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INTRODUCTION TO AN AC SPECIAL ISSUE

Towards a New Growth Path

Fiona Tregenna and David Masondo, who edited this
AC Special Issue, set out the framework within which debates
on a New Growth Path for South Africa are taking place

e are pleased to present this
Special Issue of The African
Communist on the theme
of the New Growth Path.

Debates on the need for a new
growth path and what this might entail
have been ongoing for some time. There
is now increasing consensus about the
need for a fundamental shift in South
Africa’s growth path, but probably less
agreement about how far that shift
should go and what the substance of a
new growth path should be. This Spe-
cial Issue of AC brings together articles
on various topics related to economic
policy and the growth path more gener-
ally. Topics include industrial policy; the
debate on nationalisation; finance and
the growth path; the role of regulation;
and the challenges of social mobilisation
to push the new growth path.

This Special Issue is being released
before the National General Council
(NGC) of the ANC. The NGC provides our
movement and the SACP with another
moment in history to reflect on the ex-
tent to which there has been a shift from
the key pillars of the 1996 class project
in the post-Polokwane period. It also of-
fers the opportunity to review current
policies and, where necessary, to begin

to modify these.

Every moment in history is both a
point of arrival and departure. Similarly,
post-Polokwane has set a milestone in
the history of our National Democratic
Revolution (NDR) and the struggle for
socialism. The 2007 ANC elective Na-
tional Conference held in Polokwane
was a point of arrival for those who were
not opposed to neo-liberal economic
policies and narrow Black Economic
Empowerment. For them, post-Polok-
wane represents a period in which they
will use the narrow BEE and globally dis-
credited neo-liberal economic policies to
advance their class interests. But for the
working class, Polokwane marked the
potential for radicalisation of our NDR
to be epitomised by key political and
economic policy shifts.

This Special Issue assesses the post-
Polokwane period in the context of the
need for a new growth path. The articles
diagnose what is wrong with the cur-
rent growth path and its effects on the
socio-economic conditions on the work-
ing class, and put forward policy propos-
als that will take us towards a working
class-biased growth path.

Despite significant progress in vari-
ous areas, we are confronted with a
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grossly unequal distribution of income
and wealth, unemployment rates among
the highest in the world, and rates of
poverty that are completely unaccepta-
ble. The persistence - and in some cases,
worsening - of these problems points
to some of the ways in which we have
not fundamentally shifted away from
the apartheid growth path. We cannot
accept that unemployment, poverty,
inequality, and other problems remain
at present levels. There needs to be a
fundamental shift in the growth path. In
turn, this points to the need for funda-
mental shifts in economic policy. There
is no reason to believe that the continu-
ation of the existing policies, or even
incremental changes in these policies,
would facilitate the type of shift in the
growth path that is required.

The circumstances of the global eco-
nomic crisis further support the need for
shifts in policy. The crisis highlights the
limitations of capitalism and in particu-
lar of inadequately regulated capitalism
(especially to those who were previously
insensitive to these limitations). The cri-
sis has also led to a shift in the main-
stream economic policy discourse. Poli-
cies that were previously frowned upon
by many governments and international
institutions have now become accept-
able even in orthodox terms. While we
in South Africa should not be carried
away by policy fashions, we also cannot
continue with the same economic policy
debates as though nothing has changed.

For all these reasons, it cannot be
business as usual when it comes to eco-
nomic policy.

However, we need to recognise that
the types of policy shifts required will
only be realised if there is a shift in the
balance of class power. Our post-1994

experience has shown that policy shifts
and implementation are a function of
balance of class power. When Gear was
chosen as state policy, it was not because
there were no other policy alternatives
from working class organisations and
intellectuals: it was about the balance of
class power.

Policy choices and implementation
are not beauty contests about which
policy is most beautiful. Nor are they
about which policy is most rational.
They are about class interests and about
which class has the power and capac-
ity to express and implement its class
interests through expression in policy
choices. For these reasons, the policy
shifts towards a new growth path will
only be realised through organising and
mobilising working class power.

