversely, if IC is well protected contractually, there is no 
reason to withhold SA technology money from foreign owned South African firms. 

28. For Technology Investment.  Technology investment (the seed money invested by the DRDB) is a 
“no holds barred”, “no strings attached” investment by the State to steer future comprehensive 
industrial capability.  Every modern state uses (and expenses/depreciates) this small but highly 
sophisticated and leveraged investment.  It was of huge industrial importance in the past and has 
grown to nuisance, if not irritation value.  It has become a source of easy money for favourite 
facilities, much like Churchill’s “Toy Shop” of WWII.  This practice must be stopped.  It is simply 
inefficient to use this precious source of strategic leveraging capital to fund the operations of 
facilities. 

29. For R & D Programmes.  When following the reasoning of backward industrial integration, i.e. 
when a technology colony grows to industrial maturity through backward horizontal industrial 
integration, it becomes clear that local acquisition cardinal programmes with an important 
development component are the main instruments of industrial development in the hands of the 
State.  These programmes grow the technology and industrial base that is used in future “global 
value adding chain integration” projects and in exports.  This technology and industrial base, 
Intellectual Capital, forms the comparative advantages on which future industrial growth rests. 

30. For Acquisition Alliances.  We have grown so used to the idea of the State investing in new 
product technology (the much publicised seed potatoes), that we tend to forget about the essential 
co-investment by industry in process know-how, in stakeholder know-how and in entrepreneurial 
know-how.  Moreover, industry must create the repository infrastructure to host the integrated 
Intellectual Capital.  Seen from this vantage point it is clear why a limited number of enduring 
Acquisition Alliances are essential. 
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Technology Management 

31. The SADRI’s experience of Government management of defence technology, in terms of co-
ordinated strategy and planning between DoD, DST, CSIR etc. and research funding is generally 
negative.  The majority (43.8%) of respondents experienced many problems and difficulties.  
Proposals in this regard were made, see Chapter 7. 

 

Defence technology planning, co-ordination and funding
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Figure 6.1 

32. SADRI relationships with academic institutions (Universities in particular) and development 
programmes to attract “new blood” were poor.  The majority of companies (43.8%) had only a few 
relationships or development programmes with academic institutions.  A quarter had hardly any 
relationships and 19% had none at all.  Only 12.6% had extensive or many relationships or 
development programmes with academic institutions.  This area, clearly, needs further 
development. 

 

Defence Technology 

33. Defence Research and Development expenditure by the South African Department of Defence 
between 1980-2005, differentiating between R&D expenditure through technology development 
and retention programmes and the development component of acquisition programmes, are 
shown in Figure 6.2 and Table 6.1.  

Department of Defence R&D investment 1980-2005 
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Figure 6.2 

 

34. There has been a major shift from R&D investment through acquisition programmes (armaments 
development projects) in the 1980s to R&D investment through technology development and 
retention programmes in the 1990s and thereafter.  The technology capital created in the 1980s 
and 1990s is becoming depleted.  This will impact negatively on the ability of the defence related 
industries to compete nationally and globally.  The current level of defence exports is not 
sustainable given the current low level of R&D investment by the DoD. 
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Table 6.1 
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35. The contribution of defence to gross national expenditure on R&D (GERD) has dropped from 54% 
in 1987 to 3.5% in 2003 as shown in Figure 6.3. Where defence used to be the dominant 
contributor to GERD, its current contribution is minor. 

   Defence Research & Development Investment

Technology Development Estimated Development Total Defence
& Retention  Component of Acquisition Defence R&D Acquisition

Programmes Programmes Investment Inflation*
Year Rmillion Rmillion Rmillion %
1980 0 71 71 -
1981 17 81 98 23.1
1982 14 91 105 10.6
1983 19 111 130 20.5
1984 26 127 153 11.3
1985 38 221 259 20.6
1986 84 403 487 12.4
1987 101 619 720 22.5
1988 131 649 780 11.1
1989 156 700 856 20.0
1990 163 630 793 18.0
1991 386 272 658 14.8
1992 410 186 596
1993 297 188 485
1994 292 239 531
1995 330 247 577
1996 312 260 572
1997 250 260 510
1998 257 200 457
1999 256 111 367
2000 230 95 325
2001 219 120 339
2002 208 145 353

* Note: 1.  All values are in actual cash values  for each year
2.  Inflation figures for this period were provided by the Chief Staff Finance, DOD and were
     apparently based on the average rates applicable to military equipments and materials
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Figure 6.3 

 

36. The defence R&D spending by SADRI companies from own funds was R328.5 million in 2005.  A 
further R296 million was spent from outside funds. Comparison (in percentages) is drawn between 
the South African and foreign situation, using available data from foreign sources. 

37. Research was conducted to determine to which extent defence technologies available in 1995 are 
currently no longer available as a result of the decline in domestic defence R&D expenditure.  
Such technologies are listed, indicating those that may be considered strategically essential by the 
SA DoD. 

 

SADRI Members speak out on Technology Management 

38. In the industrial survey questions were posed about technology coordination, planning and 
funding.  Generally speaking, the replies indicate problems, such as 

38.1. “Many problems and difficulties” - 39% of respondents 

38.2. “DoD’s R & D spending is too low” 

38.3. “Technology development is uncoordinated” 

38.4. “More product development needed” 

38.5. “R & D money goes to government institutions (salaries and facilities) , not to private 
companies” 

38.6. “R & D money goes to government-owned or South African owned companies, not foreign 
owned companies” 

38.7. “There is no clarity on the strategic technologies” 

38.8. “Money is not always spent on the strategic technologies” 

38.9. “There is no support for Defence R & D from DST 
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Loss of Technologies from the SADRI 

39. The survey respondents were asked to comment on the loss of technologies during the last 
decade or so.  This question was also explored during the structured interviews.  Typical 
responses are: 

39.1. “Some were lost” (68 % of respondents). 

39.2. A total of 98 “lost technologies” were listed of which 54 (55.2%) were indicated as being 
“strategic”. 

39.3. The structured interviews delivered many anecdotal examples of where the SADRI and 
particularly its technology base has become so thin that sustainability must come into 
question. 

39.4. The loss of technology is, clearly, not the only factor indicating trouble.  The other is that 
new technologies are not established rapidly enough. 

 

Comparative Advantage 

40. The survival of First Tier Arms Businesses is critically dependant on:  

40.1. Timely R & D to ensure that they continuously have the right product portfolio for sale. 

40.2. Access to a worldwide network of excellent subcontractors with good track record and 
sustainable comparative advantage. 

41. In much the same way the survival of Second Tier Arms Businesses, such as those of the SADRI, 
are critically dependant upon: 

41.1. The maintenance of track record and comparative advantage in niche areas in order to be 
integrated into the global supply chains of the big ones. 

41.2. The maintenance of Through-Life Support and Update capabilities for major weapons 
platforms.  The latter is a comparative advantage for the local firms when they compete 
with overseas suppliers. 

42. These comparative advantages are essential for the sustainability of the SADRI. They arise from 
and are maintained by R & T investment as well as local whole life acquisition programmes.  
When these programmes dry up, the comparative advantages disappear.  The country loses it 
industrial sovereignty. 

 

The DERI 

43. There is a current proposal by the inter-ministerial teams to integrate and consolidate all Defence 
Evaluation and Research Institutes and to manage them in a single state entity. 

44. This would entail the integration of such test ranges as Overberg, Alkantpan and Gerotek, test 
facilities such as the wind tunnels, the environmental and quality test facilities, as well as research 
facilities and systems analysis facilities, such as Defence Institute and Defencetek.  The table 6.2 
summarises the relevant facilities: 

 

National Defence 
Research, Test and 
Evaluation Facilities 

Armscor Business Denel CSIR 
Defencetek 

Research and 
Technology 

Armscor R & D 
Protechnik 
Hazmat 
Ergotek 
Flamengro 
IMT 

Mechem Aeronautics 
Electronics 
Landwards 
Peace Support & 
Demining 

Test and Evaluation Alkantpan 
Gerotek 

Overberg Test Range 
* 

Wind tunnels 
Radar & EW 
simulation, test & 
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evaluation 
 

Analysis and 
Support 

Defence Institute  Defencetek services 

* Adjacent SAAF Test Flight & Development Centre should also be considered  

Table 6.2 

 

45. The opportunity to unify and consolidate the SA DERI to criticality must be grabbed.  Many 
benefits of scale, unified approach and synergy can be leveraged.  Considering the experiences 
with DERI facilities over the last three decades, a number of warnings should, however, be 
sounded: 

45.1. DERI is such an important part of the SADRI industrial infrastructure that its survivability 
must be assured by the DoD.  In the UK, for example, these precious facilities are owned 
by the government (because the assets are important and expensive), whilst operated by 
a private concern (to ensure industrial and commercial practice).  This modality is known 
as, Government-owned, company-operated (GOCO). 

45.2. To simply move the individual DERIs together under a single management is not enough. 

45.3. To enjoy the benefits of scale and synergy will require an active management programme 
to ensure it. 

45.4. Most of the DERI-related problems experienced over the last three decades arose from 
the confusion between technology demonstrators and product prototypes (development 
models). 

45.5. Often enough when DERIs are under-funded, they are compelled to enter into competition 
with industry.  The DoD and customers are not always able to understand the difference. 

45.6. Sometimes the DERIs get such strong support in the SANDF, DoD or Armscor that they 
develop a pre-emptive right on the budget.  This right often ends up in becoming a source 
of funds for the operating costs of the facilities.   For this reason the budget in three 
components, namely Science & Technology Development, Facilities and Product 
Development (this last one is part of the acquisition budget). 

46. Most of these problems can be resolved by means of the following transparency in the budget: 

46.1. A separate budget item for R & T (currently DRDB funds).  This seed money is to be used 
as leveraging or seed capital to steer the future technological base of SADRI. 

46.2. A separate budget item to fund (establish and operate) facilities. 

46.3. A separate budget item for the R & D that is part of acquisition. 

 

Innovative behaviour of the defence related industries 

47. This section presents a comparative analysis of the innovative behaviours of the defence related 
industry and other industrial sectors in South Africa.  The defence industry is often viewed as 
being the most innovative sector of the manufacturing industry in the country [1].  This assertion is, 
however, based on anecdotal evidence as the innovative behaviour and performance of the 
defence sector as such has not been measured empirically to date.  This paper reports on the first 
survey of this sector that included innovation measures. 

 

Industrial innovation in South Africa 

48. Innovation - the introduction of new and/or improvement of products, services and production 
processes - is the driving force of a nation's economic development and the improvement of 
competitiveness of its companies.  In South Africa there is a growing awareness, not only among 
entrepreneurs, but also among policy makers and scientists, that innovation should be in the 
centre of attention of business and policy strategies.  In order to formulate such strategies and 
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policies, it is important that there is a clear picture of the economic and innovative performance of 
South African companies. 

49. The South African Innovation Survey 2001 (SAIS2001) was the first comprehensive national 
innovation survey conducted in South Africa [2].  It was conducted during 2001/2002 by the 
University of Pretoria in close cooperation with the Eindhoven University of Technology in the 
Netherlands.  The survey was modelled on the European Community Innovation Surveys (CIS) 
conducted in European Union countries since 1994.  The survey found that about 44% of South 
African companies had technological innovations in the period 1998-2000. 

50. The SAIS2001 found that R&D effort by companies in South Africa was generally low [2].  About 
51% of companies had no R&D effort.  The mean R&D effort in persons was only 1.8% and 1.55% 
of total sales was allocated on R&D related innovation activities.  Companies spent about 1% of 
total sales on non-R&D innovation activities, such as the purchase of machinery & equipment, 
outsourcing research, innovation implementation, licences, innovation related marketing and 
training.  Total innovation expenditures amounted to 2.6% of total sales. 

51. It was found that the South African industry could be characterised as being predominantly 
engaged in the improvement of products and processes using foreign technology.  South Africa 
can therefore be characterised as a type of technological colony whose industries are dependent 
on foreign technology for the improvement of its products and processes.  The primary mode of 
innovation seems to be imitation rather than invention. 

Comparative analysis 

52. The objective of this study is to do a comparative analysis between the innovative behaviours of 
the SADRI and other industrial sectors in South Africa.  The following indicators of innovation will 
be considered in the following sections: 

52.1. The characteristics of companies in terms of employment growth, sales growth, export 
ratio and exports growth. 

52.2. Innovative activities in terms of technological innovation and innovated products, services 
and processes. 

52.3. Information sources for innovation such as own R&D, external information sources and 
innovation partners. 

52.4. Sales of innovated products and services. 

Employment growth 

53. The SAIS2001 found that employment in the South African economic base contracted during the 
period 1998 to 2000 [2].  The number of employees declined by about 7%, but major downsizing 
occurred predominantly in the large organisations with more than 500 employees.  They lost more 
than 9% of their workforce during this period.  A decrease of employment was especially observed 
in the metal products industry, the food, beverages & tobacco industry and the manufacturing of 
electrical & optical equipment.  In contrast to this general contraction the SADRIS2005 found that 
employment in the SADRI increased by 1.8% during this period.  The comparisons are shown in 
Table 6.3. 

Average growth percentage of employment 1998-2000, by sector 

Sector Average growth % 
employment 
1998-2000 

 
Defence Related Industries  
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
+1.8 

 
 

-12.1 
Manufacturing of textiles, clothing & leather products -0.3 
Manufacturing of wood and paper (products) & publishing -1.9 
Manufacturing of chemicals, rubber and plastic products -5.8 
Manufacturing of metal product, machinery, and equipment -15.3 
Manufacturing of electrical & optical equipment -10.2 



 

16 February 2006  Intellectual Property of AMD Page 102 of 178 

Manufacturing of transport equipment -2.5 
Manufacturing of furniture, and n.e.c. +6.4 
Wholesale -5.4 
Transport and communication -9.3 
Financial intermediation +2.3 
Business services +40.5 
Total -6.9 

Table 6.3 

 

Sales growth 

54. The SAIS2001 found that the mean total sales of companies increased from R147 million per 
company in 1998 to R157 million per company in 2000 [2].  The average annual growth 
percentage of sales from 1998 to 2000 of all companies was +2.3% in nominal terms (not 
deflated).  The SADRI experienced strong growth at +14.4%.  This is the third highest in the 
manufacturing sector after textiles, clothing & leather products and furniture and n.e.c.  An 
overview of mean annual sales growth of all companies per sector is presented in Table 6.4. 

 

Average annual growth percentage of sales 1998-2000 (not deflated), by sector 

Sectors Average annual growth 
% 

Sales 1998-2000 
 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
+14.4% 

 
 

+6.5% 
Manufacturing of textiles, clothing & leather products +16.9% 
Manufacturing of wood and paper, printing & publishing +9.0% 
Manufacturing of chemicals, rubber and plastic products +11.3% 
Manufacturing of metal product, machinery & equipment +9.1% 
Manufacturing of electrical and optical equipment +7.4% 
Manufacturing of transport equipment +11.3% 
Manufacturing of furniture, and n.e.c. +15.4% 
Wholesale -2.7% 
Transport and communication +20.6% 
Financial intermediation +3.9% 
Business services +8.3% 
Total +2.3% 

Table 6.4 

 

Export ratio and export growth 

55. The SAIS2001 found that about 70% of South African companies in manufacturing and services 
have no or low export ratios (0 to 10%) [2].  Export ratio is the fraction of production exported.  
Approximately 11% of companies realised high export ratio levels, i.e. they exported 50% or more 
of their sales to foreign countries.  Companies with high export ratios can especially be found in 
the food, beverages & tobacco industry, the electrical and optical equipment industry, and in the 
transport and communication sector.  The SADRIS2005 found that the SADRI had an export ratio 
of 44.7%.  This is higher than any of the other sectors and far higher than the average of all the 
sectors that was 13.7%.  In Table 6.5, the mean export ratio 2000 of each sector is reported. 

Export ratio 2000, by sector 

Sectors Export ratio 2000 
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Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

44.76% 
 
 

38.2% 
Manufacturing of textiles, clothing & leather products 10.3% 
Manufacturing of wood & paper, printing & publishing 11.2% 
Manufacturing of chemicals, rubber and plastic products 10.8% 
Manufacturing of metal product, machinery & equipment 13.6% 
Manufacturing of electrical and optical equipment 20.8% 
Manufacturing of transport equipment 15.6% 
Manufacturing of furniture, and n.e.c. 7.5% 
Wholesale 11.2% 
Transport and communication 18.4% 
Financial intermediation 12.4% 
Business services 12.3% 
Total 13.7% 

Table6.5 

 

56. The development of the export ratio of a company in a time period gives a good indication whether 
this organisation maintains or improves its competitive position on international markets.  In the 
survey companies were asked to indicate their export ratios in two years: 1998 and 2000.  In 
Table 4 these changes are depicted.  The SAIS2001 found that exports as a percentage of total 
sales of companies increased with an average of 1.6%-point in the period 1998-2000 [2].  Larger 
companies had a higher percentage export sales than smaller companies and export growth was 
also more pronounced for larger companies.  The change in export ratio for the SADRI was 
+3.46%.  This was the third highest rate of change after the food, beverages & tobacco and 
electrical and optical equipment sectors.   See Table 6.6 below. 

 

Change in export ratio 1998-2000, by sector 

Sector Export ratio 
1998 

Change 
1998-2000 

 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
41.30% 

 
 

32.3% 

 
+3.46% 

 
 

+5.9 
Manufacturing of textiles, clothing & leather products 8.7% +1.6 
Manufacturing of wood & paper, printing & publishing 8.9% +2.3 
Manufacturing of chemicals, rubber and plastic products 10.2% +0.6 
Manufacturing of metal product, machinery & equipment 10.7% +2.9 
Manufacturing of electrical and optical equipment 16.4% +4.4 
Manufacturing of transport equipment 14.9% +0.7 
Manufacturing of furniture, and n.e.c. 7.1% +0.4 
Wholesale 10.7% +0.5 
Transport and communication 19.9% -1.5 
Financial intermediation 12.4% 0.0 
Business services 10.8% +1.5 
Total 12.1% +1.6 

Table6.6 

 

57. In the next section the focus is on innovative activities.  Innovation is a core process of companies 
and is about (technological) change.  Technological changes in companies can take two forms:  
(1) innovation in the items a company offers to the market, its products and/or services, and (2) 
innovation of the processes that a company employs to create and deliver those products and 
services.  In this section it will be examined to what degree South African companies and sectors 
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innovated in the period 1998-2000 and if so, whether these innovations were new or improved 
products/services or processes. 

 

Technological innovative activity 

58. The SAIS2001 found that about 44% of South African companies had technological innovations in 
the period 1998-2000 [2].  As can be seen in Table 5 there are large variations between sectors in 
the percentage of companies that had technological innovations.  All the SADRI companies that 
participated in SADRIS2005 reported that they had innovated in the period 1998-2000. 

Percentages of companies with technological innovations in the period 1998-2000, by 
sector 

Sectors Technological 
innovations in 1998-

2000 
 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
100% 

 
 

36% 
Manufacturing of textiles, clothing & leather products 28% 
Manufacturing of wood & paper (products), publishing and printing 35% 
Manufacturing of chemicals, rubber and plastic products 54% 
Manufacturing of metal products, machinery, and equipment 53% 
Manufacturing of electrical and optical equipment 80% 
Manufacturing of transport equipment 70% 
Manufacturing of furniture, and n.e.c. 43% 
Wholesale 21% 
Transport and communication 37% 
Financial intermediation 29% 
Business services 49% 
Total 44% 

Table 6.7 

 

Innovated products and/or services 

59. The SAIS2001 found that about 57% of companies produced product and/or service innovations 
[2].  Just like the number of companies that had technological innovation, this number varies 
considerably between sectors as shown in Table 6. The SADRIS2005 found that 94% of the 
SADRI companies had innovated products and services during 1998-2000.  This was the highest 
of any sector. Only the manufacturers of electrical and optical equipment came close to this 
(92%).  

 

Percentage of companies with innovated products and/or services 1998-2000, by sector 

 

Sector Innovated 
products and 
services 1998-

2000 
 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
94% 

 
 

49% 
Manufacturing of textiles, clothing & leather products 46% 
Manufacturing of wood & paper (products), publishing & printing 73% 
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Manufacturing of chemicals, rubber and plastic products 56% 
Manufacturing of metal products, machinery, and equipment 65% 
Manufacturing of electrical and optical equipment 92% 
Manufacturing of transport equipment 75% 
Manufacturing of furniture, and n.e.c. 39% 
Wholesale 49% 
Transport and communication 39% 
Financial intermediation 45% 
Business services 50% 
Total 57% 

Table 6.8 

60. The SAIS2001 found that a relatively large part of the development of new or improved products 
and/or services was done by or together with a third party [2]. Only 33% innovated on their own.  
As can be seen in table 7, the SADRIS2005 found this to be very different for the SADRI.  In the 
Defence sector the majority (59%) of companies innovate on their own.  Therefore, one can 
conclude that SADRI innovators are relatively autonomous when it comes to the development of 
product innovations 

Third party involvement in product and service innovations 

 All sectors Defence 
Sector 

Products/services developed mainly by a third party 20% 12% 
Products/services developed together with third party 12% 24% 
Products/services developed mainly by own company 33% 59% 
No product and service innovations 43% 6% 

Table 6.9 

Innovated processes 

61. The bottom row of Table 8 shows that about 39% of all companies had process innovations in the 
period 1998-2000.  Again SADRIS2005 found that the SADRI had a high level of process 
innovators (65%), comparable to that of the manufacturers of electrical and optical equipment 
(67%). 

Percentages of companies with innovated processes 1998-2000, by sector 

Sector Innovated 
processes 
1998-2000 

 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
65% 

 
 

55% 
Manufacturing of textiles, clothing & leather products 27% 
Manufacturing of wood & paper (products), publishing & printing 53% 
Manufacturing of chemicals, rubber and plastic products 53% 
Manufacturing of metal products, machinery, and equipment 47% 
Manufacturing of electrical and optical equipment 67% 
Manufacturing of transport equipment 58% 
Manufacturing of furniture, and n.e.c. 37% 
Wholesale 15% 
Transport and communication 15% 
Financial intermediation 31% 
Business services 31% 
Total 39% 

Table 6.10 
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62. The SAIS2001 found that 61% of all companies did not have any process innovations in the period 
1998-2000 [2].   Companies that brought technologically new or improved production processes 
into use primarily developed these innovations on their own.  The defence sector had for more 
process innovators (65%), but they too preferred to innovate on their own (47%).  Table 9 shows 
the comparisons.  

 

Third party involvement for the development of process innovations 

 All sectors Defence 
sector 

Processes developed mainly by a third party 9% 6% 
Processes developed together with third party 9% 12% 
Processes developed mainly by own company 25% 47% 
No process innovations 61% 35% 

Table 6.11 

 

Information sources for innovation 

63. To be able to innovate, companies require resources (technical knowledge and techniques) and 
information (e.g. market, technological and competitor intelligence).  The sources of such 
technology and information can be internal and/or external to the organisation. 

64. In this section the use of sources for innovation by South African companies will be analysed.  
Theoretical as well as empirical research points at the importance of sufficient internal resources 
for innovation [6].  In the context of innovation internal resources are needed to come to the 
development of knowledge, competences and capabilities. 

65. Companies can use external resources for innovation when they lack internal resources [7].  This 
is, however, dependent on the companies’ internal ability to assimilate and use the externally 
acquired knowledge.  To be able to innovate with external resources companies need a critical 
amount of "absorptive capacity" [8].  This is of particular importance to South Africa that has been 
described as a "technology colony" [9].  Technology colonies are countries whose industries are 
dependent on foreign technology for production and innovation. Without sufficient internal R&D 
personnel companies cannot transfer and implement technology properly and efficiently from 
external sources. 

 

Own Research and Development 

66. The SAIS2001 found that the R&D effort by companies in South Africa is generally low [2].  About 
51% of companies had no R&D effort in 2000.  There are significant differences between the R&D 
intensities of companies in different sectors, as can be seen in Table 5.3.  The SADRIS2005 found 
that 13.93% of the workforce in the SADRI is devoted to R&D.  This is much higher that for any 
other sectors as can be seen in Table 6.12. 

 

R&D intensity 2000 (% of workforce), by sector 
 

Sector R&D intensity 2000 
(% of workforce) 

 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
13.93% 

 
 

0.59% 
Manufacturing of textiles, clothing & leather products 1.27% 
Manufacturing of wood & paper, publishing and printing 1.50% 
Manufacturing of chemicals, rubber & plastic products 2.21% 
Manufacturing of metal products, machinery & equipment 1.83% 
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Manufacturing of electrical & optical equipment 7.73% 
Manufacturing of transport equipment 1.72% 
Manufacturing of furniture & other manufacturing 3.31% 
Wholesale 0.56% 
Transport and communication 0.87% 
Financial intermediation 0.36% 
Business services 3.67% 
Total 1.80% 

Table 6.12 

 

67. Another way to express the amount of resources that companies spend on research and 
development activities is to look at the monetary investments made in R&D.  To correct for size 
effects R&D related innovation costs are expressed as a percentage of sales.  SAIS2001 found 
that South African companies in manufacturing and services invested 1.55% of their sales in R&D 
projects [2]. Table 11 shows these percentages for every sector.  The SADRI had a high level of 
R&D related innovation costs (5.47% of sales), but it was less than that of the manufacturers of 
transport equipment (9.37%) and chemicals, rubber & plastic products (5.77%). 

