
Renewable Energy Independent Power Producers 
Procurement Programme

(REIPPPP)
…”it (REIPPPP) has already established a flagship public-private partnership model for 

South Africa, and indeed the rest of Africa, and in the process is helping alleviate 

Eskom’s current power crisis while also reducing greenhouse gas emissions.”

- Enabling Renewable Energy in South Africa: Assessing the REIPPPP, WWF, August 2014



Local content, manufacturing and green 
economy
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Context:
South Africa has been experiencing 

premature deindustrialisation

• Manufacturing’s contribution to GDP has fallen 
from 24% early 1980’s to around 13% in 2014 
and less than 10% in 2017

• For SA’s stage of development, manufacturing 
should contribute double to GDP

• South Africa’s manufacturing growth lagging 
other emerging markets for many reasons 
including: 
– Increased competition from imports
– Increased labour costs
– High energy costs
– Inefficient infrastructure services adding to 

the cost of doing business
– Policy and regulatory uncertainty
– Asymmetrical compliance with WTO rules

Source: Manufacturing Circle, Kick-starting industrialisation in SA, André de Ruyter, 27 June 2017
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Context:
High unemployment rate correlates with decline in 

manufacturing

• Unemployment in South Africa at 26.7% (37.6% if 
discouraged work seekers are included) in Q1 2018 
is remaining higher than in other emerging 
markets.

• A third of the 10.3 million unemployed youth 
(aged 15-24 years) were not in employment, 
education or training (NEET) in Q1 2018, thus 
about one in three young South Africans were 
disengaged from the labour market.

• Since 1997, SA manufacturing employment share 
of total employment has declined from 15.3% to 
9.4% in 2017, while manufacturing’s share of GDP 
has shrunk to 8%. A benchmark manufacturing 
share of GDP for SA’s development stage is 28-
32%, indicating the missed opportunities for 
employment.  

Share in the economy



Context:
Manufacturing has the highest job multiplier of any 

sector, so job losses in manufacturing have an outsize 
negative impact on employment and the economy
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Manufacturing makes 3.4x higher social returns for the same 
private returns to mining

MiningManufacturing

Social return:
8.8%

Private return:
10%

Incentive: 1.2%

Social return:
29.6%

Source: World Bank 



• Fewer shifts are worked
• Retrenchments abound
• Less investment in skill 

and training

The vicious cycle of deindustrialisation

8
Without a virtuous cycle of investor and consumer confidence, supported by stable policies, South Africa will 

continue to deindustrialise, without the capacity to move to a services economy

“Premature deindustrialisation has 
serious consequences ... It reduces the 
economic growth potential and the 
possibilities for convergence with 
income levels of the advanced 
economies. Deindustrialisation
removes the main channel through 
which rapid growth has taken place 
in the past.” – Dani Rodrik

“History teaches that a strong 
economy begins with a viable 
manufacturing base. Africa must 
find a viable path to prosperity 
without passing through an 
industrialisation phase [and jump to 
a services phase]. This is not likely to 
happen. It is by no means clear that 
it is even possible.” – Jerry 
Jasinowski

Demand

Capacity 
utilisation

Investment

Jobs

• Consumer confidence down 
• Less disposable income

• Returns on existing investments are 
lower – less confidence

• Future investments are deferred or 
cancelled

• Higher growth markets are sought
• Less exports

• Lower capacity 
utilisation

• Delayed investment

www.manufacturingcircle.co.za



Creating additional demand for local goods is the key to a 
virtuous cycle that promotes economic growth

9Investment will not take place if demand side policies do not dovetail with supply side policies

Demand

Capacity 
utilisation

Investment

Jobs

• Stimulate demand for local goods –
preferential procurement

• Protect local industries through 
more assertive trade policies

• Support Proudly SA initiative

…which boosts investor confidence
• Sustained demand growth
• Policy certainty
• Supportive regulation
• Competitive incentives and fiscal policy
• Competitive returns
• More economies of scale to compete for exports

…which leads to higher 
demand

..which leads to more 
jobs, more training

www.manufacturingcircle.co.za

IPPPP



Government’s reaction: supportive, 
but is it well coordinated?

