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COMMENT ON STATE-OWNED ENTERPRISES (SOE)
1. GENERAL COMMENT
Privatization is not the panacea for the addressing of infrastructure backlogs, nor the inefficiencies that plague many SOEs. Many public goods, especially given the very uneven distribution of wealth in South Africa, will not be provided adequately by the private sector.  For this reason, the continued involvement of SOEs in key sectors of the economy is accepted.  Furthermore, the Chamber believes that significant improvements in SOE performance are possible while Government retains ownership and regulates these key sectors.   Exactly what they are requires careful examination in light of clear definition of a “public good”.   Broadly speaking they are likely to be spheres where infrastructural investment is required and the private sector is unlikely to have the capital resources to make these investments.  
Where it is appropriate for SOEs to operate, they must be effective, efficient and competitive as possible.   Their objective should be complete sustainability at the very least, even if they are not profitable in the business sense of the word. 
2. GOVERNANCE AND MANAGEMENT

The first key to good SOE performance is role clarity and the second, of no less importance, is accountability.  Government’s focus as shareholder must be to determine the specific role of the SOE in the national socio-economic landscape and then, taking this into account, carefully choose Board Members that have the proven experience and competence to ensure that the SOE fulfils the defined role.   Board members must be held accountable for their performances towards the achievement of the defined objectives.   Membership of Boards cannot be seen as sinecures.  

It is the responsibility of the Board to select the senior executives and this process should be done without any interference from either government or ruling party.   The selection of suitable people is among the responsibilities for which the members of the Board must be held accountable. 
3. EFFICIENCY

Over time, the country has become too tolerant of inefficiencies in the operation of the SOEs.   Recent results from Transnet Freight Rail (TFR) where 90.2% of trains do not run on time is a significant example of this.    Another was the crisis experienced by Eskom when it nearly ran out of coal.   Some of the deficiencies relate to poor planning, perhaps because neither the members of the Board nor the executives have understood the sector well enough to deal with planning effectively.   At present, the export of coal is being impeded by the lack of adequate capacity on the part of Transnet which had not kept pace with neither the demand, nor the export capacity of the port.   In the private sector, a company that fails to keep pace with the market demands will go out of business.    In this context the role of the shareholder is also extremely significant.   The failure of the REDS and the EDI, for example, as well as delays to the development of the electricity infrastructure because of government’s unwillingness to commit to this, has revealed that these are highly technical matters and ones on which top-class counsel is required.  It is also noted that many of the SOEs suffer from lack of continuity in their leadership.   Senior executives seem to come and go at a rate which detracts from the organisation’s ability to identify the necessary strategic path and maintain it to the point of fulfilment.  The economic costs of such poor performance are enormous and certainly do not add value to development and transformation. The Chamber is conscious of difficulties in the forestry sector, for example.  This is an Industrial Policy Action Plan (IPAP) flagship for development and transformation, but it cannot be expected to grow given the extremely poor and expensive service within the sector. There is significant misalignment between well intentioned Government policy (grow and support the sector) and actual practice (deliver poor and expensive services to the sector), with different departments and entities often pulling in opposite directions.

4. SKILLS TRAINING

In the past many SOEs were significant training centres for artisans.   The South African Railways and Eskom, in particular, had exceptional training schemes and many well-qualified artisans emerged from their training programmes.   Of course, one understands that at the height of their training successes, a portion of the population only could benefit from this.  It is ironic and very disappointing that now that there is such a desperate need for technical training, particularly among previously-disadvantaged individuals, the programmes have been abandoned, or at least reduced.   It is believed that the SOEs should be in the vanguard of workplace skills training, just as they, more than any other enterprises, should be encouraging the growth of Black Economic Empowerment and small enterprise development.   Their assumed status as corporates within the competitive market and the private sector has obscured, it is believed, their special role as delivers of state services and leaders of government enterprise
5. SOEs AND COMPETITION

It is a debatable point as to whether SOEs should operate in a market environment, competing with similar private sector enterprises, or whether they should have a status of monopoly.   In South Africa, this is an academic question, it is thought.   SOEs have been part of the evolution of the country and its economy and it is neither possible nor wise to privatise all of them.   Apart from the role they play in respect of the public good, they have infrastructural assets that have accumulated over years and belong to the state.  