R&D related innovation costs (% of sales), by sector 
Sector R&D related innovation 

costs 2000 (% of sales 2000) 
 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
5.47% 

 
 

1.74% 
Manufacturing of textiles, clothing & leather products 0.25% 
Manufacturing of wood & paper, publishing and printing 0.58% 
Manufacturing of chemicals, rubber & plastic products 5.77% 
Manufacturing of metal products, machinery & equipment 0.80% 
Manufacturing of electrical & optical equipment 1.57% 
Manufacturing of transport equipment 9.37% 
Manufacturing of furniture & other manufacturing 1.33% 
Wholesale 0.43% 
Transport and communication 3.88% 
Financial intermediation 0.15% 
Business services 2.60% 
Total 1.55% 

Table 6.13 

 

68. The SAIS2001 found that companies in manufacturing and services allocated 2.6% of their sales 
to R&D and non-R&D related innovation expenditures [2]. Table 6.14 shows that there are 
significant differences between the sectors. SADRIS2005 found that the SADRI had total 
innovation expenditures of 10.45% of sales.  This was the second highest ratio after that of the 
manufacturers of transport equipment (13.3%). 

 

Total innovation expenditures as a percentage of sales, by sector 
Sector Total innovation 

expenditures 
(% of sales) 

 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
10.45% 

 
 

4.0% 
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Manufacturing of textiles, clothing & leather products 1.1% 
Manufacturing of wood & paper, publishing and printing 3.0% 
Manufacturing of chemicals, rubber & plastic products 8.3% 
Manufacturing of metal products, machinery & equipment 2.1% 
Manufacturing of electrical & optical equipment 2.9% 
Manufacturing of transport equipment 13.3% 
Manufacturing of furniture & n.e.c. 3.2% 
Wholesale 0.5% 
Transport and communication 5.0% 
Financial intermediation 1.6% 
Business services 9.7% 
Total 2.6% 

Table 6.14 

 

External information sources for innovation 

69. Innovating companies use a multitude of external information sources to augment their internal 
knowledge bases. To investigate to what extent South African innovators use these external 
sources, companies were asked which external information sources have been used for their 
technological innovations. In Table 13, the distribution of answers is presented. 

70. The business network of innovating companies (competitors, buyers and suppliers) is the most 
often used information source and was evaluated as the most important for innovation.  
Interestingly, especially competitors were often used as important information sources, followed by 
suppliers and buyers.  These sources were in comparison often used by innovating companies in 
the transport equipment-manufacturing sector; manufacturing of electrical & optical equipment; the 
textile, clothing & leather industry;  and the sector producing wood (products), paper (products) & 
publishing and also the SADRI.  

71. The second most important source used is the so-called professional knowledge channel which 
includes professional literature and exhibitions.  In terms of the importance, companies labelled 
these as ‘important’ for innovation.  In comparison to the other sectors professional literature and 
exhibitions are relatively often used by companies in the manufacturing of furniture and 
manufacturing n.e.c.;  the textile, clothing & leather industry, companies producing electrical & 
optical equipment, and the manufacturing of wood (products), paper (products), publishing & 
printing.  The SADRI considers their sources, particularly electronic information and professional 
publication, as being very important. 

72. As often observed in innovation surveys, innovating companies do not utilise the private and 
public knowledge infrastructure (research labs, universities, innovation centres, and sector 
institutes) intensively.  Companies that do use these organisations as sources of information tend 
to belong to the so-called science-based sectors (chemical and plastics industry, production of 
transport equipment).  The SADRI made slightly more use of these sources, particularly of 
research labs, than the rest of the industry. 

73. Two sources that the SADRI considers very important are their own group and new personnel.  
This could be related to the fact that many SADRI companies have foreign shareholders.  
Technology transfer through foreign direct investment seems to play a much more important role 
in the SADRI than in other sectors. 

74. Several conclusions can be derived from the patterns discussed above.  Firstly, on a general level 
the way South African innovating companies utilise information source for innovation shows very 
similar patterns as compared to patterns found in other innovation surveys.  The business network 
is the most often used and most important information source.  Secondly, a closer look at the 
results reveals, however, that South African innovators use especially competitors as innovation 
sources, which is unusual.  Combined with the fact that professional knowledge channels are 
often used too, these findings lead to the conclusion that companies use these innovation sources 
mainly as monitoring and scanning devices.  By monitoring and scanning the business 
environment South African companies tend to gather external innovation ideas and information.  
This points to imitative and follower behaviour as far as innovation is concerned. 
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Innovation and the use of external information sources, percentages per source 
 

Source used and was Source 
not used Of little 

importance 
Important Very important 

External source 

All Defence All Defence All Defence All Defence 
Group 65 29 10 6 10 35 14 29 
New personnel 57 18 14 18 23 53 5 12 
Buyers 43 47 20 6 27 29 10 17 
Suppliers 36 47 21 12 29 29 14 12 
Competitors 32 29 18 18 41 35 9 18 
Consultants 58 65 17 6 16 29 8 0 
Research labs 78 77 13 0 6 18 3 6 
Universities 75 77 12 6 11 6 2 12 
Innovation Centres 86 94 9 0 4 6 1 0 
Sector Institutes 74 88 14 6 9 6 4 0 
Patents 79 76 13 6 5 12 3 6 
Electronic info 61 35 18 24 16 6 5 35 
Professional literature 38 12 17 18 38 47 7 24 
Exhibitions 35 24 18 29 40 24 7 24 

Table 6.15 

 

Innovation partners in South Africa 

75. External actors can be used as passive information sources for innovation, but can also be used 
more actively as partners for innovating companies.  The SAIS2001 revealed that about 18% of 
innovating companies actively work together with South African partners on innovation, which is 
significantly lower that the proportion of European companies that forms partnerships [2]. 
SADRIS2005 found that 44% of SADRI companies have domestic innovation partners.  This is 
much higher than any of the other sectors as can be seen in Table 6.16. 

Percentage of companies that participated in domestic innovative partnerships, by sector 
Sector  Innovation partners 

in South Africa 
 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
44% 

 
 

11% 
Manufacturing of textiles, clothing & leather products 6% 
Manufacturing of wood & paper, publishing and printing 0% 
Manufacturing of chemicals, rubber & plastic products 16% 
Manufacturing of metal products, machinery, & equipment 14% 
Manufacturing of electrical & optical equipment 32% 
Manufacturing of transport equipment 29% 
Manufacturing of furniture & other manufacturing 1% 
Wholesale 14% 
Transport and communication 0% 
Financial intermediation 9% 
Business services 32% 
Total 18% 

Table 6.16 

Foreign innovation partners 

76. In the previous section the focus was on interactive cooperative innovative arrangements with 
actors located in the Republic of South Africa.  In this section again cooperative relationships are 
analysed but now with partners located outside South Africa.  Table 15 shows the percentage of 
companies with foreign partners for the different sectors.  The SAIS2001 found that about 26% of 
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South African innovation companies have cooperative relationships with partners located outside 
the country [2].  The SADRI2005 found that 69% of SADRI companies have cooperative 
relationships with foreign partners.  Compared to the results presented in the previous section this 
is a striking result.  The percentage of companies with foreign partners is about 8% (all sectors) 
and 25% (SADRI) higher than the share of companies having collaborations with domestic 
partners. 

77. The SAIS2001 found that South African innovators tend to cooperate more intensively with foreign 
(European) partners than with domestic partners [2].  The embeddedness in mainly European 
technology networks could be explained by a lack of suitable and knowledgeable domestic 
partners and limited local resources on the one hand, and a policy of foreign investors in South 
Africa to concentrate their R&D efforts in foreign countries and to transfer technological knowledge 
to their subsidiaries in South Africa on the other.  As a result the South African economy often 
uses technological know-how developed elsewhere.  The fact that partners are often found within 
the own foreign-based enterprise group supports this conclusion. 

Percentages of companies with foreign innovation partners, by sector 
Sectors With foreign 

innovation 
partners 

 
Defence Related Industries 
 
South African Industrial Base: 
Manufacturing of food, beverages & tobacco 

 
69% 

 
 

36% 
Manufacturing of textiles, clothing & leather products 24% 
Manufacturing of wood & paper, publishing and printing 30% 
Manufacturing of chemicals, rubber & plastic products 28% 
Manufacturing of metal products, machinery, & equipment 20% 
Manufacturing of electrical & optical equipment 34% 
Manufacturing of transport equipment 46% 
Manufacturing of furniture & other manufacturing 4% 
Wholesale 27% 
Transport and communication 19% 
Financial intermediation 15% 
Business services 19% 
Total 26% 

Table 6.17 

Sales of innovated products and services 

78. Table 6.18 displays the proportions of innovative and non-innovative sales for the different 
manufacturing and services sectors in 2000.  The SAIS2001 found that South African innovating 
companies realised about 30% of total sales out of innovated products & services [2].  The 
corresponding figure for the SADRI companies was 65%.  This is much higher than for any other 
sector.   The last column in Table 16 provides information on the percentages of sales sectors 
realised by selling technologically new products and services.  On average 11% of total sales in 
2000 of South African innovating companies can be attributed to technologically new products and 
services.  The figure for the SADRI was 23%, which again is the highest of all the sectors. 

 
Innovative sales, by sector 

 
Distribution of sales Sector 

Did not 
change 

Technologically 
improved 

Technologicall
y new 

 
Defence Related Industries 
 
South African Industrial Base: 
Food, beverages & tobacco 

 
45 

 
 

82 

 
32 

 
 

6 

 
23 

 
 

12 
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Textiles, clothing & leather 71 24 5 
Wood, paper & publishing 64 32 13 
Chemicals, rubber & plastics 76 18 9 
Metal products & machinery 75 19 8 
Electrical & optical equipment 58 28 14 
Transport equipment 78 13 10 
Wholesale 75 16 14 
Furniture & man. n.e.c. 60 28 19 
Transport & communication 80 18 3 
Financial intermediation 90 11 1 
Business services 68 21 14 
Total 70 20 11 

Table 6.18 

Summary of findings and conclusions 

79. The objective of this study was to highlight the main differences and similarities between the 
innovative behaviours of the SADRI and other industries.  This study was based on a survey of 
companies in the SADRI and the findings were compared with those of the 2001 National 
Innovation Survey.  

80. The SADRI performed better than the rest of the South African industrial base during the period 
1998 - 2000 on the following socio-economic indicators: 

80.1. In contrast to the general decline of 7% in industrial employment, the employment in the 
SADRI increased by 1.8%. 

80.2. The average annual growth of sales from 1998 to 2000 of all companies was +2.3%.  The 
SADRI experienced strong sales growth at +14.4%. 

80.3. The SADRI had an export ratio of 44.7% (exports as percentage of production).  This is 
higher than any of the other sectors and far higher than the average of all the sectors that 
was 13.7%. 

80.4. Exports as a percentage of total sales of all companies increased with an average of 
+1.6% during the period 1998-2000.  The change in export ratio for the SADRI was 
+3.46%.  This was the third highest rate of change after the food, beverages & tobacco 
and electrical and optical equipment sectors. 

81. The key innovation indicators for the SADRI in comparison to the other industrial sectors can be 
summarised as follows: 

81.1. About 44% of South African companies had technological innovations in the period 1998-
2000.  All the SADRI companies reported that they had innovated in this period. 

81.2. About 57% of all companies produced product and/or service innovations during 1998-
2000.  Almost all (94%) the SADRI companies had innovated products and services.  This 
was the highest of any sector. 

81.3. About 39% of all companies had process innovations in the period 1998-2000.  The 
SADRI had the second highest level of process innovators (65%), comparable to that of 
the manufacturers of electrical and optical equipment (67%). 

81.4. A small fraction (1.8%) of the workforce of all companies was devoted to R&D in 1998-
2000.  The SADRI devoted a much higher fraction (13.93%) of its workforce to R&D.  This 
was almost double that of the next highest sector (Electrical & optical equipment - 7.73%). 

81.5. South African companies in manufacturing and services invested 1.55% of their sales in 
R&D projects.  The SADRI had a high level of R&D related innovation costs (5.47% of 
sales), but it was less than that of the manufacturers of transport equipment (9.37%) and 
chemicals, rubber & plastic products (5.77%). 

81.6. South African companies in manufacturing and services allocated 2.6% of their sales to 
R&D and non-R&D related innovation expenditures.  The SADRI had total innovation 
expenditures of 10.45% of sales.  This was the second highest ratio after that of the 
manufacturers of transport equipment (13.3%). 
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81.7. The SADRI made more use of the private and public knowledge infrastructure (research 
labs, universities, innovation centres, and sector institutes) than the rest of the industrial 
base.  Technology transfer through foreign direct investment also played a much more 
important role in the SADRI than in other sectors. 

81.8. Only 18% of all innovating companies actively work together with local partners on 
innovation, while 44% of SADRI companies have local innovation partners.  This is much 
higher than any of the other sectors. 

81.9. About 26% of all South African innovation companies have cooperative relationships with 
partners located outside the country. Of the SADRI companies, 69% have cooperative 
relationships with foreign partners. 

81.10. South African innovating companies realised about 30% of total sales out of innovated 
products & services.  The corresponding figure for the SADRI companies was 65%.  This 
is much higher than for any other sector. 

81.11. On average 11% of total sales in 2000 of South African innovating companies can be 
attributed to technologically new products and services. The figure for the SADRI was 
23%, which again is the highest of all the sectors. 

82. It was found that the SADRI were the highest scoring sector or close to the highest on all the 
innovation indicators measured.  This provides clear empirical proof for the assertion that the DRI 
is the most innovative sector of the manufacturing industry in the country [1].  The value of the 
defence industry as the leader in industrial innovation in the industrial base is demonstrated and 
should be used as an example to promote innovative behaviour across all sectors. 
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Chapter 7 

Policy, Regulation and Acquisition 
“Poor old Ike, he’ll sit there, saying, do this, do that!  Nothing, of course, will happen. 
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Introduction 

1. The contents of this chapter are guided by the AMD contract with VuXaka.   

2. Information for the Chapter was gathered from of Government (National and Departmental) Policy, 
Legislation and Strategies.  Also through interviews conducted with Government stakeholders and 
captains of industry and comments gathered from the SADRI through the Questionnaire that was 
completed by members of AMD as well as non-members.  The VuXaka team also conducted in-
depth discussions with most of the Inter-departmental studies done for the Inter-Ministerial 
Committee on the Defence Industrial System. 

3. The AMD contract on VuXaka called for attention to a number of issues.  During the study others 
were identified and also addressed.  These issues are listed below. 

Issues, identified by AMD, to be Addressed in the Study  

National Industrial Support 

4. SADRI experience of support by the DTI, in terms of the Industrial Development Strategies, 
SADRI exposure and SADRI industrial development planning and implementation.  These issues 
are discussed in Chapter 4. 

National Technology Management 

5. SADRI experience of Government management of defence technology, in terms of coordinated 
strategy and planning between DoD, DST, CSIR etc. and research funding.  These issues are 
discussed in Chapter 6. 

Effects of the “Peace Dividend” and Global Transformation of Defence Industries 

6. Industry’s experience relating to the effects of the peace dividend and global transformation of the 
defence industry? 

7. Industry’s comments on Government ownership of industry participants?   

8. Industry comments on the future of the local Defence Related Industries?  

9. These issues are discussed in Chapter 4. 

Transformation Policy, Legislation and Strategies 

10. Industry’s comments on Government support for BEE and SME companies. 

11. The Management of Preferential Procurement and Broad-Based Black Economic Empowerment?  

Defence Procurement and Acquisition Management.   

12. SADRI experience of and proposals relating to: 

12.1. The current high-level acquisition process, i.e. the roles of the DoD, Armscor and the 
SA defence industry.  

12.2. Decisions regarding foreign versus local procurement.  Local procurement should be at 
a premium. 

12.3. Structuring of contracts and DIP related to foreign procurement. 

12.4. Timely involvement of the industry in the acquisition process. 

12.5. Coordinated (DIS) Defence Requirement Planning and transparency in respect of long 
term planning and budgeting for capital expenditure. 

Management of Defence Intellectual Property Rights 

13. SADRI experience and proposals relating to current DoD Intellectual Property  Policy and A-STD-
0020? 

Management of Defence Marketing Support 

14. The requirement for an Export Support Organisation and the form and function that this 
organisation should have? 
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15. SADRI experience of the effectiveness and added value of the Marketing Support Board, and its 
successor, SADESO.  Proposals in this regard. 

Armscor’s Management of Industrial Development 

16. SADRI experience of support by Armscor in terms of Sustaining of strategic technologies and 
capabilities, through all the tools at its disposal and as allowed by defence policy and strategy, eg, 
marketing support, negotiating the optimum dispensation in SDPs and DIP, local content at 
premium, open two-way communication, technology management, etc?  

Regulatory Environment 

17. Confusion regarding current arms control regulations and application thereof (Regulatory status of 
the NCACC “Policy”, Multiple transaction permits, etc.). 

18. Integration of control process. 

19. Resourcing and staffing of the Directorate for Conventional Arms Control. 

 

The general Policy and Legislative Environment 

20. The South African Defence Related Industries (SADRI), as part of the South African industrial 
base, is subject to all the policies and legislation applicable to industries in general. 

21. For the purposes of this chapter only those policies that directly address the industry or are of 
importance for the sustainability of the SADRI, or are in the process of change or implementation 
and which directly influence industrial planning, will be discussed.  

22. The following national policies and legislation guide, control and support the South African 
Defence Related Industries (SADRI), either directly or indirectly.   

22.1. National Science and Technology Policy 

22.2. National Industrial Policy and Legislation  

22.3. National Defence Policy and Legislation with emphasis on the issues specific to the 
SADRI 

22.4. National Transformation Policies and Legislation 

22.5. National Non-Proliferation and Arms Control and Policy and Legislation 

22.6. Department of Defence and Armscor Policy and Strategies related to the SADRI 
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Section 1 

National Science and Technology Policy 
 

1. Department of Science and Technology (DST) publications provide the following statements on 
progress made in the implementation of national Science Engineering and Technology (SET) 
policies towards establishing a national strategic approach and practice of managing national SET 
capability maintenance and development. 

2. The White Paper on Science and Technology (1996) created the policy framework for the then 
Department of Arts, Culture, Science and Technology (DACST) to establish key enabling policies 
and strategies to inform the strategic development of science and technology in South Africa.  

3. In 2002 Cabinet approved the National Research and Development Strategy as the basis for the 
National System of Innovation (NSI).  The National R&D Strategy requires performance and 
responses in three key areas:  1) enhanced innovation; 2) providing science, engineering and 
technology (SET) human resources and transformation; and,  3) creating an effective Government 
S&T system.  

4. In April 2004 the Department of Science and Technology (DST) was established as a separate 
department to ensure that there is greater coordination, integration as well as better management 
of all government funded science and technology institutions and to provide a holistic overview of 
public expenditure on science and technology.  

5. The Department of Science and Technology developed a new strategic framework following the 
introduction of the National Research and Development Strategy.  Early in 2004 Cabinet approved 
the new strategic management model, designed to address the lack of a strategic approach to the 
management of the State funded portion of South Africa's science and technology system.  The 
new framework classifies the technology related activities supported by Government into three 
basic types:  

5.1. Early stage or highly cross-sectoral generic technology or knowledge platforms and core 
human capital for which DST would take responsibility;  

5.2. Focused, sectoral and relatively mature technology domains which would primarily be the 
responsibility of line departments, with DST assistance where required;  

5.3. Standard technology-based services for which the line departments would take responsibility.  

6. The new strategic framework and change in approach to the publicly funded portion of South 
Africa's science and technology system initiated a number of concrete steps.  These include:  

6.1. The transfer of the CSIR from the Department of Trade & Industry (DTI) to the DST, timed to 
coincide with the beginning of the 2005 financial year;  

6.2. The decision to develop an institutional mechanism for the integration of Higher Education 
Research by the Department of Education and the DST;  

6.3. The appointment of DST representatives on the boards of the Agricultural Research Council 
(ARC), the Medical Research Council (MRC), the Council for Mineral Technology (Mintek), 
South African Biodiversity Institute (SANBI), the Nuclear Energy Council of South Africa 
(NECSA), the National Energy Research Institute (NERI) and the Water Research 
Commission (WRC);  

6.4. The redefinition of the Science Vote process for the 2006/07 budgeting process to create a 
national science and technology expenditure plan;  

6.5. The implementation of a three-tiered medium term expenditure framework (MTEF) science 
and technology expenditure plan with the National Treasury and other departments;  and  

6.6. The drafting of a policy on governance standards for science and technology institutions.  

7. This initiative has implications for better allocation of accountability and more effective alignment 
between the DST and the line-function departments serving councils and other institutions.  It also 
requires DST to play a significant role in assisting different sectors to develop appropriate 
strategies and to make sound investments in technology, research and development.  
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Conclusions and Recommendations 

8. Coordination of policy, strategy and planning as envisaged above has, in the opinion of the 
SADRI, not been implemented. 

9. The Inter-Ministerial Committee has tasked an inter-departmental workgroup comprising the CSIR 
(Defencetek), the DoD, Armscor and the DPE to study the integration of defence technology in a 
Defence Research Institute (DERI).  

10. Further comments on issues can be found in Chapter 6. 
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Section 2 
National Industrial Policy and Strategy 

 
CONTENT 

• The DTI’s Vision 2014  

• Micro Economic Reform Strategy (MERS),  

• Integrated Manufacturing Strategy (IMS) 

• Advanced Manufacturing Technology Strategy (AMTS) 

• Conclusions and Recommendations 

Introduction 

1. Industrial policy in South Africa is undergoing an historic change in direction. Previously, the key 
concern was self-sufficiency, largely for political and strategic reasons.  In this context industrial 
policy was largely focused on demand-side incentives (e.g. tariffs, subsidies, quotas), through 
which firms were encouraged to produce for a highly protected domestic market. 

2. Today the major focus of industrial policy is towards providing long-term improvements in 
employment and wealth creation in South Africa, through the creation of a sustainable, 
internationally competitive manufacturing base.  In order to achieve this industrial policy has 
shifted from demand-side incentives towards supply-side measures, which are designed to lower 
unit costs and encourage firms to invest in products and processes that are internationally 
competitive. 

3. This supply-side approach is intended to revitalise South African industry and to expedite the 
country's evolutionary progress up the so-called value chain towards competitiveness in more 
skills-intensive and technology-intensive products. 

The DTI’s Vision 2014  

Quote: 
By 2014, following the successful implementation of the microeconomic reform strategy and 
complemented by continued macroeconomic stability and a process of sustainable social 
development, South Africa will have a restructured and adaptive economy characterised by 
growth, employment and equity, built on the full potential of all persons, communities and 
geographic areas. 
The requirements to realise this vision include the following: 

• A geographic spread of social and productive investment. 

• An integrated manufacturing economy capable of high degrees of value added.  An 
extensive ICT and logistics system capable of speed and flexibility. 

• A high degree of knowledge and technology capacity. 

• Greater diversity of enterprise type and size. 

• Skilled, informed and adaptable citizens. 

• An efficient, strong and responsive state structure. 

In order to advance this vision for the transformation of the South African economy, the State 
will continue to focus on microeconomic reform strategies as the majority of the remedies to 
the factors limiting accelerated growth and development lie within the micro-economy. 
This strategy needs to take into consideration that there are two economies in South Africa.  
The developed economy suffers from a lack of cost competitiveness in relation to the global 
economy.  The underdeveloped part of the economy, which represents the experiences of a 
high proportion of South Africans, is an area where economic potential is not being enabled 
and harnessed due to backlogs and under-investment in social and productive capital. 

Unquote 



 

16 February 2006  Intellectual Property of AMD Page 120 of 178 

Micro Economic Reform Strategy (MERS),  

4. In May 2002 Cabinet approved the Micro Economic Reform Strategy (MERS), which represents 
the integrated action plan of the economic, investment and employment cluster of the South 
African Government. 

4.1. Since 1994 the focus of South African economic policy-making has been on ensuring 
macroeconomic stability.  The Government has pursued a tough anti-inflationary policy and 
maintained tight monetary and budgetary discipline.  The results have been impressive with a 
string of sound fundamentals attesting to the Government's adept handling of the economy. 

4.2. But the Government is not about to rest.  While the emphasis on macroeconomic stabilisation 
has been a painful but necessary phase in its development, the long-term health of the South 
African economy is contingent on a more thorough-going reform programme to tackle its 
structural deficiencies. 

4.3. At present growth rates the Government will not be able to meet its aims of alleviating 
poverty, redistributing wealth or eradicating structural unemployment.  According to a strategy 
document produced by the DTI in early 2002 the only way to achieve the structural changes 
by 2014 is through a systemic approach to eliminating constraints in the economy and 
improving efficiency. 

4.4. Central to this strategy is a shift from macroeconomic stabilisation to microeconomic reform.  
"It's not a change in paradigms, it's a change in phasing," said the previous Trade and 
Industry Minister Alec Erwin, who played a key role in piloting the new microeconomic reform 
strategy.  "If you attempt only to bring about structural changes through macroeconomic 
measures, it's likely to fail.  You cannot easily do micro-reforms before you have done the 
macro.  Equally, if you were to stay with the macro alone and not push further beyond that 
into micro-reforms, you'd have a truncated reform process." 

Integrated Manufacturing Strategy (IMS) 

5. The IMS, released by the DTI, recognises that South Africa’s future competitiveness will depend 
on the capacity of the manufacturing sector to master advanced technology, to innovate and to 
meet the precise needs of its customers. 

6. An integrated manufacturing strategy can also be understood as the integration of interventions 
related to competitiveness.  These interventions include market access, beneficiation and value 
addition, regional production, equity and economic participation, knowledge-intensity and services 
integration as well as the development of integrated value matrices.  It is the integration of all six 
of these aspects that will allow the achievement of Government’s vision. 

7. Becoming increasingly competitive without ensuring that market access is secured would produce 
only limited growth.  The reverse is true in that negotiating market access without enabling 
enterprises to rise to the challenge will leave many of these opportunities unfulfilled.  

8. Trajectory of the growth path is secured through building integrated value matrices that include 
regional platforms for production-expanding opportunities, increasing value addition and 
knowledge-intensity, and building equity and wider participation in the economy. 

