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The Construction Industry Development Board (cidb) is a

Schedule 3A public entity established in terms of the CIDB

Act, 2000 to provide leadership to stakeholders to stimulate

sustainable growth, reform and improvement of the

construction sector for effective delivery and the industryÕs

enhanced role in the countryÕs economy.

cidb aims for a regulatory and development framework that

builds:

¥ the total construction delivery capability for South Africa's

economic and social growth.

¥ a proudly South African construction industry that delivers

to globally competitive standards.

cidb is equipped with statutory instruments to promote the

objectives of industry development, including: 

¥ A code of conduct for all participants in the construction

procurement process.

¥ The registration of construction projects, contractors and

other suppliers. 

Through these instruments, ci db will drive a risk

management process for clients and contractors that

regulates the construction industry around a common

development agenda underpinned by best practice

procurement and project processes. Risk management

extends beyond securing financial objectives. It goes to the

core of sustainable black economic empowerment and

inclusive development goals for improved performance and

delivery.

The Construction Registers Service and code of conduct

have been developed with support from all stakeholders and

together with procurement best practice will be rolled out in

2004.

This status report responds to the ci dbÕs mandate: to

Òfacilitate communication between construction industry

stakeholders, all spheres of Government ÉÓ and to publish

Òreports on the state of the industryÓ The report is an

outcome of significant communication between stake-

holders, with whom ci db maintains continuing dialogue.

This report would not have been possible without the

contribution of all sectors of the construction industry and its

stakeholders, a contribution of time and leadership made in

the interests of a better industry. 
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On behalf of government I would like to congratulate the
Construction Industry Development Board for this report which
coincides with the end of its first three-year term of office and also
with the first 10-years of democratic government. The generous
stakeholder input to the document reflects a common commitment
to the industry and its pivotal role in creating the country’s future.

The review provides a sober assessment of the state of the
construction industry and its preparedness for key development
challenges facing our country. It highlights areas of progress and
provides insight on the significant challenges to industry growth and
the accelerated delivery of infrastructure, challenges that are closely
linked to the need for raised levels of performance and
empowerment. 

Within the ambit of agreement reached by the social partners at
the Growth and Development Summit, this report throws into stark
relief, the special responsibility placed on the construction industry
to spearhead job creation and skills development so that our
growing economy is increasingly accessible to all citizens – and in
turn is injected with the vigour of expanding productive
participation.

It is clear that a great deal is expected of the industry and I believe
that this discussion document will stimulate reflection by all
stakeholders on their role and performance. Leadership and
collaboration are needed to enhance the capability and focus of all
who engage in the delivery process – a focus to grow, transform and
nurture the national asset base of our construction industry. 

I have no doubt that this review will inform the 2004 Construction
Summit. But beyond the summit, it is my belief that the review
should continue to inspire the responsibility and action of all
stakeholders for a better industry in order to equip South Africa with
the built environment it needs for economic and social
development. Our industry is also key to NEPAD and Africa’s
infrastructure that should be delivered with the same attention to
socio-economic progress that defines our objectives at home.

Stella Sigcau (MP)
Minister of Public Works

Foreword
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It was in May 1994, less than a month after
commencement of our new democracy, that a tentative
meeting was arranged between the chief executive and
members of the Construction Industry Development Board
of Malaysia and the newly appointed special advisors to
the Minister of Public Works.

The so-called Captains of Industry initiative that commenced in
January 1996 at the request of the Department, followed extensive
research into the criteria for an enabling environment for
construction industry development. In response, industry proposed
the formation of a construction forum where key industry
stakeholders could engage the development agenda envisaged by
government. 

As I reflect over that initial period and the eight years since, I feel
the privilege to have participated in a process that has drawn on such
a broad spectrum of stakeholder participation in the interests of our
industry and socio-economic development in our country.  A few
have stayed the distance, some have moved on to new ventures and
many more have chosen to join the process for the future.

We face the future from today with a greater sense of our worth
as an industry and a clearer roadmap of the journey ahead.  This
status report marks our current position and hints at the many
challenges we still face in our search for that enabling environment.
There are no guarantees other than derived from our own
leadership.

This status report reflects the leadership and commitment of
Minister Stella Sigcau MP, the Director General and staff at the
Department of Public Works, Spencer Hodgson and staff at cidb, all
participants in the many focus groups and the Stakeholder Forum,
and in particular my colleagues on the Board.  Thank you.

Brian Bruce
cidb Chairperson

c i d b  –  d e v e l o p m e n t  t h r o u g h  p a r t n e r s h i p

– 1 –

Introduction

Presenting the Report

This report on the status of South African

Construction marks ten years of engagement

between industry and government on the

subject of construction industry development. 
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Informed by the White Paper: “Creating an enabling
environment for reconstruction growth and development
of the construction industry” (1999), and the Construction
Industry Development Board Act (Act 38 of 2000), two
overall questions were asked by this review of the
construction industry: 
1. Are the principal objectives of construction industry

development being achieved, and are they the right
objectives? 

2. Is the performance of key delivery sectors and that of the
broad policy environment supportive of construction industry
development?

The review further seeks to identify key challenges and the necessary
action by stakeholders to boost and direct the industry’s
development trajectory.

Survey
This report draws on the views and insights of a wide range of
stakeholders who engage in the delivery process and affect the
performance of construction. The views have been obtained through
a survey of over 200 representatives of key sectors, including:
investors, public and private sector clients, the built environment
consulting professions, contractors and subcontractors, organised
labour, academics, materials manufacturers and suppliers. The
outcome of the survey has been captured in five sector reports, which
together informed this synthesis.

Analysis
Interpretation of trends and challenges has also taken into account
the June 2002 and November 2003 Stakeholder Forum Meetings
convened by the cidb with 80 forum members representing the full
spectrum of public and private sector stakeholder groupings. The
views expressed in the survey have been analysed and interpreted
against factual information, reports and research studies undertaken
by the cidb, institutions such as the CSIR, NACI, the HSRC, the CETA
and others.

Direction
In the development of the report, the project team has been guided
by a “Strategic Group” of over 20 leading informants in the different
sectors who convened twice: 
• To review initial feedback and provide insight that sharpened the

focus of the survey.
• To comment on a written draft of the overall findings and a

presentation on the challenges and way forward. 

In finalising the review, the cidb has drawn particular inspiration
from government’s Towards a 10-Year Review and it is hoped that
this discussion document will add to the broad body of
understanding on the development challenges ahead.
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Background to the Review

Construction industry development is the

deliberate and managed process to optimise

the contribution of the construction industry

in meeting national construction demand, in

promoting national social and economic

development objectives, industry performance

and competitiveness, and improved value to

clients and society.
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The status of the construction industry and its development should
be gauged within the context of society’s development and
challenges. This context is both global and local. It includes the
specific direction of construction industry development in South
Africa as well as the broader socio-economic trends and policies that
affect the industry.

The context takes account of infrastructure need and the
economy. Also included are broad transformation challenges, public
sector reform, and some social trends emanating from the transition
to democracy.

The need for sustained growth of the construction industry
is given imputus by government’s commitment to
infrastructure investment to achieve economic growth and
to address the infrastructure backlog emanating from
apartheid. 

Today, the activity of the industry is reaching into every South
African community, facilitating the objectives of potable water,
sewerage disposal, electrification, health, education, housing and
productive employment. The performance and capability of the
industry is pivotal to transport and communication, import and
export, industrial development, and to all the logistics of a growing
economy that increasingly supports an integrated and economically-
active population.

It is in the context of these challenges that Government has
proclaimed the construction industry as a national asset to be
developed, maintained and transformed – and has given impetus to
these aims through a range of policy, institutional and practical
initiatives. 

c i d b  –  d e v e l o p m e n t  t h r o u g h  p a r t n e r s h i p

– 2 –

Industry Context and Direction

Context and Direction

SA
Construction

Industry

South Africa’s
   Development
      Agenda

Centrality of Infrastructure

Backlogs and progress – 2004 State of the Nation Address by

President Thabo Mbeki

Estimates in 1994 Progress by 2004

Housing – 1.4 to 3 million units Houses built for the poor 

– 1.6 million

Electricity – 60% had no access 70% of households have been 

electrified

Clean water – 16 million Clean water – 9 million people 

with no access got access

Adequate sewerage – 22 million 63% of households now have

people without access sanitation

70% secondary school enrolment 85% enrolment by 2002

The construction industry creates and

maintains the built environment that

underpins all modern human endeavour,

economic growth and social development. 
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Construction accounts for about 10 percent of the world
economy. Approximately 70 percent of construction
investment is accounted for in the USA, Western Europe and
Japan. The continent of Africa accounts for about one
percent. Per capita investment in construction in the
developed world is approximately $2 500 per annum
compared to $46 per annum in Africa. As the 20th century
came to its close, the high-income countries had 506
telephone connections per 1000 people compared to 16 for
sub-Saharan Africa. 91 percent of the roads in high-income countries
are paved, as against about 16 percent in sub-Saharan Africa. 

Value to society is the quest of responsible governments around
the world. Many governments are actively promoting an efficient
and effective construction industry that uses resources better, that
reduces waste, and that transforms the working environment of its
people for better employment and greater productivity.

As regulator and client to the industry, governments are
encouraging practices that promote social and economic priorities,
including improved safety, health and care of the environment. All of
these factors translate into real cost savings to clients and society, not
only in the delivery of construction products but more significantly in
their efficiency, maintenance and operation over the full product life
cycle – often upwards of 50 years.

The construction industry delivers its products in a uniquely
project-specific environment that continuously involves different
combinations of:
• Investors, clients, contractual arrangements and consulting

professions.
• Site conditions, design, materials and technologies. 
• Contractors, specialist subcontractors, skills and the workforce

assembled for each project. 
Industry development therefore addresses the performance of all
who impact on the efficiency and effectiveness of the delivery
process and on the behaviour of the industry. In this context, clients
and their procurement practices are particularly central in global
initiatives to promote improved industry performance and value. 

South Africa’s development agenda is broadly defined in
government’s Reconstruction and Development Programme
(RDP). Aimed at the dismantling of apartheid social
relations and the need to address poverty and inequality,
the RDP identifies the following key objectives:
• Meeting basic needs 
• Building the economy 
• Democratising the State and society 
• Developing human resources
• Nation building
In the further development of policy the RDP objectives have been
elaborated to address the specific development priorities of various
sectors, including construction.

sa  construct ion  industry  –  s tatus  report  2004

Global Focus on Construction Industries

South Africa’s Industry Development Process

Context and Direction

The built environment is the reflection of a

nation’s developmental progress, as well as

the physical foundation for economic and

social advance into the future. It is the

construction industry that creates and

maintains this foundation in a process that

must deliver value to clients and society. 

Since 1994, government and the construction

sector have engaged in a vigorous process to

redirect the industry’s growth and

performance in support of the country’s social

and economic transformation agenda.

In most developing countries, the broad strategic aim of
construction industry development is the creation of an enabling
environment, in which sustainable domestic capacity is expanded to
meet demand, to promote national economic and social objectives,
improved efficiency, competitiveness and value to clients and society.



Legislation and statutory institutions
Following a  process of broad stakeholder engagement, specific
legislation established:
• The Construction Education and Training Authority, 2000 to give

effect to skills development that is accessible, equitable and
promotes the sustainable formation of the industry’s skills base.
The skills framework includes the levying of one percent of
payroll through the Skills Development Levies Act, 1999. 

• Six councils regulating the built environment professions and the
overarching Council for the Built Environment, 2001 to promote
greater coordination, development of the professions and their
enhanced contribution to national development. 

• The Construction Industry Development Board, 2001 to provide
the necessary leadership for an enabling regulatory and
development framework that enhances the role of stakeholders
in industry growth, delivery, performance and transformation. 

The principle goals of industry development are: 
• To ensure a total capability in South Africa to meet the built

environment needs for development of a whole society. 
• To ensure that the construction industry in its broadest definition

offers access into the mainstream economy for those sectors of
society disadvantaged by the policies of apartheid and the forces
of colonialism.

• To ensure a competitive construction industry that meets global
standards of performance in terms of quality, productivity, safety,
health and the environment.

Since 1994 over 789 laws or Amendment Acts
have overhauled the entire legislative frame-
work in alignment with the new constitution,
and in support of the country’s development
ethos. Over 30 laws have direct bearing on the
industry and its development. These include:

The Employment Equity Act, 1998 to
achieve equity in the workplace through equal
opportunity, fair treatment and the elimination
of unfair discrimination, and through affirmative
action to redress the employment disadvan-
tages of designated groups.

The Labour Relations Act, No. 66 of 1995,
which establishes a single industrial relations
system for all employees, promotes collective
bargaining, establishes new procedures and

institutions for resolution of disputes and pro-
vides for workplace forums.

The 2003 Regulations in terms of the
Occupational Health and Safety Act, 1993
placing responsibility and liability for health and
safety on both the client and the contractor,
from design through to implementation.

The Preferential Procurement Policy
Framework Act, 2000 provides for the cre-
ation of categories of preference in the award of
contracts to promote development objectives
including the advancement of enterprises
owned, managed and controlled by historically
disadvantaged South Africans.

The Broad-based Black Economic Em-
powerment Act, 2004 establishes a legislative

framework for the promotion of black economic
empowerment and empowers the Minister to
publish transformation charters and issue codes
of good practice relating to procurement criteria,
indicators, weightings and guidelines.

The Housing Consumers Protection
Measures Act, 1998 establishing the National
Home Builders Registration Council to provide
for a warranty scheme linked to home enrol-
ment and registration.

The Construction Education and Training
Act, 1988, the Council for the Built
Environment Act, 2000 and the Con-
struction Industry Development Board
Act, 2000, which are described in the main
text.

8
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Some legislation impacting on the industry 



Key aspects of the industry development framework 
Premised on the need for increasing levels of infrastructure
delivery, the White Paper sets out the cornerstones of an
enabling strategy aimed at sustainable growth, stability
and employment, enhanced delivery, improved industry
performance and competitiveness, value for money and
empowerment. 

Embodied in the policy and legislation is a fundamental
recognition that our developing society inherited a
construction sector that supports a strategically-developed industry
with world-class capability and an established materials
manufacturing sector. The post-1994 expansion of South African
engineering and construction services into global markets is
testament to this inherent capability and the potential of our
industry, and was enabled by the country’s passage to democracy.

At the same time, the post-1994 policy framework reflects the
imperative to transform the racial ownership and participation
profile of the industry. The strategy also identifies a number of other
challenges. These include the depleting capacity of the industry
propelled by the declining infrastructure investment of the failing
apartheid economy. 

The White Paper further reflects government commitment to
increased investment, and the corresponding need for sustainable
industry growth. In this context growth needs to be coupled with
sustainable employment, empowerment and investment in human
capital as pre-requisite for improved industry performance and
competitiveness. Policy framework also addresses the role and
potential impact of government as a facilitator, regulator and major
client to the industry. It specifically deals with the need to enhance
the delivery management and procurement capability of the public
sector which accounts for between 30 and 40 percent of total
industry output. 

