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Background

This contribution responds to a recommendation in the Competition Commission’s 2021 report on
Competition in the Digital Economy which suggests that, as part of a national digital strategy,
industrial policy instruments have an important role to play in enabling a more competitive and
inclusive digital economy. Specifically, the report noted the possibility of direct government action
around “data policies, fiscal incentives including tax breaks, investment and incentive schemes,
supporting strategic sectors, public procurement, trade instruments (tariffs and duties), education

and skills development as well as research and development”.!

Amongst these, the report argues that targeted interventions related to innovation and investment
(financial and non-financial) seem to be the most necessary (and possibly viable) options for the
South African government to pursue, with the primary goal of increasing the number of small and
medium-sized enterprises (SMEs) that can participate in domestic and international digital markets.
In part, this is based on the experience of other developing countries where industrial policy
investments for the sector are “substantial and are not incidental”.?

Inevitably many questions are raised about direct government involvement in a fast-advancing
sector, such as whether the development of ‘national champions’ will undermine local competition
and innovation, and if digital protectionism is even possible in the face of globally interconnected
data flows.® Whilst the general feasibility of digital industrial policy - and where it should be targeted
- are key issues for investigation and discussion, an important caveat highlighted in policy reviews is
that the implementation of recommendations ultimately depends on enhanced government
capacity.® Given this dependency, the following section explores the distinctive capabilities and
legitimacy® of the South African government as it seeks to shape a more inclusive digital economy,
including the implications of a proposed ‘entrepreneurial state’ ® 7 and possible links to competition

policy.
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Legitimacy and capabilities with respect to policy interventions

Using a sample of digital and innovation policy documents as reference points, along with recent
policy analysis, we are able to get a sense of what interventions are being considered by local policy
actors. We can then start to ask what government capabilities (e.g. through experience, skills,
enabling institutions/ processes) and legitimacy (e.g. through law, control over resources, money,
knowledge, experience) may be important, can be leveraged, and are available or lacking.

Data as a strategically managed resource

The intervention pipeline on data spans a broad range of topics, mostly related to (1) consolidation
of (largely public) data at government data centre sites and local data banks, with enhanced
connectivity to these data nodes; (3) open data strategy to provide guidance on data sharing; (4)
security/ protection of personal and confidential information; (5) restrictions on cross-border
transfers of certain data (e.g. related to health sector), (6) targeted support for innovation around
these data assets.? °

The South African state is able to leverage quite extensive resources in this area, starting with its
control over national identity and biometric databases. However, its legitimacy as a custodian of
sensitive information has been undermined by (sometimes uncontrolled) commercialisation of this
personal data by the private sector. At the same time, there has been growth in public and
international-funded research data infrastructures on a continental scale, including the new
programmes around data science ethics and law.*°

Possible actions for enhancing the state capacity in these areas include policy capacity building
around ethical data and algorithm governance in target sub-sectors; enhancing legitimacy through
(multi-stakeholder) institutional arrangements that support transparency around data collection and
processing; and improving public official data protection, sharing and contracting skills. Building on
an existing research track record, there may be an opportunity to expand collaboration on and
development of research data infrastructures through new Africa-wide partnerships.

Competition policy and institutions could have a supportive role to play in defining or clarifying rules
related to cross-border public, personal and strategic data transfers and processing (with the
Information Regulator); and supporting the availability and growth of international (and local) cloud
infrastructure and services to enable innovation at higher levels (e.g. business-to-business
customisation in the industrial sector, and research data management as noted).!!

Demand-side linkages and incentives

A second package of policy proposals focuses on growing the number of users of locally-developed
digital services by, (1) providing technology absorption extension services and R&D incentives to
encourage the use of available technologies; (2) pre-commercial procurement by government,
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brokered via technology hubs/ incubators/ innovation agencies;*? *3 14 (3) preferential procurement,
localisation and interconnection requirements to open access to corporate digital supply chains; and
(4) a digital marketplace to link SMEs with locally-developed digital services®> ¢

It is argued that the current R&D tax incentive is too narrowly defined to stimulate the use of
existing technologies'’ and so there may be a benefit in reviewing the role and scope of the
incentive.'® Enforcement of localisation and interconnect requirements between SMEs and larger
corporates has also been ineffective.'® 2 With regard to pre-commercial procurement and digital
marketplace facilitation, government departments and agencies tend to have low legitimacy and
capacity for these relatively complex activities. So, aside from a more general need to clarify
government procurement roles, as well as confidentiality and transparency rules,? there is probably
a general need for technology-focused capacity building with supply-chain officials. This could be
targeted at early-adopter entities in the digital space (e.g. certain SOEs). In addition, the state may
look to empower procurement, funding and extension intermediaries in ‘meso-level’ organisations -
from innovation agencies to industry associations - ideally at the intersection of emerging industrial
(or services) ecosystems.?? 23

Competition institutions or researchers could have a role to play in sharing knowledge or advising
government on procurement, intellectual property and transparency questions. Competition policy
may even require incubation or procurement from local digital SMEs as part of foreign acquisition/
merger approvals, or support the enforcement of platform/ infrastructure open access and
localisation.

System-view on governance

As a higher-level policy proposal, a prominent (and recurring) suggestion is that there is a need to
establish technology and innovation governance structures that span departmental silos, with
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funding being directed towards policy or challenge/ mission-oriented programmes.?* 2> There is
broad recognition that inter-departmental coordination on digital and innovation initiatives is weak,
and that the envisaged engagement and partnering with the private sector has not materialised (or
is opaque and abused). As a result, there is low visibility of needs and trends across fields and into
the private sector.

By enrolling National Treasury, there is some hope that alternative budgetary models are possible,
with allocations made to policy priorities or missions instead of individual government entities.
Echoing an earlier proposal, an argument is made for supporting meso-level and subnational
agencies which are able to network across fields and are closer to sector needs.?® These actions
could be supported by shared information resources on technology availability, market trends and
skills demand; and by institutionalising private sector inputs in a more consistent and transparent
way.?’

Competition institutions could assist with (or even lead) the development of market and technology
intelligence/ information resources. More broadly, they may contribute to guidelines and codes of
good conduct around industrial policy and private sector practice.?®
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