This collection of articles is not in-
tended to provide answers as to what
specific policies are required. Rather,
they provide analyses of the growth path
from various angles. Cde Oupa Bodibe’s
article discusses some of the reasons why
it is so difficult to break from the exist-
ing growth path even if that path is sub-
optimal; examines state-capital relations
in South Africa; looks at changes in the
labour force structure and new ways in
which surplus-value is extracted; high-
lights the importance of social mobilisa-
tion for moving to a new growth path;
and leaves us with some difficult ques-
tions for further discussion. Cde Neva
Makgetla summarises some key features
of our current growth path and the chal-
lenges for change. She then identifies
three alternative paradigms among the
left concerning the growth path, and
highlights the benefits and risks of each.
Cde Ben Turok reports on the discus-
sion of a seminar series titled Prospects
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for Economic Transformation. His article
characterises the post-1994 legacy and
offers suggestions for policy shifts in
various areas of economic policy. Like
Cde Bodibe, he also leaves us with some
tough questions for further discussion.

Seeraj Mohamed discusses an oft-ne-
glected issue: the role of finance in rela-
tion to the growth path. He provides a
compelling critique of the role of finance,
and illustrates how policy has facilitated
changes which have been detrimental to
economic transformation. Cde Kimani
Ndungu focuses on the labour market,
with emphasis on the implications of
the growth of non-standard work and
the high rate of unemployment for the
new growth path. Going into more detail
on some of the aspects covered in Cde
Bodibe’s article, Cde Ndungu looks at
continuities and discontinuities with the
apartheid labour market, the growth in
non-standard work, and the challenge of
giving meaning to decent work through
the new growth path.

Cde Rob Davies’ article deals with the
key area of industrial policy. He analy-
ses some of the limitations of the cur-
rent growth path and reflects on lessons
from the global economic crisis. He then
discusses the approach of the Industrial
Policy Action Plan (IPAP2). The contri-
bution of Cdes Sidney Kgara and Sheila
Barsel also relates to IPAP2, but focuses
on the pharmaceutical industry as a case
study. They convincingly argue the case
for a state-owned pharmaceutical com-
pany. Their discussion of the role of the
state in this area also connects to the
later articles on the issue of nationali-
sation. In her contribution, Cde Reneva
Fourie discusses the role of regulation in

a developmental state. She presents the
case for the need for regulation, sets out
different types of regulation, and sur-
veys the role of regulation in compara-
tive international experiences. Of direct
relevance to debates around the growth
path, Cde Reneva discusses how a devel-
opmental state should approach its role
as a regulator.

Finally, there is a set of articles dealing
with the debate around nationalisation.
The ANCYL discussion document on the
nationalisation of the mines has triggered
different vigorous responses within the
ANC-led movement. At the core of these
articles on the nationalisation of the
mines is the question: what type of eco-
nomic ownership will facilitate desirable
economic growth? The SACP discussion
paper on nationalisation is included in
this issue. Cde Madoda Sambatha argues
for the broadening of nationalisation and
passing the expropriation legislation to
enable the state to carry out nationalisa-
tion beyond the mines. Cde David Ma-
sondo’s paper is a critical defense of the
ANCYL’s call for nationalisation of the
mines. In his article, Cde Frans Baleni ar-
gues that the conditions for nationalisa-
tion are better now.

We hope that this collection of ar-
ticles will bring fresh insights into the
debate around the growth path, stimu-
late discussion, and contribute towards
shaping policies. *

Cde Tregenna is an SACP Central
Committee member and University of
Johannesburg economics lecturer. Cde
Masondo is an SACP Central Committee
and Politburo member and is the YCL
Chairperson.
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

The Challenge of Social
Mobilisation to push
the New Growth Path

Oupa Bodibe examines the obstacles to breaking

with the current growth path

hy, despite general consen-

sus, has there been only

limited structural change

in the South African econ-
omy? Is it because of lack of consensus
on the required policy interventions
that there is lack of movement? Struc-
tural change is hard, takes time and re-
quires bold and consistent leadership.
The process in post-apartheid South
Africa has been characterised by polar-
ised debate on the right mix of policy
instruments to achieve a transformed
economy. The aim of this intervention is
to focus on some of the underlying chal-
lenges that may be militating against
progress.

In the first instance is the problem of
path-dependency which creates strong
incentives to stay the course. The sec-
ond reason suggested is the problem
of state-capital relations. Lastly, a high-
wage strategy seems like an impossibil-
ity but then who should pay for the cost
of social reproduction?