Key White Paper development instruments carried into the CIDB
Act include the establishment of a Code of Conduct for parties
engaged in construction procurement, a national Register of
Contractors and a Register of Projects to drive the principle
objectives of industry development. 

In parallel with policy and institutional reform, a range of early
practical initiatives was introduced by government to direct the
process of change. These included the implementation of
preferential procurement to stimulate access to the market by
historically disadvantaged enterprises, and measures to address
supply-side constraints such as access to entrepreneurial training,
finance and credit. Developed and introduced by the Department of
Public Works (DPW) in 1996, preferential procurement was
pioneered in the construction industry and informed the
Preferential Procurement Policy Framework Act, now applicable to
all public sector procurement.

9
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White Paper (1999) Vision
“Our vision is of a construction industry policy and strategy that:
• Promotes stability,
• Fosters economic growth and international competitiveness,
• Creates sustainable employment,
• Addresses historic imbalances as it generates new industry

capacity.
It presupposes a growing and active industry supported by an

effective institutional framework… It is premised on the ability of
government to exert its influence to foster operating practices
conducive to an enabling environment.”

Construction Registers Service
With phased implementation planned for 2004, the Construction
Registers Service will drive a macro risk management process for
clients and contractors alike, regulating the construction industry
around a common development agenda underpinned by best practice
procurement and project procedures. Essentially a licensing vehicle,
the Registers create a framework for improved performance and
sustainable empowerment.

Broadly supported by industry, government’s

approach to the development of the

construction industry is embodied in the 1999

White Paper: “Creating an enabling

environment for reconstruction, growth and

development in the construction industry”.

Context and Direction
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Profound changes occurring through South Africa’s
transition include public sector transformation, economic
transformation and emerging social trends.

Public Sector Transformation
Over the past decade a comprehensive overhaul of the
public sector has taken place to ensure that organs of state
are more responsive to the needs of citizens and are more
accountable and are more accountable in their
performance. The process has included integration of the

various Bantustans and the restructuring of provinces and local
authorities to cater for the needs of the total population. Significant
progress has been made towards a greater level of demographic
representation in the public service. 

Beyond this restructuring imperative, the broad reform process
has included a number of initiatives that when properly embedded,
will significantly improve the client function, delivery management
and the procurement capability of all organs of state. 

However, government’s Towards a 10-Year Review recognises that
despite the strides being made there remain “serious capacity
shortages at provincial and local government levels” and “severe
delivery constraints”. 

Between 1994 and 2001, the number of civil servants decreased
from 1.2 million to just over one million. The resulting capacity
constraints have meant that almost 25 percent of government’s
procurement budget is now spent on consultants primarily providing
information technology, policy advice and project management
services. 

In the management of infrastructure delivery this human capital
shortfall is clearly evident, severely constraining the realisation of
infrastructure budget allocations. The public sector client base is
dispersed and its capacity to deliver competently and consistently is
pivotal to sustained industry growth.

Transforming the Economy
The period 1999 to 2003 has produced the country’s best
economic performance since the advent of democracy ten
years ago. South Africa has enjoyed a higher growth rate
than the global average for the past few years, and the rate
of expansion has outpaced many parts of the world. The
economy is buoyant (notwithstanding that it ended on a
growth rate below that anticipated) and although volatile
the Rand has been strengthening progressively. Interest
rates are at an all-time low and the official rate of inflation
is at its lowest level in 45 years. Significantly, the economy
is showing signs of maturity, robustness and adaptability
under the influence of sound fiscal policy and consistent

implementation.
The country’s economic recovery, however, has not yet yielded the

necessary employment growth to match the growth in population
and work seekers. According to the Ten Year Review, the number of

The Broader Development Environment

The public sector accounts for between 30

and 40 percent of construction spend and is a

major industry client. 

We recognise that the pace of economic

growth has to be accelerated. Investment in

industry and infrastructure and an expansion

of job opportunities are critical challenges for

the decade ahead – both to underpin growth

and expand room for broad-based

empowerment. 

Finance Minister, Trevor Manuel

– Budget Speech 2004

Reform that will improve delivery
• The Medium Term Expenditure Framework that for the first

time enables three-year budgeting cycles and creates the
basis for effective planning and management of infras-
tructure delivery.

• The Public Finance Management Act that promotes
accountability and conduct.

• The introduction of performance management contracts
linked to business plans that cascades responsibility for
the achievement of delivery outcomes.

• The Green Paper on Public Sector Procurement Reform
that sets a long-term agenda for procurement improve-
ment.

• The Municipal Systems Act.
• The National Planning Framework, including the National

Spatial Development Perspective that will enhance spatial
priorities regarding infrastructure investment and develop-
ment spending.

The direction of construction industry

development is further impacted upon by the

deep changes that define the overall direction

of South Africa’s transition to democracy.
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formally unemployed has risen to over four million. Over the past
year South African society has broadened its programmatic
approach to job creation and empowerment. Infrastructure and the
construction industry are central to this endeavour.

There is concern that economic growth, including employment, is
being stifled by bottlenecks in the capacity of port, rail and road
infrastructure to facilitate the movement of goods for export and
import. This has reinforced the need for greater investment in the
delivery and maintenance of key economic infrastructure.

The Growth and Development Summit (GDS): The GDS confirmed
that investment in productive assets and services, especially in
labour-absorbing sectors, and investment in social and economic
infrastructure, remain at levels well below what our society needs,
and well below what the economy can sustain.

The 2003 GDS committed the social partners to a common
programme that addresses
• Investment in infrastructure, creating the basis for growth and

development.
• Investment in people – skills and equity.
• Job creation and enterprise promotion.
• Partnership to promote local development.
With regard to infrastructure investment, a key initiative proposed
by government was to enhance the pace and quality of public
infrastructure investment, including new infrastructure and
improved maintenance of public assets. It was acknowledged that
this initiative relies on both adequate budgetary provision and a
dynamic and responsible institutional environment. A joint task
team was proposed: to address infrastructure planning and project
management bottlenecks; to strengthen the design and terms of
public-private partnerships and construction contracts; to improve
the co-ordination of infrastructure planning; urban and rural
development and industrial investment; and to enhance national,
provincial and local collaboration in infrastructure development.

Employment and the Expanded Public Works Programme (EPWP):
Partners to the GDS also committed support to the EPWP, which will
direct a significant and increasing proportion of public investment in
infrastructure towards a labour-intensive programme of con-
struction, drawing significant numbers of the unemployed into
productive work and providing access to skills development. The
programme will be launched in 2004.

Broad-based Black Economic Empowerment (BEE): To date em-
powerment has been driven by preferential procurement relying on

Economic progress – 2004 State of the Nation Address by President Thabo Mbeki

Situation in 1994 Progress by 2004

Inflation – 21 years of double-digit inflation. Inflation down to 4% (using CPIX).

Growth – three years of negative growth, a Longest period of consistent positive growth

decade of declining growth per capita. since GDP was first recorded in 1940s.

$25 billion deficit in the net open forward A surplus of  $4.7 billion in the net

position of the South African Reserve Bank. open forward position. 

Public sector debt equal to 64% of GDP. Reduced to less than 50% of GDP.

“No economy can meet its potential if

any part of its citizens is not fully

integrated into all aspects of that

economy. Equally it follows that an

economy that is not growing cannot

integrate all its citizens into that

economy in a meaningful way…

The government will lay greatest stress

on black economic empowerment that

is associated with growth, development

and enterprise development … We will

work in partnership with the private

sector…”

PRESIDENT THABO MBEKI, 

STATE OF THE NATION ADDRESS, 2003

Context and Direction
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the buying power of government and focusing primarily on
ownership equity. The new BEE strategy advances the approach to
empowerment and will enable greater opportunity for all role
players to contribute meaningfully to transformation.

This approach is supported by the privates sector and the
construction industry. Several sectors of the economy have
committed to a Transformation Charter that sets out a programme
of action and targets. Addressing the November 2003 construction
industry stakeholder forum, the Minister of Public Works, Ms Stella
Sicgau, highlighted government’s commitment to a construction
charter and its preparation of a charter framework. 

Emerging Social Trends
A major challenge in the housing sector will be to meet the
increasing demand for housing generated by the decrease
in household size. Between 1996 and 2001 household size
decreased from 4.5 to 3.8 people per household, and this
translates into an increase of two million additional
households over and above that generated by the
population growth of two percent per annum. It is
expected that demand for housing will double as a result of

this phenomenon.
Linked to increasing housing demand is the fact that in some of

the regional centres and small towns, more than 20 percent of the
population are new migrants. This has impacted on the major urban
centres of Gauteng and the Western Cape. Increased demand and
urbanisation would suggest the need for a shift towards medium-
density development, with perhaps greater opportunities for private
sector investment.

The economy is growing and stable, but has yet to
generate sufficient employment to meet the growing
population of work seekers. Government commitment to
infrastructure investment signals a period of growth for
the construction industry. Improving macro-economic

stability and the increasing availability of finance provide
government with greater ability to realise this intention, which is
reinforced by the urgent need for:
• Economic infrastructure as a critical basis for economic growth and

sustainable employment. 
• Social infrastructure and job creation through the EPWP.
Emerging social trends such as reduced household size and
migration patterns indicate the growing provision of infrastructure
in towns and urban areas. These trends also highlight the
requirement for a constant review and redefinition of the concept
of infrastructure “backlogs” that will continuously expand with the
meeting of basic needs and the need to expand the economy. 

The BEE strategy defines empowerment as a broad-based process,
and adopts a scorecard approach covering ownership, management,
employment equity, skills development, procurement, corporate social
investment, as well as investment and enterprise formation. By
meeting any, or a combination of these objectives, every company has
the potential to promote empowerment.

A number of trends add new definition to the

concept and nature of backlogs and the

infrastructure challenges. These include

population growth, housing demand and

migration patterns.

Summary

Infrastructure and the SA construction

industry are central to the country’s

development agenda.
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An industry development and regulatory framework is in place that
is broadly supported by the wider policy environment. A range of
institutions have been established or redirected, though it is evident
that the process of institution building and implementation has
taken longer than anticipated. The development framework has
been established in a period of profound change, including factors
such as a complete overhaul of the public sector, which is a major but
dispersed industry client, whose ability to deliver is critical to
infrastructure and industry development. 

Growth and the evolving national
development agenda require a
comprehensive response from
stakeholders, and from an industry
that emerges off a low capacity
base after decades of declining
investment. The industry is
challenged to grow and deliver, to
improve its performance and
capacity, and to achieve
empowerment objectives.

The broad
challenge

Context and Direction
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– 3 –

Findings on the State of the Industry

The findings of this review endeavour to identify key issues
impacting on the construction industry and its development.
Interviews with leading stakeholders around the country have
sought to assess the performance and development of the different
sectors that interact with and influence the construction delivery
process and the overall development of the industry. While many of
the findings are crosscutting and interrelated, their analysis is
broadly organised within the strategic framework of growth,
delivery, performance, capacity and empowerment.

An improved economic performance, increasing
availability of investment finance, reduced inflation and
interest rates provide a platform for increasing investment
in social and economic infrastructure. This potential and
some of the constraints are reviewed below.

Investment
Total construction spend in 2002 exceeded R57.5 billion, of
which 29.5 percent came from public sector orders and
tenders, 13.6 percent from public corporations, and 56.9
percent from the private sector. The amount spent in South
Africa on construction and construction-related activities in
2002 amounted to 5.1 percent of GDP, up from 4.9 percent

in 2001. Private sector spending has increased in real terms over the
last three years. Similarly, public sector spending has increased from
R18.9bn in 2000 to R24.8 billion in 2002 at constant prices. 

While fiscal constraints inhibited direct government investment in
the early post-apartheid era, government’s commitment was
manifested through the innovative introduction of public private
partnerships (PPPs), stimulating private sector investment in a
growing portfolio across all spheres of government.

However, both public and private sector investment has continued
to be unpredictable, and underspending against budget by general
government on infrastructure remains a problem. 

Investment perspectives: Current activity in the building industry
amounts to some R24.9 billion per annum (constant 2000 prices), and
is expected to grow to between R32bn and R35bn by 2010.
Investment in building activity is not expected to reach the peak
levels last seen in 1984 before 2010. Similarly, the current activity in
engineering works is some R20.5bn and this is expected to grow to
about R30bn by 2010. Again, it is evident that the peak investment
levels of over R40bn achieved in the early 1980s will not be realised
before 2010. 

c i d b  –  d e v e l o p m e n t  t h r o u g h  p a r t n e r s h i p

Growth

Delivery

Empower-
ment

Performance

Capacity

Investment in building and construction is set

to rise in real terms, creating considerable

scope to boost employment and

empowerment.

Public sectorPrivate sector State owned

29%

14%

57%

Breakdown of total construction spend
in 2002

Growth

South Africa’s development agenda requires

economic growth, and growth is reliant on

increased investment in infrastructure –

delivered by the construction industry.
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Building projects: The significant reduction in
interest rates (down from 17.0 percent in January
2003 to 11.5 percent in December 2003) should
stimulate property investment.

The residential sector is likely to continue
outperforming the non-residential sector in the
short term, especially if lower levels of activity in
the manufacturing industry persist. The high rate of
vacancies in office buildings is also affecting the
performance of the non-residential sector. Within
the two sub-sectors that dominate the construction
industry, civil and building, the number of building
plans approved by local authorities and the number
of completed works suggests that the building
sector will make a bigger contribution to GDP
growth in the short term.

Civil engineering projects: The 2004 Medium Term Framework
(MTEF) places increased emphasis on infrastructure provision at
provincial and local level, much of it aimed at work of a civil nature.

The three-year MTEF makes provision for an increase in capital
expenditure to 6.4 percent of GDP in 2004/5. It incorporates strong
growth in infrastructure investment, by national, provincial and local
government as well as accommodating the increasing capital
requirements of the major government owned enterprises, including
Eskom, Transnet and the larger water utilities. A number of
interviewees believe that the growing investment potential is
impeded by the public sector’s capacity to manage the delivery
process, and cited underspending of infrastructure budgets and
inconsistency in the nature of the projects released. 

Industrial and mining projects: Investment in excess of R140 billion is
planned over the next seven years, if envisaged projects come on
stream.

A study by NACI  has raised concerns in regard to the skills
available to meet this specialist demand. However, significant
expansion, particularly in platinum mining, has recently been put on
hold, apparently in response to the strong Rand. 

Construction material costs: Increases in material costs manifesting
within the industry are a cause of concern and in 2003 exceeded that
of inflation, with some increases reaching up to 20 percent.

Forecasts for 2004 anticipate an increase of eight percent in
building costs, still two percentage points above the expected rate of
inflation. Some materials are globally priced. For instance, increased
demand for materials into the growing economy of China has
significantly impacted the global commodity price of steel.

Enterprise Formation and Employment
Liquidation is one indicator of poor sustainability and the
failure rate is unacceptably high. It is evident from the
findings on industry performance, which follow, that the
high rate of failure reflects demand volatility and high
levels of competition. Industry respondents confirmed that there has
been a long-term decline in profitability in the industry and many

High rates of failure, particularly amongst

emerging enterprises, is a serious concern

within the industry, and impacts negatively on

sustainable industry growth.
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companies confirm profit levels as low as two percent. Many of the
enterprise failures are taking place in the emerging sector, which is
of particular concern, reflecting low entry levels, the awarding of
contracts at unprofitable levels, poor and inconsistent procurement
practices, abuse of subcontractors by main contractors, and an
oversupply of micro and small businesses.