9. The strategy further proposes that the IMS be implemented through the following seven 
mechanisms: 

9.1. Customised Sector Programmes (CSP), prioritised by Government. 

9.2. Broad-based programmes / Standardised offerings. 

9.3. Competitive market access. 

9.4. Regulatory environment. 

9.5. Investment promotion. 

9.6. Access to finance. 

9.7. Policy coherence. 

Advanced Manufacturing Technology Strategy (AMTS) 

10. The aims of the Advanced Manufacturing Technology Strategy (AMTS) are: 
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10.1. Develop a vision of the technological profile of the industrial sector in the year 2014. 

10.2. Ongoing identification of priority sectors which have the highest potential for supporting the 
relevant goals contained in the IMS and NRDS. 

10.3. Stimulate technological upgrading in industry. 

10.4. Facilitate the flow of technological resources to industry through new knowledge networks to 
foster innovation. 

10.5. Facilitate the building of an environment conducive to innovation, particularly through the 
supply of skilled manpower, technology infrastructure and funds. 

11. The following diagram provides an overview of the CSP development process 

 
 
 

Conclusions and Recommendations 

12. The Defence Related Industries as such are not recognised as a CSP.  However the SADRI forms 
an integral part the Aerospace CSP and close to 50% of SADRI output is classified as defence 
electronics which are again an integral part of the in the Electro-technical CSP.   The SADRI’s role 
in the CSP programme is discussed in Chapter 4. 
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Section 3 

Defence Policy and the Defence Industry 
 
CONTENT 

• Introduction 

• White Paper on Defence, 1996 

• Defence Review, 1998 

• Defence Update 2005 (Update of the White Paper on Defence and the Defence Review) 

• White Paper on the Defence Related Industries (WP on DRI) 

o Introduction 

o Aim of the White Paper 

o Government’s Vision for the Defence Related Industries 

o The SADRI’s Role in national defence 

o Retention of Strategic Essential Technologies and Capabilities 

o Defence Exports 

o General Initiatives which Government may consider actioning 

o Update of the WP on DRI.  

 

Introduction 

1. On 30 August 1995 Cabinet approved a new interim policy on arms control and the defence 
industry.  The defence policy in respect of the SADRI is based largely on this policy. 

2. The retention of a core force and the requirement for an efficient defence industry to maintain, 
upgrade and replace weapons and equipment, are central to the defence policy as approved by 
Cabinet and Parliament namely the White Paper on Defence (1996), the Defence Review (1998) 
and the White Paper on the Defence Related Industries (1999).   

3. These three major policy documents are in the process of being updated, as discussed below.  It 
is understood from the interviews that the update was necessary in light of the changes in the 
security environment, especially in terms of South Africa’s role in Africa (Peace-keeping and 
Peace Support) since the promulgation of the two policy documents in 1996 and 1998.  As it is not 
a total redraft of policy, it must be accepted that most of the principles of the policy will remain but 
that the update will concentrate on shifts in priorities, tasks and focus. 

White Paper on Defence, 1996 

4. A summary of some of the major direct quotes from the White Paper on Defence, applicable to the 
SADRI, follows: 

Quote 
The South African National Defence Force shall be a balanced, modern, affordable and 
technologically advanced military force, capable of executing its tasks effectively and 
efficiently. 
The retention of a core force capability will entail the maintenance, upgrading and, where 
necessary, the replacement of weapons and equipment. 
The services of an efficient defence industry are required to address these needs and enable 
the SANDF to meet its constitutional obligations.  The industry will permit the cost-effective 
purchase of certain products and systems, ensure life-cycle maintenance and support of such 
systems, and perform refurbishment and upgrades of existing equipment. 
The defence industry must have access to international markets in order to facilitate cost-
effective performance and reduce the unit costs of producing items for the SANDF. 
However, the defence equipment required by the SANDF cannot and should not be procured 
exclusively from the local industry.  Many complex systems cannot be produced domestically 
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and will have to be imported.  Management expertise for the specialised procurement function 
is located within the DoD. 
In circumstances of diminishing domestic defence expenditure and falling global arms sales, 
the industry will be encouraged to convert production capability to civilian manufacture without 
losing the key technological capability needed for military production. 
Policies will be formulated to establish the specific and limited conditions under which the 
defence industry will be subsidized. 

Unquote 
 

Defence Review, 1998 

5. A summary of some of the major direct quotes from the Defence Review, as applicable to the 
SADRI, follows: 

Quote 
Non-Strategic Capabilities 

Some systems are neither strategically critical nor economically viable to source locally.  In 
these cases, the local capability should be to understand and support these systems in order 
to enable informed specification and selection, and to maintain and upgrade them locally with 
the support of an overseas supplier, eg: 

• Hulls and propulsion machinery for naval vessels. 

• Medium and large calibre naval gun systems. 

• Complete airframes and engines for fighter aircraft. 

• Hulls and propulsion systems for battle tanks. 

• Specialized ground support equipment for aircraft. 

DoD Policy for the Defence Industry 
The SANDF requires the services of an efficient defence industry to address the needs of the 
SANDF for maintenance, upgrading and where necessary, the replacement of its weapons 
and equipment.  The industry will ensure the cost-effective purchase of certain products and 
systems, ensure the life-cycle maintenance and support of such systems, and perform 
refurbishment and upgrades of existing equipment. 
The DoD is by far the largest, and in many cases, the only client of the defence industry.  Most 
of the products produced by the industry are also developed to the specific requirements of 
the SANDF.  The SANDF funds a large portion (approximately 50%) of research and 
development spending in the industry and therefore owns much of the immaterial rights of the 
products manufactured in the industry.  The SANDF also contracts a large portion of the 
logistic and operational support of its equipment to the industry.  The technology and know-
how and capacity for the maintenance of the weapon systems and supply of services such as 
informatics, command and control, etc, reside within the industry.  This makes the industry 
part of the SANDF's logistic and operational capability and capacity, during peace and war. 
The industry is also controlled by Government in terms of conventional arms control measures 
and the non-proliferation of weapons of mass destruction, i.e. national policy. 
The defence industry is also part of the larger industrial base of the RSA and as such, 
participates and is guided by national industrial policy. 
The defence industry is, however, part of the SANDF's logistic and operational capability.  The 
DoD, in its strategic planning, has the responsibility to determine and ensure the required 
technology, services and industrial capacity and capability it requires from industry, i.e. 
departmental policy. 
The defence industry is therefore regulated and supported by both national and departmental 
strategy and policy.   
The need for retaining the appropriate industrial capabilities at the appropriate level to support 
defence policy, is justified from the vantage points described below. 

• From a military-strategic point of view, the defence industry is a strategic asset.  The aim 
of the defence industry is to ensure the supply of armaments and services to the SANDF. 

• From a military-operational point of view, a local defence industry has important 
operational advantages for the SANDF.  These fall into three categories: 
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• Technological advantages.  Having access to a local capability, which is able to 
implement unique solutions, ensures that a winning edge over adversaries is 
possible. 

• Tailor-made equipment.  The RSA has unique climatic, geographic, 
demographic and doctrinal circumstances, requiring tailor-made equipment to 
operate in this unique environment. 

• Logistic support.  All armaments, whether procured overseas or locally, require 
cost-effective logistic support throughout their operational life.  A local capability 
is the only guarantee that this support will be available as required. 

Organisations representing defence related industries should be involved timeously in the 
acquisition process in order to ensure local defence related industries participation and 
industrially cost-effective solutions for the DoD’s requirements. 

Unquote 

Update of the White Paper on Defence and the Defence Review 

6. The defence policy and strategy as contained in the White Paper on Defence 1996, and the 
Defence Review 1998, is in the process of review and updating. 

7. The DoD Review Team is in the process of drafting Reports One (chapters 1-3) and Report Two 
(chapters 4-6) of the White Paper on Defence and the Defence Review – Update 2005.   

8. The Update 2005 is to address: 

8.1. Update of the White Paper. 

8.2. Update of the Defence Review 

8.3. Defence Vision – review. 

8.4. Streamline Structures. 

8.5. Affordable Force Design and Force Structure. 

8.6. Also address: 

• Stakeholder Communication 

• Performance Management System 

9. Report One gives the strategic direction in three Chapters, namely:  

9.1. The Changed Security Environment – Completed. 

9.2. South Africa’s Approach to Security  - Completed 

9.3. Defence Role, Functions, Objectives and Missions - Completed 

10. Report Two takes the strategic directions given by Report One and has as output: 

10.1. A Force Design Vision 2015 (Chapter 4), i.e. what Government requires from 
Defence. 

10.2. Force Costing, implication on resources, (Chapter 5) 

10.3. The output must address affordability and sustainability. 

10.4. Governance is addressed in Chapter 6 

11. Organised SADRI (AMD or Board of AMD) have been briefed on the status and progress of the 
review.   

12. It is expected that the new proposed Force Design and Structure will differ from that of the late 
1990’s (Defence Review).  This will mean that the SANDF’s defence technology, equipment and 
services requirements from the SADRI will also change. 

 

White Paper on the Defence Related Industries  

Introduction 
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13. On 21 August 1996 Cabinet tasked the National Conventional Arms Control Committee (NCACC) 
to initiate and oversee the preparation of a White Paper on the South African Defence Industry.  
The SADRI was fully involved in the drafting of the White Paper, as was civil society.  

14. The White Paper was approved by the NCACC and the Cabinet and was released by the NCACC 
in December 1999. 

15. The South African Parliament has called for an update of the White Paper on the SADRI.  The 
Inter-Ministerial Committee has tasked the Department of Public Enterprises (DPE) to lead the 
review process.  This update process is still under review. 

16. The White Paper addressed a number of cardinal issues that are still relevant and in the absence 
of new policy that will replace or update the existing policy;  the White Paper in its present form is 
therefore the only official National Policy specifically drafted for the SADRI. 

17. The whole of the White Paper addresses the SADRI and covers a multitude of issues.  It is not the 
intention to replicate everything that is addressed in the White Paper in this document, but rather 
highlight a few of the major policy decisions of Government.  In order to achieve this, a number of 
statements are quoted directly from the White Paper.  

Quote 
Aim of the White Paper on the DRI 

The primary aim of the White Paper is to review the role, nature and current status of defence 
industries in South Africa, to provide Government’s vision for the future of these industries and 
to prepare policy options for the governance of the industries and for those areas critical to 
their continued viability.  

Government’s Vision for the Defence Related Industries 
Government recognises that defence related industries are an integral part of South Africa's 
defence capability.  Government also recognises the strategic and defence value of having a 
local defence industrial capability.  However, due to budgetary constraints, and within the 
framework of broader national industrial strategy, Government will be very selective of which 
technologies and capabilities are to be retained on the basis that they are strategic or that they 
constitute a national asset. 
The South African Government, as a responsible member of the international community, 
perceives South African defence industrial capabilities as being singularly different from other 
components of the national industrial base for two reasons.  

• Firstly, the South African defence industrial capability has strategic importance for the 
national defence interest.  Only certain key components have such strategic 
characteristics, however.  

• Secondly, the output of South Africa’s defence industrial capability, be it products, 
services or technologies, have to be subject to government control.  The South African 
Government has a duty to exercise control over any product, service or technology which 
can be termed an armament. 

The SADRI’s Role in National Defence 
The SANDF also contracts a large portion of the logistic and operational support of its 
equipment to the industry.  The technology and know-how and capacity for the maintenance of 
the weapon systems and supply of services such as informatics, command and control, etc., 
reside within the industry. This makes the industry part of the SANDF's logistic and 
operational capability and capacity, during peace and war.  

Retention of Strategic Essential Technologies and Capabilities 
Six essential technologies and capabilities are common to the mode of warfare of both 
advanced and underdeveloped countries and are common across the four Arms of Service of 
the SANDF.  The following are considered strategically essential: 

• Logistic support, repair and maintenance of equipment and systems 

• Systems integration 

• Command, Control and Communication systems 

• Sensors, signal processing and data processing 

• Combat System software and support. 
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• Simulation systems and war-gaming. 

The DoD, in its strategic planning, has the responsibility to determine and ensure that the 
required technology, services and industrial capacity and capability it requires from industry, is 
developed or retained, i.e. departmental policy.  The defence industry is part of the SANDF's 
logistic and operational capability. 
Public funds from the defence budget will provide support to defence related industries on 
those key strategic technologies and capabilities required in the defence interest.  This may 
take place via specific items such as research and development funding or in a more general 
sense via trade shows, exhibitions and marketing facilitation.  Public funds will not, however, 
be used for direct support to make defence related industries more competitive via direct 
subsidisation, although they will be able to apply to general assistance given by the DTI via its 
supply-side measures and other industrial policy interventions which are available to all South 
African industries. 

Defence Exports 
The defence industry must have access to international markets in order to facilitate cost-
effective performance and reduce the unit costs of producing items for the SANDF.  The 
Government will support the export initiatives of the defence industry by permitting it to 
contract and honour obligations which have been duly approved.  

Unquote 
Next Steps:  General Initiatives which Government may consider for action 

18. In a Statement by Professor Kader Asmal, Chairman of the NCACC, on the release of the White 
Paper on the Defence Related Industries on 15 November 1999, he highlighted a number of 
initiatives which the Government may consider for action.  A number of them are still issues today 
and it seems as though they were not addressed. 

Quote 
Creating a Defence Related Industry “Cluster”.  As the Defence related Industries cannot be 
identified as a separate sector of the South African industrial base, due to defence work being 
done across all sectors, consideration can be given to conducting an investigation to establish 
and define the industry as a cluster of organisations producing armaments as a specific 
product.  Such further work will have to be done in cooperation with the Departments of 
Defence and Trade and Industry and the industry itself. 
Conversion and Diversification in the SADRI.  The White Paper calls for the establishment of a 
dedicated defence technology organisation that coordinates and integrates defence research 
and development programmes in the public, private and academic sectors, with the specific 
objective of retaining and enhancing those strategic defence technologies identified in the 
White Paper. 
Balancing Support and Control of the SADRI.  Given the close symbiotic nature of control and 
support of the defence related industries by Government, future work will have to be done on 
examining ways of creating greater synergy between the efforts of Government to support 
legitimate initiatives of the defence relayed industries and the duty of the Government to 
control the products of that industry, namely armaments. 
Integration of South African Arms Control Structures and Processes.  The NCACC has noted 
the existence of fragmented legislation and resultant structures and has taken the in principle 
decision to investigate an integration of legislation and structures.  

Unquote 
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Section 4 

Industrial Participation Policy (National and Defence) 

 
CONTENT 

• National Industrial Participation Programme 

• Defence Industrial Participation 

• Conclusions and Recommendations 

 

National Industrial Participation Programme (NIPP)  NIP – 18/02/97 

1. A National Policy on Industrial Participation, also commonly know as “counter-trade” or as 
“offsets”, was introduced in South Africa in 1996.  The Policy gained prominence in 2000 due to 
the major purchases by South Africa to replace ageing main weapons systems, elsewhere 
referred to as the Strategic Defence Packages (SDPs). 

2. The National Policy on Industrial Participation, managed by the DTI, was approved by the Cabinet 
on 30 April 1997. 

3. The purpose of the Policy is that it must support Government’s main objectives: 

3.1. Raise investment levels; 

3.2. Increase market access for South African value added goods and services internationally; 

3.3. Create sustainable economic growth; 

3.4. Fast-track black economic empowerment; 

3.5. Foster research and development collaboration; 

3.6. Job creation; and 

3.7. Human Resource Development. 

Defence Industrial Participation (DIP) Armscor A-POL-6000 Issue 003. 

4. Defence Industrial Participation is the process where purchases of the Department of Defence are 
used as a lever to oblige a foreign seller of defence commodities/services to do defence related 
business in South Africa on a reciprocal basis in order to advance military, strategic and defence 
related industrial imperatives. 

Quote 
Objectives of DIP.  DIP shall be applied in such a manner that it contributes to independence, 
as far as is practically possible, as regards the maintenance and advancement of South 
Africa's defence industrial capabilities and address specific defence strategic objectives, such 
as: 

• the retention and, where possible, the creation of jobs, abilities, skills and capabilities in 
the defence environment; 

• the provision for sustainable local defence industry and defence environment with 
strategic logistic support capabilities; 

• the promotion of defence exports of value-added goods; 

• the promotion of like-for-like technology transfers, joint ventures, foreign investment and 
the establishment of new trading partners;  

• the maintenance of skilled indigenous design, development and manufacturing 
capabilities; 

• the development of human resources in the defence environment; 

• the promotion of Small, Medium and Micro Enterprises and Black Economic 
Empowerment participation in the defence-related industry; and 
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• the minimisation of the outflow of foreign reserves on defence purchases. 

Obligation:  

• For all defence purchases with an imported content of USD2 million or more, the DIP 
obligation shall be at least 50% and be managed by Armscor's DIP Division. 

• Should the imported content of a defence contract further exceed USD10 million, a NIP 
obligation of 30% also applies, which portion will be managed separately by the DTI. 

• DIP shall at all times be a firm commitment and not a best effort or intention, and be 
supported and underwritten by detailed business plans. 

• The NIP/DIP ratio of the obligation may differ from project to project, depending on the 
specific nature of and circumstances surrounding the project concerned. 

Unquote 
Armscor DIP Guidelines, Section 3, DIP Division, (industry guidance document)  

5. This document was received from the DIP division and is clearly guidelines only, refer  

Quote: 
This document serves as a guideline only and the content is subject to change without prior 
notice and will not be binding on ARMSCOR, the DoD and the dti. 

Unquote 

6. This document has as reference the following documents: 

6.1. White Paper on Defence (May 1996) 

6.2. Defence Review - First Report 1996/97 as approved by Cabinet/Parliament August 1997 

6.3. White Paper on the South African Defence Related Industry (latest issue) 

6.4. MoD Defence Industrial Participation Policy (Revision 1 dated 1997-05-07) 

6.5. Defence Instruction No: Cacq/1/98 

6.6. The document, however, does not refer to the Armscor A-POL-6000 Issue 003, 4 May 2005 
and is therefore an earlier document. 

 

Conclusions and Recommendations 

7. Of interest is that the Armscor DIP Guidelines address the SANDF’s Strategic Needs from 
paragraph 5 onwards.  It is, however, not clear what the reference or status of these “needs” are?  
The needs are discussed in more detail in Section 10 and the issue of the various versions of 
defence strategic requirements/needs are discussed in more detail in the last Section 11, i.e. 
Comments, Conclusions and Recommendation:  Defence Acquisition. 

8. The so-called Strategic Defence Packages (SDPs) contracts were, with a few exceptions, namely 
the Hawk avionics suite and the Corvette combat suite, not guided by the essential strategic 
requirements as spelt out in the WP on SADRI, Chapter 4 and according to most members of the 
SADRI were not in accordance with the objectives spelt out above.  

9. The DIP policy is unclear about the obligation where a foreign or local entity is contracted.  If the 
foreign entity is contracted the local component can count towards a DIP credit.  If the local entity 
is contracted, this does not count.  It is proposed that the possibility be explored to look at 
obligations on a project basis.  
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Section 5 
National Transformation Policies 

 
CONTENT 

• National Preferential Procurement Framework Act. 

• National Preferential Procurement Regulations. 

• Defence Preferential Procurement Policy 

• Strategy for Broad-Based BEE 

• Broad-Based Black Economic Empowerment Act, Act No 53 of 2oo3 

• Codes of Good Practice 

• Structure of the Codes of Good Practice 

• AMD’s Position on the B-BBEE Codes of Good Practice 

• Conclusions and Recommendations 

 

Introduction 

1. The transformation of the South African industry is driven by a number of Government initiatives, 
Legislation, Policies, Strategies and Codes of Good Practice. 

2. The different areas of transformation are addressed in the following Legislation: 

2.1. The Preferential Procurement Framework Act, Act No 5 of 2000. 

2.2. The Broad Based Black Economic Empowerment Act, Act No 53 of 2003 

2.3. The National Small Business Act, Act 102 of1996 

2.4. The Employment Equity Act, Act No 55 of 1998. 

2.5. The Skills Development Act, Act No 97 of 1998. 

2.6. Skills Development Levies Act, Act No 9 of 1999. 

2.7. The National Empowerment Fund Act (1998) 

2.8. The Competition Act, Act 89 of 1998.  

2.9. The Promotion of Equality and Prevention of Unfair Discrimination Act, Act No 4, of 2000, as 
amended by Act No 52, of 2002. 

3. For the purposes of this study, only the B-BBEE area will be addressed due to the fact that it is in the 
implementation phase and requires industry associations to be involved through the promulgation and 
management of Industry Sector Codes of Good Practice, i.e. for SADRI.   

4. The other Transformation Acts and Policies have been in operation for some time and are applicable 
to all companies and managed by other Government line departments, except for the requirements of 
the Preferential Procurement Act which is also managed by the DoD for Defence acquisition. 

5. Armscor manages the national and departmental preferential procurement policy relating to the 
Department of Defence’s acquisition.  This is done in terms of the Armscor Preferential Procurement 
Practice (A-Prac-1014) and the General Conditions of Contract, A-ST-0020, dated 15 August 1997.   

 

National Preferential Procurement Framework Act, Act No 5 of 2000 

6. An organ of state must determine its preferential procurement policy and implement it within the 
following framework, i.e. a preference point system implemented, as follows: 

6.1. For contracts with a Rand value above a prescribed amount, a maximum of 10 points may be 
allocated for specific goals, i.e. contracting with persons, historically disadvantaged by unfair 
discrimination on the basis of race, gender or disability or implementing RDP programmes 
(Government Gazette No 16085 dd 23 November 1994). 

6.2. For contracts with a Rand value equal or below a prescribed amount, a maximum of 20 points 
may be allocated for specific goals, i.e. contracting with persons, historically disadvantaged by 
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unfair discrimination on the basis of race, gender or disability or implementing RDP programmes 
(Government Gazette No 16085 dd 23 November 1994) 

National Preferential Procurement Regulations, 2001. 

7. The Preferential Procurement Regulations, 2001, supports the National Preferential Procurement 
Framework Act, Act No 5 of 2000.  The regulations address issues such as Definitions and 
Application, Preference Point System and the Tender System, the Duty to Plan, General Conditions, 
Principles, Declarations, Penalties, Tax Clearances and Tender Goals. 

Management of Defence Preferential Procurement 

8. The defence policy (Armscor’s Practice: A-PRAC-1014, dated 2 November 2001) and management 
of defence preferential procurement is discussed in Section 10 of this Chapter. 

 

BROAD-BASED BLACK ECONOMIC EMPOWERMENT (B-B BEE):  STRATEGY, LEGISLATION AND 
CODES OF GOOD PRACTICE. 

Strategy for Broad-Based BEE 

9. The Department of Trade and Industry's (DTI) Strategy for Broad-Based BEE, not only defined broad-
based BEE and the transformation imperative but outlined the first broad- based scorecard 
comprising the seven elements of broad-based BEE.  The seven elements and their respective 
weightings out of 100 are depicted below, as per the Strategy and the Generic Scorecard contained 
in the Codes: 

9.1. Ownership:    20% 

9.2. Management Control:  10% 

9.3. Employment Equity:  10% 

9.4. Skills Development:  20% 

9.5. Preferential Procurement: 20% 

9.6. Enterprise Development: 10% 

9.7. The Residual Element:  10% 

 

Broad-Based Black Economic Empowerment Act, Act No 53 of 2003 

10. The Strategy was followed by the Broad-Based BEE Act No. 53 of 2003 (BEE Act), which was 
promulgated in January of 2004.  In section 10 the Act outlines Government's leverages for the 
implementation of broad-based BEE, meaning that organs of state and public entities must take an 
entity's BEE status into account when: 

10.1. Determining qualification criteria for the granting of licences and concessions. 

10.2. Developing and implementing a preferential procurement policy. 

10.3. Determining qualification criteria for the sale of state-owned enterprises. 

10.4. Developing criteria for entering into partnerships with the private sector. 

11. The BEE Act is an enabling framework that allows for the development of the Codes of Good 
Practice.  The Codes provide a standard framework for the measurement of broad-based BEE across 
all sectors of the economy.  This means that no industry will be disadvantaged over another when 
presenting their BEE credentials.  This can occur when a very stringent transformation charter is 
applied to one entity, whilst a transformation charter with far more lenient measurement criteria, is 
applied to another.  Statement 010, which provides guidelines for the alignment of transformation 
charters to be gazetted as Codes of Good Practice, will ensure that even when different gazetted 
charters are applied to different entities presenting their BEE credentials, neither of the entities will be 
unfairly disadvantaged over the other because of the application of a more stringent industry charter.   

Codes of Good Practice:  Broad-Based Black Economic Empowerment (B-BBEE)  

12. The intention of the Codes of Good Practice is to level the playing fields for all entities operating 
within the South African economy by providing clear and comprehensive criteria for the measurement 
of B-BBEE. 
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13. Status of the Codes: 

13.1. December 2004, release of the first draft for public comment. 

13.2. October 2005, Cabinet approves Phase 1 in principle. 

13.3. 1 November 2005, release of final draft of Phase 1. 

13.4. 20 December 2005, release of Phase 2 for public comment. 

13.5. 2006, Gazetting of the Codes of Good Practice once Phases one and two are finalised. 

14. The first phase of the Codes was launched in November 2005, and covers the conceptual framework, 
the measurement of Ownership- and Management Control, as well as interpretations of the individual 
statements. 

15. The second phase of the Codes, released on 20 December 2005, covers 5 components of the B-
BBEE scorecard (19 new statements vs the 9 issued in November 2004), those being preferential 
procurement, employment equity, skills development, enterprise development, residual element 
(industry specific and corporate social investment initiatives) and also the Qualifying Small Enterprise 
sections.   

16. A number of additional statements that resort under phase 1, was also issued on 20 December 2005, 
include fronting practices, specific verification issues relating to complex structures, multinationals 
and State-owned/public entities. 