• Four ministries mandated to drive economic growth, in addition to Department of Public 
Enterprises

• Industrial Policy Action Plan
• Section 12I  and 12L of Income Tax Act
• Manufacturing Competitiveness Enhancement Programme
• Competition Commission investigations – but are regulatory levers deployed to support 

manufacturing?
• Structural challenges remain

– Management shortcomings
– Labour inflexibility
– Collective bargaining
– Skills shortages exacerbated by visa challenges
– Infrastructure inefficiency

• Fiscal challenges remain that add to pressure on manufacturing
– Carbon tax
– Sugar tax
– Waste management tax

• Generally slow response to competition from imports
• Are we employing policy levers creatively – Special Economic Zone policies
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South Africa needs a macroeconomic environment that facilitates more capital 
investment in local manufacturing

www.manufacturingcircle.co.za



Examples of Measures to boost industrialisation

Government incentives 
and support

Regulatory and policy 
interventions

Private sector counter-
performance to qualify

Favourable tax rate (15%) for existing and 
new business in designated existing 
industrial areas 

Proactive trade and trade-related  policies, to 
facilitate investment and trade with coherence 
among instruments, approaches and Government 
Departments, e.g. reduce non-tariff barriers and 
cost of doing business; trade finance and 
insurance

Investment in new capacity

Accelerated depreciation allowances, 
similar to mining industry

Using regulatory levers to reduce input costs e.g. 
NERSA pricing dispensation

Job creation with tax credits – tiered 
approach to incentivise labour-intensive
investments

Tax holidays for new investments Consider a super-ministry to drive 
industrialisation (SA’s MITI) with a less 
fragmented approach than current four ministries

Commitment to remain invested for a period 
of time

Recapitalization allowances to prevent 
deindustrialisation

Consider how private sector can participate in 
SOCs to improve efficiency and raise capital, and 
reduce tax burden on labour and industry

Commitment to supporting black industrialists
at scale

Support to local authorities to ensure 
electrical, water and road infrastructure is 
maintained

Reconsider proposed taxes that disincentive 
manufacturing (sugar tax, packaging tax, carbon 
tax)

Retain and expand S12I, 12J, S12L, S11D 
and other R&D incentives and MCEP

Change BEE cap on enterprise development to 
support black industrialists at scale

Focus on delivering education outcomes 
that work

www.manufacturingcircle.co.za
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The IPPPP



Background:
Growing a green, industrialised economy

• South Africa recognized the importance of actively managing where the country locates itself in 
global value chains. Achieving a shift away from producing and exporting raw materials and 
importing finished products to greater industrialisation, is critical to the country’s continued 
growth and development. 

• At the same time there was a growing recognition of the need to transition to a green 
economy; an economy that results in improved human well-being and social equity, while 
significantly reducing environmental risks and ecological scarcities. Industrialisation, economic 
growth and development and the promise of new, green jobs were considered crucial in 
stemming the tide of worsening unemployment, one of the country, and continent’s, greatest 
headaches. 

• These issues and priorities have been entrenched in many of South Africa’s strategic 
documents and informed the various policies, programmes and interventions during the past 
two decades, in particular the New Growth Path, National Development Plan (NDP), the Green 
Accord and the Industrial Policy Action Plan. 

13
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Background:
Energy infrastructure development as a 

vehicle for (re)industrialisation

• Infrastructure investment is recognized as a concurrent, critical priority in the national economic 
development and planning frameworks. In a bid to transform the economy, stimulate economic 
growth and drive job creation, Government initiated long-term infrastructure development 
programmes that leverage investment and participation of the private sector. Infrastructure 
investment in the energy sector has become a flagship programme of this development strategy. 