These sustainability factors have affected formal sector
employment. The view of many respondents is that the drop in
formal sector employment of about ten percent over the past year
would appear to have been taken up in informal employment,
reflecting the continued casualisation of labour rather than job loss
as a result of technology and productivity improvement. 

Performance of the Finance and Investment
Sector
Risk and the availability of working capital and guarantees: 
The perception of the banking sector is that the
construction industry is a high-risk industry. For example, a
respondent in the cidb survey indicated that almost all
construction companies have been faced with serious

problems at one time or another, and that some have survived
through subsidisation from  industrial investments in conglomerate
structures. Effectively these companies have been helped to survive.

The view was expressed that performance guarantees are being
under-priced both locally and internationally in relation to risk. In
fact, the banks are managing their risk by establishing risk-related
ceilings on loans to individual clients as well as to the industry as a
whole. It is not surprising, therefore, that contractors perceive
increasingly tighter controls in terms of access to performance
guarantees and finance. 

Public Private Partnerships (PPPs) and private sector
investment: 
Whilst many projects are in the pipeline, it is the perception
of the private sector that the departments dealing with
PPPs, namely the PPP Unit of Treasury, Department of
Transport and the Department of Public Works, are severely
under-resourced, leading to insufficient projects actually

reaching closure.
This lack of capacity is not limited to the public sector, and

respondents in the banking sector believe that there is also limited
expertise within the private sector. This has led to the same PPP
advisors being utilised over and over again. The financial sector is
itself limited by five banks that participate meaningfully in PPP
projects. 

Two immediate consequences arise from the limited nature of the
PPP market, namely
• There is lack of competition in the advisory sector and in the

banking sector leading to the perception that advisory fees and
margins are very high.

• If two large projects (for example Gautrain) were to come to the
market at the same time, private sector capacity would be
inadequate.

Also, the private sector is of the view that the procurement process
for national and provincial PPPs is too protracted, resulting in added

In general the view of bankers and large

construction companies is that project finance

is available for well-motivated projects.

However, high risk and low returns inhibit

investment decisions. 

To date, projects that have enjoyed the largest

amount of construction spend have been toll

roads and prisons. The majority of the

respondents cited capacity constraints as the

major impediment to project realisation.

According to Stats SA, 532 liquidations of construction companies
occurred in 2000, 554 in 2001, and 371 in 2002.

South Africa’s implementation of PPPs has incorporated original
thinking to ensure that the empowerment of HDSA’s is achieved both
in construction and in the long-term operation and maintenance of
projects.
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transaction costs being priced into the project. Some have argued
that this tends to reduce the effectiveness of this procurement
model. The National Treasury has responded to the problem by
initiating a process of contract and process standardisation, and it is
believed that this will go some way towards accelerating project
closure. 

Some respondents pointed out that regulation and the Municipal
Systems Act No 32 posed a significant barrier to investment,
particularly since the Act provides the Minister with discretionary
powers to limit tariff increases. Government caution is based on the
need to ensure affordable services and is informed by experiences in
other countries, where PPPs have sometimes lead to higher costs and
poor levels of service. The argument that these cases have resulted
from corrupt PPP procedure perhaps bears out the need to ensure
growing competence and accountability.

Effect of Regulation
The development approvals and zoning processes of local
authorities take too long and lead to unnecessary holding
costs for developers. Similarly, the protracted process of
environmental impact assessments has threatened to derail
major PPPs. These problems have been attributed to the following
factors: 
• Not identifying and managing these risks early in the process.
• Not engaging suitably experienced built environment

professionals at an early stage in the project.

By mid-2003, 42 PPP projects were registered with National Treasury
PPP Unit in various stages of the procurement process.

Findings – Growth

Regulation was also cited as a factor affecting

private sector investment decisions and

developers.

Medium- to long-term investment growth is
indicated. In addition to market criteria that
determine investment decisions, constraints
include capacity and the perception of
construction as a high-risk, low-reward sector. The
industry is being expected to grow in a low-profit,
over-competitive environment characterised by
business failure.
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Clients and their procurement processes bring together a
changing range of players and expertise. Each project
assembles different design professionals, contractors,
subcontractors and the workforce to deliver specific client
requirements.

Under pressure to deliver projects on time, on budget, to a
higher standard of quality and within shorter time frames, clients
require sound knowledge of the design and delivery process and of
the contracting options and procurement strategies through which
their requirements are articulated and realised. 

This review of client performance has sought to assess the extent
to which client practices support the objectives of enhanced delivery,
sustainable industry growth, capacity and empowerment. Since
clients interact with the industry primarily through procurement, the
review has sought to understand the current status of procurement
and its impact.

Public Sector Client Performance
Government’s commitment to transform both the industry
and the public sector for the delivery of infrastructure, finds
expression in the introduction of modern and innovative
delivery and procurement strategies, geared:
• At cutting through impediments such as time-lags in the

procurement and design phase as pioneered in the
Rapid Delivery Procurement System that was structured
to deal with the urgent rehabilitation of police stations
in the Eastern Cape.

• At introducing the innovative potential of the private sector
through design and build as well as large-scale public private
partnerships.

• At directing public procurement towards broader socio-
economic objectives such as the empowerment of marginalised
population groups and the creation of productive employment.

However, the findings indicate limitations in government’s direct
influence at the level of implementation across the three spheres of
public sector delivery.

Capacity and construction spend
Like many other sectors, the construction industry is
affected by the ongoing and necessary overhaul of the
public service. Government’s Ten-Year Review recognises
that this process has been uneven, resulting in unintended
dislocation and delivery constraints that have affected a
wide range of services. 

Many survey respondents cited public sector capacity as
a key constraint to the delivery of current volumes of
infrastructure delivery and sustainable industry growth.

Lack of capacity is attributed to a number of factors. Loss of
knowledgeable personnel during the transition has led to a
reduction in management and technical skills. The mobility of
personnel has interrupted the knowledge transfer and mentoring
process – although there are indications that this situation has been
reversed in some public sector clients. Other factors cited include:

Since the public sector accounts for an

increasing proportion of investment, its

capacity to manage infrastructure delivery has

a direct impact on government’s ability to

deliver services and on the performance of the

construction industry.

In the private sector, the cost of finance on many projects is such that
an early return on investment is essential. In the public sector, and
increasingly in the private sector as a result of the recently introduced
BEE strategy and the GDS, return on investment includes the
achievement of socio-economic objectives, particularly those of
empowerment and job creation.

Clients and their procurement practices are

the drivers of industry behaviour, performance

and transformation. 

Delivery and Client Performance

The necessary overhaul of the public sector

must be matched by the implementation of

appropriate management systems, staffing and

capacity building to ensure competent

infrastructure delivery, procurement and timely

spending of budgets. This remains a key

challenge.

Positive Reform
As previously highlighted, public service reform includes several
initiatives to ensure efficiency, including the introduction of
performance contracts, the MTEF, the PFMA, procurement reform and
preferential procurement. The devolution of responsibility for delivery
to provincial and local government is pivotal to a more responsive and
accountable public service. In the long term, these initiatives will
improve the management of  construction delivery.
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the appointment of non-built environment professionals to key
project managerial positions, the lack of staff with appropriate
training and experience and a shortage of resources.

These factors have resulted in underspending of budgets and the
capacity problems are recognised by government, as is illustrated in
reviews undertaken by National Treasury, and the 2003
Intergovernmental Fiscal Review. 

Concern was expressed that capital budgets are not adequately
protected and are sometimes used to cover deficits on operational
budgets. It is believed that this results in the frequent cancellation of
tenders and delays in payments to consultants and contractors,
undermining their profit margins and sustainability. Although the
PFMA expressly prohibits the use of capital budgets to defray current
expenditure, provincial Treasuries are sometimes forced to do so due
to the pressures in the social sector departments. A senior official
cited the cancellation and re-tendering of a project over three
successive budget years as a result of these pressures.

Planning, procurement and implementation
Clients’ planning shortcomings can produce a detrimental
perception of the industry. Hasty preparation and
implementation late in the financial year is more often than
not driven by the need to spend annual budgets, and as
often results in poor delivery. The sudden release of 50
school building projects in the Eastern Cape at the end of
2002 is an example of the “feast and famine” syndrome
that is unsupportive of sustainable industry development.

In general it was found that the budget preparation
process implemented in most departments to provide for
infrastructure is not adequately grounded in the planning potential
of the MTEF. Evidence from the interviews also suggests that the
capital budget components of the MTEF are in many cases not
compiled from a zero-base and therefore do not reflect the
summation of short and medium-term project planning. Several
interventions by the Department of Provincial and Local
Government have been initiated to improve processes for Integrated
Development Plans (IDP) of local authorities. 

Evidence from the interviewees suggests that many public sector
clients and some private clients are losing the ability to scope and
define projects, and to appoint and brief consultants. These capacity
constraints, together with an inability to make decisions during
implementation, lead to contract delay and disputes. This is
symptomatic of a lack of procedures and processes with respect to
forward planning and budgeting, management and procurement of
construction works.

Client Performance: Private Sector and State-owned
Enterprises

State-owned enterprises and private clients have more
actively sought the benefits of longer-term relationships
with selected consultants and contractors than their
counterparts in the public sector. Many private clients and
some public corporations favour a co-management
(partnering) or a turnkey approach for construction
procurement.

Under-expenditure
Reports indicate that, R88 million was rolled over to the provincial
Housing Subsidy Grants in 2002/03, and a further R87.3mn rolled
over from the Human Resettlement and Redevelopment Grant for the
same period. According to the Adjusted Estimates for 2003/04, R1.1-
billion was approved as rollovers from funds appropriated in 2002/03
but not spent, which were included for re-appropriation in the
2003/04 financial year. (The infrastructure appropriation content of
the rollovers is however not certain.)

It is estimated that about R1bn of government funds for
infrastructure will be under-spent in 2003/04 (excluding rollovers from
2002/03) .

Since the realisation of fixed capital projects

requires significant forward planning (often

between one and two years from need

identification to on-site implementation),

systematic implementation is a critical capacity

issue.

National Treasury, in co-operation with the cidb, has engaged in the
development of the “Toolkit Infrastructure Delivery System for the
Public Sector” to provide a basis for systematic delivery improvement.
The Toolkit is expected to pave the way for training and capacity
building, and create a common management platform that will
support consistency as well as the mobility of public sector personnel.

While capacity to procure and implement

projects is relatively strong in this sector,

systematic performance improvement would

support industry growth, performance and

sustainability.

Findings – Delivery



In the private sector, development is driven largely by market
forces and short-term changes in economic conditions, which can
lead to tight planning and implementation time frames. The
“design-and-build” approach is increasingly used with a preliminary
design to establish costs and kick-start delivery.

In some cases, however, it was reported that major project owners
sometimes abuse the tender market to test costs and viability, with
no real commitment to continuing with a project. This practice is
wasteful of limited industry resources and underlines the need for
greater levels of awareness and responsibility to support industry
growth and sustainability. 

Client Procurement Practice and its Impact
The introduction of preferential procurement by the DPW
has demonstrated the power of procurement as an
instrument of policy and change. Significant successes have
been recorded in the construction industry, though this has
not been without unintended consequences.

A key industry concern of the past few years has focused
on the fragmented procurement practices of different authorities and
different spheres of the public and private sector. These client practices
relate to the wide variety of tender and contract documentation,
variable preferencing practices, delayed evaluation and award of
contract, as well as the cancellation of tenders and re-tendering. All
industry informants confirmed that these practices are common and
lead to additional tender costs, increased risk and the wasteful use of
scarce industry resources. In most cases, losing bidders are not
compensated for the cost of tendering. These can be extremely high
and on major projects, such as the Gautrain (where a level of
compensation is provided for) can amount to tens of millions of Rand.

The majority of government departments, local authorities and
public corporations have a preferential procurement policy as
required by the Preferential Procurement Policy Framework Act
(PPPFA). National government departments and a number of

• Unbundling of projects is resulting in an
inappropriate division of responsibilities,
increased contractual risk and, increased
administration requirements, all of which
increase costs to the client and to design and
supervising consultants, and tie up the limited
capacity available.

• Extensions to tender validity periods are
becoming more prevalent, which indicates that
decision-making is being delayed. Many clients
and contractors referred to examples of clients
re-negotiating after tender closures, although
most clients indicated that they would not
contemplate such a practice. Cases were cited
where clients have ignored the
recommendations of consultants advising on
the award of tenders.

• Delayed interim payments and settlement of
final accounts are common and place strain on
contractors and professional service providers
alike. The cidb measurement of indicators over
two years shows that only about 60 percent of
payments are made within 30 days..
Championship by the Minister of Public Works
has yielded some positive results in the public
sector. This progress has been supported by the
role of the Auditor-General’s office in terms of
the PFMA. It is believed that the private sector
client body lags behind.

• Discounting of professional fees under pressure
by some private sector clients undermines the
ability of the consulting professions to deliver
adequately-prepared design documentation and
supervision.

• The non-competitive selection of consultants,
particularly in the public sector, restricts growth
of businesses, discourages innovation,
frequently results in the appointment of under-
qualified or inexperienced consultants, and does
not reward performance or specialisation.

• Undue focus on lowest price to the detriment of
best value also impacts on the performance of
contractors who invest their innovation in the
winning of the contract, fully prepared for the
claims that will be necessary to remain afloat.
This fundamentally flawed procurement
approach is infusing increasing levels of
adversity into the delivery process and lags
behind international trends.

• The lack of uniformity in procurement
documentation and procedure, including those

Continued �
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General perception of survey respondents to procurement practices

Procurement practice has a profound influence on the construction
industry, which operates in a uniquely project-specific environment,
continuously combining different clients, consulting professions, as
well as different contractors and subcontractors in a variable supply
chain. Procurement arrangements, which also vary considerably, bind
this supply chain and define the obligations, liabilities and risks that
link the parties together in the delivery process. Procurement affects
the industry’s ability to deliver value and to perform efficiently and
competitively.

Client responsibility as reviewed by NACI
Following concerns about the capacity of the industry to respond to
increasing work volumes, major project owners committed to
partnership for:
• More reliable demand patterns 
• Increased training capacity 
• Training as a positive investment rather than a negative cost
• A more attractive industry

Consistent procurement practice is essential to

a predictable environment in which desired

outcomes and risk are managed to the benefit

of both clients and service providers.



provincial government departments have generally standardised on
targeted procurement documentation introduced by the
Department of Public Works. 

A lack of consistency in the application of preferential
procurement policies and ambiguous regulations are of concern to
respondents, particularly at provincial and local government level,
where a variety of approaches is entrenching non-uniform
procurement practices. Contractors, who have geared themselves to
the approach used by DPW, now face the additional tendering costs
of responding to a variety of preferential policies and standards. The
outcomes of several recent court actions also indicate that some
organs of state are operating outside of the confines of the PPPFA.