17. The table below, reproduced from Statement -000, provides a detailed guide to the content of the 
Codes: 

 
Code number 
range 

General Subject Matter 

Code 000 Framework for the measurement of broad- based black economic empowerment
Code 100 Measurement of the ownership element of broad-based black economic 

empowerment 
Code 200 Measurement of the management control element of broad-based black 

economic empowerment 
Code 300 Measurement of the employment equity element of broad-based black economic 

empowerment 
Code 400 Measurement of the skills development element of broad-based black economic 

empowerment 
Code 500 Measurement of the preferential procurement element of broad-based black 

economic empowerment 
Code 600 Measurement of the enterprise development element of broad-based black 

economic empowerment 
Code 700 Measurement of the residual element of broad-based black economic 

empowerment 
Code 800 Sector Codes as defined in Code 1000 Statement 1000 
Code 1 000 Measurement of broad- based black economic empowerment for qualifying 

small enterprises 
KEY: 
Red:   Phase One 
Green:  Phase Two 
Blue:   Charters gazetted as Sector Codes, to be included as and when gazetting of charter 
takes place, i.e. after the gazetting of the Phases One and Two of the Codes 

18. Further statements not presently included in either the first or second phases of the Codes may be 
issued from time to time.  In such cases, these statements will be included under the relevant Code 
series.  For example, the issue of ownership amongst multinationals will be dealt with in a statement 
other than Statement 100, and will be contained under Code 100 on Ownership after the obligatory 
60 day commentary period specified in the BEE Act. 

19. Once gazetted, the Codes of Good Practice will be binding on all organs of state and public entities. 
This means that, as per section 10 of the BEE Act, government must apply the Codes when entering 
into decisions affecting the following areas: 

19.1. Procurement. 

19.2. Licensing and concessions.  
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19.3. Public private partnerships (“PPP’s”). 

19.4. The sale of state-owned entities. 

20. Furthermore, private sector enterprises are encouraged to apply the Codes of Good Practice in their 
interactions with one another for two reasons.  Firstly, enterprises should apply the Codes because 
preferential procurement will effectively impinge on most private sector enterprises throughout the 
chain of supplier, from the first tier suppliers to government, downwards.  Secondly, all industry 
charters wishing to be gazetted as Codes of Good Practice will be required to align themselves with 
the Codes for the purposes of gazetting by the Minister of Trade and Industry.  Therefore, those 
enterprises applying industry charters that have not yet been gazetted may be required to alter their 
means of measurement once these charters have been gazetted. 

21. Applying the Codes of Good Practice to an enterprise simply means that an enterprise will be 
measured in accordance with the Generic Scorecard, contained in Statement 000.  In other words, 
the measured enterprise's BEE status will be measured according to the targets and weightings 
contained in the Generic Scorecard, as well as the measurement principles contained in each of the 
corresponding Statement.  A measured enterprise will receive a score out of 100, which will confer 
upon it a corresponding BEE status according to its BEE contributions. 

See table below for the BEE procurement recognition levels (Statement 000) 

BEE STATUS QUALIFICATION BEE procurement 
recognition level 

Level One Contributor > 100 points on the Generic Scorecard  135% 
Level Two Contributor > 85 but < 100 points on the Generic Scorecard 125% 
Level Three Contributor > 75 but < 85 on the Generic Scorecard 110% 
Level Four Contributor  > 65 but < 75 on the Generic Scorecard 100% 
Level Five Contributor > 55 but < 65 on the Generic Scorecard 80% 
Level Six Contributor > 45 but <55 on the Generic Scorecard 60% 
Level Seven 
Contributor 

> 40 but <45 on the Generic Scorecard 50% 

Level Eight Contributor  > 30 but < 40 on the Generic Scorecard 10% 
Non Compliant 
Contributor 

< 30 on the Generic Scorecard 0% 

 

Structure of the Codes of Good Practice 

22. Code 000: Statement 001: Fronting practices and other Misrepresentation of BBBEE Status; 

22.1. This statement provides clarity on fronting practices and risks, and specifies the 
requirements for reporting of fronting practices. It also provides guidance for the 
determination and evaluation of fronting risk, and specifies the consequences of fronting 
practices. 

22.2. Some of the examples of fronting contained in this statement include: 

• Window dressing, 

• Benefit Diversion, 

• Opportunistic Intermediaries. 

23. Code 000: Statement 002: Specific Verification Issues relating to complex structures. 

23.1. This statement provides guidance as to which Measured Entities are subject to 
measurement under the codes and as to the consolidation of compliance data in certain 
specific instances. 

23.2. It further provides guidance as to the attribution and separation of compliance data and 
clarity as to transfer of certain BEE contributions in the event of a sale of business. 

24. Code 100: Statement 102:  The Recognition of Ownership contributions arising from Investments by 
BEE Targeted Warehousing Funds. 

24.1. This statement seeks to specify the key measurement principles associated with 
ownership by and contributions to Warehousing Funds, for the purposes of facilitating 
BEE transactions. 
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24.2. A Warehousing fund is defined as a fund established by an enterprise, organs of the 
state or public entity for the specific purpose of holding an equity interest in another 
enterprise from exiting black participants for a fixed duration of time with the obligation of 
ultimately transferring that equity interest into ownership by the intended black 
participants and should be approved by the minister of Trade and Industry. 

25. Code 100: Statement 103:  The recognition of Ownership Contributions by Multinational Companies. 

25.1. This statement defines the key measurement principles applicable to measurement of 
ownership contributions by Multinational Businesses and South African Multinationals.  It 
further provides for the recognition of Equity Equivalent contributions made by 
Multinational Businesses, and provides for the recognition of ownership contributions 
arising from sales of offshore Equity Interests. 

25.2. The statement further provides for the recognition of ownership contributions arising from 
sales of businesses or assets by the Multinational Businesses or South African 
Multinationals; and specifies the approach to measurement of ownership contributions 
made by South African Multinationals. 

25.3. The statement continues to provide recognition of certain public programs or schemes as 
equity equivalents by Multinational Businesses to be approved by the minister of Trade 
and Industry in consultation with the sectoral line minister, premiers or other stakeholders 
in any government department, provincial government or local government. 

25.4. This statement also allows both Multinational Businesses as well as South African 
Multinationals to receive indicative points on their Ownership Scorecard after having 
implemented some of the initiatives allowed for in this statement. 

26. Code 100: Statement 104:  The recognition of Ownership Contributions made by Public Entities and 
the Organs of State, 

26.1. This statement specifies the basis for the award of indicative points for the ownership 
element of broad-based black economic empowerment in respect of public entities wholly 
owned by organs of state and in respect of organs of state. It further specifies the basis 
for the recognition of ownership of Equity Interests held by Designated Public Entities as 
being black ownership. 

27. Code 100: Statement 105:  The recognition of Ownership Contributions made by Companies limited 
by Guarantee and Section 21 Companies. 

27.1. This statement specifies the basis for the award of indicative points for the ownership 
element of broad-based black economic empowerment in respect of companies limited 
by guarantee and section 21 companies; and it further specifies the basis for recognition 
of ownership of Equity Interests held by companies limited by guarantee and section 21 
companies. 

28. Code 300: Statement 300:  Employment Equity 

28.1. This statement measures initiatives targeted to achieve employment equity in respect of 
all measured entities in the workplace. A fundamental principle of this statement is to 
ensure alignment with the Employment Equity Act. 

28.2. The statement provides targets for the inclusion of black people in occupational levels 
other than top management and semi-skilled and unskilled levels. 

28.3. The statement also emphasizes the importance of black women within Employment 
Equity through the allocation of half of the points to the inclusion of black women in 
Senior to Middle management positions. 

29. Code 400: Statement 400:  Skills Development 

29.1. This statement measures initiatives implemented by employers that are targeted at the 
promotion of competencies of black people within an organisation. 

29.2. It further specifies the skills development scorecard, which will be used to measure the 
amount of contributions made by the measured entities towards development of black 
people. 

29.3. This statement is in line with the National Skills Development Act (1998), National Skills 
Development Strategy and Skills Development Levies Act. 
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29.4. It further specifies the basis for the measurement of the organizational transformation 
contributions to BEE which is a qualitative aspect to transformation within the 
organization. 

30. Code 500: Statement 500:  Preferential Procurement 

30.1. This statement measures the extent to which enterprises procure from companies that 
are BEE compliant.  This also includes Micro Enterprise as well as qualifying small 
enterprises. A preferential procurement scorecard has been included to provide targets 
for Preferential Procurement from the above-mentioned compliant suppliers. 

30.2. The statement further provides the key measurement principles to be applied when 
calculating preferential procurement contributions to B-BBEE.  It further specifies 
principles to be applied when calculating BEE Procurement Spend, and specifies the 
formula for the calculation of the individual criteria specified in the preferential scorecard. 

31. Code 600: Statement 600:  Enterprise Development 

31.1. This statement measures specific initiatives for assisting and/or accelerating the 
development, sustain ability and ultimate financial and operational independence of such 
beneficiary entities through the expansion of those beneficiary entities' financial and/or 
operational capacity 

31.2. It further specifies the key measurement principles to be applied when calculating 
Qualifying Enterprise Development Contributions to B-BBEE and provides guidance in 
terms of the measurement of monetary and non-monetary contributions. 

31.3. The statement further encourages Enterprise Development initiatives in rural 
communities and in any geographical areas identified by government. 

31.4. In addition, a bonus point will be awarded against submission by the measured entity of 
adequate proof that it contributed to job creation. 

32. Code 700: Statement 700:  Residual Element 

32.1. This statement specifies initiatives intended to directly provide black people who are 
natural persons with a means of generating income for themselves. 

32.2. It is a fundamental principle of this statement to encourage initiatives intended to facilitate 
access to the economy by black people and is inclusive of both Corporate Social 
Investment and Industry specific contribution. 

32.3. It further specifies key measurement principles to be applied when calculating Qualifying 
Residual Contributions to B-BBEE. It also provides formula for the calculation of the 
criteria specified in the residual contribution scorecard, and is the basis for the award of 
bonus points. 

33. Code 1000: Statement 1000 -1700:  Qualifying Small Enterprise 

33.1. These statements are meant to measure B-BBEE in all the components of qualifying 
small enterprises. This will include the conceptual framework, the measurement of 
ownership, management, employment equity, skills development, preferential 
procurement, enterprise development, and the residual element of qualifying small 
enterprises. 

34. The DTI will also be requesting public submission on the treatment of indirect ownership within B-
BBEE, which includes pension funds, private funds, private equity and asset managers. 

35. The DTI intends to use the Codes of Good Practices to guide and direct the B-BBEE process within 
the South African economy.   It is noteworthy that these Codes are released for a 60-day public 
commentary period, with the intention of gazetting both phase 1 and 2 of the Codes once both 
phases are finalised, which will occur in 2006, according to the dti. 

36. The Transitional Period. 

36.1. In recognition of the fact that many enterprises are still applying narrow- based or similar 
evaluation' mechanisms, the Codes allow for the continuation of narrow- based 
evaluation until the end of the twelfth month of the publication and gazetting of Code 000.   
This is to allow all reporting entities the opportunity to initiate the reporting of BEE 
contributions using the Codes from the first reporting period that will begin subsequent to 
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the release of the Codes.  Notwithstanding the latter, broad-based evaluation is 
encouraged to continue, or to begin, prior to the completion of the transitional period. 

36.2. If an enterprise-elects to-be-measured on narrow- based principles during the-transitional 
period, the sum of the measured enterprise's score for ownership and management will 
be multiplied by a factor of 1.92. 

AMD’s Position on the B-BBEE Codes of Good Practice 

37. The SADRI as a whole believes that: 

37.1. BEE is a Constitutional imperative. 

37.2. There are political, moral and social reasons for government to implement BEE policies 
and strategies. 

37.3. BEE is an economic imperative.  The country will not achieve and sustain high rates of 
economic growth if it does not substantially increase the economic value added (or 
productivity) of the black majority, most of who do not participate in the formal economy.  
At the same time there can be no BEE if the economy does not achieve and sustain 
adequate rates of economic growth. 

37.4. All stakeholders in the South African economy, including those that do not do business 
with government, must embrace BEE voluntarily to ensure long-term economic 
sustainability and, therefore, a larger market in which to trade. 

37.5. If all stakeholders in the South African economy voluntarily embrace BEE, believing that 
other stakeholders will do the same (i.e. there will be no free-riders), the process will 
contribute towards creating a virtuous cycle of economic growth and development. 

38. The industry, therefore, committed itself to the following vision statement: 

38.1. Our vision is to develop a world-class industry, based on seamless integration of all 
modes and multiple networks which will grow in size, stimulate economic growth and 
development, facilitate trade, comply with international safety standards and deliver 
efficient and quality services to customers.  Our industry will achieve a significant 
increase in black participation in ownership, control, management and employment in 
companies throughout the industry value chain.  We will pursue a growth strategy that 
prioritises the retention and creation of quality jobs. 

38.2. To make this vision become a reality will require a deliberate strategy to increase access 
to skills, capital and economic opportunities and, therefore raise the economic value 
added (or productivity) of every employee and enterprise in the industry while creating 
opportunities for the unemployed and working poor to enter the formal economy.  This 
will require all stakeholders to recruit new black entrants into the industry and increase 
their skills (and those of existing employees) to best-practice international levels, while 
creating a supportive culture for their talents to thrive.  It will also require all stakeholders 
to facilitate the creation of new black entrepreneurs (and the development of existing 
ones) who can participate in economic opportunities throughout the DRI value chain. 

38.3. We believe that every company in South Africa must embrace Black Economic 
Empowerment (BEE) voluntarily, recognising that it is a Constitutional and Economic 
Imperative to secure a prosperous future for all our country's citizens and, therefore, a 
larger market in which to trade.  We commit ourselves to embark on a major 
communications and marketing campaign that will take this BEE Charter for the Defence-
related Industry to every company within our industry to ensure maximum participation by 
all stakeholders. 

38.4. Stakeholders agreed to adopt the indicators in the National Strategy's Balanced BEE 
Scorecard and incorporate them into a BEE Charter for the Defence-related Sector, 
which outlines the modalities for achieving the vision encapsulated above and provides 
targets against which to measure progress over the next decade.  The Charter has three 
pillars - access to skills, capital and economic opportunities - which inform all the 
recommendations. 

39. A summary of the B-BBEE Charter consultations within the Industry and with Government is set out in 
the following table: 

January 2004 1st draft of the BEE Charter was distributed to all members of the 
association for comment 



AMD/ VuXaka (Pty) Ltd CONFIDENTIAL 

16 February 2006 Intellectual Property of AMD Page 136 of 178 

March 2004 BEE Charter – industry wide work-session 
March 2004 1st draft scorecard distributed to industry for comments 
April 2004 BEE Charter scorecard consolidation  
August2004 Presentation of scorecard to The Chief of Acquisition (CofA -  DoD) 
August 2004 Updated scorecard distributed to industry for comment 
October 2004 Updated scorecard & industry comments and presented to the AMD 

Board. 
November 2004 Meeting between AMD, DoD – CofA (B Ramfolo) and the DTI (L 

October) 
February 2005 BEE Charter, industry work session – addressed by Jeffrey Ndumo 

(the DTI) 
13 April 2005 Meeting of BEE Charter work group with Armscor 
22 April 2005 Meeting of BEE Charter work group with the DoD 
12 May 2005 After a presentation by the BEE work group to the AMD Board, it was 

decided by the Board that sufficient progress has been made and 
sufficient consensus was reached, that the a final draft be prepared by 
the end of May 2005. 

June 2005 The SADRI draft B-BBEE Charter was submitted to all stakeholders 
(Government and SADRI) for comments. 

November 2005 Comments received from all stakeholders (Government and SADRI) 
were incorporated and draft submitted to the DTI, applying for 
approval under Section 12 of the Act.  

 

Conclusions and Recommendations 

40. There is still some uncertainty among members of the SADRI especially in respect of Armscor’s 
interpretation of the status and relationship between the Preferential Procurement Act and the B-
BBEE Act.  Also on the recognition criteria to be used by Armscor in respect of the BEE status of 
SADRI companies, as provided for in the B-BBEE Codes when evaluating tenders.  This issue must 
be taken up with Armscor through the DoD.  For example, in tendering for Government contracts, do 
companies get a price advantage through the Preferential Procurement Act and Policies plus a B-
BBEE advantage through the requirements of the B-BBEE Act and Codes of Good Practice?  

41. Questions are:  will Preferential Procurement become part of B-BBEE as the B-BBEE Codes have a 
an element, Code, No 500 which allows for a weighting of 20% on the scorecard, or will it be 
managed separately only as a price preference on tendering? There is one argument from Armscor 
that the Preferential Procurement Act is promulgated and managed by the Department of Finance 
and therefore has higher status than B-BBEE Act and especially Codes. 

42. Industry has not received guidelines from Armscor on how it will interpret and implement the B-BBEE 
Codes parallel or in series to the requirements of the Preferential Procurement Act. 

43. Recommended way-forward for AMD: 

43.1. AMD members should start implementation of the agreed upon SADRI Sector 
Transformation Charter, as discussed with all stakeholders and submitted to the DTI on 
25 November 2005, applying for the approval of the Charter as a Sector Transformation 
Charter inn terms of Section 12 of the BEE Act. 

43.2. Enter into urgent consultative discussions with the DoD and Armscor on the DoD’s and 
Armscor’s views and planning in respect of the implementation of the requirements of the 
B-BBEE Act, Strategy and Codes of Good Practice. 

43.3. Study the new Statements issued on 1 November and 20 December 2005.  Comments 
are required by the DTI within a 60-day period, i.e. end of January for phase 1 and the 
end of February 2006 for phase 2.  

43.4. Commence work on the redrafting of the Charter in order to include the requirements of 
the newly published statements in order to convert the transformation charter for 
Gazetting as a SADRI Sector Code of Good Practice in terms of Section 9 of the BEE 
Act.  Refer Statement 010 – Guidelines for the Development and Gazetting of 
Transformation Charters.  This process is planned to be completed before the end of 
2006. 
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Section 6 

National Policy on Non-Proliferation, Disarmament and Arms Control 

 
CONTENTS 

• National Policy on Non-Proliferation and Arms Control 

• Non-Proliferation of Weapons of Mass Destruction 

• National Conventional Arms Control 

• Integration of National Arms Control Structures 

• Reviews in Process 

• Conclusions and Recommendations 

 

National Policy on Non-Proliferation and Arms Control 

1. In recognising best international arms control, non-proliferation and disarmament practices South 
Africa follows a holistic approach to arms control, non-proliferation and disarmament and 
implemented Policy, Legislation and control mechanisms in the following areas: 

1.1. Conventional Arms and Services; 

1.2. Non-Proliferation of Weapons of Mass Destruction and Dual-use Goods; 

1.3. Firearms, ammunition, explosives and pyrotechnics and riot-control; 

1.4. Foreign military assistance; 

1.5. Activities in support of terrorism. 

Note:  Detail information on South African Non-Proliferation and Arms Control Legislation as well as 
related International Treaties and Agreements are is available on the Non-Proliferation Secretariat 
Website, (www.thedti.gov.za/nonproliferation/Links and select Arms Control) as well as the DFA 
initiated attached CD. 

2. South African policy on non-proliferation, disarmament and arms control practices can be 
summarised by the following statement by Government; 

2.1. since the adequate protection of rights to life and security of the person against repression and 
acts of aggression is fundamental to the well-being and to the social and economic development 
of every country;  and 

2.2. since it is the duty of every government to protect and safeguard the rights of its people;  and: 

2.3. since every responsible country has the right to acquire arms to equip itself against acts of 
aggression;  and  

2.4. since the Republic is a responsible member of the international community and will not trade in 
arms with states engaged in repression, aggression and terrorism;  and 

2.5. since the Republic is engaged in various aspects of the trade in weapons and related materials, 
equipment, technology and services;  and  

2.6. since it is vitally important to ensure accountability in all matters concerning arms trade,  
therefore;  

2.7. it is South Africa’s declared national interest in conjunction with its international obligations and 
commitments, particularly as these relate to arms control, non-proliferation, disarmament and the 
implementation of international humanitarian law to exercise due restraint in the transfer and 
trade in weapons and related materials, equipment, technology and services. 

3. In respect of activities related to Weapons of Mass Destruction (WMD), South Africa prohibits:  

3.1. the conduct of nuclear explosions and tests in South Africa; 

3.2. any person, whether for offensive or defensive purposes, to be or become involved in any 
activity or goods that contributes to Weapons of Mass Destruction programmes; 

http://www.thedti.gov.za/nonproliferation/Links
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3.3. any person to be or become involved in any dual-use goods or activities that could contribute to 
WMD; 

3.3.1. with countries, individuals, groups, undertakings and entities mentioned in the United 
Nations Security Council Chapter 7 resolutions; 

3.3.2. with countries, individuals, groups, undertakings and entities involved in international 
terrorism; and 

3.3.3. non-state actors as defined by United Nations Security Council Resolution 1540; also 

4. In respect of activities related to conventional arms, it is national policy not to trade with; 

4.1. countries involved in the systematic violation or suppression of humanitarian rights and 
fundamental freedoms; 

4.2. states and/or non-state actors of proliferation concern;  

4.3. countries, individuals, groups, undertakings and entities identified in the resolutions of the United 
Nations Security Council adopted under Chapter 7 of UN Charter. 

4.4. countries, individuals, groups, undertakings and entities involved in international crime;  

4.5. countries, individuals, groups, undertakings and entities involved in international terrorism. 

5. South Africa prohibits any person to be or become involved in any activities relating to conventional 
weapons and/or dual-use goods and activities that could contribute to WMD programmes; 

5.1. unless that person is duly registered for the activity with the designated control authority. 

5.2. unless that person is in possession of a current and duly authorised permit for the specified 
activity. 

6. It is national policy to avoid trade in conventional weapons and related materials, equipment, 
technology and services with countries involved in armed conflict. 

7. National Policy also precludes:  

7.1. Trade in small arms and ammunition that are surplus to State or parastatal stock that has been 
designated for destruction. 

7.2. Trade in certain conventional weapons that may be deemed to be excessively injurious or to 
have indiscriminate effects, such as anti-personnel mines.  

7.3. National policy also precludes any South African citizen or foreign nationals residing in South 
Africa, from participating in armed conflict, nationally or internationally, except as provided for in 
the Constitution or national legislation.  

7.4. No person may within the Republic or elsewhere recruit, use or train persons for or finance or 
engage in mercenary activity. 

8. In a competitive international market, it is important that South Africa and its related industry be 
regarded as a responsible and reliable supplier of weapons and related materials, equipment, 
technology, aid and services.  The government will support the export initiatives of the related 
industries by permitting it to contract and honour obligations that have been duly approved.  However, 
the government reserves the right to prohibit or withdraw such support should it be in conflict with 
national or international interests at any time. 

9. South Africa acknowledges the need for consistency and effective interaction between the control 
authorities and the broad scope of industry.  Trade in weapons and related materials, equipment, 
technology and services forms an integral part of South Africa’s Foreign-, Defence-, Trade- and 
Industrial Policies and initiatives. 

 

Non-Proliferation of Weapons of Mass Destruction 

10. Legislation:  The Non-Proliferation of Weapons of Mass Destruction Act, No 87 of 1993, and its 
supporting Notices and Regulations. Legislation covers activities in the following areas: 

10.1. nuclear, chemical and biological weapons and their delivery systems; and  

10.2. dual-use goods, services and technologies related to them. 
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11. The authority responsible for non-proliferation control is the South African Council for the Non-
Proliferation of Weapons of Mass Destruction (NPC).  The Council is appointed by and responsible to 
the Minister of Trade and Industry. 

12. No person may trade in goods controlled in terms of the Non-Proliferation of Weapons of Mass 
Destruction Act, No 87 of 1993, unless that person is registered with the Non-Proliferation Secretariat 
(NPS) and is in possession of a registration number.   Permits are required for the export, import and 
transfer of such goods. Goods include any technology, data, technical assistance, services, software, 
processes, activities, facilities, substances, materials, items, equipment, components, assemblies or 
systems, whether produced in the Republic or imported into the Republic.  

13. The Minister of Trade and Industry may also prohibit certain activities.   

14. Applications for registration and permits are processed by the NPS, who in turn refers them to various 
departments for review.  These reviews are considered by the Non-Proliferation Control Committee, 
which makes recommendations to the Council. 

15. Website:  www.thedti.gov.za/nonproliferation 

 

National Conventional Arms Control  

16. Legislation: 

16.1. The National Conventional Arms Control Act, No 41 of 2002 and its supporting  
Regulations. 

16.2. The Regulation of Foreign Military Assistance Act, No 15 of 1998  

16.3. Anti-Personnel Mines Prohibition Act, No 36 of 2003. 

17. The authority responsible for the control over trade in conventional arms and the rendering of foreign 
military assistance is the National Conventional Arms Control Committee (NCACC).  

17.1. The NCACC is a statutory body that reports to Parliament and consists of Cabinet 
Ministers and Deputy Ministers. 

17.2. No person may trade in conventional arms or render foreign military assistance unless 
that person is registered with the Directorate Conventional Arms Control (DCAC) and is 
in possession of a permit authorised by the Committee and issued by the DCAC.  Permits 
are required for armaments development and manufacturing, marketing, contracting, 
export, import or transfer (conveyance) of conventional arms, which includes; weapons, 
munitions, vessels (land, sea and air) designed for war, articles of war, and related 
systems, components, technologies, dual-use goods or services. 

17.3. Applications for registration and permits are processed by the DCAC, which refers them 
to various departments for review.  These reviews are considered by the Scrutiny 
Committee, which makes recommendations to the NCACC.   

18. Website:  www.dod.mil.za Secretary of Defence, Conventional Arms Control 

 

Integration of National Arms Control Structures 

19. Chapter 6 of the White paper on the DRI expresses itself on the requirement for integrating the 
various arms control structures.  A few excerpts: 

Quote 
POLICY ISSUES 
Fragmentary Legislation. The currently fragmented legislation governing the development, 
manufacture, marketing, transit, import and export of armaments and dual-use or related material 
and goods, needs to be synthesised and consolidated to provide a clear and coherent legislative 
framework for the defence related industries. 
Fragmentary Control Structures. The diverse departmental responsibilities for regulation of arms 
trade need to be synthesised and consolidated to streamline regulation, afford greater 
accountability and provide easier definition of responsibility. 
INTEGRATED NATIONAL ARMS CONTROL STRUCTURE 
Arising from the two policy issues identified above, the NCACC has taken the decision to 
integrate national arms control structures, thus harmonising current arms control legislation, 
structures and processes into one process. The following arms transfer processes will integrated 

http://www.thedti.gov.za/nonproliferation
http://www.dod.mil.za/
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into the structure in a co-ordinated and harmonised manner: 

o Legislation. 

o Policy/Guidelines. 

o Bureaucratic processes/procedures. 

o Permits. 

o Database, reporting and information exchange. . Infrastructure. 

o Personnel. 

o Ministerial oversight and accountability. 

o Monitoring and compliance. 