• In 2010 the Independent Power Producer Procurement Programme (IPPPP) was introduced to 
procure urgently needed electricity generation infrastructure from independent power 
producers. Among the current infrastructure development portfolio in the country, the 
Renewable Energy (RE) IPPPP is one of the largest with R201.8 billion investments committed 
within seven years. 

• This represented around 1% of GDP between 2010 and 2016 or 5% of gross fixed capital 
formation over the same period.

• In itself, energy, and hence sufficient and reliable energy infrastructure, are key enablers of a 
vibrant economy and economic growth. However, as a government procurement programme 
and infrastructure development initiative of this scale, the REIPPPP has also been designed to 
contribute to broader economic and socio-economic developmental objectives, including the 
development of a local green industry and creation of green jobs. 



15

Background:
The IPPPP, especially REIPPPP, provides opportunities 

for local industry creation along the entire value chain

• The design of the REIPPPP was intended to leverage the 
investment in the energy sector to contribute to 
industrialisation of the local economy.

• By introducing minimum participation requirements for 
local content (as a percentage of project value), a 
percentage of the project spend is retained for local 
suppliers, encouraging the growth of the local industry. 

• The market signals incorporated into the design of the 
REIPPPP has created an appetite for investment in local 
industrial facilities.

• Given the scale of the already procured RE portfolio and 
additional generation capacity that was expected to be 
procured, opportunities for local industry creation along the 
entire value chain (refer picture) was envisaged to be 
significant. 

• By inducing development along the value chain 
components that were providing inputs into the creation of 
RE power plants, this mechanism has had the potential to 
bring about deep structural transformation of the economy. 
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What has been Achieved?
The REIPPPP represented the country’s most comprehensive 

strategy in achieving the transition to a greener economy

• Local content (South African manufactured products) minimum thresholds and targets were set 
higher for each subsequent bid window.  

• For a programme of this magnitude, with construction procurement spend alone estimated at R75 
billion, the result could be a substantial stimulus for establishing local manufacturing capacity.  

• This strategy has prompted several technology and component manufacturers to establish local 
manufacturing facilities, however, with the delays a substantial number of these manufacturers have 
closed down and left South Africa.  

• For the portfolio as a whole, the expectation would reasonably be for local content spend to fall 
between 25% and 65% of the total project value (considering the range of targets and minimum 
requirements). 

• Local content commitments by IPPs amount to R67.1 billion, i.e. 45% of total project value (R147.6 
billion for all bid windows procured). 

• Actual local content spend reported for IPPs that have started construction amounts to R42 billion 
against a corresponding project value (as realised to date) of R83.3 billion.  This means 50% of the 
project value has been locally procured, exceeding the 45% commitment from IPPs and the 
thresholds for BW1 – BW4 (25% - 45%).
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What has been Achieved?
REIPPPP boosted local manufacturing

• The positive impact of the REIPPPP reached into the development of local manufacturing with 
the establishment of component factories for solar photovoltaic panels and wind-turbine 
technologies.  

• Trade statistics trends showed large initial imports in 2013 which can largely be explained by the 
REIPPPP projects in construction. The local PV module manufacturing sector had shown growth -
exports of PV modules followed from a low base (of around 0.06 billion rand) in 2014, increasing 
to more than ZAR1.3 billion, while imports slowly declined over the three years.

Source: SARS Department of Customs and Excise trade statistics.
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The Interregnum 2014-2018
Status of RE manufacturing and/or 

production facilities

• By 2015 at least 12 large green-industry manufacturers have established in South Africa. However, 
since then, these manufacturing industries have suffered distress as a consequence of the delays in 
signing of the remaining IPP project agreements.

• Nine companies have either:

o Closed down due to financial constraints brought about by the non-signing of BW4 projects and 
the lack of a visible pipeline; or 

o Companies have decided to withdraw from South Africa due to uncertainty in the market.

o This represents approx. ZAR1.65 billion in investments and 810 jobs (with 440 jobs already lost).

o Companies affected are from Germany, Denmark, Spain, France, USA  and South Africa. Of 
particular concern is the South African company, DCD announced the closure of their factory in 
the Coega IDZ. 