In an apparent effort to spread the available work fairly amongst
contractors and the professions, most public sector clients have
adopted short-term approaches to contractual relationships. These
approaches do not support consolidation of expertise and the real
cost and quality benefits that derive from longer-term contracts and
the principles of partnering to promote continuous improvement.
However, positive examples of the more modern approach do exist.

Customer Satisfaction
Customer satisfaction is an important indicator of industry
performance and the cidb perception survey appraised the
level of client satisfaction with quality, cost and timely
completion. In addition, respondents were asked their
views on problems affecting the delivery process. 

Clients rated the quality of professional services as
average to good (with variation between firms), but
frequently experienced deterioration in their performance.
The quality of work and service of contractors was rated as average
to good (but again with variation between firms). Clients perceived
that for both professional firms and contractors, the established and
specialist firms had maintained a high level of quality (many at
world-class levels), while newer firms provided poorer quality.

relating to preferencing, makes
requirements difficult to comprehend,
increases tendering costs, exposes all
parties to unnecessary risks, delays the
evaluation and awarding of tenders and
inhibits the participation of the emerging
sector. Failure to adhere to government’s
regulatory system further erodes the
predictability of the system, making it
unattractive for contractors and
consultants to engage in the public
procurement system.

• Within the framework of open public
sector tendering, the absence of any
contractor grading system makes anyone
eligible to submit tenders. As a
consequence, clients are burdened with

the evaluation of large numbers of
tenders, many of which are from
contractors who do not have the capacity
for successful implementation. Apart from
wasting public and industry resources, this
adds to delays and uncertainties in the
evaluation and award of tenders.
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It is believed that the introduction of Supply Chain
Management principles, the Standard for Uniformity in
Construction Procurement and the implementation of the
cidb contractor grading system in public contracts will sup-
port improved procurement efficiency and predictability to
the benefit of both clients and industry.

The Limpopo Department of Public Works has reported
receiving over 100 tenders for a classroom block with an esti-
mated value of R300 000. A recent tender for housing ser-
vices at Hammanskraal is illustrative of the tender evaluation
dilemma facing public officials and the wasteful cost of ten-
dering to the industry, with 21 tenders ranging from R6 mil-
lion to R60mn. An analysis of the capabilities of tenderers in
terms of the proposed cidb contractor grading system indi-
cated that six tenderers were competent to tender. Their
offers ranged from R11 million to R17mn.

Findings – Delivery

The quality of delivery varies and clients

expressed dissatisfaction particularly with

regard to timely preparation of designs,

handling of variations, invoicing and final

settlement of accounts.
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Clients and contractors perceived that design professions have
lost significant expertise and capacity in developing specifications
and documentation. Inaccurate specifications led to significant
design modification, resulting in adversarial and time-consuming
processes to settle variation orders and final certificates – and
ultimately in delay. 

Contractors expressed the view that the design professions do not
have enough knowledge of construction processes, and are not able
to stay abreast of the changes in construction technologies. They
also perceive that consultants do not provide sufficient design and
construction process details, which results in unnecessary design
rework by contractors, variation orders and construction delays.

Client satisfaction and procurement strategy
Delays in the design process were common in cases where a
traditional procurement process was used, and a single
point responsibility was not defined amongst the
consulting team. Although less prevalent, design delays
persisted on projects where the client appointed a project
manager within the consulting team. In turnkey

procurement processes, where the contractor took single point
responsibility for the entire process and project, delays in design and
delivery were much less evident.

It is also apparent from the findings that definite process
improvement is achieved when modern procurement methods are
used to promote partnering, teamwork and concurrent engineering
methods that yield win-win benefit to all participants. This explains
a difference in opinion between some private clients and public
corporations, who have begun to incorporate these procurement
approaches (including long-term alliances with service providers),
and those government clients, who have not. 

The survey revealed a notable correlation

between the procurement strategy adopted by

clients and the level of satisfaction with the

delivery process.

Clients have a major responsibility to ensure
ethical and uniform procurement practices that
support a sustainable and improving industry,
including the elimination of waste in the system.
Effective project results are achieved by
knowledgeable clients, able to articulate their
needs and interact with the procurement and
delivery process.
Improved public sector delivery management
requires implementation of systems, appropriate
skills and capacity building.
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The performance of the construction industry is defined by
its strategically-developed infrastructure that includes the
design professions, principal contractors and specialist
subcontractors, and a well-developed materials
manufacturing and supply sector. The profile of the
contractor sector reflects that of most developed
construction economies, with a small number of highly
sophisticated large firms operating nationally, regionally and
internationally, several medium-sized localised contractors
operating in two or more provinces and a large number of small
firms operating locally that typically employ fewer than ten
permanent staff.

Leading South African construction companies compete with the
world’s best. Eight listed companies account for about 23 percent of
South Africa’s total output. Approximately 50 percent of their work
is undertaken cross-border, reflecting their global competitiveness.
Offshore work on major projects enables these companies to
consolidate specialist expertise that is then readily available to the
South African market.

An appraisal of industry performance needs to assess the extent
to which the industry as a whole is delivering value to clients and
society.

Performance of the Professional Services Sector
The built environment professions provide leadership to,
and are employed by, the design and consulting sector, the
contracting and materials sectors and the client bodies that
commission construction. There are indications that this
critical asset base is eroding under the impact of market
pressures and procurement practices discussed previously.

Significant progress has been made towards trans-
forming the racial profile of the professions. Statistics provided by
ECSA indicate the increased proportion of black engineers registered
across all engineering categories including professional engineers,
technologists and technicians. However, while the registration of
professional engineers with ECSA indicates an improving
ratio of black to white engineers, it also highlights an
overall decline in the total number of registrations. 

The increased proportion of technologists and
technicians registered is partly due to reformed
legislation that has opened up registration at the various
levels of qualification in order to promote greater
societal access. It is thought that the declining number of
professional engineers registered is due in part to
increased registration requirements that support
international recognition. It is also possibly a result of
reduced demand brought about by the use of
sophisticated software that enables many engineering
design functions. The development of information
technology also enables clients and industry to access
design services globally.

Generally, work processes used by the design pro-
fessions are internationally competitive, notwithstanding

Historically, value in the sector has been gauged narrowly in terms of
project quality, cost and time. Globally, there is a growing focus on life
cycle costs, safety, health and environmental issues. South Africa’s
development agenda has extended the concept of value to include
empowerment, job creation, employment, and skills development.

The intrinsic value of the professions lies in

their potential to innovate for a built

environment that will support South Africa’s

economic competitiveness and sustainable

social development.

Findings – Performance

Performance of Industry

The South African construction industry

embodies features of both the developed and

developing economies. The challenge is to

narrow the gap and to raise overall

performance.
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limited use of modern information technology tools amongst only a
small number of leading firms. Firms that use modern information
technology tools, however, seem to be able to stay abreast of the
demand for increased productivity.

The cidb perception survey confirmed that the professional
services sector in South Africa has experienced a long-term decline in
the demand for construction goods and services. Large and medium
consulting firms have turned their efforts to the international
market, with some measure of success. A number of firms that were
interviewed are receiving more than 30 percent of their revenue
from projects abroad.

Competition and fees
While the larger consulting firms have sourced work
internationally, taken on empowerment partners or joint-
ventured with historically disadvantaged consulting firms
and remained profitable, many smaller firms have seen a
decline in business. The current approach to preferential
procurement environment is perceived to be part of this
problem as it promotes historically disadvantaged

professionals to establish their own small firms, rather than join
established companies. 

Low work volumes in many smaller firms render these firms
unprofitable and senior personnel often then establish their own
work-from-home practices to operate with reduced overhead costs.
This fragmentation has also reduced the depth and breadth of
expertise that can be consolidated within medium- to larger
companies through access and experience on specialised and diverse
projects. Affirmative procurement has prompted many black
professionals to establish their own practices without the benefit of
mentoring received from senior professionals in the larger firms.

The situation is further compounded by the non-competitive
means by which professional service providers are appointed. In the
absence of work put out to tender, firms cannot grow or use their
competitive advantage to obtain work. Discounting on fees is
commonplace and in the order of 15 to 25 percent, with extremes of
up to 50 percent. The survey indicated that competition based on
price alone and the discounting of fees is placing pressure on the
quality of the work produced by consultants, who tailor their service
to the suit the price. This is borne out by the levels of client and
contractor dissatisfaction discussed earlier.

Fee discounting raises serious ethical concerns. It would appear
that the problem lies not in competition but in the fact that both
clients and the consulting professions do not define the scope of the
work and the performance levels required. They tend to rely too
heavily on the scale of fees and consultants are generally appointed
in the absence of an adequate brief against which a professional
service can be properly priced. This includes the changing nature of
professional services. For example, the additional requirements
placed on consultants to manage the performance of emerging
contractors were often claimed to go uncompensated, further
confirming acceptance of an appointment without a clearly defined
brief.

Larger consultant firms were seen to be taking a more
commercial approach. They employ experienced project managers

The current fee-based system provides no

incentive to reduce overall costs and to

innovate in the delivery of value to clients and

society. Fees should be based on value and

should reward performance. 
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who manage the scope of the project and negotiate compensation
for changes in project scope. 

In the course of the survey, the team and cidb observed that the
system of fees, based on a percentage of contract value, until
recently common around the world, provides no incentive to reduce
overall costs and to innovate in the delivery of value to clients and
society. An approach to competitive fees should reward
performance and innovation. This is often achieved through
partnering and design-and-build delivery models and should be
possible in all delivery models used.

Capacity 
The survey confirmed that the professional consulting
sector is rapidly losing capacity to the international market
and to other economic sectors, including finance and IT.
This is particularly acute with regard to engineers, who are
in great demand. ECSA’s records indicate that
approximately 1 400 registered professional engineers have
formally emigrated since 1996.

Many of those surveyed expressed the fear that these trends may
result in a shortfall of professional skills in the next decade and a
discontinuity in the mentoring and knowledge transfer process.
Sufficient knowledge and skills still appear to exist to support
present-day demand for professional services. It is anticipated
however that unless measures are taken to retain professional skills
in the industry and fast track the growth of new capacity, South
Africa may experience a lack of professional capability in the
medium-term and the need to import these skills. 

It is also apparent that a changing nature of services needs to be
offered in a rapidly evolving construction sector, which requires a
more diverse skills set. These skilled persons cannot be sustained
especially in smaller firms within the current fee framework. A low
and unpredictable workflow also constrains the development and
retention of key skills.

Performance of the Contracting Sector
The contracting sector covers a wide range of specialisation,
with greatly varied levels of sophistication, high labour
intensity and perceived low entry barriers to basic
contracting. In general, the sector operates in an
environment characterised by high risk and low profit
margins. 

The cidb survey indicated that national contractors
typically now earn 30 to 50 percent of their turnover outside South
Africa. Large firms, and increasingly medium sized contractors, have
adopted a “walk-away” policy towards segments of the market
where the risk to reward ratio is considered untenable. This has been
evidenced, for example, in the subsidised low-cost home building
market. Tendering is regarded by many of the more successful
contractors as less important, as much of their workload comes from
longer-term relationships with private clients, based on overall
performance.

Regional contractors are becoming dominant players in the
general contracting business, and appear to be more competitive
than larger contractors due to the lower overhead structures. The

Demand for their skills is causing many built

environment professionals to migrate to other

sectors and abroad, with a growing shortfall

likely in the next decade.

The quality of services and products provided

by contractors is perceived to be highly

variable. Where clients insist on proven ability

and reward performance through repeat

business, performance is generally high.

Grinaker-LTA Ltd - was ranked in 93rd  position in the
Engineering News-Record’s Top Global Contractors list by
their total construction contracting revenue in 2002 (both at
home and abroad), and 43rd in terms of their revenue gen-
erated outside of their home country (amounting to 53 per-
cent of total turnover).
http://enr.construction.com/people/topLists/topIntlCont/topIn
tlCont_1-50.asp 

Findings – Performance



companies are flexible and have a better ability to respond to
changes in the policy and economic environment. They are mobile
and have a large enough capital base to compete across the borders
of South Africa into the neighbouring states.

Smaller regional general contractors are perceived to be under
pressure from both large and medium firms and from emerging
contractors. Specialised contractors, mechanical, electrical and
others, have higher barriers to entry and experience less
competition. A number of specialised contractors are subcontractors
to the larger main contractors, and have stable long-term
relationships with them and with clients. These firms are benefiting
from construction opportunity in Africa as a result of both
specialisation and repeat business. 

The survey revealed that local contractors are mainly operating at
a local and metropolitan level (often as subcontractors to larger
firms) and severe competition undermines sustainability and
consolidation. Although some established firms are providing high
levels of service and quality products, many of the local firms are
newcomers to the industry with very little working capital and a
limited track record. Many of these contractors are not able to
provide acceptable quality and a large amount of customer
dissatisfaction can be attributed to their performance.

While traditionally white-owned firms have complained of a lack
of work, the perception survey indicates that both traditional
contractors and emerging black contractors are experiencing similar
problems regarding sufficient and stable workflow. While it may be
true that preferential procurement has reduced the competitiveness
of white-owned firms in public sector construction, the problem is
generally identified with an over-supply resulting from an all too
easy access to the tendering market. 

At both regional and local level enterprise sustainability is low,
characterised by fierce competition. 

There seems to be little evidence of process or productivity
improvement and very little attention is being paid to systematic

A number of interventions are directed with vary-
ing degrees of success towards supply-side con-
straints facing emerging contractors. These
include:

Training and mentorship: The provision of
mentorship was seen as essential. Many contrac-
tors interviewed required assistance with pricing
of contracts and compilation of accounts/invoices.
Banks also view contractors that participate in
mentorship programmes much more positively
than other emerging contractors. A mentorship
programme is seen as the necessary supplement
for inexperience and insufficient track record and
important to assure banks and other financial
institutions (e.g. Khula and IDC) of reduced busi-
ness risk.

Credit records and working capital: Several

emerging contractors have credit records at credit
bureaus, in many cases for outstanding personal
debts. This prevents access to working capital.
Emerging contractors find it extremely difficult to
develop a capital base as a means of providing
working finance on future contracts.

Working capital loans and sureties: A num-
ber of institutions, under an agreement with the
National DPW are providing bridging finance and
sureties to emerging contractors at reasonable
cost and interest rates.

Project management support services:
Some banks provide bridging finance and sureties
subject to a number of conditions, including the
provision of project management, which incurs a
fee in addition to short-term interest rates of up to
ten percent per month. Within the framework of

the project management service, the bank
arranges payment terms with materials suppliers,
and contractors generally do not develop business
relationships and track record. Contractors ques-
tioned the extent of actual empowerment
achieved through these arrangements.

Cession agreements: Many public sector
clients allow the signing of cession agreements
with materials and plant suppliers and with banks
to facilitate access to supplies and finance. The
use of cession agreements is seen by some as dis-
empowering, as these contractors do not have
control over major aspects of their business,
including cash flow. There have also been
instances where these cession arrangements have
been overlooked through a lack of suitable control
at client level and contractors have been overpaid.