This integrated structure will be competent to issue permits, ensure compliance and undertake 
monitoring actions concerning armaments.  

Unquote 
 

Reviews in Process 

20. Arms control is a dynamic process.  In the so-called “war on terror”, national interests and the 
international community is demanding stricter control measures, especially with respect to weapons 
of mass destruction.  Enhanced control mechanisms are required in respect of arms supplies to non-
state actors, brokering, rendering of services (including mercenary type services), funding, technology 
transfer (tangible and intangible), safeguarding and the protection of armaments at all stages during 
the industrial, custodianship, possession, end-use and transfer processes. 

Non-Proliferation of Weapons of Mass Destruction.   

21. A primary goal of South Africa's policy is to reinforce and promote South Africa as a responsible 
producer, possessor and trader of defence related products and advanced technologies in the 
nuclear, biological, chemical and missile fields.  South Africa, in so doing, promotes the benefits 
which non-proliferation, disarmament and arms control hold for international peace and security, 
particularly to countries in Africa and the Non-Aligned Movement.  

22. International recognition, including recognition by the United Nations, of the catastrophic and 
indiscriminate effects which weapons of mass destruction can bring about has resulted in several 
United Nation Security Council Resolutions and the establishment of a number of multilateral treaties 
and bodies to regulate and establish norms and guidelines aimed at disarmament and the non-
proliferation of weapons of mass destruction.   

23. Since the South African Non-Proliferation of Weapons of Mass Destruction Act 83 of 1993 was 
promulgated, the political environment and the threat to peace and security, both nationally and 
internationally has undergone major changes and calls for major challenges to ensure peace and 
security to all people. 

24. The Non-Proliferation Council initiated a total review of South African legislation, processes and 
procedures, structures and infrastructure in order to comply with the new national and international 
demands for enhanced control over weapons of mass destruction.   

Conventional Arms Control.   

25. Since the promulgation of the National Conventional Arms Control act, Act 41 of 2002 and its 
supporting Notices and Regulations, certain shortcomings were identified within the conventional 
arms control environment. 

26. An Inter-Departmental Workgroup, under the leadership of the Directorate of Conventional Arms 
Control (DCAC) is in the process of developing recommendations on amendments to the National 
Conventional Arms Control Act. 

Comments received from industry 

27. The industry is experiencing difficulties with respect to the current arms control policy and legislation 
and the application thereof, with special reference to a requirement for open two way communication 
between control authorities and industry, implementation of the NCACC Policy Document, 
requirement for multiple transaction permits, integration of control processes, resourcing and staffing 
of the Directorate of Conventional Arms Control (DCAC).   



AMD/ VuXaka (Pty) Ltd CONFIDENTIAL 

16 February 2006 Intellectual Property of AMD Page 141 of 178 

28. Industry expressed confusion regarding the status of current conventional arms control Policy (2004) 
and Legislation: 

28.1. There is also comment that policy is applied inconsistently and that there is no regard for 
the impact of control authority non-performance on the business of private sector 
companies. 

28.2. No multiple transactions/permits exists, only single applications, and no possibility exists 
for “open-ended” permits (by time/value).  Industry expects serious problems when the 
Gripen aircraft are deployed in June 2006, as a pre-requisite from SAAB a one-week 
turn-around time both for import and exports is applied, which is not currently possible in 
the permit application process. 

28.3. End-User Certificates take too long to get signatures, thus delaying deliveries of spares 
from suppliers, which in turn causes delivery delays to local customers. 

28.4. Policy should be adjusted to allow sales of “limited defined products” to a “limited defined 
client”  “until further notice” – this will reduce workload and (by choosing the “limited 
defined products” and “limited defined clients” correctly) will not add to proliferation risk at 
all. 

29. The following responses were received to the question; Requirement for the integration of control 
process? 

29.1. Industry requires a one-stop arms control service. 

30. The following responses were received to the question; Your experience in respect of the resourcing 
and staffing of the Directorate of Conventional Arms Control?  

30.1. Comments received from industry clearly indicate that they perceive major administrative 
problems with the application of permits wrt Conventional Weapons.   

30.2. Timescales promised by the DCAC are not adhered to in respect of turn-around times.  
Long delays are experienced from time of submitting for contract approval request to 
actual approval.  The complete process is complex (i.e. marketing permit – contract 
permit – export permit per item, etc.).   Applications must be submitted by hand (no fax, 
e-mail communication are permitted) which also increases timescales.  Companies 
situated outside the Pretoria area find this specifically problematic.  There is also a 
perception in industry that due to lack of resources and inadequate software/hardware 
unnecessary delays are experienced and necessitates industry to continually repeat 
documentation already forwarded or face possible delays. 

Conclusions and Recommendations 

31. Chapter 6 of the White Paper on the DRI discusses a proposed “Integrated National Arms Control 
Structure”.  The White Paper was approved by Cabinet in 1999.    In a Statement by Professor Kader 
Asmal, Chairman of the NCACC, on the release of the White Paper on the Defence Related 
Industries on 15 November 1999, he highlighted a number of initiatives which the Government may 
consider for action, amongst others:  

Quote 
Integration of South African Arms Control Structures and Processes.  The NCACC has noted the 
existence of fragmented legislation and resultant structures and has taken the in principle 
decision to investigate an integration of legislation and structures.  

Unquote 

32. To date there is still a requirement, for all the reasons spelt out in Chapter 6 of the White Paper, by 
Government and the SADRI, for an integrated Arms Control System.  See Chapter 7 for detail.  

33. .Integration of South African Arms Control Structures and Processes.  To the knowledge of the 
SADRI, no work was undertaken to comply with this decision of the NCACC and Cabinet approved 
White paper. 

34. The Directorate of Conventional Arms Control (DCAC) has managed by different acting Directors 
(over-and-above task) since the suspension of its Director more than a year ago.  A post for a 
National Arms Control Inspector General was approved and is in the process of being filled.  The DoD 
is addressing human resource and skills development and the staffing of the DCAC with effective 
personnel.  

35. The AMD should timely enter into discussions with the NCACC: 
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35.1.  Before the NCACC finalise this round of proposed amendments to the NCAC Act, in 
order to address SADRI’s their concern on timely and transparent decisions by the 
NCACC, and their requirement for better two-way communication on arms control issues 
and for the introduction of open multiple permits for commodities and regular orders, the 
NCACC enter into discussions with the SADRI.  

35.2. The NCACC intention on the full implementation of the NCACC Policy Document for the 
Control of Trade in Conventional Arms, dated January 2004. 

35.3. SADRI should also lodge their disappointment in the fact, that although the in principle 
decision was taken to integrate the arms control systems that, to their knowledge, 
nothing has been done.   
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Section 7 

Marketing and Export Support (National and Defence) 
 
CONTENT 

• Introduction 

• The DTI’s Export Incentives 

• Policy on the Department of Defence’s Marketing and Export Support Initiatives 

• Marketing Support Board and SADESO  

• Conclusions and Comments 

 

Introduction 

1. Various terms are used by the different stakeholders when discussing the type of support that a 
typical DRI requires in order to enhance sustainability through exports, namely marketing and / or 
export support.   

2. These terms are all part of the trade process which also includes contracting, financing, etc.  The 
difference probably lies in the focus of the support.  Marketing support refers to the first phase of the 
trade process and could include local and foreign marketing support, whereas export support could 
refer to the total process with the export as the result.   

3. The White Paper on the Defence Related Industries states clearly that Government will assist the 
defence related industries by facilitating those initiatives that support strategic defence technologies 
and capabilities.  Government will also specifically support those industry initiatives which are 
supportive of existing or identified political initiatives and broader industrial policy and initiatives. 

4. Various Government Departments are involved, the main ones being the DoD supporting essential 
technologies and capabilities, the DTI supporting industrial initiatives and the Department of Foreign 
Affairs (DFA) supporting foreign policy initiatives.  

5. Compliance with South Africa’s policy, legislation and international commitments in respect of Non-
Proliferation and Arms Control commitments is managed by the Non-Proliferation Council of South 
Africa (NPC), the National Conventional Arms Control Committee (NCACC) and the DFA. 

6. The SADRI requires government support through the full life cycle of armament products, from 
research and development phases to the phasing out of these products. 

The DTI’s Export Incentives 

7. The DTI initiatives are described in the Microeconomic Reform Strategy (MRS), the Advanced 
Manufacturing and Technology Strategy and the Integrated Manufacturing Strategy IMS) as managed 
by the DTI’s Trade and Investment South Africa (TISA) division’s second objective.  This objective is 
described as to increase the export of goods by increasing the number of exporters through specific 
export development programmes and enhancing national supply chain processes so as to make 
selected export industries more competitive.   

8. The purpose of the Export Marketing and Investment Assistance Scheme (EMIA) is to partially 
compensate exporters for costs incurred in respect of activities aimed at developing export markets 
for South African products and services and to recruit new foreign direct investment into South Africa. 

9. The following EMIA Schemes are available: 

9.1. Primary Export Market Research  

9.2. Foreign Direct Investment Research  

9.3. National Pavilions  

9.4. Individual Exhibitions  

9.5. Outward Selling Trade Missions  

9.6. Outward Investment Recruitment Missions  

9.7. Inward Buying Trade Missions  

9.8. Inward Investment Missions  
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9.9. Sector Specific Assistance  

10. The above schemes are well known and utilised by industry, including the SADRI.   

 

Management of Defence’s Marketing and Export Support  

Arms Exports (White Paper on Defence 1996) 

11. The White Paper states explicitly that the defence industry must have access to international markets 
in order to facilitate cost-effective performance and reduce the unit cost of producing items for the 
SANDF (Chapter 8: para 4).   

12. The Government will support the export initiatives of the defence industry by permitting it to contract 
and honour obligations which have been duly approved (Chapter 8: para 11).   

 
Arms Exports:   White Paper on the DRI 1999, Chapter Five 

Quote 

Introduction 

The decline in capital spending by the DoD and the consequent decline in the purchase of 
defence products, services and R&D spending have made it uneconomic to maintain the strategic 
technologies and capabilities required by the SANDF within the local industrial base.  
Internationally, companies export in order to achieve efficient economies of scale and they use 
exports to generate additional funds for R&D.  Exports also assist companies to become 
internationally competitive.  The export base can also be expanded by entering into joint ventures 
with international partners. 
The DoD has accepted that it will have insufficient funding to maintain the required strategic 
technologies and capabilities within local industries.  In order to survive, the local industry will 
have to become internationally competitive.  To sustain or develop the required technologies and 
capabilities, the local defence related industries will have to increasingly rely on exports and joint 
ventures for funding.  

Requirement for Government Assistance and Support 

Due to the nature of defence business and related control measures, armament user systems, at 
the level of product subsystem and above (see Table 2.4 in chapter 2), can only be sold to 
governments.  These governments will only buy from those countries which they are confident 
will support the systems over its full life-cycle.  The life-cycle of a system could be as long as 50 
years and many purchasing countries also require government guarantees.  Departments of 
State dealing in foreign affairs therefore play a significant role in deciding where to buy and where 
to sell.  In many instances, arms purchases, sales, logistic support and services (or the 
withholding thereof) become an integral part of foreign policy. 
Armaments are exclusively designed and manufactured to specific user requirements.  The 
original user requirement is usually defined by the domestic defence force.  Other prospective 
purchasing defence forces need to interact with the domestic defence force to determine the 
philosophy behind the design, the performance and the doctrines related to the use of the 
equipment.  The buyer also requires confirmation of user satisfaction, quality assurance, safety 
clearance certification and similar information from the domestic defence force and not only from 
the supplier or manufacturer.  This entails close co-operation between the manufacturer or 
service supplier, the domestic defence force and the foreign defence force, foreign companies 
and foreign service suppliers. 
Governments therefore actively assist with the international marketing of armaments and actively 
support specific marketing initiatives by their local defence related industries. 
Foreign marketing and sales of armaments and related equipment, especially in the case of sub-
subsystems, components and materials (see Table 2.4 in chapter 2) can also take place directly 
between companies.  The South African Department of Trade and Industry (DTI) has generic 
industrial measures in place to support local industry exports in these types of initiatives and 
ventures.  These technologies and products, if classified as armaments in regulations, are also 
still subject to various arms control mechanisms and procedures.  

Stakeholders 

The following stakeholders should be involved in the successful marketing and export of defence 
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systems, products, technologies and related equipment, especially when marketing is aimed at a 
specific government:  

• The Head of State and other high profile politicians.  

• The Department of Defence (DoD), including the acquisition agency (Armscor).  

• The Department of Foreign Affairs (DFA).  

• The Department of Trade and Industry (DTI).  

• Organised industry.  

• Local companies.  

Principles Applicable to Marketing Facilitation and Assistance by Government 

Sustained (rigorous), focussed, coordinated and visible government involvement is necessary for 
the successful marketing of South African armaments and related equipment and services.  
Government will assist the defence related industries by facilitating those initiatives that support 
strategic defence technologies and capabilities.  Government will also specifically support those 
industry initiatives which are supportive of existing or identified political initiatives and broader 
industrial policy and initiatives. 
The support required will vary from tacit support by government officials and politicians to high 
levels of involvement, depending on the particular marketing initiative.  Defence related industries 
require:  

• Efficient and rapid decisions with regard to exports.  

• Arms export policy and procedures that are transparent with respect to criteria and decisions, 
that are consistent, predictable and transparent, that are sustainable in terms of domestic and 
foreign policies, and that protect government, company, client and commercial confidentiality.  

Government must ensure that its involvement in marketing initiatives is focussed and in support of 
political, economic and military objectives. 

Roles of the Various Stakeholders 

Fundamental to sound marketing support is the function of managing marketing support.  This 
support function is executed by various parties within the MoD/DoD with the involvement of 
government departments and industry, recognising areas of responsibility and expertise.  
Although responsibilities are delineated, in practice the parties will operate holistically in order to 
optimise support. 
The primary roles of the parties involved are defined as follows:  

• Industry  

o The marketing, sale and after-sales support of products.  

o Define marketing support requirements and major marketing programmes.  

• Departmental Acquisition and Procurement Division (DAPD) including Armscor.  

o Inter-governmental and industry marketing support co-ordination.  

o Managing marketing facilitation and support to the defence related industry.  

o Providing support and facilitation in respect of the marketing master plan and other 
authorised marketing plans.  

o Providing military equipment, facilities and personnel to participate in defence related 
shows, exhibitions and demonstrations.  

o Facilitating local industry exposure to prospective users, inviting foreign military 
dignitaries for courtesy visits and to local defence related shows, exhibitions, 
demonstrations and exercises.  

o High-level personal support by the Minister of Defence and senior staff for marketing 
initiatives.  

o Involving local defence related industry in incoming and outgoing military delegations, 
specifically where areas of mutual industrial or military co-operation are identified.  

o Identifying marketing opportunities for the defence related industries.  
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o Identifying and facilitating industry involvement in government to government 
agreements, especially in respect of Ministry of Defence Memoranda of 
Understanding and Memoranda of Agreement.  

o Recruiting support to execute marketing initiatives.  

• The DoD should delegate the following marketing facilitation functions to the Marketing 
Support Board (MSB):  

o Supplying support and infrastructure to co-ordinate and manage DoD assistance to 
marketing initiatives.  

o Administering industry’s requests for government support.  

o Facilitating DoD corporate division’s support in accordance with MSB decisions.  

o Coordinating the gathering, interpretation and dissemination of defence related 
marketing information and intelligence.  

o Coordinating and facilitating promotional initiatives, especially when large numbers of 
companies are involved.  

o Facilitating the handling of inward and outward military delegations that can lead to 
possible marketing initiatives.  

o Administering, in conjunction with organised defence related industries, the handling 
of inward defence related industrial delegations by authorising visits to industries 
involved in sensitive work and arranging interviews with key DoD personnel.  

o Briefing, in conjunction with the DoD and organised industry, of South African foreign 
missions as well as inward and outward military and industrial delegations on the 
capabilities of the local defence related industries.  

o Managing processes that compile, implement and monitor marketing strategies and 
plans.  

o Marketing and selling surplus defence equipment in co-operation with industry.  

• Department of Trade and Industry.  

o The provision of specific marketing information.  

o Providing routine, generic export assistance and support as available to the broader 
industrial base.  

o Providing assistance to South African trade counsellors stationed in foreign countries.  

• Department of Foreign Affairs.  

o Providing political support and advice on specific countries.  

o Assisting the defence related industries via diplomatic channels.  

o Providing marketing information.  

Coordination of Export Marketing Facilitation and Support 

Where coordinated government support is required in respect of marketing initiatives supporting 
the DoD’s strategic requirements, DAPD and Armscor should manage and coordinate industry 
and government initiatives. They should concentrate on supporting those industry initiatives that 
support their requirements to retain and develop strategic technologies and capabilities. Other 
initiatives that support national industrial policy and the broader industrial base should be noted 
by the DoD and coordinated with, or passed on, to DTI. 
The DoD will facilitate the planning and implementation of government support to defence related 
industries related marketing initiatives by appointing and managing a Marketing Support Board 
(MSB).  The aim of this board will be to:  

• Initiate export marketing facilitation and support policies, processes and procedures.  

• Translate the DoD’s strategic technology and capability requirements into marketing and 
exports initiatives.  Cognisance must be taken of DTI’s plans and initiatives.  These 
requirements must be integrated into defence related industry initiatives, capabilities and 
expectations, as well as arms control policies.  
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• Identify strengths, weaknesses, opportunities and threats relating to these initiatives.  

• Initiate the preparation and approval of a government/industry marketing master plan for 
those initiatives that require government support or coordination.  This plan must clearly spell 
out the roles and actions of the various stakeholders.  

• Monitor the implementation of the plans and initiatives.  

Unquote. 
 

Marketing Support Board and South African Defence Export Organisation  

13. The Marketing Support Board (MSB) never really satisfied the needs of any of the stakeholders.  
Although the Departments of Foreign Affairs and the DTI were invited, they did not attend meetings.  
It was consequently decided in the early 2000s that as the MSB was not fulfilling a meaningful role in 
respect of marketing and export facilitation, that it would be discontinued. 

14. Senior management of the DoD, Armscor and AMD decided that a reconstituted organisation, the 
South African Defence Export Organisation (SADESO) be established.  The principle was approved 
by the Minister of Defence. 

15. SADESO was to be directed by a Board, chaired by the Secretary for Defence and co-chaired by the 
CEO of Armscor and the Chairman of AMD.  The Chief of the SANDF and Directors General of other 
stakeholder departments were also to be invited. 

16. The Board held a number of meetings from the end of 2002 to April 2003 to discuss the Constitution 
of the Board and the structures of the SADESO.  The Constitution was approved in principle at a 
Special Board Meeting on 6 May 2003 and confirmed and signed at the Board meeting of 26 
February 2004.  At the meeting of 6 May 2003 it was decided that the Executive Committee (Excom) 
be formalised and that most of the outstanding issues be referred to it for discussion and formulating 
recommendations to the Board.  Chief of Acquisition, Mr B Ramfolo was requested to Chair the 
Excom. 

17. Planning and exploratory meetings were also held between the DTI’s Trade and Investment South 
Africa (TISA), the division responsible for export support to the South African Industry and 
participants in SADESO. 

18. Up to this stage, end of 2003, most of the issues under discussion were the funding of SADESO, the 
structures and the division of responsibilities between the various stakeholders and organisations. 

 
Extracts from the Constitution of the Board of the South African Defence Export Support Organisation 
(SADESO) 

Quote: 
INTRODUCTION 
The South African Government has indicated in national and higher-order policy that holistic and 
integrated government support is essential for the successful exporting of South African defence-
related equipment.  The Secretary for Defence and the Chief of the South African National 
Defence Force jointly promulgated DODI/Pol&Plan2/99 for implementation by the heads of the 
various divisions of the Department of Defence (DoD). This policy covers DoD support to the 
export initiatives of industry. 
The executive authorities of the DODI/Pol&Plan2/99 policy are the chiefs of the corporate 
divisions of the Department of Defence.  Departmental Acquisition and Procurement Division 
(DAPD) is the process owner and the locus of control of DODI/Pol&Plan2/99.  By means of the 
Armscor/DoD service level agreement, in terms of the Public Finance Management Act (PFMA), 
the DoD has delegated to Armscor the responsibility for the execution of the functions addressed 
in this policy. 
The South African Aerospace, Maritime and Defence Industries Association (AMD) represent the 
vast majority of companies in the defence-related industry, engaged in export activities and the 
support of the SANDF. As such, it is recognised by the DoD as the representative of the South 
African Defence-related Industry. 
The DoD, Armscor and AMD, jointly, and in line with the requirements of the Secretary for 
Defence, as well as the White Paper on the South African Defence Related Industries, constitute 
the South African Defence Export Support Organisation. 
SADESO'S ROLE 
On behalf of the South African Government, together with the South African Defence Related 
Industry, represented by AMD, and by means of Government export support structures, initiatives 
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and incentives, to develop and facilitate a South Africa incorporated export strategy, plans and 
activities, that are geared to devise and promote defence-related export opportunities, which will 
result in upliftment, job creation, the earning of foreign exchange and growth within the Defence 
Related Industry. 
SADESO's SCOPE 
SADESO's scope embodies a South African incorporated support strategy and support 
mechanisms, which requires the inclusion of all stakeholders and contributing parties and 
institutions. SADESO as the tri-partite alliance facilitates the Defence Related Industry and 
Government export initiatives and industry development, in order to achieve and maximise 
integrated and coordinated South African Defence Related exports. 

Unquote 
 
Subsequent Developments 

19. At the SADESO Board meeting of 26 February 2004 the Excom, in a presentation, made it clear that 
the SADESO should not be situated at Armscor Business because of possible conflict of interest.  In 
principle it was decided that it should migrate to the DoD.  The responsibility for the funding, 
approximately R7-million, of the SADESO function after 2003/04 was not resolved.  No agreement 
could be reached and the issues were referred back to the stakeholders. 

20. A Marketing and Communications Strategy was presented to the SADESO Board on 27 May 2004.  
The participating organisations (stakeholders) did not agree with the findings and recommendations 
of the workgroup who presented the strategy and referred the strategy back to the stakeholders. 

21. In preparation for the scheduled SADESO Board Meeting of 25 November 2004 the AMD Board held 
a special meeting to discuss SADESO.  The following decision was taken by the AMD Board of 
Directors: 

Quote 
"Regarding government marketing support to the defence industry, AMD wishes to propose the 
following structural adjustments to ensure that the organised industry contributes appropriately, 
and that the Industry be afforded the opportunity of direct interaction with relevant government 
departments: 

• That the current support structure (SADESO) be limited to a coordination forum between the 
DoD and AMD. 

• That AMD establish in terms of Memoranda of Understanding similar forums with other 
government departments such as Trade and Industry, Science and Technology, Safety and 
Security and Foreign Affairs as may be required. 

• That an AMD/Government discussion forum involving the departments of defence, foreign 
affairs and trade and industry be created in as far as interdepartmental coordination is 
required. 

• That AMD provides the secretariat to the abovementioned interdepartmental forum as well 
as to the other forums in as far as such services may be required." 

Unquote. 

22. At the SADESO Board meeting of 25 November 2004 consensus could not be reached regarding 
AMD’s position in respect of SADESO.  AMD was requested to present its final position regarding 
SADESO , including its role and budget, at the next SADESO Board meeting.  

23. AMD developed an industry consensus position and presented it the AMD Board of Directors on 17 
February 2005.  The Board approved this position for presentation to the SADESO Board. 

24. The AMD Board on 17 February 2005 approved the position is as reflected in the following diagram,  

Quote: 

Roles and Functions of AMD vs SADESO 

The roles identified for AMD as well as for a Government funded body, were as follows: 
 
INDUSTRY FUNDED GOVERNMENT FUNDED RESPONSIBLE 

GOV DEPT 
Industry representative/funded body  Government funded body  
Role:  Role:  

DOD 
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 Single point of entry to 
Industries 

 Promote collective image 

 Industry statistics 

 Industry spokesperson/voice of 
Industries 

 Stakeholder information 

 Local  

 Foreign: 

 Delegations, hosting 
and co-ordination 

 Attachés 

 Conferences 

 Shows and exhibitions – co-
ordination and planning 

 Key symposia 

 Lobbying legislation and 
regulation 

 SMME and BEE promotion 

 Industry social responsibility 

 Export Council 

(but not at expense of other 
funding) 

 National technology strategy 

(coordination lobbying) 

 SANDF support (DEPS) 

 Exhibition support 

 Gov-to-Gov initiatives 

(issues to be addressed) 

 Foreign delegation hosting 

 Technology growth strategy 

 Technology commercialization 

 National technology strategy 

 External trade missions 

DTI 
DTI & DoD 
 
DTI & DoD 
DTI 
DTI 
 
DTI & DST 
DTI 

 

Unquote 

25. Several SADESO Board Meetings were planned, but all were cancelled before they could take place.  
To date no further Board meetings have taken place since November 2004.  AMD’s position was also 
not communicated in writing to the SADESO Board.  It must therefore be accepted that the other 
stakeholders (Government) are not aware of the final position of AMD. 

Comments received from industry in respect of the Management of Defence Marketing Support 

26. In the Quantitative Response part of the questionnaire participants responded as follows: 

26.1. 73% are of the opinion that an export support organisation is required. 