Very few resource intensive or prima-
ry commodity economies have managed
to transform from this inherited legacy
from colonial rule. The colonial power
regarded their colonies as sources of raw
material, places to move their surplus

people or at best external markets to
manage over-production at the centre.
Infrastructure, administration and hu-
man resource development strategies
were designed to fulfil this extractive-
export economy. This is a powerful lega-
Cy to overcome.

Several theories have been advanced
to explain this economic structure.
From the dependency theory the idea of
an economic ‘enclave’ encapsulates the
dualistic development that characterises
many developing economies. From the
libertarian perspective this is explained
in terms of relative comparative advan-
tage. The idea is that a country should
specialise in areas of its resource endow-
ment.

Both perspectives seem to suggest a
static balance of power between the core
and the periphery, and fail to explain
how former developing countries like
Korea and latterly China upgraded from
export of raw material to diversified do-
mestic and export-oriented economies.
Why therefore some societies have not
managed to escape raw commodity ex-
port economic structures whereas oth-
ers have managed to thrive.

The answer to this question contains
within it a conundrum. The examples
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that I have so far used, Korea and China,
are of countries that did not have much
natural resource endowment to begin
with. Secondly, some of the developed
countries with a minerals base, say the
Netherlands, acquired these natural re-
sources at an advanced stage in their
industrial development. How therefore
did developed countries like the US and
Britain ‘upgrade’ from agriculture to
becoming industrial giants and lately
knowledge economies?

South Africa without doubt falls into
the category of a mineral-dependent
economy for most of the last 100 years.
Evidently changes have occurred over
decades and recent years, but export of
raw minerals still plays a vital role. One
of the recent shifts in the mining sec-
tor is the platinum sector eclipsing gold
production as a key commodity. Gold on
other hand seems to have lost its lustre
for two reasons: in the first instance is
the costly exercise of extracting deep-
level gold which requires expensive
equipment and substantial investments
that are not justified by the current glo-
bal gold price; second, due to this high
cost of mining gold in South Africa,
China and Russia have now displaced
South Africa as the leading producers of
gold. This is despite the fact that South
Africa still has substantial gold reserves
in comparative terms.

The one explanation for the lim-
ited structural change in the economy
is path dependence. Crudely put, path
dependence implies continuation of
a policy choice or economic structure
even though in the long run it may be
counter-productive. For years South
Africa has relied on extracting surplus
from the minerals economy - with infra-
structure, services and manufacturing
emerging to reinforce this growth path.

Path dependency has arisen for sev-
eral reasons. At its simplest it can be
caused by lack of political will to tackle
the more wrenching project of social
transformation. It’s better to stick with
what we have and make incremental
changes with the hope that these will
accumulate substantially to resemble a
qualitative change. Introducing change
will ruffle vested interests and the po-
litical elite might bargain with the eco-
nomic elite to let things remain as they
are with a vague hope that somehow
growth will trickle down.

Sticking on a path of economic devel-
opment can also be reinforced by geo-
strategic considerations. In the TINA
(There Is No Alternative) model South
Africa had no option but to link into the
global economy by succumbing to the
dictates of the neo-liberal model. No sur-
prise that economic policy is excessively
focused on macro-economic balance.
This is to ensure that the shallow local
economic base does not go out of kilter
and erode assets (especially financial as-
sets) through uncontrollable inflation.

Commodity booms add further im-
petus to path dependency. During this
powerful cycle the model tends to gen-
erate sufficient surplus that can be di-
rected to social development or other
purposes. But more specifically it can
fuel rent-seeking behaviour across the
political and economic elite structure.
When this model works, during com-
modity super-cycles, there is a powerful
incentive to stay the course: the “Why
fix it when it is not broken” mentality!
In this scenario the policy objective is to
insert the previously excluded (a minor-
ity at that) into the wealth accumulation
agenda. Narrow BEE rings familiar bells.
Strategically the newly economically
enfranchised somehow become a new
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opposition to thoroughgoing transfor-
mation.

The narrative so far suggests a deter-
minist and almost fatalistic view of eco-
nomic transformation. The main point
is that structural change will require
reckoning with path dependency what-
ever its source. Societies do have choices.
Choices are made, however, within a set
of material conditions and to change an
economic structure require herculean
political will to confront the entrenched
power of the old and new elite. At the
policy level this requires breaking with
the obsession of export-promotion that
has dominated government economic
policy in the post-1994 era. The global
recession wiped out overnight global
demand for South African minerals thus
plunging the domestic economy into a
tailspin. These events also amply dem-
onstrated the vulnerability of a narrow
dependency on export markets.