Addressing supply-side constraints
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performance improvement activities. Even the most advanced
companies in terms of performance improvement, did not indicate
that they have taken their activities beyond formal monitoring and
control measures. Evidence also seems to suggest that quality
improvement has not been a priority.

The regulatory and development environment is currently weak
compared with many other sectors. Access to the market by “fly-by-
night” operators is too easy, as the sector requires limited capital
resources at the lower end of the market. These players pay little or
no attention to minimum requirements regarding labour, safety and
health requirements and undermine the performance and image of
the industry. Survival, consolidation and growth are conversely
extremely challenging, and over 1 400 construction companies have
been liquidated during the past three years. Many companies are
operating at low profit levels and survival strategies are
underpinned by the use of labour-only-subcontractors, which results
in the casualisation of labour.

Access and Performance of the Emerging Sector
The survey indicated that emerging contractors are
entering the market at the lower end and in the general
contracting category, making this sector extremely
competitive and unsustainable. Large numbers of emerging
contractors have moved into higher value public sector
tendering in the R500 000 to R2 million market, which is
also becoming overly competitive.

Affirmative procurement
In general, the opinion is that national, provincial and local
departments as well as SOEs are providing opportunities
through targeted procurement.

However, access appears to be too freely open, resulting
in an unsustainable workflow to contractors who have
begun to prove themselves. In fact, a number of policy
makers in local government see the contracting sector as a
means of job creation rather than as a platform for sustainable
empowerment. In the process, neither job creation nor economic
empowerment is being achieved in a sustainable way.

A further impact of the opening up of the contracting sector is
the erosion of capacity in the formal sector caused by experienced
black skills leaving to set up their own enterprises to take advantage
of public sector preferential procurement. SAFCEC estimates that up
to 70 percent of these enterprises fail within the first year, leading
to an overall depletion of industry capacity.

While opportunity for black- and women-owned enterprises has
been rapidly expanded in the general contracting category, the
specialist contracting sectors have largely remained unpenetrated,
including, for example, electrical and mechanical engineering that
require specialist skills and greater capital resources. This would
seem to indicate the limitations of procurement as a sole driver of
empowerment and the need for programmes aimed at the rapid
development of specialist black enterprises. 

Responding to public sector preferential procurement, alliances
and joint ventures promoted by large companies have also enabled
the relative consolidation of a pool of black-owned companies. Few

Findings – Performance

While public sector clients are providing

increasing opportunities for emerging

contractors, the continuous inflow of new

entrants works against their sustainability and

consolidation.
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Under the impact of preferential procurement,

significant progress has been made in

providing historically disadvantaged

contractors throughout the country with

access to opportunities.

• In the Limpopo Province 80 percent of its building and
roads construction programme are undertaken by emerg-
ing black contractors, supported by a focused develop-
ment support programme.

• South African Women in Construction (SAWIC) reported a
membership of approximately 600 women-owned enter-
prises, representing a major step forward in the participa-
tion of women in a male-dominated sector.

“When someone is retrenched, you will
see him the next day at the tender
office.”

A REMARK FROM A BLACK CONTRACTOR AT A REGIONAL

STAKEHOLDER WORKSHOP
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of these have however been carried through into the private sector
market, but the embracing of BEE by private sector investment and
client institutions will undoubtedly shift this tendency as the
industry responds to private sector pressure to deliver the
procurement criteria of the BEE scorecard. 

Large companies reported that in some instances preferential
procurement has meant that while the actual turnover accruing to
the contracting component is redirected to empowerment partners
and subcontractors (up to 40 percent), the resources needed to
manage the construction work have remained the same or actually
increased. On the other hand, empowerment partners frequently
point out that profits of the joint venture are directed to the
overhead costs (supervision manpower at charge-out rates) of the
established partners, leaving little profit to share. 

The more experienced joint venture leaders ensure the allocation
of specific tasks to each partner and ensure that partners are
competent. The established sector perceived that there was no
acknowledgement by government of joint venture successes.
Emerging contractors complained that joint ventures don’t work to
empower them and that the focus is on product delivery at the
expense of skills transfer and mentorship. They proposed that skills
transfer requirements should be built into the contract
documentation, and should be consistently applied and monitored.

The concern of provincial and local government to promote
locally based development, more often than not involves
requirements for a local joint venture partner. This effectively limits
the sustainability of joint venture relationships. 

A realisation amongst the consulting professions is that they
need to seek more appropriate approaches in projects involving
emerging contractors. The risks must be identified and managed and
the contractor must be supported. It was noted that design and
supervision consultants face increased costs when projects are
unbundled to facilitate emerging sector access, when emerging
contractors’ quality problems result in increased supervision, and
when consultants spend additional time in the preparation of claims
and reports on behalf of emerging contractors. 

Constraints and development measures 
Development of the emerging sector continues to grapple
with a range of supply-side constraints, including access to
finance, sureties and credit, entrepreneurial skills and cash
flow management, which is a critical success factor in the
contracting sector. Emerging contractors feel that the banks
are reluctant to deal with them unless at exorbitant interest
rates and through compulsory business management
services. Late interim payments and the delayed settlement

of final accounts by clients and the professions undermine
performance and sustainable empowerment.

Many emerging contractors have been able to access finance
through institutions such as the Industrial Development Corporation
(IDC) when working within development programmes of
government departments, and at provincial level also through
institutions such as Itala (KZN). Mentorship using methods such as
the Contracting Entrepreneurial Training (CET) Programme has
contributed towards the development of key skills. 

Consultants noted that in many cases

emerging contractors lacked the ability to

comprehend tender documents and drawings.

The survey indicated that many contractors

have little experience in tendering and

construction management.

Fronting - an ethical and corporate
governance concern
Associated with joint ventures is the practice of “fronting”,
which is commonly acknowledged by all role-players in both
the contracting and professional services sector. In its worst
form, the front company, a black or woman-owned, enter-
prise, secures the contract for its established white “partner”
for a fee and has no further involvement in the project. This
practice undermines the principle objectives of empower-
ment, adds cost to clients and society, and is an unacceptable
market distortion occurring in both the contracting and
consulting sectors. The widespread practice of fronting would
appear to indicate that a threshold of real absorption
capacity may have been reached within the development of
historically disadvantaged enterprises and that greater
targeting of supply side development interventions may be
called for.

Where specialist capacity does exist, some outstanding
successes have been recorded, such as the establishment in
eThekwini by a black electrical engineer of a successful
contracting company. He also holds the CEO position in a
medium-sized consulting firm and has a majority shareholding.
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Performance of the Manufacturing and Supply Sector
While not entirely self sufficient, South Africa produces all
its own strategic materials and relies on imported plant and
equipment. This production is highly concentrated,
particularly because of the high capital investment
requirements and specialised skills involved. The cement
sector for example has four producers and represents a
market of roughly R4,5 billion. Excess capacity exists in this sector as
well as in brick manufacture.

The steel sector is much bigger than the cement sector and both
depend on lime for their production, a mineral that is produced by
a limited number of mining and manufacturing companies, with PPC
and Alpha being the largest. Beyond the primary steel
manufacturing sector (carbon steel and stainless) produced by Iscor,
Anglo American affiliates and Colombus Stainless, there are a
multiplicity of steel converters involved in beneficiation. South
Africa has the only stainless steel capability on the African continent.

The cidb survey indicated that manufacturers generally supply
directly only to large projects, whilst retailers supply smaller projects.
Prices are driven primarily by price sensitivity of consumers. Quality
and service are secondary considerations, although the expectation
of purchasers is generally high.

Levels of profitability within this sector vary widely, and are
regionally determined by the prevailing level of competition and
economic activity. Some material types, such as steel, are priced as
global commodities. Certain material costs have been driven up in
the past few years by the exchange rate, volatility and increases in
transport and energy costs.

Black equity ownership 
Many companies are beginning to examine the potential for
empowerment and are considering possible partners. In
some cases, to obtain the advantages of preferential
procurement, contractors use the credentials of
empowered suppliers, but the final supplier used is
determined by price. The medium-sized suppliers are
generally family businesses, where empowerment at equity
levels is unlikely to occur.

The supply sector, through extending 30-day or 60-day credit to
contractors, is seen as a component of the cash flow management of
a project. The established sector generally has a greater access to
supplier credit than the emerging sector, due to more long-term
relationships with suppliers and associated track records of
acceptable payment practices.

Empowerment at the level of equity ownership

within the larger manufacturing sector faces

particular challenges in terms of high capital

requirements and technology know-how.

Depending on the type of construction and

specification, materials contribute as much as

60 percent of total project costs and the

sector is therefore a major role-player.

Three of the ten biggest international cement companies
operate in SA, including the top two.

Findings – Performance

Across all sectors better enterprise sustainability and performance is achieved
through procurement that is not based on price alone, and that rewards
performance and builds long-term relationships.
Professional capacity is a scarce resource that needs to be nurtured and promoted.
The development of the emerging sector requires greater focus on sustainability.
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Closely linked to industry performance and the context of
BEE in construction is the investment in people,
employment and skills. 

Employment Trends
Formal employment has dropped from 255 000 workers in
1990 to about 214 333 in 2002. However, there has been a
continuing shift to informal employment and the Census
2001 indicated that as many as 520 000 people are
employed within the construction industry. This trend
reflects the increased reliance on subcontracting and
particularly on labour only subcontractors. While the trend

is broadly consistent with international trends and the cyclical
nature of demand, the informal nature of its implementation in
South Africa negatively affects performance at all levels. 

Within the civil engineering sector, industrial relations appear to
have improved and all parties spoke of a respectful relationship
despite the fact that National Union of Mine Workers (NUM) and
SAFCEC were in dispute at the time of the interviews. Data provided
by SAFCEC indicates that this sector has approximately 87 000
employees made up of 44 000 limited-duration workers, 32 000
permanent employees (general worker to foreman) and 10 000
managerial and administrative workers. The average income of the
permanent employees during 2002 was R3 380 per month. 

The remuneration of casual employees, unskilled and semi-skilled
workers through the informal sector of the construction economy is
low compared with most industries. As little as R30 per day is not
uncommon and there is anecdotal evidence that there are cases
where half this amount has been known to constitute the daily rate.

In the building industry a number of bargaining councils have
been liquidated and few remain intact. While some employers of the

Master Builders Associations (MBA) support the principle
of bargaining councils, there is a view that conditions
vary greatly between the formal and informal sectors,
that the unions are not sufficiently representative, and
therefore non-compliance by some employers would
undermine competitiveness. According to NUM, union
membership has grown from 17 000 in 2000 to 56 000 in
2003. 

Labour perceived some improvement in relationships
on site as a result of the Labour Relations Act. The sector
also expressed concern with the way in which the
informal sector relates to the bargaining process, and the
fact that this sector does not comply with agreements
reached and minimum conditions. Given the
preponderance of the sector, this has a serious impact on
conditions throughout the industry. However non-
compliance with minimum basic conditions is not
exclusive to the informal sector and some formal sector
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Employment Equity

Less than half the workforce is formally

employed reflecting the reliance on labour-

only subcontracting, casual employment and a

growing informal sector.

Capacity – Employment and Skills Development

As more workers are shifted off payroll, the

quality of human resource management has

also dropped, resulting in poorer wages, less

skills development and consequently poorer

work quality.
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contractors avoid compliance through the use of labour brokers,
some of whom supply cheap labour, including illegal immigrants. 

A distinction was drawn between the poor practices of “labour
brokers” and formal “outsourcers” who generally operate within
the framework of regulation, supplying hard hats and facilitating
the placement of workers in learnerships.

Some improvement was reported with regard to the provision of
on-site facilities, which vary across companies but are generally
considered to be appalling. Lack of facilities was cited as particularly
problematic for women employees. Gender equity within the
workplace was viewed as poor, with very small percentages of
women within the ranks of unskilled, semi-skilled or skilled
participants.

Semi-skilled and Unskilled Labour
Construction is generally labour-intensive and this is
particularly the case in South Africa. Historically, the
construction industry has largely relied on a core of highly
skilled staff (generally white and often expatriate) to
supervise a largely semi-skilled and unskilled workforce
(generally black). The decline in demand for construction
products over the past decades, and associated uncertainty,
has seen a reduction in skills training since the 1980s, and
the closing down of industry training institutions in the
1990s. It has been reported  that only about 70 percent of
the available training capacity is currently being utilised.

A high standard of quality in major engineering and
commercial projects is largely reliant on an ageing skills
base. Much of the industry’s activity however relies on a
semi-skilled workforce, with increasingly less able
supervision. This often manifests in slow delivery,
significant rework to rectify defects, and associated
materials waste that is built into the tendering and project
costs. 

Investment in skills
The shift from formal to informal and/or contract
employment in the construction sector has distanced the
workforce from the principal contractors, resulting in an
erosion of the employer’s direct responsibility for skills
enhancement.

Many companies indicated that they do not have the
certainty of workflow to be able to commit to the
contractual commitments involved in learnerships. The result is that
the skills levy has created a significant fund that is underutilised. 

However an innovative approach by industry and the
Construction Education Training Authority (CETA) has enabled
introduction of a system in which a number of companies can take
on a shared commitment, thus providing some renewed impetus to
skills development. Government support to this approach is
reflected in amended regulations that cater for employer groups.

Findings – Capacity

The industry agrees that the rapid

development of skills, particularly at

professional and supervisory level, is the key

to achieving real transformation of the

construction sector.
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Government’s commitment is further underpinned by the significant
tax allowances of up to 70 percent of the learner’s remuneration.

Employers contributing to the training levy and registered with
the new CETA have been slow to take up the opportunities
available, citing bureaucracy and red tape. In almost all sectors the
transition to the new skills training environment has been
accompanied by system bottlenecks such as the development of the
new qualification standards and framework. 

With a total of 8 365 levy-paying construction companies in the
sector, only 56 learnerships had been registered with the CETA by
mid 2003. This nevertheless represents about 12 percent of the 478
learnerships registered across all sectors of the economy but is an
inadequate industry response to the need and the available
opportunity. 

The lack of training contrasts with the views expressed by all
sectors interviewed in the cidb survey, which placed emphasis on
training as an imperative. One respondent expressed the view that
with the right training, productivity and efficiency could be
increased by at least ten percent. 

Representing only one percent of payroll, the skills levy is actually
insufficient to address the current skills challenges and does not
compare with international trends of four to seven percent investment
in training. The industry should be investing more and some leading
companies do target significant resources towards bursaries and
mentoring programmes, with a strong focus on the development of
HDSAs. It is anticipated that introduction of the scorecard approach to
BEE will further stimulate this investment in people.

Skills challenges
Skills enhancement in the construction industry faces a very
particular challenge since the construction sector employs
the fourth highest number of persons having no formal
education – after agriculture, households and mining.
Similarly, construction also has the fourth smallest per-

centage of employed persons with a higher education qualification.
Industry has expressed a view that skills supplied to the market

through the Further Education and Training (FET) system were in
many cases not appropriate to their needs, resulting in a skills gap.
While industry-based training is seen as better aligned with
company-specific requirements, some trainers are not accredited by
South African Qualification Authority (SAQA), and some do not issue
certificates for training and employment. This tendency limits
mobility and career path prospects. 