26.2. On the question of the effectiveness and added value of the MSB/SADESO, responses 
were as follows: 

• 52% responded that SADESO was “Not very effective.  Serious improvement 
required”. 

• 48% responded that “No support or added value was received at all” from SADESO.  

 

27. The following responses were received to the question: The requirement for an Export Support 
Organisation and the form and function that this organisation should have? 

27.1. SA Government support for the SADRI is essential, especially in the export field.  If this is 
forthcoming, a support organisation need only be the liaison between the DoD and the 
DRI.  Such support must not only be tacit but really tangible.   The organisation must be a 
facilitator only, with the objective of improving functions which impact on export (e.g. 
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arms control, customs, etc.) and of removing barriers to export (e.g. performance 
guarantees, liability insurance, non-recurring engineering financing, etc.).  Some general 
industry marketing and participation in trade visits could be of value, but the focused 
selling job must be the companies’ own responsibility 

27.2. Defence industry clients (Governments) “buy” from Governments, i.e. Government 
recognition of company and product is required.  Generally the feeling from industry was 
that DoD support at Embassies by Ambassadors and Attachés was good although better 
coordination between the different government departments could further improve 
support.  A comment in support of this statement was: “In Marketing, you first have to sell 
the country (long-term commitment), then yourself (ability and track record of company) 
and then only the product.” 

27.3. The defence support organisation should be national government backed and have the 
ability to provide the necessary networking capability. It is always difficult for industry to 
infiltrate new markets. Therefore this organisation must provide the means to establish 
the important contact points, assist in the setting up of meeting, visits, demos, trials, etc.   

27.4. There also seems to be a definite industry requirement for the DoD’s old DEPS function 
that Armscor performed.  It was also stated that AMD should have a formal interface to 
each stakeholder government department. 

• The following responses were received to the question; SADRI experience of the effectiveness and 
added value of the Marketing Support Board, and its successor, SADESO?   Proposals in this regard. 

27.5. No positive comment was received from industry with regards to SADESO or the MSB.  
General comment is that either companies had no interaction with the organisation or the 
interaction was of no significance.  Unfortunately neither the MSB nor SADESO ever got 
off the ground, despite valiant effort by many.  The limitations of the organisations were 
that they had no political influence or high-level access to other government departments.  
AMD has since established its own interfaces with these departments.  

27.6. The only function that SADESO fulfils for some of the companies is the preparation and 
co-ordination of industry participation in international exhibitions and the feeling is that 
this function can be outsourced to either AMD or private industry, i.e. an organisation of 
the size and budget of SADESO is not required to fulfil this function. 

 

Conclusions and Recommendations 

28. There exist differences in the approach, responsibility, implementation of policy, the management of 
and the structures required; related to government marketing and export support to the SADRI;  this 
difference includes the members of AMD.   

29. The SADRI’s requirement for government support/facilitation in respect of the marketing and export of 
SADFRI products and services is clear and not questioned.   

30. The SADRI qualifies for, and utilises the export support offered by the DTI (TISA) and in general is 
satisfied with the support received.  AMD is recognised by the DTI as an industry association 
representing the aerospace and defence sector that qualifies for the same support as that for export 
councils, except for the Membership Fee Matching Grant.  AMD coordinates the planning and funding 
requirements as well as the request for support from industry, in respect of the export support 
required from the DTI.  An interim agreement was reached with Armscor for it to take responsibility for 
coordinating the participation of industry in international shows and exhibitions (National Pavilions 
and Mini Pavilions) with the support of the DTI. 

31. Government’s recognition, policy and proposed structures to manage the export support, especially 
the role of the DoD, is spelt out clearly and in detail in the White Paper on the SADRI.  DoD support, 
as is best international practice, is driven by the statement that Government will assist the defence 
related industries by facilitating those initiatives that support strategic defence technologies and 
capabilities.   The support required will vary from tacit support by government officials and politicians 
to high levels of involvement, depending on the particular marketing initiative.    

32. However, after five years, since the approval of the WP on the DRI by Cabinet, consensus has not 
been reached on the implementation of the policy on DoD support, especially in respect of the 
responsibilities and roles of the various stakeholders, specifically that of the DoD, SADESO, 
Armscor’s Defence Export Support Services (DESS), the TISA division of the DTI and that of AMD.   
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33. The other major stumbling block seems to be the responsibility for the funding of the management 
function within the DoD and Armscor.  As per best international practice, DoDs fund the management 
of export support to their defence related industries(refer the very successful Defence Export Support 
Organisation (DESO) of the UK).   It can also be deduced from the WP on the SADRI, that the DoD 
will manage and fund this function, as per the following quotes from the WP on the DRI, namely: 

33.1. Government will assist the defence related industries by facilitating those initiatives that 
support strategic defence technologies and capabilities.  Government will also specifically 
support those industry initiatives which are supportive of existing or identified political 
initiatives and broader industrial policy and initiatives. 

33.2. The role of the Departmental Acquisition and Procurement Division (DAPD) in the DoD 
and Armscor is clear, see paragraph 177 above.   

34. The fact that that no further SADESO Board meetings were held after November 2004 indicates that 
the differences of opinion are not converging and that consensus, after two years of discussion 
related to the various roles and funding, will be difficult. 

35. The same issues seem to prevail that led to the demise of the Marketing Support Board, predecessor 
to SADESO in the early 2000s. 

36. Marketing and export support/facilitation is not a core function of either the DoD or Armscor, therefore 
funding of the service is problematic.  The attitude of the DoD can easily be that it is the SADRI that 
requires the service and that they should therefore take the initiative and be pro-active in order to 
ensure mechanisms are put in place to support policy that has been agreed to and approved.   

37. It is international best practice that organised industry takes the initiative and discusses its 
requirements with the DoD.  There are many local examples of organised industry leading the 
“marketing support” process. 

38. Although the Inter-Ministerial Committee has not specifically tasked the various workgroups to 
address this issue, it should be put on the agenda by AMD, as the roles of the DoD, Armscor and 
Denel, in respect of other issues, are on the agenda.   

39. The clarification of responsibilities and roles could form part of the Armscor Rationalisation Task 
Team study as the SADESO is at present part of Armscor’s Business Unit. 
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Section 8 

Defence Strategies for Retaining Strategically Essential Defence Technologies and Capabilities 

 
CONTENT 

• R & D Projects in Industry doing Defence Work 

• Cardinal Technology Projects 

• Advanced Technology Demonstrators 

• Centres of Expertise 

• A Defence Evaluation and Research Institute 

• Acquisition Policies 

• Outsourcing 

• Diversification 

• Defence Industrial Participation Schemes 

• Export Marketing Facilitation. 

• Strategies for Priorities and Choices 

• Conclusions and Recommendations 

 

Introduction 

1. Defence Strategies for Retaining Strategically Essential Defence Technologies and Capabilities are 
discussed in the White Paper on the SADRI, Chapter 4.  Direct quotes from the White Paper follow.  

Quote: 
It is neither affordable nor necessary to strive for complete self-sufficiency in armaments 
production and all the technologies to support it.   However, the SANDF requires that in certain 
strategic areas, limited self-sufficiency must be retained and maintained and that in others, the 
SANDF needs to remain an informed buyer and user of equipment. 
Where the retention of the strategic technologies and capabilities are required, but are not viable 
on their own, either in the private sector or the public sector, a number of alternatives is to be 
used for their retention.   This is particularly important to enable the DoD to retain a balanced 
core technology base to match the core force concept defined in the Defence Review.   Where 
required by technical, economic or political considerations, special organisational solutions have 
to be pursued to retain these strategically important technologies and capabilities. 
There are a number of different strategies that can be used to retain technologies and 
capabilities. These are discussed below. 
R & D Projects in Industry doing Defence Work 
The high risk nature of defence equipment development programmes, coupled with the current 
world-wide decline in the production demand for such equipment, results in a very high ratio of 
development cost to production cost. Consequently, the funding of defence R&D development 
programmes by industry is highly unlikely.   It becomes necessary that, if the technologies are 
required, then the R & D will have to be funded by the customer. 
Development times for major weapon systems range from four to eight years, followed by 
production and commissioning for an operational life of a further 15 to 20 years, before 
replacement or life extension is required. These long lead times shape the long-term relationship 
between the DoD and defence related industries.  The DoD’s commitment to defence related 
industries is furthermore based on the reality that skills and technology age and become obsolete 
(often at a much faster rate than the wear and tear on machines), unless they are continuously 
and consciously renewed through specific technology development efforts.  
A co-operative effort between the DoD, identifying future needs for technology (requirement pull) 
and industry, identifying the future capabilities and opportunities (technology push) is needed.  
This is provided by technology development programmes, also enabling industries doing defence 
work to export technologically competitive products. 
Cardinal Technology Projects 
The DoD will support defence related industries in running a limited number of long-term core 
programmes to enable it to maintain the necessary width and depth of engineering and 
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production skills, to produce products for local use and export in some carefully selected niche 
areas and to provide logistical support. 
Advanced Technology Demonstrators 
In a small number of selected areas where strategic independence is required or where unique 
requirements exist, important technologies will be maintained at an advanced level in defence 
related industries through the design and development of advanced technology demonstrators. 
This requires continuous development and upgrading of prototypes of new weapons systems with 
state-of-the-art technology, without necessarily going into full-scale development or production, 
unless there is a need for the replacement of equipment due to age or obsolescence, or for force-
expansion.  
Centres of Expertise 
The management of long-term strategic interests such as national defence technology 
development programmes, may require the selection of `preferred suppliers’ and `centres of 
expertise’ to achieve the necessary long-term commitment from both the state and industry to 
build up and maintain certain levels of expertise at a level above a sustainable minimum. 
A Defence Evaluation and Research Institute 
Government will consider retaining strategic, non-profitable facilities with limited commercial 
application in the public sector.  This includes specialised defence research and development 
facilities, test ranges and test laboratories. Technology development in the defence 
manufacturing industry needs to be driven by military-technical considerations and the retention 
of facilities which are not able to be privatised, due to economically viable, will be considered. 

• Technology developments which are of strategic importance to the SANDF and the defence 
industry will be retained with public funding at an appropriate defence evaluation and 
research institute (DERI).  

Acquisition Policies 
The acquisition and procurement policies which apply to this industry by its sole customer, the 
government, is set out more fully in Chapter 5, under Acquisition and Technology Management. 
However, the acquisition policies should take into account, the strategic technology and 
capabilities required by the SANDF, when awarding contracts. 
Outsourcing 
The SANDF has already implemented a policy of outsourcing, particularly in the facilitation of 
logistics.   This policy will be extended in some of the remaining areas of activity to support the 
retention of strategic capabilities and technologies. 
Diversification 
By giving support to diversification, technologies and capabilities which are strategically essential 
may be retained, at a lesser cost than if the facility is to stand on its own. 
Defence Industrial Participation Schemes 
Defence industrial participation (DIP) programmes are structured to provide direct support for a 
sustainable indigenous defence industry as required by the SANDF.   This requires all imports 
above a certain value to have at least a 50% local industrial participation in the defence industry. 
This is in addition to the participation requirements stipulated in national industrial policy. 
Defence industrial participation programmes will be particularly orientated to supporting those 
technologies and capabilities which have been identified as being essential and of strategic 
importance to the SANDF. 
Export Marketing Facilitation. 
Some of the strategic and essential technologies and capabilities should be supported by the 
government giving assistance in facilitating the export of those skills, technologies, products or 
services which the defence related industries possess. This will be in the form of export 
marketing assistance, which in turn will enable the retention of the skills, technologies and 
capabilities. 
Strategies for Priorities and Choices 
While the strategically essential technologies and capabilities that are relevant to the situation 
today have been made and recorded above, it is accepted that in time these may change.   The 
SANDF will review these on an annual basis and this review will form part of the annual 
acquisition report to Parliament. It is important to have regular reviews, particularly as new forms 
of conflict arise and new technologies are developed. The DoD must indicate to industry what its 
strategic choices are and where it aims to invest strategically. 
With the strategic technologies and capabilities having been identified, it is a matter of choice as 
to how they should be retained. The decisions should be made by the DoD in co-operation with 
other relevant departments of government, such as the Department of Trade and Industry and 
Department of Science and Technology, as these other departments may be able to optimise the 
resources needed and allocated to achieving the objectives. 
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Unquote 

 

Conclusions and Recommendations 

2. Best practice indicates an established principle that a defence industrial base, with its commensurate 
technology base, is created primarily by defence acquisition programmes, which include product 
development.  Money spent on research and research development, is regarded as “seed” money 
with no strings attached. 

3. In respect of the requirement to maintain essential technologies, the same applies to capabilities and 
capacity.  This policy pronouncements from the White Paper, do not differ from the objectives of the 
Defence Industrial Policy (see Section 4, above) and neither from those of the DoD Acquisition Policy 
that follows (See Section 9).   

4. What is not clear, however, is who has taken the responsibility to ensure that the policy and strategy 
are transformed into plans and implemented in order to ensure that the SADRI acquires, develops 
and maintains the DoD specified technologies and capabilities.  Responsibility for the planning, 
development and retention of essential technologies, capabilities and capacities within the SADRI, 
seems to have moved from Armscor to the Defence Secretary. 

5. The DoD should be encouraged to use all the strategies at its disposal, as provided for in policy, to 
plan and ensure that the local industry develops and retains the required essential technologies and 
capabilities in order to support the SANDF.  These include negotiating the optimum dispensation in 
SDPs and DIP, centres of expertise, single source contracting, etc. 

 



AMD/ VuXaka (Pty) Ltd CONFIDENTIAL 

16 February 2006 Intellectual Property of AMD Page 155 of 178 

Section 9 
Department of Defence Policy:  Acquisition of Armaments in the DoD 

 
CONTENT 

• Introduction 

• Process and Procedures for the Acquisition of Armaments within the DOD Defence 

• Background 

• Accountability and Responsibility 

• Competitive Acquisition 

• Local Armaments Acquisition 

• Foreign Armaments Acquisition 

• Strategic Defence Package Acquisition 

• Joint Armament Acquisition 

• Contracting During Acquisition 

• Technology 

• Programming and Budgeting 

• Communication with the SADRI 

• Conclusions and Recommendations 

 

Introduction 

1. A number of DoD and Armscor policies guide defence acquisition.  These policies are however 
guided by national policies as discussed in Sections 2, National Industrial Policy and Strategies, 
Section 3, National Defence Policy, Section 4, Industrial Participation Policy, Section 5, National 
Transformation Policies, Section 8, Defence Strategies fir retaining essential technologies and 
capabilities.  Also by other policies and Legislation as described in paragraph 4 below. 

2. The main defence policy document that guides and directs acquisition of armaments within the DoD 
is the Joint Defence Publication:  Acq No 00002/2004 (Edition 1), Process and Procedure for the 
Acquisition of Armaments - DAP 1000. 

3. This study (the SADRI contracted study) is about the sustainability of the defence related industry.  
The study addresses a number of acquisition issues that have a direct bearing on its sustainability.  
Extracts were taken from the JDP/ACQ/No 0000212004;  these address the major issues of 
importance to the SADRI.  The following paragraphs are not a summary of the Policy;  it is replicated 
in order for readers to understand the discussions.  It is recommended however that readers refer to 
the main document (approximately 300 pages) for a better understanding of the policy.  

 

Process and Procedures for the Acquisition of Armaments within the Department of Defence 

4. Reference guiding the policy, as listed in JDP/ACQ/No 00002/2004, is as follows: 

Governing Publications  (used in the drafting of this policy document): 

• MODD/Acq/1/2004 - Acquisition of Armaments in the DoD 

• DODI/Acq/5/2003 (Edition 2) - Acquisition of Armaments in the DoD 

Other References (used in the drafting of this policy document):  

• Armaments Corporation of South Africa Ltd. Act, Act No 51 of 2003 

• White Paper on SA Defence Related Industries 

• Preferential Procurement Policy Framework Act, Act No 5 of 2000 

• Defence Special Account Act, Act No 6 of 1974, as amended 
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• Public Finance Management Act, Act No 1 of 1999 as amended 

• Military Discipline Supplementary Measure Act, Act No 16 of 1999 

• Occupational Health and Safety Act, Act No 85 of 1993, as amended 

• RSA-MIL-STD-004 Acquisition Glossary 

• DODI/Pol & Plan/5/2000 Policy and Process on Disposal and Alienation of DOD Movable 
Assets 

• DODI/CFO/1/2002 Risk Management in the DoD 

• DODI/SG/2/99 Policy on Defence against Chemical and Biological Weapons  

• DODI/FIN/00011/2000 Policy on Budget Preparation in the DoD 

• DODI/FIN/00002/1999 Budget Control within the DoD 

• DODI/FIN/00014/2000 Policy & Procedure for the Reporting & Management of Losses, 
Damages & Claims within the DoD 

• DODI/Pol and Plan/64/2000 Policy on the Procedures for the Management of Cabinet 
Memoranda in the DoD 

Note:  Where there may be conflict between the contents of the JDP/ACQ/No 0000212004 
document and that of any of the above-mentioned references, then the contents of the referenced 
documents shall take precedence over the stipulations of the JDP/ACQ/No 0000212004. 
Authors’ Comment:   

• The following policies should be added to the list, namely: 

o Broad-based Black Economic Empowerment Legislation, Strategy and Codes of 
Good Practice. 

o Management of Defence Intellectual Property DODI/Pol & Plan 10/2003.  

o National Policy on Industrial Participation (NIP)  NIP – 18/02/97 

o MOD Policy on Defence Industrial Participation, Revision 1 of 07/05/1997. 

 

Extracts from JDP/ACQ/No 00002/2004 

Quote 

Background 

The acquisition of armaments systems is managed by means of acquisition projects.  Per 
definition, a project is a complex activity consisting of a planned undertaking of a unique nature 
over a limited timeframe that has a specifically described beginning and ending, to achieve a 
specific objective.  In the case of armaments projects, the aim is to supply a complete armaments 
system that will satisfy a specific operational requirement as specified by a user.  The execution 
of a project involves the co-ordinated co-operation of a number of organisations, disciplines and 
people within the widely accepted management triangle of the DoD, Armscor and the industry. 

Accountability and Responsibility 

Parliamentary Committees.  The mandate of the parliamentary committees on defence is to 
provide an oversight function to direct the DoD in its acquisition programmes.  
Cabinet Committees.  The DoD is a member of three government clusters, namely the Justice, 
Crime Prevention and Security (JCPS) cluster, the International Relations, Peace and Security 
(IRPS) cluster and the Governance and Administration (G&A) cluster.  Acquisition strategy must 
not only make provision to meet its own objectives, but also where applicable, contribute towards 
the achievement of the objectives of these clusters. 
Minister of Defence.  The ultimate political authority and responsibility for the acquisition function 
is vested in the Minister of Defence. 
Secretary for Defence.  The Secretary for Defence, as Accounting Officer of the DoD, will perform 
such duties and functions as detailed in the PFMA, Section 38 (a-c). 
Chief of the SANDF.  With respect to acquisition, the Chief of the SANDF states and specifies the 
capabilities required in terms of equipment, facilities and services to fulfil the SANDF's specified 
obligations, roles, functions and tasks.  
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Chiefs of Services and Divisions.  With respect to acquisition, the Chief of Joint Operations and 
the Service Chiefs are, amongst others, responsible for stating of the acquisition requirements 
and providing adequate and appropriate resources (manpower, facilities, material and finances) 
for execution by the Departmental Acquisition and Procurement Division (DAPD). 
 

Note: Requirements Statement.  
The SANDF is at all times responsible for professionally stating its requirements with regard 
to armaments in user's operational terms, thus enabling DAPD to effectively and 
economically meet these requirements by means of the armaments acquisition process. This 
means that the development of armaments will be directed by real user needs and not by 
pursuance of unsubstantiated solutions.  Requirements will be met by the application of 
existing or low risk technology.  If development is required it should be directed through a 
structured process of consecutive phases which are intended to progressively reduce risk.  

Chief of Acquisition and Procurement. The Chief of Acquisition and Procurement is responsible 
for directing and co-ordinating all acquisition and procurement activities between the Defence 
Services and Armscor.  The Chief of Acquisition and Procurement is the process owner for 
acquisition and procurement of Category 1 (Defence) and Category 2 (Commercial) items within 
the DoD, and is also the chief policy adviser to the Secretary for Defence as the Accounting 
Officer.  
Armaments Corporation of South Africa Ltd.  Armscor is the primary acquisition agent of the DoD, 
created to satisfy SANDF requirements for Category 1 Materiel in accordance with formal 
acquisition plans. Armscor is fully and solely accountable and responsible for professional 
programme management and the contracting of industry on behalf of DAPD during the execution 
of armaments acquisition programmes  
Management Interaction.  The DoD, Armscor and the industry are inseparable partners in the 
entire acquisition process. 

Comment:  Relations are strained and have to be fixed 
Contract Administration.  Armscor, as the acquisition authority, negotiates contracts in response 
to requirements stated by DAPD to satisfy SANDF requirements.  
Armscor is furthermore responsible, among others, to; 

• facilitate industry-to-industry liaison; 

• render marketing support to industry; 

• oversee the maintenance of an appropriate industrial base, including technology support as 
contracted by DAPD; and 

• manage applicable strategic centres of expertise (eg test and evaluation facilities, research 
establishments, etc); 

Defence Related Industry.  The services of an efficient domestic defence related industry are 
required to address the maintenance, upgrading and where necessary, the replacement of 
weapons and equipment to enable the SANDF to meet its constitutional obligations.  The industry 
will permit the cost-effective purchase of certain products and systems, ensure life cycle 
maintenance and support of such systems, and perform refurbishment and upgrades of existing 
equipment.  Although the DOD/Armscor will endeavour to contract local industry as far as is 
practicable, the defence equipment required by the SANDF cannot and should not be procured 
exclusively from the local industry.  Many complex systems can however not be produced 
domestically and will have to be imported with joint participation of the local industry. 

 

Competitive Acquisition 

Open Competition. Open competition will be used as far as is practicable in the acquisition 
of armaments.  In cases where the maintenance of strategic local industrial capabilities is of 
overriding importance, the DoD may however close tenders to foreign competition. 
Single-source Acquisition.  As a matter of principle multi-source contracting should be pursued as 
far as possible.  In cases where specific circumstances do not make it practical, feasible, cost 
effective or strategically prudent to solicit a multi-source tender, the use of single source may be 
considered.  Exceptions to multi-source tender solicitation would specifically be considered in the 
case where the supplier of the goods and services has been officially declared and authorised to 
be of strategic nature, or in the case where relatively small extensions to existing contracts are 
required where multi-source tendering would imply that preceding work by the existing contractor 
would become redundant when a different contractor is appointed.  In the latter case, such forced 
situations should be foreseen and avoided by more comprehensive initial contracting.   
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Value Analysis.  All tender adjudication for armaments will be based on a value analysis 
methodology (Refer Armscor Practice A-Prac-1034).  This value analysis methodology will be 
agreed to jointly by the members of the DoD (DAPD) and Armscor and will form part of the tender 
solicitation and adjudication process.  The value system should not be used to exclude previously 
disadvantaged contractors and should not limit national strategic considerations which can 
override technical performance parameters.  The value system normally evaluates specified 
military performance parameters and Industrial Participation, political and financial aspects.  
Similarly, the responsibility for the determining of value system parameters to determine military 
and political strategic higher order value system parameters lies within the domain of the 
Secretary for Defence and not with the SANDF. 
Tender Adjudication.  Adjudication of tenders will be performed in accordance with the prescripts 
of the Preferential Procurement Policy Framework Act, Act No 5 of 2000 (Reference H) and its 
regulations. Adjudication of tenders will not necessarily be based on the lowest price, but on 
highest points scored.  This will ensure that relevant aspects such as life cyclecost, DoD 
requirements, local industrial development goals, social responsibility (economic empowerment 
of previously disadvantaged persons), and subcontracting will be taken into consideration in the 
awarding of contracts. The Armscor affirmative procurement practice (A-Prac-1014) will apply 
during tender adjudication. 
Broadening of the Local Industrial Base. Suppliers of major systems or products will be required 
to allow the maximum amount of competition on subsystem and lower level during tendering (i.e. 
reduce vertical integration and enhance efficiency). 
Benchmarking.  In the adjudication of single source offers, "benchmarking" against comparable 
systems or products should be employed to ensure value for money.  Single source offers should 
only be considered when no other suppliers respond to tender invitations or when there is a 
single supplier of specific equipment; i.e. intellectual abilities, technical performance, previous 
work performance, additional work requirements etc., should not be used for motivation 
purposes. 

Comment:  Acquisition reform is needed in order to adapt to the present dynamic geo-
political, security and technology (industrial) environment.    

Local Armaments Acquisition 

Defence Review.  The Defence Review states that procurement should, as far as possible, 
attempt to make use of local defence industrial capabilities. 
Self-sufficiency.  South Africa should not strive for self-sufficiency in armaments development, but 
only limited self-sufficiency in key areas, as determined during the Defence Review and the 
subsequent DoD strategic direction process.   DoD acquisition guidelines will form the basis for 
defence industry planning.  Technology development will be targeted primarily at those areas 
where self-sufficiency is to be maintained.  The acquisition policies will guide acquisition 
decisions and will therefore be included in the value systems for tender evaluation. 
Strategic Considerations.  It could be more cost-effective and operationally expedient to have the 
technology and capability to manufacture (if economies of scale can be achieved), upgrade and 
maintain equipment locally.  In certain strategic areas, such as electronic warfare, secure 
communications, equipment developed specifically for local conditions, etc., systems and 
services are not available on the international market.  Local manufacture allows understanding 
of the technology and processes, which again allows modifications to be made to improve 
serviceability, turnaround times and operational capability through upgrades, modification or 
replacement.  It also has the advantage of stimulating the local economy through investment and 
savings on foreign exchange and in some instances earn foreign exchange through exports.  It 
could also ensure independence from possible foreign coercion in times of tension while allowing 
local industry to participate effectively in open tenders to fulfil direct and indirect counter-trade 
obligations. Preference may therefore be given to the acquisition of defence products and 
services from local suppliers, providing such acquisition represents good value for money. 