• Five companies have put their investments on hold due to the uncertainty in the Renewable Energy 
market.

o This amounts to ZAR2.65 billion and 600 jobs.

• This is notwithstanding further job losses downstream of RE manufacturing facilities.

Without a virtuous cycle of investor confidence, supported by stable policies, the fledgling green 
industry induced by the REIPPPP has been largely decimated



The Interregnum 2014-2018
BW3.5 and BW4 Projects Local Content Commitments

No of 
projects. Bid Window Project Value (ZAR) Local Content (ZAR) Local Content %

1 BW3.5 R 6 569 460 622 R 2 851 476 008 43,4%

2 BW4 R 902 166 964 R 431 013 806 47,8%

3 BW4 R 2 603 821 532 R 1 270 553 296 48,8%

4 BW4 R 2 294 603 127 R 931 259 694 40,6%

5 BW4 R 2 302 855 546 R 940 419 025 40,8%

6 BW4 R 2 247 328 617 R 912 152 572 40,6%

7 BW4 R 2 615 365 934 R 1 152 701 244 44,1%

8 BW4 R 2 099 584 889 R 1 012 098 194 48,2%

9 BW4 R 2 145 214 995 R 1 127 942 874 52,6%

10 BW4 R 636 116 528 R 349 789 925 55,0%

11 BW4 R 695 446 200 R 336 318 147 48,4%

12 BW4 R 2 255 431 953 R 903 967 656 40,1%

13 BW4 R 1 897 578 493 R 834 760 398 44,0%

14 BW4 R 2 227 522 912 R 900 809 527 40,4%

15 BW4 R 1 223 207 447 R 852 662 426 69,7%

16 BW4 R 1 171 424 038 R 706 028 291 60,3%

17 BW4 R 1 217 207 447 R 846 662 426 69,6%

18 BW4 R 1 210 207 447 R 839 662 426 69,4%

19 BW4 R 1 208 830 392 R 703 369 334 58,2%

20 BW4 R 1 342 495 505 R 751 797 483 56,0%

21 BW4 R 734 953 256 R 437 907 633 59,6%

22 BW4 R 1 113 227 906 R 672 015 507 60,4%

23 BW4 R 1 192 976 909 R 731 689 058 61,3%

24 BW4 R 864 563 514 R 520 205 063 60,2%

25 BW4 R 1 239 728 042 R 767 198 127 61,9%

26 BW4 R 640 200 470 R 370 520 329 57,9%

27 BW4 R 201 582 945 R 80 633 178 40,0%
19



The Interregnum
Local content requirements for closing BW3.5 

and BW 4 may be unmet

• Solar PV projects and Wind projects for BW4 require the following major components:

– 2 856 635 PV modules 

– 599 inverters

– 373 transformers

– 492 Wind Turbine Generators (WTG)

• Discussions with PV and Wind Generation Tower manufacturers indicate that they will be unable to 
meet the required component supplies as a result of capacity constraints.  Due to the lack of 
visibility regarding future REIPPPP Bid Window roll-outs, there is also no incentive to invest in 
manufacturing expansions.  

• This affects the ability of Preferred Bidders to comply with the designation by the dti of specific 
components to be sourced in South Africa, e.g. PV components, transformers, valves and cables.  
Prior to financial close, some of the Preferred Bidders have been requesting an exemption from the 
dti regarding the designated components to be sourced in South Africa.

20

Regaining investor confidence and rebuilding the renewable energy local value chain may take at least 
another 3-5 years from providing the market with strong positive signals.



