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Historical Background of Defense Industry

· Before 1963, South Africa spent 70 per cent of its military budget on arms procurement overseas, most of it from the UK. 
· Recognizing the problems imposed by an UN embargo, the Republic set a goal of developing an armaments industry capable of providing self-sufficiency in ammunition and strategic items as well as some of its own weapons. 
· In the area of sophisticated aircraft and equipment beyond its industrial and technical capacity, the Republic began looking for suppliers who were willing to ignore the embargo. 
· Among those countries who have been willing to sell to South Africa, France and Italy are by far the majors Suppliers'.
· In late sixties, to get around the embargo, South Africa set up the Armaments Development and Production Corporation of South Africa (Armscor) to manage the procurement of weapons from both public and private companies. "

The 1999 Procurement Package

· The defense procurement packages of recent years have reversed the decline of the South African defense industry seen in the 1990s, but years of low investment have left the sector troubled for the foreseeable future.

· In 1998, the government initiated a strategic rearmament program. This was motivated by growing regional instability and the strategic importance of the defense industry.

· The massive arms deal signed in 1999 should ensure a steady flow of high-technology weapons platforms arriving in South Africa over the coming years.

· The bulk of the acquisition budget has been firmly focused on the major procurement deal struck in 1999 for 

1. Four MEKO-class A-200 patrol corvettes 

2. Three Class 209 Type-1400 submarines 

3. 30 Agusta A-109M light utility helicopters 

4. 26 Gripen fighters

· 9 2-seater Gripen D’s

· 17 1-seater Gripen C’s (down from original order of 19)

· Will be located at Makhado Air Force Base in Limpopo Province

5. 24 Hawk training aircraft
· 8 A400M strategic lift mil aircraft planes, originally slated to cost 17 billion rand, were scrapped in October once price had risen to 40 million rand

· In December 1999, South Africa announced signing of the contracts, with a payment schedule spread over an 8-14 year period for affordability.

· This represents the continued modernization program being undertaken, and many argue that this money will be better spent than the funds for ‘big ticket’ procurement, given the desire to operate a rapid reaction-style armed force.

· In the view of industry, this large acquisition program will also revitalize the defense industrial base, which had been strongly affected by the continuing decrease in South Africa’s defense budget since 1989.
List of Items by Country

Germany

· Three Class 209 Type-1400 diesel-electric submarines from German Submarine Consortium 

· Four MEKO-class A-200 patrol corvettes from German Frigate Consortium

Italy

· Thirty Italian 30 Agusta A-109M light utility helicopters

Sweden/Britain

· Nine advanced light fighter aircraft (Gripen), with the option to acquire another nineteen more in 2004 – total 28

Britain

· British Aerospace (BAE) Hawk fighter trainer aircraft, with an option to purchase a further twelve over a period of six years from 2003-2008 – total 24 

Progress

· Delivery of the weapon systems acquired through the strategic armaments procurement program is on track. 

· Four frigates were commissioned into the SA Navy by the end of 2007. They will be fully operational once the maritime helicopters have been delivered and integrated. 
In service

· The first of three submarine 

· 12 of 30 light utility helicopters 

· 11 of 24 trainer aircraft 

· 12 light utility helicopters and eight trainer aircraft will follow during 2008/09. 

· Only 9 of the 26 Gripens have so far been delivered.

1. All the 2-seater D’s

2. Delivery of single-seaters to begin soon

3. They will be stationed 

Payments

· In 1999, the program amounted to R29.8 billion.

· In 2001, as a result of currency fluctuations, the cost escalated to R66.7 billion.

· By 2010, rand liability could reach R158 billion.

· By 2019, when final payments are due, amount is projected to rise to R370 billion 

Toll on Budget

· To pay for this package, military spending was slated to increase from R10.72 billion in fiscal year 1999/2000 to R13.76 billion in 2000/01 and then up to R15.27 billion the following year. 

· The R3 billion increase in the defense budget between the 1999/2000 and the 2000/01 budget was due to this procurement. 

· Military spending was scheduled to rise to R16.8 billion in 2002/03 with a further increase to R17.8 billion in 2003/04 and by FY.2006/07 defense spending rose to  R23.9 billion 
Criticism of Acquisition 

· These acquisitions are aligned with the force design of the Defense Review, but it can be argued that they did not take cognizance of real priorities and trends in the defense budget and expenditure. 

· They favor the air force and navy above the army, while it is the army that is at the forefront of deployments into Africa. 

· They also tie the defense budget down to a high expenditure on capital equipment, while the operating budget for force development, force preparation and force employment is shrinking. 

· This has led to many problems vis-à-vis maintaining standards and a general deterioration in the preparedness of the SANDF
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Strengths 

· Strong military-industrial base aided by UN embargos during apartheid prevented overseas competition
· Open economy encourages investment in the defense and defense-related industries

· Good relations with Western countries allow South Africa access to high-technology products

· Well-educated workforce and a robust R&D sector
Weaknesses 
· Political and economic turbulence of the 1990s has damaged the defense industry, with a full recovery still pending

· Geographic isolation makes JVs, consolidation with other industries, and exporting products problematic

Opportunities 

· Investment from overseas could reinvigorate the industry, with a few high-profile bids and decisions made over recent months

· A strategic shift in the military’s focus should lead to procurement of high-technology systems, with potential for South African involvement in the manufacturing processes

Threats 

· Increasing competition from second tier suppliers, such as Israel and China, threaten South African domestic contracts and exports

· The BEE could be seen to diverge from a meritocratic employment scheme

· High incidence of HIV/AIDS within the population could cause problems with employment policy
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