The commitment of all stakeholders to the outcomes of the
Growth and Development Summit will see the construction sector
playing a central role in job creation and skills development.
Recognising relatively short training opportunities that will result
from the project-based nature of employment, the Department of
Labour has undertaken to keep a record of training delivered, thus
creating a platform for further training and a pool of skills
potentially available to the industry.

A recent study by NACI  on potential skills shortages was
prompted by the concern of major clients in the petrochemical,
mining and industrial sectors on the ability of the construction
industry to deliver the sizeable portfolio of major projects over the

Skill formation in the industry faces a range of

challenges requiring commitment by industry

and stakeholders.
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next five to seven years. The process yielded a greater awareness of
the important role played by clients in promoting an enabling
environment, one that is more predictable and supportive of
industry’s skill formation, and also eliminates wasteful procurement
practices, which are a drain on existing industry capability. In this
regard, strategic partnering between clients and industry was
considered an essential corporate responsibility for South Africa’s
social and economic development.

Professional Skills
Aspects of capacity erosion, including market pressures
have been discussed previously in relation to industry
performance. The low-tech image of the industry together
with deteriorating profitability is discouraging bright
young people from entering the built environment
professions, who are tending to gravitate towards the
“lifestyle” careers in the IT and financial services sectors.
Particularly hard-hit is the engineering profession and the
potential intake to tertiary education is also restrained by
the low percentage of matriculants with higher grade
mathematics and science. It is encouraging to note that the
percentage of students with higher grade maths and
science has increased. Because of the improving overall pass
rate, this represents approximately a ten percent net
increase in the total pool of potentially available entrants
to tertiary level education. This is however not adequate to
meet the demand, particularly in relation to South Africa’s
empowerment goals.

Safety, Health and the Environment
Up to one-quarter of fatalities are attributed to vehicle-
related accidents on the construction site. These statistics do
not reflect the significant incidence of death and injury
through the open transportation of workers to and from
site, since these are recorded as road accidents. 

Records of the Compensation Board and Federated
Employers' Mutual Assurance Company Ltd (FEM) indicate
approximately 25 500 reported accidents per annum at a total direct
cost (compensation) of approximately R200 million. In terms of
fatalities, the industry ranks third after mining and transport, with a
total of 74 deaths recorded on site in 2003. Due to its mobility and
migrant nature, the industry is also the third hardest hit by HIV/Aids.

The cidb survey indicated that despite isolated reports of
improvement, there is very limited commitment to comply with basic
requirements, let alone promote a culture of health and safety.
Employers view health and safety (H&S) as a cost in the system. Small
contractors can barely maintain tools and regard safety equipment
as luxury items. Even where protective clothing and equipment is
provided, workers often avoid their use, including the use of safety
goggles and masks when working with grinders and asbestos. 

Aside from the direct compensation and medical costs associated

Findings – Capacity

A challenge of a different kind exists with

regard to skill capacity and gaps within the

professional sector.

Despite the efforts of employer and employee

associations, the industry lacks commitment

to a culture that actively promotes safety,

health and the environment.
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with accidents, the costs to the economy are immense
and include rework, lost time, damage to plant and
equipment, disruption, productivity loss and the loss of
skills to the economy. The MBAs and SAFCEC co-operate
closely with FEM and the Compensation Board, and
actively promote health and safety training programmes
for their members. SAFCEC has developed and is
implementing a lifestyle programme to address health
issues in a coherent manner and, with the unions, has
signed a declaration of intent to address HIV/Aids.

The survey noted that the design professions rated
their attention to health and safety issues below the
rating given them by clients, and acknowledged the need
for greater focus. Health and safety consideration is
generally client-driven, and consultants who have
worked for industrial sector clients tended to be more
conscious of health and safety requirements. 

In its client capacity, the DPW has introduced a
requirement for HIV/Aids awareness on its projects, setting an
example to other major clients. The new construction regulation
promulgated by the Department of Labour in 2003 takes this
approach further in respect to client responsibility. Building on
international best practice and extensive consultation with industry,
the new regulation introduces explicit client and designer
responsibility for construction health and safety, and cascades
requirements for risk assessment and H&S planning throughout the
supply chain. These regulations place new levels of responsibility on
clients and the professions.

It is clear that compliance with the 2003 construction health and
safety regulations presents significant challenges including cost,
compliance and design and implementation capacity. Respondents
agreed that implementation would require raised understanding on
the implications and importance of H&S.

The cidb survey also highlighted the limited awareness of
environmental aspects of construction design and implementation.
While role-players involved in major industrial projects and projects
like Coega indicated some appreciation, it was evident that the
impact of design and construction on waste, on the use of water and
energy, is not yet a factor in the delivery of value to clients and
society. 

Research and Development (R&D) and Academia
Interactions with the built environment academics have
confirmed that the sector is responding slowly to major
societal changes of the past decade. Little has been done to
align professional training with new legislation or with a
focus on imperatives such as safety, health, sustainable
construction and the attainment of value-based solutions.

Key interventions such as the introduction of preferential
procurement have gone almost unnoticed and only a few
institutions are providing teaching on the targeted procurement
methodology, which is used daily by consultants commissioned by,
the public sector. 

There is a clear need for increased R&D in the construction sector.
R&D linked to enhanced academic performance and professional
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by an order of magnitude, R&D in other
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skills will ultimately result in a more responsive industry that
provides better value to the users of the built environment,
enhanced economic infrastructure – both nationally and in the
context of NEPAD. 

Both nationally and internationally, the structure and nature of
the construction industry, tends not to stimulate private sector R&D
investment in construction and the built environment.
Notwithstanding several government initiatives such as industry
participation programmes, private sector R&D investment is
exceptionally low and is unlikely to increase significantly.

Within the public sector, since the early 1990s, several national
government departments in South Africa have largely withdrawn
from funding ongoing R&D programmes. Their R&D has been
undertaken on a more short-term basis to meet operational
requirements, with little longer-term orientation and no implicit
commitment to the development of research capacity. As a result,
the R&D base to support the construction sector has been severely
eroded and is now reaching critically low levels, with consequences
for the future. Much of this capacity is in danger of being lost to
South Africa, and in fact lost to Africa, for good.

While the recently approved National R&D Strategy recognises
the need to reverse the erosion of the R&D base in South Africa
through doubling the funds available for R&D over the next three to
six years, the construction and the built environment sector was not
included in the three priority sectors identified for the allocation of
these increased funds. However, the National R&D Strategy
encourages the various national departments to address the R&D
needs of their own sectors in a holistic manner within the framework
of the strategy. This has yet to be effected in the construction sector.

In addition to funding constraints, the built environment tertiary
education and research institutions are also experiencing human
resource constraints, and it is increasingly difficulty to attract and
retain quality teaching capacity. These human resource constraints
are in fact closely linked to difficulties in attracting R&D funding, but
also to the loss of capacity being experienced in the built
environment professional sector and the decline in the numbers of
new entrants in built environment and construction-related degree
courses compared to the 1980s. 

Findings – Capacity

Innovation at work
Coega, for example, has pushed back the barriers of the
possible with regard to employment conditions, skills
development and sustainable enterprise development. In all
cases the benefits of improved quality, productivity and on-
time completion have more than offset this investment of
leadership.

Transformation demands a new culture of respect
for people and investment in skills.
An integrated programme of action is required to
enhance professional skills, academic excellence,
R&D capacity and transformation.



Driven by affirmative procurement, empowerment in the
construction industry has made significant progress,
particularly in providing access to opportunity by small
emerging black enterprises, as described earlier. This
success has also given rise to new challenges and has
revealed limitations relating to the sustainability of new
and established enterprises as well as the overall
performance of the industry.

The industry has welcomed the new BEE strategy and its balanced
scorecard, which is forming the basis of several initiatives within the
industry at present – including those by SAFCEC, BIFSA, SAACE,
SAPOA and Government led by the DPW.

There is very little quantitative evidence currently available to
assess the BEE status of the various sectors within the industry. In the
longer term it is envisaged that the Construction Registers Service
will be able to capture and reflect information on their status and
economic progress.

JSE-listed sector 
According to EMPOWERDEX, the JSE-listed sector for the
construction industry is constituted by 16 enterprises that
generate R40 billion annual revenue with a total market
capitalisation of R15bn . The listed companies create

122 000 jobs. PPC, M&R Holdings, and Aveng represent over
70 percent of that total market capitalisation and generate over
60 percent of the market revenue. 
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Broad-based Black Economic Empowerment (BEE)

Empowerment in the JSE listed construction

sector is a key challenge ahead.

BEE wealth in the sector represents nine percent of the entire
sector, amounting to R1.3bn. Of the 16 listed entities, 14 are
non-BEE companies and two are BEE-influenced companies.

Management Profiles by Sector, 1999 (BEE Com Report, 2001)

Sector African Asian Coloured White Female Male

Advertising 3% 1% 2% 95% 53% 47%

Mining 4% 1% 1% 94% 5% 95%

Banking 4% 3% 2% 91% 24% 76%

Research & Professional 5% 3% 2% 90% 21% 79%

Service & Head Office 6% 4% 2% 88% 18% 82%

Motor 4% 5% 4% 87% 7% 93%

Building & Construction 5% 6% 3% 86% 8% 92%

Financial Services 5% 4% 5% 86% 26% 74%

Media 8% 3% 3% 86% 25% 75%

Transport 8% 5% 3% 84% 12% 88%

Industrial 10% 5% 2% 82% 10% 90%

Paper & Packaging 8% 6% 4% 81% 10% 90%

Financial Services; Field Staff 18% 6% 3% 74% 3% 97%

FMCG 10% 6% 11% 74% 16% 84%

Communication 16% 6% 6% 73% 14% 86%

Retail 9% 7% 14% 71% 32% 68%

Oil 9% 8% 13% 70% 12% 88%

All Industry 7% 4% 4% 84% 17% 83%

The new BEE strategy represents a maturing

approach to empowerment that actively

engages the private sector. It is envisaged that

the strategy will expand on the gains made.

Appropriate implementation should promote

greater sustainability at all levels.



Evaluating the listed companies against the balanced scorecard
approach reveals that the sector has an overall BEE ownership of 4.9
percent whilst the average weighted BEE control is 3.8 percent.
There are no black executive directors in this sector, but there are
nine non-executive directors. Only five of the companies disclosed
their employment equity profiles. Almost all of the companies
disclosed their skills training details. Very few disclosed their
preferential procurement results. A few of the top companies are
performing very well with regard to enterprise development,
particularly in developing SMMEs in the industry through joint
ventures and skills transfer. The sector is active with regard to social
investment, mainly towards the advancement of black people.

EMPOWERDEX rated the empowerment risk profile of the listed
companies as high, since their BEE status is below the required BEE
levels, which is calculated after taking into account all market- and
sector-specific risks. It has noted that some of the listed entities have
extensive African/offshore income that moderates their
empowerment risk. It argues that the sector will have to improve its
status through improved targeted procurement, as well as
increasing BEE ownership and control.

BEE Opportunities: 
The cidb has undertaken a perception survey  of BEE
opportunities in the construction industry amongst 50
senior executives of leading organisations.

Examples of Black Economic
Empowerment
The construction industry has a long way to go
to achieve full transformation. However, notable
examples of BEE are emerging, which can serve
as learning (both positive and negative). For
example:
• Group 5 have 35 empowerment joint ven-

tures throughout South Africa; the majority
being in the Eastern Cape, Northern Province
and in KwaZulu-Natal.

• Stocks Building Africa (SBA), which has R360
million worth of assets and an order book of
R1.5 billion, has signed a deal with
Leswikeng Building, enabling the group to
acquire a 30 percent stake in one of the
country’s unlisted building contractors. The
deal is believed to be worth R100mn.

• Frankipile has a number of JV partners.
• Power Construction in the Cape has invested

in three companies that are 51 percent black
owned, with two that are over 6 years old.

• Some 280 of Alpha’s Ready-mix concrete
fleet were sold to owner lorry drivers. Alpha
financed the sale and taught individuals how
to run their own businesses. An 80 percent

success rate has been achieved. Therefore,
the process has created some 200 small busi-
nesses. Alpha has also sold a 26 percent
share of its tanker cement transport company
to a black partner and arranged the bulk of
the finance. However, these initiatives repre-
sent a small percentage of the some R5bn of
assets invested in Alpha.

• Corobrik has BEE shareholders (AKA) that
own nearly 30 percent of the company.

• Italtile has developed a franchising system
and already has seven franchises owned by
black partners. The model is based on a 50
percent ownership by the black partner and
50 percent by an established sector partner,
who acts as mentor. An interest-free loan of
some R700 000 is provided and repayment is
out of profits. Italtile plans to set up 30 to 40
franchises in the next five to eight years.

• Hans Merensky, who is the market leader in
the building timber market, is in the process
of selecting a black partner for a 26 percent
shareholding.

• PPC has sold a 75% stake in packaging divi-
sion, Afripack to empowerment group,
Nozala Investments and management.

Afripack generated R240-million in turnover,
or 7% to 10% of PPC’s annual revenue. PPC
will remain one of Afripack’s largest cus-
tomers.

• Distribution & Warehousing Network
(DAWN), – holding company Saffer. The R1-
billion per annum wholesale distribution
company, has acquired 30% holding in civil
engineering products company, Incledon.

• DPI Plastics (Pty) Limited, a leading manufac-
turer and marketer of plastic piping systems,
which is jointly owned by Sasol Ltd., and
Group 5 Ltd., embarked on a major Black
Economic Empowerment strategy starting at
the end of 1998. The strategy created a BEE
Engineering merchant business that provides
total pipeline solutions. Five of these compa-
nies, that are all majority black-owned with
branches throughout South Africa, give a
one-stop-shop solution to customers in all
nine provinces.
Also, a majority black owner fittings fabrica-
tion company with factories in Cape Town and
Gauteng, is now in full operation. Total annu-
al turnover of all the BEE companies amounts
to R855-million.

Findings – Empowerment
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A separate survey of BEE opportunities

suggests a positive outlook by industry

leaders.
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Key results of the survey address the BEE balanced scorecard
criteria and are set out below:

Equity ownership 
While equity ownership in public listed companies can be
achieved via the stock exchange, in many instances the
acquisition of a 25 percent share of a major company such
as Alpha would require some R1.2 billion of investment. If
the funds are borrowed at ruling rates, this means that the
dividend payments must exceed the interest rate for this to
be a viable investment. 

Employment equity
Many respondents regarded it as not being problematic in
the short- to medium term to meet the requirements of the
scorecard. 

Skills Development
Performance levels for skills development appear to exceed
the requirement of the Skills Development Levy. All
companies expressed commitment to skills development,
and see this as a very important component of their BEE
responsibility.

Indirect empowerment 
Many companies have problems performing on this
criterion because large proportions of their procurement
are obtainable only from large, established manufacturers
and suppliers. Certainly, the commitment of those

interviewed is high to procure as much as possible on a preferential
basis and this will undoubtedly assert pressure on the materials
manufacturing and supply sector.

Enterprise development 
This component of the scorecard is addressed creatively by
many organisations in downstream development and
investment in enterprises. However, the percentage of total
assets would be relatively small because many organisations

have a large asset base and by comparison, an investment in
enterprise development, although significant, would only represent
a small proportion of total assets.