Foreign Armaments Acquisition 

Considerations.  Foreign acquisition will be considered when a requirement for a new product or 
system cannot sensibly and economically be satisfied by means of local acquisition and where it 
is not strategically imperative to create such a local capability.  In such instances the foreign 
commodity needs to be fully compatible with relevant local systems with which it needs to 
integrate, eg. ammunition.  The logistic support implications of acquiring imported equipment 
should be considered in detail. 
 
Industrial Participation.   
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All importation of defence equipment and related items at present requires provision in all 
contracts with a value of greater than USD2m and less than USD10m, for a Defence Industrial 
Participation (DIP) requirement of at least 50%.  This counter-trade obligation will be jointly 
monitored and implemented by Armscor and the Secretary for Defence (DAPD).  All contracts 
with a value of greater than USD10m will be subject to the National Industrial Participating (NIP) 
Policy, which is administered by the Department of Trade and Industry (DTI) and with oversight 
by the DoD.  These requirements are detailed in DoD Industrial Participation Policy that regulates 
foreign procurement greater than USD2m and that will take precedence over this policy when 
amended.  The NIP programme will be managed and administered by the DTI. 
Foreign companies supplying armaments to the SANDF will be encouraged, through a Local 
Industrial Participation Programme (counter-trade/offset), to involve local industry, thereby 
ensuring maximum local content and support of the Government's macro economic growth plan. 

Strategic Defence Package Acquisition 

Approach.  Strategic Defence Package programmes differ from normal foreign acquisition 
programmes in that they essentially entail Government-to-Government type agreements, 
executed through foreign and local defence industrial capabilities and suppliers. 
Authorisation. Management and authorisation forums for this kind of programme differ from 
normal local and foreign acquisition programmes and are detailed in subsequent sections herein. 

Comment:  Uncertainty exists as to the meaning of this statement and the implementation 
thereof. 

Joint Armament Acquisition 

Categories of Joint Venture.  Government initiatives that result in weapon system related joint 
ventures are fundamentally driven from outside the DoD.  In these exceptional cases 
Government should appoint a person with the necessary delegations to assume responsibility for 
the joint venture in .order to establish these fundamentally inter-governmental initiatives with 
primarily political objectives.  Clear objectives should be defined and the required resources 
should be negotiated from relevant departments by this appointed responsible person.   
Scope of Joint Venture.  A joint venture is defined as an initiative between two parties with mutual 
requirements of close similarity whereby the following types of joint activities are pursued:  

• Basic technology research. 

• Technology demonstrator development. 

• Full-scale design development. 

• Acquisition (i.e. both development and production). 

• Life cycle integration (i.e. research, design development, production and through life support). 

General Principles.  Joint Ventures should comply with the following general principles: 

• Take place under the auspices of Defence Cooperation Agreements. 

• Be defined in an appropriate Implementation Agreement. 

• In cases where South Africa leads the process, activities shall be controlled by a Steering 
Committee under the chairmanship of the Secretary for Defence. 

• Contracting must be executed by existing structures (eg. Armscor or foreign equivalent). 

Contracting During Acquisition 

Level of Contracting.  It is DoD policy to contract at the highest possible level in the system 
hierarchy in order to ensure a single point of integrative responsibility.  This does not exclude the 
possibility of contracting on lower system levels directly if this proves to be more cost-effective 
and with due consideration of the inherent risks.  In such cases the lower level systems supplier 
becomes the main contractor. 
Preferential Procurement.  The DoD subscribes to Armscor's Preferential Procurement Practice 
(A-Prac-1014) which is derived from the Preferential Procurement Policy Framework Act, Act 2 of 
2000 and its regulations.  Contracting will be performance based and will always ensure that best 
value for money is obtained. 
Intellectual Property.  During contracting for weapons systems the prescripts of the DoD 
Intellectual Property Policy (when concluded) shall be adhered to. 
Contracting for Design Development.   
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The preferred option for acquisition of armaments is to select qualified "military off the shelf' 
(MOTS) or "commercial off the shelf' (COTS) product/systems.  This does not exclude adherence 
to the principles of sound systems engineering.  Where this is not available, a development 
process could be followed to satisfy the stated requirement.  In order to reduce risks, a structured 
approach is mandatory through the application of a design development phase, using modelling 
methodologies in accordance with the systems engineering process.  It is however to be noted 
that this design development activity specifically refers to integration design and not the 
development of the Configuration Items (CIs) essential to the achievement of the prime mission 
capabilities.  CIs should already be fully qualified and mature, or at most, have only cosmetic or 
low risk developmental requirements with known timescales, performance and cost parameters. 
The principle of contracting for design development is that this does not entail the establishment 
of technology simultaneously with the design development process.   It is therefore imperative 
that the basis for awarding of these types of contracts is that they provide for both design 
development and production to which the offeror can be contractually bound when especially 
prime mission equipment is subsequently contracted. The aim of this approach is to alleviate buy-
in by any offeror in competitive tender situations in the design development phase, which can 
potentially be followed by uncontrolled escalation in unit price of production items at which stage 
the DoD has lost the negotiation leverage.  Design development should therefore not be 
contracted as a prolonged activity, with resultant large DoD investment implications. 
Contracting of New Technological Generations.  With technology developing at the high rate it is 
today, it may happen that for projects with exceptionally long production timescales and 
equipment quantities, a new generation of material or subsystem becomes available prior to the 
contracting and delivery of the quantities authorised in the Acquisition Plan (AP).  This 
requirement may be satisfied under the same project authority (i.e. AP) under specified 
circumstances: 

Technology 

Maturity of Technology.  Acquisition should occur in the shortest possible timeframe so as to 
prevent performance baseline and technology creep during execution. Therefore mature 
technology should be applied during the development phase as far as practicable.  In the 
absence of sufficiently mature technology being available for cardinal subsystem levels, a 
technology development programme should be launched to mature the required technology prior 
to the continuation with the system acquisition process. 

 

Programming and Budgeting 

Responsibility.  The Secretary for Defence is primarily responsible for high level programming 
and budgeting and in-year control and auditing of defence expenditure as stipulated in the Public 
Finance Management Act (PFMA).  The existing Medium Term Expenditure Framework (MTEF) 
cycle is utilised as a basis for the planning of the new budgeting requirements for the follow-up 
MTEF cycle which starts in the 0-2 financial year. 
SANDF Capital Acquisition Master Plan (SCAMP).  Priority budgeting requirements are 
scheduled on the SCAMP.  For armament acquisition, the SCAMP coordination function is 
delegated to the Chief of Acquisition (C Acq) who in turn is reliant on respective DAPD Directors 
and project teams for detailed project inputs and Chief Director Acquisition for advice.   Based on 
the priorities allocated by CJ Ops, combined with the prevalent industrial capability and the 
particular approval status and strategy of individual projects, C Acq schedules upgrade and 
renewal projects within the limits of the MTEF allocation agreed for capital weapons systems and 
technology acquisition.  This results in a schedule of annual funds per project contained in the 30 
year SCAMP, which is updated during the annual cycle.   

 

Communication with the SADRI 

The Constitution and Rules of the Armament Acquisition Steering Board (AASB), responsible for 
the review and approval of all non-cardinal armament acquisition project submissions (Project 
Study Reports and Acquisition Plans) provides in its composition for Organised Defence Industry 
through a representative of AMD to, on an ad hoc basis and on request of the Chairman of the 
AASB, to attend the AASB for marketing discussion purposes. 
In the General Functions to be performed by the AASB, it stipulates that the AASB is to 
communicate with organised defence industry (AMD), at a bi-annual forum with the objectives: 

• To present to organised defence industry the broad outline with regard to the Acquisition 
Master Plan and Technology Development Master Plan. 
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• To obtain the views of organised defence industry regarding the impact of the industry. 

• To discuss international marketing policy issues. 

Unquote 

Conclusions and Recommendations 

5. Conclusions and recommendations in respect of acquisition, is discussed in section 11, Comments, 
Conclusions and Recommendations: Defence Acquisition. 
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Section 10 

Armscor Policy in Respect of Acquisition 
 
CONTENT 

• Background to Defence Industrial Development 

• Armscor’s Role in Defence Acquisition 

• Armaments Corporation of South Africa, Limited Act. 2003  

• General Conditions of Contract, A-ST-0020, dated 15 August 1997 

• Management of Intellectual Property. 

• Management of the Preferential Procurement Policy (A-PRAC-1014) 

• Conclusions and Recommendations 

 

Background to Defence Industrial Development 

1. In 1976 the Armaments Board and Armscor were merged to form the Armaments Corporation of 
South Africa (Armscor), which assumed responsibility for the procurement and production of 
armaments for the SANDF. 

2. The imposition of the United Nations' mandatory arms embargo against South Africa in November 
1977 led to the establishment of new defence production facilities by Armscor in a drive for self-
sufficiency in armaments.  The policy was to utilise the private sector industry wherever possible.  
Armscor was primarily responsible for weapons systems development and integration, whereas the 
private sectors supplied materials, components, subsystems and in many cases complete products.  
The major portion of South Africa’s defence related industries thus remained in the private sector. 

3. Armscor played an important role in the overall co-ordination of the industry and was given the de 
facto mandate for developing policy and plans for the industry, including its sustainability.  

4. South Africa’s external strategic environment changed dramatically after 1989. The end of East-West 
contestation was accompanied by a reduction in ideological tensions within and among African 
countries, by significant moves towards political pluralism in Southern Africa and by the end of 
apartheid in South Africa.  These developments contributed to the resolution of most of the region’s 
historical conflicts and, especially after South Africa had set itself on the road to democracy, provided 
opportunities for countries in the region to reduce their levels of military spending and implement 
disarmament measures, including the demobilisation of former combatants. 

5. These interlinked processes of democratisation and disarmament which occurred in many countries 
in the region had a positive impact on the South African state’s threat perceptions. This led to 
dramatic changes in the country’s defence and foreign policies and a rapid decline in the defence 
budget.  

6. The post-1994 establishment of the Defence Secretariat saw the creation of a Defence Acquisition 
and Procurement Division reporting to the Secretary for Defence.  This meant that the acquisition 
planning, programming and budgeting function moved to the Defence Secretary, thus once again 
instituting oversight and civilcontrol over defence acquisition.   The responsibility for defence industrial 
development planning also moved to the Defence Secretariat. 

Armscor’s Role in Defence Acquisition 

7. The Armaments Corporation of South Africa Ltd. Act, No 51 of 2003, addresses a number of issues 
discussed in this document, among others, Armscor’s primary role as Acquisition Agency for the DoD, 
Marketing Support, management of DIP and technology development, etc.  Many of these are under 
review as per the instruction of the Inter-Ministerial Committee to review the role of Armscor and are 
therefore not discussed in this part of the report.   

8. The Armscor Act establishes Armscor as the Acquisition Agency of the DoD. 

9. The following are the main Armscor policy documents that guide Armscor’s role in the management 
of their part of the acquisition process: 

9.1. Preferential Procurement Practice (A-Prac-1014),  
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9.2. General Conditions of Contract, A-ST-0020, dated 15 August 1997. 

9.3. Defence Industrial Participation Policy, A-POL-6000. Issue 003 

9.4. Handbook for Contractor Source selection, A-HDBK-0195 

9.5. Ministerial Directive (DODD/POL & PLAN/00010/2003 9Edition 1), Management of Defence 
Intellectual Property. 

9.6. Armscor’s Handbook for Contractor Source selection, A-HDBK-0195 

10. It could not be determined what the status of the Armscor’s management of Intellectual Property 
Policy is. 

11. These policies are all based on guidance received from the DoD, either through DoD policy or service 
level agreements.   

 

Armaments Corporation of South Africa, Limited Act. 2003 (Act No. 51, 2003) 

12. Only extracts from Section 4 of the Act, applicable to this study, follow. (see Act for full contents) 

Objectives of Corporation 

13. The objectives of the Corporation are to meet: 

13.1. the defence materiel requirements of the Department effectively, efficiently and 
economically; and 

13.2. the defence technology, research, development, analysis, test and evaluation
 requirements of the Department effectively, efficiently and economically. 

Functions of Corporation 

14. Terminology: 

"defence industrial participation" means the process by which defence acquisition is used to leverage 
defence industrial and economic benefits for the Republic; 
"defence operational research" means the use of scientific or specialised techniques, employing 
mathematical methods, simulation and qualitative or logical reasoning in systematic and general 
approaches to defence problem solving and decision making; and 
"defence-related industries" means those organisations in the public and private sector, including the 
commercial companies and business units of such organisations, which are directly or indirectly 
active in the research, development, manufacture and marketing of defence materiel. 

15. The Corporation must - 

15.1. acquire such defence materiel on behalf of the Department as the Department may 
require; 

15.2. manage such technology projects as may be required by the Department and establish a 
programme management system in support of these acquisition and technology projects. 

15.3. provide for a quality assurance capability in support of the above acquisition and 
technology projects; and any other service contemplated in section 4, as required by the 
Department; 

15.4. establish a system for tender and contract management in respect of defence materiel 
and, if required in a service level agreement or if requested in writing by the Secretary for 
Defence, the procurement of commercial materiel; 

15.5. dispose of defence materiel in consultation with the person who originally manufactured 
the materiel; 

15.6. support and maintain such strategic and essential defence industrial capabilities, 
resources and technologies as may be identified by the Department:  

15.7. provide defence operational research; 

15.8. establish a defence industrial participation programme management system; 

15.9. provide marketing support to defence-related industries in respect of defence materiel, in 
consultation with the Department and the defence-related industries in question; 
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15.10. manage facilities identified as strategic by the Department in a service level agreement; 
and 

15.11. maintain such special capabilities and facilities as are regarded by the Corporation not to 
be commercially viable, but which may by required by the Department for security or 
strategic reasons. 

General Conditions of Contract, A-ST-0020, dated 15 August 1997 

16. The only issue raised by the SADRI in respect of the A-ST-0020 document is problems it experiences 
with respect to the way Intellectual Property is managed. 

Management of Intellectual Property. 

17. The Management of defence intellectual property is guided by a number of supportive legislation as 
listed in the Ministerial Directive, Section 5. 

18. National Defence policy on the management of Intellectual Property is addressed in the White Paper 
on the DRI, Chapter 7, Transformation of the DRI, Rights and Ownership of Technology 

19. Defence Department policy on Intellectual Property is set out in and DOD/POL & PLAN/OOO20/1999 
(Edition 1): "Policy on the Management of Defence Intellectual Property".  The status of this 
document could not be determined. 

Ministerial Directive:  DODD/POL & PLAN/00010/2003, (Edition 1) 

20. Extracts from sections applicable to this study, follow. (see Directive for further details) 

Quote 
The Department of Defence (DoD) owns assets of various types that it utilises for the fulfilment of 
its official duties as espoused in the Constitution of the Republic of South Africa, 1996 (Act 108 of 
1996) and various other Statutes. Included therein is defence intellectual property and the rights 
thereto. The DoD acquires such intellectual property principally by means of, but not limited to, 
the acquisition and technology processes run by the Acquisition Division and as supported by the 
Armaments Corporation, Limited (Armscor) as the acquisition agent of the DoD. 
The Armaments Corporation of South Africa, Limited Act, 2003 (Act No. 18 of 2003) mandates 
Armscor to be the custodian and manager of defence intellectual property as directed by the 
Secretary for Defence and as contained in a Service Level Agreement 
Policy 

• The industry has become increasingly globalised and produces products and services for 
export using technologies and data packs without any direct control by, or financial benefit to, 
the DoD. 

• Historically and currently, the DoD has invested large sums of public funds in technology and 
the development of military products and equipment using the defence-related industry.  It is 
thus necessary for the DoD to establish and maintain such strategic technologies and 
establish efficient, economical and transparent controls over such technologies. 

• The Department’s investment in intellectual property must be focussed on satisfying its 
current and future technology requirements. 

• The DoD recognises that a contractor’s ability to deliver services and goods cost-effectively 
may involve background intellectual property that was established, procured or obtained 
without defence funds.  In many cases, intellectual property is created by defence funds, thus 
requiring firm agreements to be established to protect and control the DoD’s interests and 
rights. 

• The DoD shall protect defence intellectual property by means of either formal registration 
mechanisms or individual and inter-party contracts to determine and govern the ownership of 
intellectual property. 

• The DoD and industry may further co-invest in the establishment, enhancement, and 
adaptation and updating of intellectual property, with a view to both protect and commercially 
benefit from such investments. 

• It is thus necessary for the DoD to take firm steps to identify and manage defence intellectual 
property over the lifespan of such intellectual property. 

Implementation.  This Ministerial Directive will be implemented by the Secretary for Defence, 
Chief of the SANDF and Chief Executive Officer.  The aforementioned shall implement and 
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comply with the Implementing Instruction DOD/POL & PLAN/OOO20/1999 (Edition 1): “Policy on 
the Management of Defence Intellectual Property”. 

Unquote 
Armscor Policy on the Management of Intellectual Property  

21. Armscor Policy on the Management of Intellectual Property is addressed in Armscor’s General 
Conditions of Contract, A-ST-0020, Part A, Sections 28 and 29.   

Comment on IP 

22. SADRI comments on problems experienced in respect of the management of Intellectual Property 
can lie either in the principles upon which policy is based, the policy itself or the implementation, 
interpretation and management of the policy. 

23. Consensus has not been reached on the DoD/Armscor’s Defence Intellectual Property Policy and the 
management thereof.  SADRI needs to urgently engage with the DoD in order to resolve their 
differences. 

 

Management of the Preferential Procurement Policy (A-PRAC-1014) 

24. Armscor manages the preferential procurement policy during all defence acquisition programmes.  
The requirements are as follows: 

24.1. To promote and enhance the involvement of Historically Disadvantaged Individuals 
(HDls) in Armscor acquisition and procurement activities. 

24.2. Creating an environment which facilitates easier access for Small, Medium and Micro 
Enterprises (SMMEs) into Armscor's main stream acquisition activities. 

24.3. The alleviation or relaxation of any possible entry barriers to Black Empowerment 
Enterprise wishing to participate in these activities. 

24.4. Promotion of capacity building and employment creation within the industry, with specific 
emphasis on HDls 

24.5. This practice only applies to purchases in excess of R5 000. 

25. Adjudication of offers will be based on a point system, whereby points are allocated for price, 
functionality (as determined by means of evaluation against an approved value system) and/or for the 
achievement of specific goals.  The ratio of points allocated to price, functionality and achievement of 
specified goals, is determined by the value of the contract. 

26. Points scored for price, functionality and achievement of specific goals are added together (maximum 
100 points) and contracts will be awarded to the offeror scoring the highest number of combined 
points.  

27. Preference Points Allocation for Specific Goals 

27.1. For all offers with a Rand value between R5 000 and R500 000, a maximum of 20 points 
may be allocated for equity shareholding by HDls (16 points) and local content (4 points). 

27.2. For all offers with a Rand value above R500 ODD, a maximum of 10 points may be 
allocated for the equity shareholding by HDls (8 points) and local content (2 points). 

Management of DIP by Armscor:  Armscor DIP Guidelines, Section 3, DIP Division, (industry 
guideline document) 

28. As we understand this document contains guidelines to industry as the following Important Note is 
displayed at both the beginning and end of the document: 

Quote 

The information contained in this document serves as a guideline only: It will not be binding on 
ARMSCOR, the MoD/DoD and the dti  and is subject to change/amendments without prior 
notice. 

Unquote 

29. This document, however, addresses the role of the SADRI as well as the DoD’s strategic 
requirements and supposedly serves as a guide to foreign suppliers in selecting DIP partners. 

Quote  
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3. INTRODUCTION 
The Constitution of the Republic of South Africa states that the primary object of the South African 
Defence Force (SANDF) is to defend and protect the Republic, its territorial integrity and its people, 
in accordance with the Constitution and the principles of international law regarding the use of force.  
In terms of the Defence White Paper, the SANDF shall maintain a modern, technologically advanced 
core force. 
Defence-related acquisition and procurement programmes are specifically focused to provide 
suitable armament to the SANDF.  Retaining, maintaining and developing appropriate skills, abilities 
and capabilities in the RSA’s local defence related industry is of the utmost importance in order to be 
able to maintain, upgrade and optimize technologically advanced defence equipment. Major defence 
procurement projects require an appropriate industrial capacity needed for sustainable support of the 
SANDF and in some cases the South African Police Services (SAPS). 
This approach recognises that life-cycle support of equipment is integral to all stages of planning and 
decision-making and is as such considered when developing an acquisition strategy and project 
programme for each major project.  The Department of Defence is thus responsible for timing such 
projects to improve continuity and to encourage the sustained ability of high-priority skills in an effort 
to maintain the readiness and capability of the SANDF as well as an internal security capacity for the 
SAPS. 
The Department of Defence (DoD) is an extremely important client of the defence industry, thus, 
most of the products produced by the industry are developed to the specific requirements of the 
SANDF. The DOD funds a large portion of research and development spending in the defence 
industry and owns much of the immaterial rights of the products manufactured locally. The DOD 
also contracts a large portion of the logistic and operational support of its equipment to the local 
defence industry.  The technology, know-how and capacity for maintaining of weapon systems 
and supplying of services such as informatics, command and control, etc., reside within the 
industry.  
Defence Industrial Participation (DIP) is the process where by major acquisitions of the 
Department of Defence are used as a leverage to oblige a seller of imported defence 
commodities/services, either complete systems or subcomponents,   to do defence-related 
business in South Africa, on a reciprocal basis in order to advance militarily strategic and 
defence-related industrial imperatives. 
 
5. DEPARTMENT OF DEFENCE STRATEGIC NEEDS 

Core Defence Capabilities:  Defence contingencies, posture and, finally, the characteristics 
required in the core defence capability of the SANDF eventually led to those specific capabilities 
which should be provided for in such a force.   These capabilities are: 

Intelligence - an overarching capability required by the SANDF (both strategic and tactical). 

Landward defence capabilities, to counter attacks from over land.  These forces should be 
mobile and largely self-contained. 

Air defence capabilities, to counter air attacks, including both fighter-based capabilities and 
localised anti-aircraft defence capabilities. 

Maritime defence capabilities, to counter attack from seaward and attacks on seaward trade, 
including mine clearance capabilities and capabilities to act against air, surface and 
submarine attacks. 

Defence against chemical and biological warfare (CBW), with the emphasis on detection of 
CBW agents and the protection and decontamination of forces and equipment. 

Once operations have begun, the SANDF should have an interdict capability for interdiction 
on the battlefield. 

On halting enemy aggression, the SANDF must have a counterattack capability to drive the 
enemy from own or friendly territory. 

Command and control (C & C) are critical to the effective execution of the self-defence 
function at all levels.   This is required at individual Arms of Service as well as joint C & C 
level.   Emphasis is placed on electronic warfare and command information (intelligence) 
systems.  All five elements of CCCCI play a role (i.e. command, control, communications, 
computer and information). 

Categories of local support required from the local industry.   A local defence industry capability 
required to support the SANDF operational doctrine can be divided into three main categories. 
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Strategically Essential.  Technological capabilities can be classified strategically essential if 
they potentially satisfy unique environment-dependent needs that cannot be satisfied through 
procurement of standard equipment, provide an operational winning edge, or ensure self-
sufficiency in technologies for which high-priority operational requirements exist, but which 
could effectively be unavailable to the RSA due to political, economic and other 
considerations. 

Cost-effective Local Sourcing and Export.   Owing to already established local capability and 
capacity, where the RSA has a global competitive edge, certain niche systems are more cost-
effective over the life cycle of the system, to source locally than to buy from importing 
suppliers.   These capabilities can ensure faster turnaround times for the servicing or 
upgrading of systems and battle damage repair, and lead to import replacement (i.e. imported 
exchange savings and local employment) and to export opportunities. 

Non-Strategic Capabilities.  Some components, subsystems and systems are neither 
strategically essential nor economically viable to source locally.  In these instances the local 
capability should be able to understand and support these systems in order to enable 
informed specification and selection, and to maintain and upgrade such components, 
subsystems and systems locally with support from the overseas supplier. 

6.  LOCAL DEFENCE INDUSTRY REQUIREMENTS 
Strategically essential capabilities can be divided in the following six main areas: 

Capabilities that will provide the SANDF with a distinct combat advantage .   The latest 
generation equipment is often not fully available from importing suppliers without some 
constraints, or where available, its combat effectiveness may be reduced through the 
common knowledge of its performance characteristics and countermeasure susceptibility.   

Capabilities to ensure the survivability (namely combat survivability) of combat platforms.  
Battle tanks, fighter aircraft, attack helicopters, combat vessels, etc. need a self-protection 
capability to survive enemy attack.   

Capabilities to satisfy unique, environment-dependent needs.  Equipment available from 
imported suppliers is often not optimized for local use due to our climatic conditions (hot, 
high, dry, and dusty), terrain features, existing equipment, human factors or operational 
doctrines.  The ability to develop equipment or to adapt imported equipment to suit the 
SANDF’s requirements locally is therefore essential.   

Capabilities to DETECT AND COUNTER rapidly emerging threats require a flexible 
engineering capability to develop a variety of systems and counter-measures to fit an 
evolving force design and threat assessment.   

Capabilities to maintain and upgrade equipment currently in service with the SANDF.   
Maintaining existing equipment in a serviceable state, or upgrading equipment in order to 
extend its useable lifetime, requires specialised technological capabilities in industry.  

Requirements for a technology/knowledge base in industry.  The cost and complexity of most 
modern military equipment demand a sound technology base in industry to support the 
SANDF to operate and deploy such equipment in the most effective way.  

• Cost-effective Local Sourcing of Non-Strategic Equipment. 

• System requirements for which local capabilities exist and for which local 
sourcing will be considered on a life-cycle cost basis, as identified by the 
Department of Defence and Armscor as part of a routine defence industrial 
revision process. 