The Interregnum 2014-2018
Local content requirements for closing BW3.5 and 
BW 4 – quotes from RE manufacturers responses

• Local manufacture growth is dependent on policy

certainty. Labour subsidies and transport subsidies

would go a long way to supporting local

manufacturing together with special economic zone

designation to reduce power cost and tax payable

while the business is still growing. This would also

make a once off project like BW4 attractive without

the visibility of a long term solar pipeline.

Commercial and residential growth as well as

opportunities in other African countries should

support the expansion needed to supply BW4 solar

PV project.

• Procurement emphasis on low tariffs can result in a

need to import components at a lower price than

domestically supplied goods, which will not lead to a

growing local manufacturing industry, but to

disinvestment by suppliers in the value chain and to

a loss of jobs to suppliers who feed into the sector

(i.e. steel manufacturing).

• The production cost of a tower in SA is

approximately 30% more expensive compared

to other regions.

• China is the main competitor. Currently if these

frame components land in SA from China

(including government subsidies, rebates,

incentives, etc.) at approximately 25% cheaper

than local manufacture, this would result in a

SA aluminium framed panel costing a premium

of 2.5% per panel, which we believe is a small

price to pay for the benefits of local supply i.e.:

(i) About 65 additional jobs per 100MW plus

the multiplier effect of approximately 6:1 = 390

people benefitting per 100MW. (ii) Shorter

lead-times and local logistics. (iii) ED and SED

opportunities for local communities.

21



22

What more can be done through the IPPPP? 
Maximising investment and jobs

from infrastructure to manufacturing

Characteristics of Jobs in key sectors

Building construction 
– typically extremely volatile
– typically short-term focused (temporary)
– typically high multipliers (direct x 15)
– typically medium poverty alleviation impact
– in IPPPP context around 24 months

compared to e.g.

Manufacturing
– typically less volatile
– typically medium to longer-term focused
– typically lower multipliers (direct x 3.4)
– typically low poverty alleviation impact
– typically 60 months +

t t+24

Project “once-off”
ZAR 1 mn spend
in sector

t+60

15 jobs x 2yr = 30 FTEs

Jobs
3.4 jobs x 5yr = 17 FTEs

t+12

Rest of economy 
ZAR 1 mn annual spend in sector

3.4 jobs x 2yr = 6.8 FTEs

15jobs x 0yr = 0 FTEs

temporary sustainable



IPP Office framed the challenge:

What needs to be done ?

Local content spend does not translate into localised industrialisation

• According to 2011 guidance from the DTI / SABS (SATS 1286:2011), local content definition to be used by 

the IPPPP (and other institutions)  “… that portion of a tender price that is not included in the imported 

content, provided that local manufacturing takes place and is calculated with the local content formula.” It is, 

therefore, necessary to first compute the imported value of a product to determine its local content. 

• The formula used is: LC=(1-X/Y)×100, where X is the imported content in Rand (ZAR) and Y is the tender 

price in Rand (ZAR).

• “Imported content is that portion of a tender price that is represented by: The cost of imported components; 

The cost of parts or materials which have been or are still to be imported; Inclusive of the costs abroad, plus 

freight and other indirect importation costs (landing costs, import duty, dock duties, etc.) excluding VAT.”

In 2014 / 2015 IPP Office challenged this definition, arguing that local content spend does not

automatically translate into localised industrialisation. The debate should be a strategic choice of

what to localise. This debate is not purely about localisation of all inputs as the end goal, rather it is about: (i)

a strategic choice of what to localise effectively, efficiently and sustainably; (ii) industrialisation and

building a robust and competitive economy; one which can survive amidst global economic volatility: and (iii)

increasing employment opportunities and productivity.