Management equity
In the longer term, there is absolute commitment to
achieving equity targets. However, it was noted that the
current pool of management talent is small in relation to
demand. Most of the companies interviewed have their
own accelerated management development programmes,
and intend to progress black management as rapidly as
possible.

The industry estimates that current

employment equity is in the 26 percent to

50 percent range on average.

The perception of industry leaders is that skills

development falls in the one percent to three

percent range.

Preferential procurement is estimated to be

about ten percent of total purchases.

The potential for equity ownership is regarded

as average, although there could be difficulties

for some companies in progressing on this

component – especially in large corporations,

capital intensive activities, family businesses

(with no shares) and companies with overseas

ownership.

The performance of the industry is estimated

at about ten percent of total assets.

The performance of the industry on

management equity (percentage black persons

in executive, management and/or executive

board and board committees) is rated by

industry leaders at about 10 percent to 25

percent.
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Progress and challenges: 
A key success factor in the transformation of large-scale
construction enterprises will be the potential of industry to
attract and fast track the development of black built
environment professionals and managers. 

Since small-scale construction companies, generally
evolve as “one-man”, or family enterprises, their ability to
grow and consolidate beyond a certain threshold will also
depend to a large extent on the availability of professional
capability. 

Because of the high levels of capital investment in the materials
manufacture and to some extent, specialist contracting sector,
empowerment will depend on innovative financing and
transformation models that open up increasing opportunity to
HDSA partners. On the basis of such models it may be necessary to
augment industry commitment through the BEE funds set aside by
government. 

In articulating their commitment to the promotion of BEE targets
within the framework of the Balanced Scorecard, industry
respondents to the cidb survey expressed the need for these to be
applied unambiguously in the procurement practice of both the
public and private sectors. 

It is envisaged that current initiatives by

government and industry will lead to

agreement on targets that enable sustainable

empowerment and growth linked to the

structured development of capacity and

improved conditions of employment.

Research by Gounden has indicated that:
• Growth in the number of professionally-qualified persons

with suitable management exposure in the electrical,
mechanical and civil sub-sectors is necessary to increase
the number of black owned enterprises operating in these
sub-sectors.

• Most owners/ members in black-owned enterprises tend
not to have tertiary qualifications and tend to do things
themselves rather than employing professional staff, hence
their concentration in the building industry where techni-
cal barriers are limited.

Supported by appropriate targets and procurement, it is

believed that the new strategy will promote sustainable

broad-based empowerment, enterprises and enhanced

skills formation. Mobilisation of capital and black

professional capacity are key challenges.

Findings – Empowerment



The findings of this Status Report highlight many challenges for the
construction industry, the cidb, government and all associated
stakeholders. Challenges are invariably linked to opportunities and in
highlighting the most important in this review, the cidb invites
discussion between all stakeholders and endeavours to plot a path
into the future. that will deliver industry development.

The objectives of government policy pertaining to construction
industry development remain valid and support the principal goals of
industry development.

This finds expression in the policy, legislative and institutional
framework established over the past 5 years. It should increasingly
find realization through practical implementation, by and within all
stakeholders of the industry. But implementation will generate
unintended consequences, challenges and opportunities that require
specific focus and attention.

All evidence from researching this report suggests that good
progress, albeit uneven at times, has been made in our collective
drive for construction industry development. Positive interventions
have been implemented or initiated by government and industry.
Strategic objectives in sustainable growth, improved delivery and
performance, and enhanced capacity and empowerment remain
valid pointers on the road ahead. 

The industry’s growth and development challenge unfolds
in the midst of major social and economic change and
competing demands in a context of limited resources.
Government and the country have made significant
advances both economically and in terms of policy reform.
Institutions and programmes have been established that
provide opportunity for the industry to progress the

development agenda and to address the diverse challenges facing
society. 

A key constraint to the development agenda lies in the dispersed
nature of the industry and its major clients and in the dual nature of
the industry between its formal and informal sectors. This manifests
in fragmented approaches to project delivery, uneven approaches to
socio-economic objectives, market distortions and poor performance
with regard to product, process and people issues. 

Within its legislated mandate, cidb has developed a range of
instruments and potential programmes that will drive convergence
in development focus by the industry and its clients, as well as
strategies that can inspire all stakeholders to proceed along a new
path. 
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Challenges and Opportunities

Executive Conclusion
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Opportunities

&
Challenges

Principal goals of industry development
• To ensure a total capability in South Africa to meet the

built environment needs for development of a whole
society;

• To ensure that the construction industry in its broadest
definition offers access into the mainstream economy for
those sectors of society disadvantaged by the policies of
apartheid and the forces of colonialism; and 

• To ensure a competitive construction industry that meets
global standards of performance in terms of quality, pro-
ductivity, safety, health and protection of the environment.

The issues raised in preceding chapters lead to

an executive conclusion that is derived from

the process and highlights the single most

important characteristic of construction

industry development in South Africa.



An enabling environment for improving performance is one
that supports sustainable development to meet the related
challenges of growth, capacity and empowerment. Key to
this enabling environment is collaborative effort by industry
and its clients. 

Value and Sustainability
The South African construction industry demonstrates
excellence when constructors, the consulting professions
and clients operate within an integrated process. The
review findings clearly indicate that this is not the norm and
that the industry as a whole is under-achieving.

A series of Construction Industry Indicators (CIIs)
measured by the cidb over the past two years show that just over half
of all projects are completed on time, within budget and relatively
defect-free. There is low satisfaction with the performance of
contractors and the consulting professions. The perception is that
value is not being delivered. 

A transformed industry should allow enterprises to invest in the
creation of value where performance is recognised and rewarded. A
predictable market will enable investment in people, innovation and
sustained improvement. Predictable markets rely on sustainable
demand and long-term relationships between participants
throughout the supply chain. 

Many industry clients continue to equate lowest price with lowest
cost, in spite of overwhelming evidence to the contrary.  Constructors
and designers continue to be appointed on the basis of lowest price,
rather than on their ability to deliver the efficiencies and innovation
that clients seek to enhance their socio-economic objectives. This
challenge has been recognized in many countries and remains the
greatest barrier to construction improvement in South Africa, and
throughout the developing world.

The United Kingdom, from where the South African construction
industry procurement model originates, has engaged a programme
of procurement and process reengineering, involving industry, the
major private and public sector clients and the Office of Government
Expenditure. The objective is to replace competitive tendering with
long-term relationships based on clear measurement of performance
and sustained improvements in quality and efficiency. 

Current procurement in South Africa supports an industry that
competes only on the basis of price, and a client base that does not
articulate its value requirements. 

cidb proposes the formation of a Client Forum, comprising major
industry clients from all sectors. The purpose will be to explore the
opportunities for fundamental procurement reform based on
principles of socio-economic value. There must be sufficient scope in
project pricing to afford industry investment in human capital
development, systems technology and basic skills.
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Internal Development for Improved Performance

A transformed industry should allow

enterprises to invest in the creation of value

where performance is recognised and

rewarded.

Redefining value as a factor of lifecycle
efficiency
Research in the UK has demonstrated a ratio of 1:5:200
being the relationship between project cost on completion,
maintenance and operating costs over the lifecycle of the
product.

Construction value is therefore being redefined.

World class performance
Best-in-class global engineering companies derive 75 percent
of their work from repeat business.

Challenges & Opportunities
&

The construction industry should in the first

instance focus on those areas of challenge

identified in this report, that offer the

opportunity for improved industry

performance, leading to enhanced delivery

and a better built environment of the future.
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Growth and Performance
Gross fixed capital formation has been stuck in a range
below 16% of GDP for more than a decade, well behind the
22% global average for both developed and developing
world. After two decades of below average investment, the
situation is now changing. Government is committed and
private sector investment confidence is growing, stimulated
by a range of factors including political and economic
stability, and lower inflation and interest rates. 

Government’s policy intention to raise GFCF to 25% of GDP would
result in an increase in construction spend to approximately 8% of
GDP. Estimates of GDP growth rising to 4% by 2006 and higher in
future years, is essential to achieve South Africa’s development
aspiration, and will test the industry’s ability to match demand. 

Since construction activity generally leads economic recovery, it is
likely that the construction industry will be required to double its
output over the next 10 years. To realise this objective will demand
the commitment of industry and stakeholders to tackle a range of
challenges, including improved performance, capacity and the
elimination of waste in the delivery system.

Capacity and Empowerment 
It is clear that preferential procurement in its current form
has reached a threshold in its ability to drive more
meaningful empowerment. Small enterprise capability and
sustainability is impeded by a continuous inflow of new
entrants, resulting in unhealthy levels of competition and
undermining the consolidation possible through
continuous work flow and performance improvement. 

The Broad Based Black Economic Empowerment Act (BEE
Act) offers a new and mature approach that promotes

transformation of existing enterprises. The strategy embodied in the
BEE Act signals a decisive shift from a focus on access and numbers
of firms and contracts awarded, to a focus on sustainable capacity,
enterprise formation and viability. 

Transformation charters in the investment and client sectors, such
as financial services and mining, will augment the procurement
leverage of the public sector to promote the more rapid and
sustainable implementation of empowerment initiatives. 

Beyond the scorecard features of the BEE Act, the cidb believes that
holistic empowerment of South African construction will focus on
transformation of large and medium sized established companies
and also on enterprise development and growth of small and
medium sized black-owned companies. Challenges include:
• accelerated development of black and woman participation in

the professional and technical built environment disciplines.
• empowerment in specialist contracting and materials supply

sectors, requiring the mobilization of specialist skills and finance.
• targeting development programmes that receive impetus from

the active participation of established industry.
The planned review of preferential procurement policy will need

to ensure an unambiguous approach to empowerment that
promotes consolidation throughout the supply chain. 

Intended investment growth by government

offers a window of opportunity for the

industry to address the challenge of

sustainability, empowerment, people and

performance

Capacity and capability constraints in both the

public and private sectors are an impediment

to construction industry development. Growth

requires new and improving capacity and in

South Africa, a growing industry will benefit

from empowerment, and vice versa.

“We aim to … provide the infrastructure and industrial
capital formation required for sustained output growth. Our
policies must aim to raise the level of investment in the
economy from its present 16 percent to 25 percent and to
halve the unemployment rate by 2014”

Finance Minister Trevor Manuel,
Budget Speech 2004

“Transformation in our context means the economic trans-
formation that brings about effective black economic
empowerment.”

(President Mbeki – February 2003) 
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Research and Development
From the findings of this report it seems that academia in
South Africa may not be adapting rapidly enough to the
changing development and legislative environment. There
are global shifts in the development of new processes,
services and learning programmes designed to improve
customer economics and efficiencies. 

Industry currently invests little into R&D in the built
environment, as no immediate competitive benefit is perceived,
particularly in a competitive price-led environment.  Reduced public
sector funding over many years has caused erosion in research
capability that has reached critical levels. This severely impairs the
national capacity to respond to new demands from its developing
society. It further impairs the ability of industry, government and
clients to sustain a national built environment research capability
that stimulates innovation and underpins a quality teaching
capability. 

Given the limitation of available resources, the cidb recommends
that industry, government and private sector clients explore a
research and development partnership in the promotion of an
integrated programme for innovation, academic excellence and
accelerated development of professional capability. 

Society and Environment
Sustainable construction has begun to form a core
component of our value and governance system and
increasingly shapes strategies for development.

The built environment accounts for up to 40 percent of
the world's energy consumption, produces 40 percent of
the world's carbon dioxide emissions, consumes 40 percent
of all raw materials extracted from the earth’s crust and
generates considerable waste streams. Construction, including the
production of cement, steel, glass, lime and bricks, is an activity that
rivals few in its consumption of resources and its potential to harm
the existing environment. Design and construction solutions will
increasingly be based on triple-bottom line principles, embracing
economic, environmental and social considerations.

Considerable energy is embedded in construction materials and
the construction industry in future will be challenged to utilize
renewable resources, to reuse, reclaim and recycle construction
materials.

cidb recommends that industry clients foster an environment where
the professions and industry are empowered to provide ethical and
technical leadership in the development of sustainable solutions as
part of their value and performance package.

Technical capability and a culture of

innovation are the cornerstones for Research

and Development, driving academic

institutions in their quest to shape the human

capital of industry.

The challenge of sustainable construction is

defined through a growing awareness of the

impact of built environment development on

the natural environment landscape present

and future.

&

Challenges & Opportunities



It is clear from the findings in this report that industry
recognizes the need to transform and improve in order to
address the acute problems facing it. Some of these
problems are dealt with below. 

Business Performance
• The industry has developed low and unreliable rates of

profitability and sustainability across the spectrum of established
and emerging suppliers. 

• Lenders to the industry define its high-risk, low-reward ratio,
combined with client dissatisfaction, as the outcome of poor
performance by too many companies in terms of defects, cost and
time over-runs, project and enterprise failure. 

• Performance and value-add is not readily marketable and the
industry competes mainly on the basis of lowest price rather than
the delivery of value.

cidb suggests that margins and sustainability factors are too low for
sustainable performance and that companies who perform well for
their clients should make better returns and enjoy the benefit of
longer-term relationships. Improved performance would help to
transform the risk-reward ratio and stimulate investment, finance
and growth.

The industry needs to demonstrate leadership, to turn towards
performance based competitiveness and help its clients to
differentiate between price and value.
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Internal Transformation for Improved Delivery

The real opportunity for industry growth

amplifies the need for industry transformation

and improvement.

Transformation is the process by which

an organism, organisation, economic

sector or nation, changes from what it

knows it is today  –  in the direction

towards where it has decided it needs

to be at some time in the future. It is a

short term strategy for long term

sustainability.

CIDB CHARPERSON, BRIAN BRUCE

The realisation of increased construction spend

will require more than accelerated human

development. It will require a concentrated

focus on empowerment to create quality supply

capability at all levels.

ADDRESS BY PEPI SILINGA, CIDB DEPUTY CHAIR, AT THE SAICE

(SOUTH AFRICAN INSTITUTION OF CIVIL ENGINEERS) CENTENARY

CONGRESS 2003 (6-9 MAY 2003).

Construction industry performance is a factor of indus-
try-wide effectiveness and efficiency.

Effectiveness = accuracy, precision, competence, ie “doing
the job right”.

Efficiency = producing with least effort, i.e. “doing the job
right, on time and at the right cost”.

Industry performance embraces aspects of health and safety,
product lifecycle efficiency, as well as the impact on social
and environmental factors, all of which are associated with
direct and indirect costs to the public.

Therefore,

Industry performance = “doing the job right, on time, at the
right cost and in the right way”.

Improved construction performance Is the focus and
concern of both industry and clients alike.
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Delivery Capacity 
• The industry invests substantially less in training than in previous

decades. The need for sustainable development to meet the
challenge of growth follows a period of 25-year of declining
demand and capacity. The concerns of skills shortages are based
on current experience. Too few people are trained to replace the
aging skills base and too few are acquiring the professional and
managerial skills required for process efficiency and innovation. 