Non-Strategic Capabilities (OTHER).  Some systems are neither strategically critical nor 
economically viable to source locally.  In such cases, the local capability should be empowered to 
understand and support these systems in order to enable informed specification and selection, 
and to maintain and upgrade such systems locally with the support of an overseas supplier.  
Such systems are identified from time to time by the Department of Defence and Armscor as part 
of a routine defence industrial revision process. 
Any DIP activities in the aforementioned categories should be aimed at the various levels of the 
System Level Hierarchy and be spread amongst the various levels as far as it makes economic 
sense and provides for long-term sustainable business, which will be negotiated and agreed 
upon. 
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Any DIP activities in this category should also be aimed at the total life cycle of the programme 
and ensure that various phases of the life cycle are covered.  

Unquote 
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Section 11 
Comments, Conclusions and Recommendations:  

Defence Acquisition 
 

Comments received from Industry on Armscor’s Management of Industrial Development 

1. The following responses were received to the question; SADRI’s experience of support by Armscor, 
in terms of; Sustaining of strategic technologies?  

1.1. In terms of DIP, Armscor provided very valuable and effective support.  However no support 
was received from either Armscor and/or DoD regarding the other issues.   

1.2. Generally good positive support was received in the marketing and maintenance of 
technologies as well as support for the missiles programmes.   

1.3. A contractual undertaking by the local Big Seven, namely to place a percentage of their 
business on BEE and SME companies, with enforceable penalties and an incentive clause, 
could benefit these BEE and SME companies. 

 

Comments received from Industry on Defence Acquisition Management.   

2. The following responses were received to the question; give your experience and proposals relating 
to the policy and management of the current high level acquisition process, i.e. the roles of the DoD, 
Armscor and the SA defence industry?   

2.1. Industry perceives that there seems to be a lot of politics between Armscor and the DoD, and 
that Armscor has lost most of its historical skills in defence procurement and high technology 
project management. There also seems to be a lack of coordination between Armscor and 
DoD; the recent A400M acquisition is a case in point.     

2.2. Further comment received indicates that industry feels it is too far removed from the end-
user.  Decision-loops back to the end-user are very long and costly.  It seems that Armscor 
programme management focuses on side issues, which require a huge amount of 
unnecessary paper work and reporting which in turn drives up the costs of DoD projects in a 
major way. 

2.3. The comments were not all negative; the general feeling was that there are some challenges 
to be met in terms of establishing concurrent engineering capabilities in industry and 
alignment of these with the traditional sequential acquisition processes of Armscor and the 
DoD. 

2.4. The current open tender acquisition policy is not conducive to a stable, sustainable local DRI.  
Why publish an open tender for equipment that can be supplied locally?  The foreign 
competing countries in the SA market do not do the same when their traditional / local 
markets are at stake.  If honest pricing were the reason, this could be achieved through a 
host of other measures, i.e. benchmarking, cost plus fixed fee contracting, etc.  If the 
objective were simply to buy from the lowest price supplier,  it means there was no strategic 
requirement for a stable and sustainable local DRI – clearly contrary to what Government and 
DoD have stated many times.  A possible solution could be where local user requirements 
can be sufficiently matched with local SADRI capabilities, i.e. publish a request to negotiate 
(as opposed to a request to tender) and buy locally. 

2.5. Industry has discussed the A-STD-0020 document with Armscor on numerous occasions and 
has not been able to come to an agreement that is user and industry friendly. 

2.6. The definition of the different roles between Armscor, DoD Acquisition Division and the Arms 
of Service seems not to be understood by all.   There seems to be a lot of duplication taking 
place. 

3. The following responses were received to the question; your experience regarding Decisions related 
to foreign versus local procurement?.   

3.1. Most countries with an indigenous defence industry support their own industries by way of 
preferential procurement. This, however, places a responsibility on the local industry to be 
cost competitive and to perform to international quality standards.  It also places a 
responsibility on the local procurement agency to manage contracts effectively. 

3.2. There seems to be a perception in industry that the DoD is not supportive of the industry and 
that the local defence industry can benefit from a directed procurement approach where local 
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suppliers are considered first.  Currently, very big and expensive foreign programmes 
(Rb10+) take huge amounts of funds offshore with little real return to the local industry as 
local companies have to compete against overseas suppliers for local requirements. 

3.3. Rules and regulations are at times more important than the countries interests (eg. 
VISTULA). Customs tariff structures made it more cost effective to import completed vehicles 
rather than CKD and SKD kits which could have resulted in RSA job creation. 

3.4. Although the White Paper on Defence Related Industry makes provision for the protection of 
local strategic Defence Industry, the slow process of staff work in the DoD caused huge 
delays in the realisation of projects.  This affected potential successful tenders and thus the 
income of local defence industry 

4. The following responses were received to the question; Structuring of contracts and/or DIP related to 
foreign procurement? 

4.1. The DIP concept is a good one which worked well for some companies. However, the penalty 
for non-performance by DIP obligators is too low and possibly discounted in the price even 
though local companies still remain accountable to Armscor for the foreign content portion of 
their subcontractors.  A suggested way to force them to perform better is to structure the 
acquisition in tranches with a cancellation option if the supplier does not perform on DIP.  DIP 
contracts must also consider the local capabilities and force OEMs to place work accordingly 
(i.e. do not allow them to contract only low level work such as manufacture to print. 

4.2. Most DIP contracts, however, only benefit a small portion of the industry. The companies 
involved in DIP survived for quite some time, but what follows after that?  Foreign contracts 
alone cannot ensure sustainability.  The ideal ratio between local sales versus exports is 70% 
versus 30%. 

4.3. Most SME companies stated that they received no benefit from DIP contracts and have 
struggled to even make contact with OEMs. 

4.4. The DIP opportunities could probably be exploited to a much greater extent than is the case 
at present, if activities were better coordinated as well as better planned and managed to 
involve more high technology development and integration work. 

5. The following responses were received to the question Timely involvement of the industry in the 
acquisition process? 

5.1. There is a perception within the in industry that they are involved too late in the acquisition 
planning process and should be used to a much greater extent in the definition and scoping 
of end user requirements, i.e. by the time industry is involved the deals have already been 
concluded.  Examples of this include the A400M project.   

5.2. The current acquisition policy which steers away from development projects and favours a 
“no-risk, buy at the highest level” approach, is not conducive to a stable, sustainable local 
DRI.  It leads, at best, to price exploitation on the part of the (foreign) platform supplier and at 
worst, to manipulation of the process to exclude local capability.  A possible solution could be 
where local subsystems exist, or the capability to supply the subsystems exists, to buy the 
subsystems from the local DRI and supply these subsystems to the platform/system supplier 
as customer furnished equipment.  If the platform supplier is not willing to do this, turn the 
table and buy the unpopulated (clean) platform on open tender and contract local DRI to 
supply subsystems and integrate them on the platform.  To the extent that it is necessary to 
establish a systems capability to be able to do this, establish or support such a capability in 
(say) Denel, because that capability is required in any case to ensure long term, affordable, 
support and upgradeability. 

5.3. Small and medium size companies perceive that the larger companies are involved in the 
process but they are excluded.   

6. All the above issues are addressed in policy, both the White Paper (national policy), and the DoD 
policy (DAP-1000).  There seems to be a lack of planning and pro-active initiatives to implement the 
policy.  Also a lack of a champion that takes the responsibility to ensure that the necessary industrial 
planning and stimulation takes place in order to ensure the sustainability of the SADRI, specifically in 
the identified strategic areas. 

7. The problem is not in the policy or that policy restricts the DoD and Armscor from planning and 
ensuring the sustainability of the local industry in identified areas, but rather in the lack of 
implementing the policy.  
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Conclusions and Recommendations – Defence Acquisition 

8. The policy makes provision for most of the issues that the SADRI regard as important for the 
sustainability of the industry.  It appears to industry, however, that the provisions of the policy, eg. 
creation of centres of expertise, formal communication with industry, favouring local industry in 
tenders related to essential strategic technologies and capabilities (single source), timely involvement 
of the local industry in the acquisition process, local procurement at a premium, etc. are not followed 
by the DoD/Armscor during the acquisition process. 

9. However, the policy does not address either narrow-based Black Economic Empowerment nor broad-
based Black Economic Empowerment (B-BBEE).  See discussion and comment under the heading 
Broad-Based Black Economic Empowerment (B-BBEE):  Strategy, Legislation and Codes of Good 
Practice (page 8). 

10. The task teams appointed by the Inter-Ministerial Committee in respect of Armscor, is to make 
recommendations on the following: 

10.1. The reclassification of Armscor from a Public Entity under Section 3.b to 3.a.  

10.2. Relocate the responsibility for the sale of military surplus stock sales form Armscor to Denel 
or elsewhere. 

10.3. Relocate the Business units from Armscor to Denel or elsewhere. 

10.4. Consolidation of all the defence evaluation and research institutes. 

10.5. Re-focussing of the defence acquisition function. 

11. All the above issues have a bearing on the sustainability of the SADRI, some however, to a lesser 
extent and will not be discussed.   

12. Sale of Surplus Stock.   If the responsibility for the sale of surplus stock were to be moved to Denel, it 
could be problematic as Denel would then compete with the marketing of local Original Equipment 
Manufacturers’ (OEMs) products.  Recommended AMD Position:  No matter whereto this 
responsibility is moved, the rule should be to support - not to compete - with local industry, i.e. an  
industrial support measure. 

13. Relocate the Business units from Armscor to Denel or elsewhere.  Once the research and evaluation 
and surplus stock sales are moved out of Armscor, very few business units remain, i.e. Freight 
Forwarding and Travel.  These functions are normal commercial functions and can be out-sourced. 

14. The Consolidation of Defence Evaluation and Research Institutes. (DERI) 

14.1. The Consolidation of all Defence Evaluation and Research Institutes into one new public 
entity makes sense as integration will ensure criticality. 

14.2. However it is important that a DERI is properly funded and not be forced to compete with 
industry.  It is further recommended that a DERI budget should be split and that it focuses on: 

• Research and Technology (including technology demonstrators) 

• Test and Evaluation (facilities) 

• Product Development.  This development work is part of the acquisition planning 
and budget. 

14.3. It is important that the rules for neutrality and sustainability are clear and accepted by all 
stakeholders. 

14.4. Consideration can be given to contracting this function to a Government-Owned Company-
Operated entity (GOCO), also known as Public Private Partnering (PPP) – as per the UK 
model - or to a separate Public Enterprise. 

15. Refocussing of the Defence Acquisition Function 

15.1. Any change in the acquisition function that streamlines and brings user and supplier closer is 
supported.  

15.2. Armscor should focus on its core function namely Acquisition.  This should be resolved by 
establishing Armscor as a 3.(a) Public Enterprise.  The DoD should focus on Policy, 
Planning, Budgeting and taking products into service.  
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15.3. As provided for in Policy there is an urgent requirement for coordinated planning (including 
industrial development planning), led by the DoD as well as visibility and confidence in long 
term requirement planning and commitments.  This is essential information for company 
industrial planning as well as attracting direct foreign investment.  It is important for both the 
SADRI’s sustainability issues and the DoD’s requirement for essential technologies that joint 
industrial development discussions and planning takes place.  The SADRI, in order to plan for 
the future, needs to have insight into the SCAMP and principle DoD decisions on local 
purchases and logistic support requirements. 

15.4. It is important to have industrial development “champions” within the DoD, the DTI, DPE as 
well as the SADRI. 

15.5. The DoD requires the local industry to support it during peace and operations in respect of 
logistic support, battle damage repair, upgrades, essential technologies, etc.  For this the 
issue of industrial sovereignty needs to be addressed urgently.  This has just been done by 
the UK DoD and is stressed strongly in their newly published White Paper on the Defence 
industry. 

15.6. DIP focus should be aligned with the Defence Industrial development Plan. 

15.7. There is a strong requirement for acquisition practise reform, i.e. the full acquisition 
management cycle in order to ensure that the SANDF has the right equipment at the right 
time, and that can be supported during operations and throughout its lifecycle.  In a changing 
national and international geo-political and security environment, the Defence Industrial 
System (DoD, Armscor, DST and the SADRI) must be flexible, adaptable and requires full 
participation and cooperation from all stakeholders.  Solutions to security challenges can 
require both operational and technological solutions.  Most major defence forces are 
addressing this issue of acquisition reform 

15.8. It is recommended that a full Acquisition Reform is undertaken for the following reasons: 

• Current policies that impact on the SADRI are not implemented fully and should be 
addressed. 

• From heavy/dumb systems to agile/intelligent systems. 

• From conventional to asymmetric warfare. 

• From PFMA driven to Sovereign-industrial interests. 

• Allowance must be made for technology/industrial leadership in tactics. 

• DoD & Armscor must focus on respective roles. 

• Re-skilling of Acquisition Value Chain including SADRI, DoD and Armscor. 

• Shortening product development cycles from 10 to 5 years and acquisition cycles 
from 3 to 1 year. 

• Faster introduction of Hi-tech updates. 

• Changing from platform-centric acquisition to Life Extensions. 

• Move from head-to-head competition to industrial alliances between the DoD and 
SADRI. 

• Rationalisation of marketing and export support to the SADRI. 

16. AMD should, as a priority, ensure that it requests the DoD to carry out an acquisition reform study 
and then ensure participation in these discussions. 

17. The sustainability of the SADRI and its ability to support the DoD depend largely on well thought-out 
policies (at present very good and addressed in all important policy documents), a strategy and plan 
(industrial development planning) on how to ensure support and necessary resources (human, 
Infrastructure, technology and funding) would be available.  One also requires a management team to 
ensure the policy, strategy and plan were implemented and progress monitored.   This team must be 
a joint DoD/the DTI/DPE/SADRI team. 

18. Crucial to any of the above is a well documented and transparent DoD position on the SADRI, a list of 
the DoD’s strategic and/or essential requirements and the strategy and plan to ensure that its 
requirements are met.  Also the ability to adapt to the ever changing geo-political and the security 
environment.  



AMD/ VuXaka (Pty) Ltd CONFIDENTIAL 

16 February 2006 Intellectual Property of AMD Page 173 of 178 

19. The policy documents that address these issues date from 1996 to 2005 and what sometimes seem 
as contradictions are adaptations made without amending the policy documents.  This results, for 
example, in a number of policy documents expressing itself on the DoD’s essential requirements with 
the different stakeholders quoting the document that expresses its opinion.   

20. There is at present no general consensus available for industrial planning on the DoD’s strategic 
requirements, not even on terminology, eg. essential vs strategic and requirements vs needs. 

21. It is understood that these issues are being addressed in the DoD Review,  Defence Update 2005.   
The outcome of this process is crucial to the sustainability of the SADRI and as no consultation has 
taken place with its “partner” (according to defence policy), namely the SADRI, it is hoped that before 
the plan is finalised, that SADRI would be asked for comment. 

22. It is recommended that AMD take up this issue with the Defence Secretary. 
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Chapter 8 

Aerospace Maritime and Defence Industries Association of South 
Africa 
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Introduction 

1. The SADRI report contains various references to organised industry, the role of AMD and perceptions 
about AMD.  These bits and pieces are spread around in the report and are not repeated in this 
chapter about AMD, specifically Chapters 4 and 7.  They are, however, summarised in one way or 
another.  The purpose of having a separate chapter on AMD is that it can be separated out of the 
main body of the report and used for specific audiences. 

 

AMD Mission and Goals (an AMD document) 

2. AMD represents all the main players and interest groups within the Defence Related Industry.  The 
membership represents in excess of 90% of defence related business in South Africa and in excess 
of 97% of all defence related exports. Membership includes the seven largest defence related 
companies (Denel, ADS, Reutech, Grintek, BAE Systems Landsystems OMC, Turbomeca Africa and 
ATE), Armscor, medium and small enterprises, historically disadvantaged enterprises and 
international partnership like BAE Systems, Thales Group (formerly Thomson-CSF) and Boeing SA. 

3. The DTI recognises AMD as the Industry Association representing the Aerospace and Defence 
Sectors as well as a Joint Export Action Group, whilst the DoD recognises AMD as the Industry 
Association representing the Defence Sector. 

4. Mission.  AMD as the representative body of the South African Defence Related Industry supports, 
promotes and champions the collective interests of its members. 

5. Purpose.  AMD exists to serve the common interest and needs of its members: 

5.1. It is commonly accepted that business members of AMD have a profit motive. 

5.2. However AMD also has a moral obligation to the country and the SA Defence Industry as a 
whole.   As such not all imperatives and actions will be profit driven. 

5.3. AMD within the mandate given by its members will pro-actively engage elements regarded as 
important by its members.   Examples include interaction with Government on Legislation and 
Control of the Defence Industry.   (It is not a club for talking, but an association for action). 

5.4. AMD closely monitors and manages the environment it operates in. 

5.5. Common interest is of prime importance for the collective base AMD represents. 

6. Objectives for the Industry: 

6.1. Promotion of the South African Defence Related Industry: 

• Locally and Internationally (eg AAD2006 and other International exhibitions); 

• To the SA community as a whole, and as a face to the people. 

6.2 Debating, co-ordinating, planning, formulating and lobbying common industry positions and 
actions on policies, strategies, procedures, regulations and legislation.  (Members should strive 
for consensus. ) 

6.3 Enhancing the participation of historically disadvantaged individuals in the defence related 
industry. 

6.4 Promoting the sub-contracting of Small, Micro and Medium Enterprises within the defence related 
industry. 

7. Objectives for the Members of AMD.  

7.1. Promotion of exports by assisting AMD members to access international markets by 
supporting and co-operating with Government and private sector initiatives. 

7.2. Researching and making available defence industry related information. 

7.3. To provide a platform for liaison with stakeholders for the members. 

 

Key Strategic Issues 

8. The following main strategic issues are identified in the AMD document: 
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8.1. Ensuring sustainability of SADRI by complementing local sales with exports 

8.2. Ensuring more coordinated government support:  

• in Export Promotion  

• in Research & Development 

• in Human Resource Development 

• in Joint Strategic Planning, in a government/industry partnership. 

8.3. Developing and retaining essential industrial capabilities, capacities and technologies to meet 
the requirements of the DoD, through efficient utilisation of all available resources. 

8.4. Responsible operations and trade in armaments, through efficient arms control, while 
enabling optimum commercial business. 

8.5. Develop industry to become more price, performance and schedule competitive. 

8.6. Adapting the SADRI to support the requirements caused by the expanding role of the SANDF 
in Africa.   

8.7. Creating more industrial opportunities through outsourcing and in doing so, to make the 
industry more accessible to small and medium companies. 

8.8. Developing a new source of PDI technical human resources, aligned with the technology 
programs. 

8.9. Developing and implementing the SADRI BEE Charter. 

8.10. Consolidating and growing globalisation successes of the SADRI. 

8.11. Ensuring sustainability for the SADRI after the SDPs. 

 

AMD Strategic Intervention 

9. A recent strategic planning intervention for AMD took a value proposition approach to AMD and 
analysed in fundamental terms who its stakeholders were. 

10. The Value Proposition:  AMD is the recognised association of companies operating in the Defence 
Related Industries, charged with promoting and supporting the interests of those members 
collectively. 

11. In doing so, the association provides a forum to: 

11.1. Debate issues of common interest 

11.2. Formulate industry representative positions in terms of policies, legislation and strategies 

11.3. Engage other stakeholders as a representative body concerning industry issues 

11.4. Coordinate the industry-wide efforts in terms of supporting government initiatives such as the 
advancement of the previously disadvantaged individuals, SMMEs and other social issues. 

12. The association of the companies is voluntary, on the basis that the association creates value for the 
individual companies and for the industry as a whole. 

13. The Stakeholders identified are:  Members, SA Government, DoD, DTI, DPE, DST, Civil Society, 
Armscor, Arms Control (and Non-proliferation) Authorities, Foreign Representative Associations and 
Clients of SADRI. 

 

What AMD Stakeholders say 

14. Question raised in the survey:   

14.1. Please comment on your experience as a member of AMD in terms of it being the 
representative body for the defence related industries? (Questionnaire) 

• Comments received with regards to AMD were generally positive, but included some 
suggestions with regards to improving the workings of the association.   These included 
that industry needs to participate more in the activities of the association as well as 
comments that the association is reactive and should become more proactive. 
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• The association is recognised by Government as the only representative body for the 
defence-related industry, but even Government indicated that AMD should be more 
proactive. 

• The profile and visibility of the association should be raised. 

• There seems to be a perception among the smaller companies that the association 
focuses more on the big seven and that their interest are not represented and promoted. 

• The inability of the industry to reach consensus of opinion on issues is also hampering 
the workings of the association.   Some of AMD’s actions have dragged on for years 
without resolution and the “part-time” model of using industry expertise does not seem to 
work well. 

14.2. Comments were requested during interviews from Government stakeholders on the role of 
AMD in the Defence Industrial System? 

• Government also indicated that its perception was AMD should become more proactive 
- specifically where Government initiatives and opportunities were offered to industry.  
Support offered is sometimes not acted upon in time and then industry complains that it 
does not receive support from Government.   

• There also seems to be a perception in Government that it cannot trust the information 
received from some representatives of industry as representing the whole, as these 
representatives have own agendas and do not necessarily represent the interests of the 
rest of the industry.   

• Government, however, stated strong support for the association and seems to be 
looking for ways and means to assist. 

 

Other Organised Industry Bodies 

15. An organised industry association forms part of the Golden Triangle:  “Government, Organised 
Labour and Organised Industry”.  Organised industry bodies are found all over the world and have 
also played an important role in Business and Industrial Development in South Africa.  

16. The SADRI study team has investigated the Defence Manufacturers Association (DMA) and the 
Society for British Aerospace Companies (SBAC) in the UK, as well as GIFAS, the equivalent 
organisation in France, NAAMSA (of motor industry fame) and the Aerospace Industries Support 
Initiative (AISI) in South Africa.  The following conclusions were reached: 

16.1. Organised industry bodies derive their success from a sustained track record. 

16.2. Organised industry success is built around highly visible industry and technology champions, 
sometimes from industry, sometimes from Government. 

16.3. Successful organised industry bodies have a strong unified voice, created by solid staff-work. 

16.4. Successful organised industry bodies use specialised substructures/ committees/portfolios to 
focus on important and enduring tasks. 

 

Conclusions and Recommendations 

17. AMD’s past and current soul-searching to find the right way and the right level of doing things must be 
applauded.  There is nothing wrong with this thinking.  AMD is, however, perceived in its stakeholder 
community as neither efficient, nor as unified and forceful. 

18. During the SADRI study, VuXaka has identified the following issues for consideration by AMD: 

18.1. There is a dire need for an “Industrial Development Strategy” (IDS) for SADRI.  Industrial 
development depends on clear and visible leadership by one or more “champions”.  In the 
past the industrial development task for SADRI was part and parcel of Armscor’s role.  Not 
only has the Defence Industrial System (DIS) changed completely, but the current workflow 
through SADRI is much more dependant on Exports and SDPs, than on local defence 
acquisition.  It is wonderful when IDS champions rise up in DoD, DTI and DPE.  But AMD 
should not rely that.  AMD should initiate the research, staff-work and relationships needed to 
draft an IDS for SADRI. The UK has published a Defence White Paper on its DRI in 
December 2005.  The UK, a first tier country, is intensely concerned about the future of its 
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industry.  How much more should South Africa be?  The UK White Paper provides an 
excellent model of an interdepartmental industrial development strategy. 

18.2. There is a compelling need for excellent governance in B-BBEE in SADRI. Much work has 
been completed in terms of a Sector Charter, but this now has to be implemented and 
managed.  VuXaka has also found a serious lack and drain of skills in the DIS.  This is not 
only because of Affirmative Action, but also due to a poor skills transfer from an ageing 
workforce, lack of the primary source of skilled employees and volatility in jobs requiring high 
levels of skills. 

18.3. Exports have been a redeeming factor for SADRI and it has done remarkably well in this 
respect, but the export propensity is turning down.  It will be extremely difficult for SADRI to 
sustain its export performance.  The primary source of products for exports is the obvious 
place to address this problem, but such a solution will take many years.  In the meantime 
AMD must do everything in its power to support the export efforts of its members, such as 
they are. 

18.4. Arms Control and Non-proliferation have come to stay.  In fact, one should expect these 
pressures to increase as the “War on Terror” intensifies.  Much can be done by AMD to assist 
its members in understanding and streamlining the process.  Much can be done by AMD to 
establish a relationship of reciprocity and cooperation between the industry and the Control 
Authorities by way of Compliance Programmes and information exchange. 

18.5. The DIS has become complex, not only in global terms but also locally. Conventional 
strategic planning has been replaced by a fast, ongoing and multilateral process, unlike the 
episodic planning cycles of the past.  Strategic Planning has, in fact, been replaced by 
ongoing Strategic Navigation, based on continuous and multilateral negotiation.  Survival in 
this brave new world calls for ongoing multilateral engagement with a unified voice.  To be 
successful in this role AMD will have to have all the right information at its fingertips, truly 
represent the whole industry, have access and influence at all the right decision-making 
points and walk the halls of power all the time.  It will not be able to do this unless it brings 
value to the process.  Brokering of influence calls for reciprocity and for trade; trade mainly in 
information. 

19. On the basis of the reasoning above, VuXaka proposes the following substructure for AMD: 

19.1. Portfolio 1.  B-BEE and Skills Development 

19.2. Portfolio 2.  Industrial Development Strategy (and Industry Information) 

19.3. Portfolio 3.  Marketing and Export Support 

19.4. Portfolio 4.  Arms Control and Non-proliferation 

19.5. Portfolio 5.  Multilateral relations (with unified industrial voice) 

19.6. Portfolio 6.  Defence Policy and Planning 

20. The governance of these portfolios will need dedicated involvement by Excom members, but it will 
also call for: 

20.1. A full-time staff component to do the day to day staff work of the portfolios, and 

20.2. A part-time component of experts to assist from time to time 

21. Clearly, the level of effort must be a balance between the cost of such a competent organised 
industry unit and the consequential costs of carrying on as usual. 
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