Confidential
23



IPP Office framed a solution
Changing the local-content-spend-by-the-plant approach 

to broader gains by leveraging the value chain

Localisation focus needs to shift

24
Confidential

Current focus 
mainly on 

project creating
final plant

Need to better 
“attribute” and 

spread the 
“weight” -

focus should 
move to players 

upstream in
value chain

to have more 
sustainable

“economy-wide” 
effect 

Design

Materials

Construction

Installation

Manufacture

Assembly

Testing

Commission

O&M

 

Process value chain

Plant Components



IPP Office framed a solution
Overview of proposed changes

Area for improvement (A)
“Mix/trade-off” 

of ED element weightings

Area for 
improvement (B)

Localisation

40% 65% 100%

Relative
Score

Floor Target

Example - Wind

Area for 
improvement (C)

Reporting / 
Enforcing

3) More standardised & 
detailed reporting 
requirements in support 
of approach

4) More / better 
compliance requirement 
– CFO certification

Accountability
Compliance checking

of 3rd parties?

Implied “cap”
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Move from generic & 
percentage of 

value based approach

1) To more specific, strategic item based approach with 
Reporting Only / Non-incentivised / Incentivised local 
procurement  requirements –
so an incentive-based approach (incentive in terms of 
point scoring, not industry incentives);
2) Combined with material/process/local value 
percentage for remainder  with incentive-based 
approach; 

Material / Process
Localisation Requirements 

Criteria

1 Key components 1 Generator  Generator Non-compulsory + Incentivised

2 Gearbox Gearbox Non-compulsory + Incentivised

3 Hub "blade mount" Non-compulsory + Incentivised

4 Nacelle Nacelle - Interior Fittings Non-compulsory + Incentivised

Nacelle - Drive train Non-compulsory + Incentivised

Nacelle - Exterior Fittings Non-compulsory + Incentivised

5 Brake Brake Non-compulsory + Incentivised

6 Heat exchanger Heat exchanger Non-compulsory + Incentivised

7 Blades Blades Non-compulsory + Incentivised

8 Tower Metal Tower Steel + Roll + Weld Compulsory

Cement Tower Steel + Casting Compulsory

Tower - Anchor Cages Steel + Casting Compulsory

Tower - Internals (Light kits) Non-compulsory + Incentivised

Tower - Internals (Cables) Non-compulsory + Incentivised

Tower - Internals (Hoists) Non-compulsory + Incentivised

Main Component Main equipment
Scope of Work / L1 Bill of 

Materials



IPP Office framed a solution
Advantages of Refined versus Previous Approach

This approach has the following advantages relative to a broad % based approach:

• Provides focus on leveraging the scoring with specifics in terms of economic 
industrialisation effects, as opposed to broad “non-industrialisation” elements 
contributing to relatively high scores;

• Scoring and normalisation across cost elements as opposed to total project value 
delivers more targeted and fair evaluation – comparing apples with apples as opposed 
to simply a project relative to its own size;

• Caters for both monetary size as well as effective localised spend per capacity of 
projects, which is more fair towards both big and small projects;

• Is less “ad-hoc” and will not have a built in “implied” ceiling, while automatically 
having an implied “floor” due to “non-incentivised” items. A quick illustrative 
calculation for Wind indicates that this floor can be expected to be in the region of at 
least 35% minimum, excluding any “incentivised” spend, but can go as high as 75% 
relative to targeted spend items.
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Progress
Where are we in changing the approach?
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1) Develop initial 

template for 

inputs from past 

bid responses

2) Incorporate 

domestic 

supply 

capacity
(Research + 

TLIU)

3) Integrate 

the demand 

and supply 

viewpoints

(Sound-

boarding)

4) Empirically 

illustrate & 

inform 

localisation 

options

Effective 

localised

Industrialisation

Key role players drawn into design of new 
approach to localised industrialisation:
a) IPPP Office / DoE
b) DTI
c) PICC / IDC & relevant SIPs
d) DST - Technology Localisation 

Implementation Unit (TLIU)
e) Industry stakeholders

• Incorporated new 
reporting matrix in 
BW3.5 & 4 IAs;

• Ready to apply 
drafted changes in 
future RFPs

IPPPP is here

Approach 
adopted 
by dti & 

included in 
IPAP



Thank You
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