In open competition with private sector enterprises they should enjoy considerable advantages.   Not only have huge sums of money been already invested in their assets, but they are not accountable to shareholders who have invested at risk and expect good returns.   There is no reason, other than structural deficiencies, that they should not outperform competitors.    That they do not do so is attributable to the fact that their governance and management are weak by comparison.   Shareholders expecting returns on risk investments are more demanding in their expectations of the organisation in which they have invested.   Government is not only a very undemanding investor, but one who does not always ensure that the best people are employed.   Furthermore, SOEs are subject to changeable political policies which hinder progress along a fixed path over a long period.  The provision of energy, for example, or good freight rail or port services, requires long term planning and few strategic changes along the road to the achievement of the objectives.     It is true, too, that where government decisions are required, there are often delays.   However, in its role as a sole shareholder, government must realise that the business of the SOEs cannot be compromised by such delays.     It is not about drafting or passing legislation through parliament, but smart shareholder decisions that will facilitate better performance on the part of the company.     
The situation relating to the generation and distribution of electricity serves as a good example.  Private sector energy providers in many instances can produce electricity more cost effectively than Eskom and are willing to do so given an enabling framework. Where these situations occur private sector involvement in SOE territory should be facilitated by clear policy. This has not been forthcoming in the energy sector, for example, where the much awaited Renewable Energy Feed in Tariff (REFIT) from the National Energy Regulator of South Africa (NERSA) is now no longer a clear price guide for the private sector. Buyer and Power Purchase Agreements are also still awaited. The REFIT has recently, and surprisingly, become a guideline with a competitive bidding process as the procurement mechanism. This lack of clarity and the associated delays have cost the country dearly both in terms of the lack of investment in this key sector and the development that has been, and will continue to be, stalled due to insufficiency of supply.   That this unresolved matter was allowed to persist for over two years (since REFIT 1 was published in 2009) shows the chasm of communication between key government departments and regulators on matters of national importance.

6. GOVERNANCE/LEGISLATION 
Governance of SOEs is a particularly complex issue, given the myriad of stakeholders, the requirements they must adhere to and the expectations of the public and others.  Business efficiency and financial sustainability are not well aligned to legislation which governs the financial regimen of government departments and SOEs.   They must have the freedom from restriction that allows them to operate effectively within a competitive business environment.  This is not to say that they should be free of regulation.   Indeed, since they are assets of the state, they must be regulated so as to achieve appropriate standards of delivery and to be financially sustainable.   It is proposed that legislation be drafted to cover all SOEs recognising their special status and their economic roles.   They are not government departments, but neither are they corporate structures within the private sector; they are organisations that differ from both of these.   As such, they require special legislation that enables them to make the necessary progress and achieve sustainability while, at the same time, preventing any wastage of public money and ensuring efficiency of management and service delivery.
7. OWNERSHIP
The number of SOEs is way beyond what it should be.   In order to deal effectively with SOEs, the number should be radically reduced to include only those entities that conform to a pre-determined definition of the rationale for the existence of SOEs.    Many could be privatised and the public would lose no benefit as a result.  There might even be an improvement given the private sector’s greater management efficiency.    Those that warrant the status of SOE should be solely owned by government as the custodian of state assets.
8. CONCLUSION

In conclusion, the Chamber asserts that some SOEs have a very important role to play.  These, in essence, are those with infrastructural assets which have been acquired through the use of public funds over time, assets linked with service delivery in various sectors.    Others, whose services could be offered by the private sector and which do not need public funds in order to do so, should be transformed into private sector entities.
The most important considerations in our view are:

· The achievement of high standards of governance, management and efficiency;
· Financial sustainability;

· Transparency and accountability;

· Selection of Board members on merit and particularly for their proven expertise in the relevant field;

· Following the appointment of members of the Board, no government interference in the governance, management or executive functions;

· Expert guidance to the shareholder when decisions have to be made;

· Continuity of strategy;
· Benchmarking against best international practice; 
· Separate and dedicated enabling legislation to regulate the operation of SOEs; 

· The use of SOEs to advance the socio-economic goals of the country, particularly in respect of skills development, broad-based black economic empowerment and enterprise development, but without any compromise of competitive efficiency or cost. 
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