• Public sector capacity is a key constraint to the realization of
investment potential, delivery of infrastructure and industry’s
sustainable development. The largest single industry client, the
public sector is dispersed and spans all three spheres of
government. This challenge can only be met with a systematic
approach.

• The dispersed nature of industry clients and a lack of consistent
procurement approaches to the diverse goals of delivery and
transformation continue to impede delivery and industry
development. 

cidb seeks a commitment by industry to a new skills training and
development environment, to take ownership of the benefits of
investment through the skills levy.

The appointment of appropriately skilled built environment
professional and technical staff is critical to the roll-out programme
for infrastructure delivery, management systems and capacity
building. South Africa cannot afford to delay the delivery of
infrastructure.

Government, industry and the CIDB must continue vigorously to
pursue the objective of greater procurement uniformity,
predictability and best practice as a fundamental for good
governance, sustainable growth, empowerment and performance
improvement. 

Respect for People
• The construction industry has a poor legacy of respect for people,

which is clearly reflected through the findings in this report on
employment, safety and health statistics. Under the pressure of
declining investment, price competition and the drive for
competitive flexibility, the casualisation of labour has resulted in
a near-marginalized informal sector. 

cidb calls on industry leadership to engender a new culture of
respect for people and a pride in the industry that builds South
Africa.  Beyond the issues of good site conditions, safety and health,
this new culture should embrace the need to invest in people as the
industry’s major asset. A new ethos should include issues such as
broadening the participation of women in construction. 

The industry is called to promote pride throughout the supply
chain, its client bodies and stakeholders, based on the recognition of
mutual dependency. The idea of a national “Construction Industry
Week” warrants further consideration.

&

Challenges & Opportunities
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cidb is of the view that determined and mutually
reinforcing action is required by industry and all
stakeholders on a number of key fronts, for South African
construction to advance rapidly towards a cohesive
industry, improved performance and competitiveness, and

a total capability to deliver the infrastructure needed for social and
economic advance.

Performance Measurement 
cidb has considered the appropriate setting of targets for industry
development. It is believed this would be premature at this stage.
However, experience shows that ambitious targeting and
performance measurement are key drivers of improvement.

Over and above targets for job creation and empowerment, the
construction industry needs targets for performance improvement
relating to client perceptions in terms of predictability, cost, time,
quality, health and safety, and sustainable construction. This will
enable clients to recognize value. 

cidb will convene a process with industry and stakeholders to
develop an approach to targets that supports a culture of industry-
wide benchmarking and improvement.

Governance and Regulation
A range of regulatory instruments has been introduced to drive
industry’s performance standards, including new health and safety
regulation. Standards of governance and ethics define the
framework within which construction industry development takes
place. Within the context of a dispersed industry and client
community, an enabling regulatory framework must drive
convergence in development at the level of implementation. The
cidb has prioritised implementation of the Construction Registers
Service in support of:
• greater sustainability, empowerment and competitiveness based

on performance and delivery of value.
• consistent client delivery, best practice and a shift towards value

based procurement.

A culture of governance, improved delivery and performance is
also  promoted through the Code of Conduct for all participants in
construction procurement and the Standard for Procurement
Uniformity for public sector construction procurement. The Toolkit
delivery management system will further promote consistent public
sector infrastructure investment.

The broad regulatory framework is complex and the cidb will
initiate a review aimed at streamlining this framework in order to
strengthen its effectiveness, simplify practical compliance and unlock
delivery bottlenecks.

Construction Registers Service
Promoting improved performance, the Construction Registers
Service will provide access by decision makers, clients and
industry to comprehensive geographic information on
construction demand and supply, including size, nature and
distribution of projects and service providers.

Leadership Commitment

To raise the development trajectory and

industry’s capability will require leadership

commitment.
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Partnership
Building on a growing trust and commitment between the social
partners evidenced at the GDS, it is opportune to explore the
potential for greater levels of partnership to improve construction
delivery and the focus of development interventions. 

A partnership between industry and their clients at both a
strategic and local level offers a strategic forum that would focus on
issues such as:
• Value-based procurement of contracting and professional

consulting services and the elimination of waste in the delivery
system.

• Enhanced Research and Development and academic trans-
formation.

• Performance measurement.
• Innovation and dissemination of leading-edge best practice

relating to job creation and the EPWP, respect for people and the
environment and empowerment.

At local level, clients and industry might achieve improved
implementation through a focus on:
• Promotion of the EPWP, job creation and empowerment

initiatives.
• Capacity building.
• Improved safety, health and the environment.
• Implementation of HIV/Aids strategies into the workforce and

local communities.
• Procurement best practice.
• Project and process innovation and its promotion in the broader

industry.

cidb invites industry, clients and government, across all three
spheres, to consider the implementation of partnerships where
appropriate.

&

Within the framework of the challenges described
throughout this review it is evident that several key
initiatives currently in progress will bring about significant
and positive change. These need to be implemented with
greater focus and vigour.
The overriding challenge, if the industry is to realise
sustained delivery and growth, enhanced employment and
empowerment, – is the improving performance of all those
who impact on the delivery of infrastructure and on the
industry’s development. At the same time improved
performance will require a changed culture of the industry,
and its leadership for transformed delivery of value.



“Our stake in the industry is a stake in the future of our country”
STELLA SIGCAU, MINISTER OF PUBLIC WORKS,

STAKEHOLDER FORUM 2003

The Status Report offers a comprehensive view of current dynamics
impacting on the creation of an enabling environment for
construction industry development. It summarises the views and
expressions of key industry participants and draws from various
studies and published data.

The way forward offers a crystallized perspective of actions and
initiatives deemed necessary to advance industry development from
the platform created over the past few years.

Boost all-round capability to deliver South Africa’s infrastructure by
implementing measures that:
• Roll-out planned systems and capacity building across the public

sector client body. 
• Attract, train and stimulate the development of young

professionals and skill the workforce.
• Stimulate research development and academic excellence.

Mobilise industry leadership with the support of clients to engender
in construction a culture of respect for people and the environment,
including pride in the industry that builds South Africa’s
infrastructure.  The culture should include measures to stimulate
respect for people, safety, health and the environment as well as
investment in people as the industry’s most valuable asset.

Implement new BEE strategies in a comprehensive approach to
transformation across the full spectrum of the industry in a manner
that is clear and enables consistent application by public and private
sector clients and the industry to achieve:
• agreed scorecard criteria and targets, 
• focused development interventions that are supported by

industry know-how.
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Way Forward

Way
  Forward

Delivery capability and performance 

Culture of respect and pride 

Sustainable empowerment
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Implement an improved regulatory framework to drive a conver-
gence of development focus that supports consistent delivery, sus-
tainable empowerment, capacity and value based performance. This
focus will include uniform and consistent procurement, improving
ethics and compliance, and the elimination of unnecessary red tape.

Build on the recommendations of the GDS to promote greater pub-
lic and private sector partnership. Establish a forum of major clients
with industry leaders and key stakeholders to address issues of
strategic development including value based procurement, and
establish local partnerships to address issues of improved implemen-
tation, performance and delivery.

The summarised way forward identifies key
challenges that if addressed by stakeholders
would invigorate the pace of development, so
that South African Construction can deliver
the built environment for economic and social
advance at home and on our continent. This
goal will require industry, government and
stakeholder collaboration to promote
conditions for increasing investment in
infrastructure and South Africa’s future.

Regulatory and development framework

Partnership for a better industry

Way
  Forward
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Payment is the single
overriding obligation
of clients in terms of
their contractual rela-
tionships with contrac-
tors and consultants.
The general contractu-
al norm is 30 days
from receipt of invoice.

Modern forms of contract are those that appropriately
allocate risks, liabilities and obligations and contain admin-
istrative procedures that enable proactive management of
the delivery process.

The cidb framework of CII’s has been developed with the
support of CSIR Boutek and initial work by DPW. The
framework is based on a review of international
benchmarking and performance indicators for the
construction industry. A focus group of industry experts
provided guidance to the cidb in the finalisation of indicators
that encompass the specific objectives of industry
development in South Africa as expressed in the CIDB Act.

The summary results included in this report reflect selected
indicators measured for the 2001 and 2002 calendar years. In
2001 the project based pilot measurement was based on 250
returns from a mix of clients and contractors. In 2002 the
measurement was expanded to include the consulting
professions, with a total of 900 returns received. 

On the basis of the unfolding 2003 BEE strategy and
scorecard, a company-based pilot measurement was
undertaken to measure broad based black economic
empowerment in the contracting sector for the year 2002.
Fifty four firms were measured. The consulting professions
were not surveyed as a similar survey was being undertaken
at the time by SAACE.

Relevance and limitations
The samples for the various measurements have been taken
from a cross-section of project or enterprise type and size, or
value. Except for the pilot BEE indicators, the 2002
measurement was based on a sample designed to provide at
least a confidence level of 90 percent and a reliability of 5
percent. Further expansion of the sample is planned in order
to increase the confidence level and reliability of future
measurements.

The indicators are expected to show improvement over
time. However, experience elsewhere has shown that as
performance improves, the expectation of participants also
grows in relation to some of the perception based indicators
such as defects and client satisfaction. 
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Findings on the State of the Industry
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Annexure 1

Construction Industry Indicators (CIIs)

As an annual snapshot in time the
indicators provide a benchmark
against which, clients, consultants
and constructors can measure and
improve  their own performance in
relation to the industry norm.

Client Performance





c i d b  –  d e v e l o p m e n t  t h r o u g h  p a r t n e r s h i p
52

BER (2003). Building and Construction, Fourth Quarter; Stellenbosch.

BIFSA (2003). BIFSA Annual Report; Midrand, June.

Birkeland, J (2002). Design for Sustainability: A Sourcebook of Integrated
Eco-logical Solutions; Earthscan Publications, Ltd.

BMI BRSCU (2003). Strategic Assessment of Black Economic Empowerment
(BEE) in the Construction Industry in South Africa; Report to the cidb;
Pretoria.

CD Kingsley Davis (1966). Human Society; The MacMillan Company; New
York.

cidb (2003). Concept Programme to Promote Human Resource
Development, R&D and Academic Excellence for Construction Delivery
and the Built Environment; Pretoria.

CIB/UNEP-IETC (2002). Agenda 21 for Sustainable Construction in
Developing Countries; A Discussion Document; CSIR Boutek; Pretoria.

Code of Conduct for all parties engaged in Construction Procurement,
Republic of South Africa, Government Gazette, No. 25656, 31 October
2003

Construction Industry Development Board Act 2000, Act 38 of 2000,
Republic of South Africa, Government Gazette, No. 21755, 17 November
2000.

Construction Industry Development Board (June 2003). Concept
programme to promote: Human Resources Development R&D and
Academic Excellence for Construction Delivery and the built environment,
South Africa (unpublished).

Construction Industry Development Board (2002). Construction Industry
Stakeholder forum report 2002, South Africa 

Construction Industry Development Board (2003). Construction Industry
Stakeholder forum report 2003, South Africa 

Construction Industry Development Board (2002). Strategy to promote
infrastructure procurement and delivery management in the public sector,
South Africa (unpublished).

Construction Industry Development Board (2003) Toolkit: Delivery
Management Guidelines for the Public Sector; South Africa (unpublished).

Coetzee, J (2003). Private communication. CSIR Boutek, Pretoria.

DoL (2003) National Skills Development Strategic Implementation Report,
Department of Labour Pretoria.

DPW (1999) White Paper on Creating an Enabling Environment for
Reconstruction, Growth and Development in the Construction Industry;
Department of Public Works; Pretoria.

DTI (2003). The Government’s Strategy for Broad-based Black Economic
Empowerment (BEE); Department of Trade and Industry; Pretoria.

Egan, J (1998) Rethinking Construction; Department of the Environment,
Transport and the Regions; UK.

Empowerdex Empowerment Watch (2002). Broad-based Economic
Empowerment Survey of JSE Listed Companies.

Engineering News (2003). Proudfoot Consulting: Missing Millions – How
Companies Mismanage their Most Valuable Resource; October.

Fairclough, Sir J (2002). Rethinking Construction Innovation and Research;
A Review of Government R&D Policies and Practices; Department of Trade
and Industry; UK.

Flanagan R. (2003), An International Perspective on Construction Futures;
February (Paper and presentation, International Conference “Revaluing
Construction”; Manchester; UK  

Goldman, T. (2002), Organising in the Informal Economy; A Case Study of
the Building Industry in South Africa; Seed Workig Paper No. 38,
ILO,Geneva.

Government Communications (2003). Building a People’s Contract for
Growth and Development, Pretoria, South Africa

Gymah O, van Wyk L and Hodgson S (2003). Striving for Best Practice – A
Case Study from South Africa, Pretoria, South Africa

Hassan EK (2002) National Labour and Economic Development Institute:
Infrastructure Delivery and Employment Creation in South Africa, Trade
and Industrial Policy Secretariat (Tips).

Holzer HJ and Waller M (2003). The Workforce Investment Act:
Reauthorisation to Address the “Skills Gap”; The Brookings Institution;
Washington; December.

International Labour Office, (ILO) Geneva, (2001); The Construction
Industry in the Twenty-first Century: Its Image, Employment Prospects and
Skill Requirements; Tripartite Meeting on the Construction Industry in the
Twenty-first century: Its Image, Employment Prospects and Skill
Requirements.

IoD (2002). King Report on Corporate Governance for South Africa – 2002
(King II); Institute of Directors in Southern Africa; Parkland.

Latham, M., (1994) Constructing the Team. Final report of the joint
Government/Industry review of procurement and contractual
arrangements in the United Kingdom Construction Industry; London:
HMSO.

NACI (2003). Draft Report on Skills in the Construction Industry: Demand,
Supply and Responses, An Exploratory Study;. National Advisory Council
on Innovation; Pretoria.

National Treasury (2003). Budget Speech 2003, Cape Town, South Africa

National Treasury (2004). Budget Speech 2004, Cape Town, South Africa

National Economic Development and Labour Council (2003). Draft
Construction Sector Summit Proposal, Johannesburg, South Africa

National Economic Development and Labour Council (2003). Growth and
Development Summit Agreement – 7 June 2003, Johannesburg, South
Africa

PCAS (2003). Towards a Ten Year Review: Synthesis Report on
Implementation of Government Programmes: A Discussion Document;
Policy Co-ordinating and Advisory Services; The Presidency; Pretoria.

Regulations into Public Finance Management Act 1999: Framework for
Supply Chain Management, Republic of South Africa, Government
Gazette, No. 25767, 5 December 2003.

SAFCEC (2003). State of the Civil Industry 2nd Quarter 2003;
Johannesburg.

SARB (2003). Quarterly Bulletin December 2003; Pretoria.

Schüssler, M (2004). TRADEK Economist Business Report; Johannesburg;
January.

Turner and Townsend (2002) Commissioned report reviewing the capacity
for provincial governments to deliver on infrastructure; South Africa
(unpublished).

UNEP/CIB/CSIR/CIDB (2002): Agenda 21 for Sustainable Construction in
Developing Countries: A Discussion Document; WSSD Edition; Pretoria.

World Bank (2003). The World Bank Group: News; August.

Annexure 2

Bibliography