State-capital relations

Social mobilisation is one of the key pil-
lars of driving through a developmen-
tal agenda. In that context state-capital
relations are pivotal in driving a devel-
opmental growth trajectory. The state
needs buy-in as well as leverage to mar-
shal the self-seeking interest of capital
for the common good. This is easier said
than done. The state also requires some
relative autonomy and critical distance
if it is to fulfil its role as a social change
agent. I deliberately ignore for now the
role of labour for reasons which I hope
will be self-evident in due course. This
however, does not imply that labour
does not play an important strategic role
in economic development. The Social
Democratic model amply illustrates the
role of labour-state alliance in disciplin-
ing capital in the post-war Europe.

The role of capital has been one of
the contentious issues to plague the tri-
partite alliance in the post-1994 period.
In principle there is agreement that the
relationship between capital, the state
and the democratic movement is one of
mutual dependency and conflict. How-
ever, just how much collaboration or
conflict is necessary in this relationship
has been a matter of debate.

Driving a new growth model requires
some buy-in from capital or at least a
substantial section of capital. But capi-
tal’'s view is schizophrenic at best. Of
course, the views of business are as di-
verse as the issue under discussion or
as there are many business sectors. At
one level, the enlightened elements of
capital correctly perceive the long-run
danger of high unemployment, ris-
ing inequality and poverty to the long-
term profitability of capital. Yet, when
it comes down to policy prescriptions,
big capital in particular cannot fathom
anything else but conservative econom-
ic policies including the strident call to
relax labour legislation. Big business as-
siduously promoted its economic vision
on the new political leadership by cajol-
ing and subtle threats.

Does the state have leverage over
capital, especially big capital? That is,
can the state mobilise South African
capitalists to invest in the long term de-
velopment of this country? The answer
to this question is a definite no! By giv-
ing in to the agenda of big capital during
most of the democratic dispensation,
the state weakened its leverage over
large sections of domestic capital. The
democratic government now has to face
the likes of Anglo-American Plc as inter-
national investors rather than as local
companies. Shifting local listing to the
London and New York Stock Exchanges
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released local companies from the dis-
cipline of the state and labour. They are
now under the direction of international
investors, especially institutional inves-
tors who demand short-term returns.

The short-termism of capital, espe-
cially financial capital, militates against
long-term collaboration between the
state and capital. Removal of capital
movement restrictions has weakened
the power of the state to control short-
term capital movements. Moreover,
the relaxation of exchange controls has
spurred capital flight by South African
capital in search of lucrative deals in the
global markets.

That said, capital is still vulnerable
and can be mobilised to support long
term growth. This requires that the
democratic movement develop a more
nuanced and disaggregated perspective
on international and domestic capital.
The fact that that many of the big com-
panies still have substantial investments
in South Africa provide some leverage
that the state can use. For example, the
state used this leverage to successfully
argue for black economic empowerment.
There is no reason why the state cannot
deploy its power to argue for minerals-
beneficiation for example. The state is
not powerless - it is how it deploys that
power that is a crucial question.

New modes of subtracting surplus and
the growth path

The mining-agricultural revolution de-
pended on cheap migrant labour to ex-
tract absolute surplus value. This was
also a model that underpinned the in-
dustrial revolution of the 1940s. Within
this emerged a racialised industrial re-
lations system characterised by un-free
and oppressed black labour. Africans
had to be displaced from their land and

their economic independence was de-
stroyed to meet the demands for cheap
labour by mining, agriculture and indus-
try. This is the core of apartheid in the
workplace that shaped South Africa’s
industrial relations for decades.

The new labour law regime sought to
eradicate this edifice of labour control
by giving workers across the economy
equal rights. Formally, therefore, we
can talk of eradication of the ‘racialised’
system of un-free and oppressed labour.
What is the reality? Of chief concern is
what has replaced the cheap migratory
labour system as a source of surplus val-
ue? A related question is what kind of
industrial system will underpin the new
growth path?

Studies on this front are still tenta-
tive. ‘Informalisation’ of labour relations
(casualisation and outsourcing) it is
agreed to be the new source of extract-
ing absolute surplus value!. This is char-
acterised by low wages, precarious work-
ing conditions and short term labour
contracts. The workplace has become a
veritable place of insecurity. Permanent
workers are worried about security of
their jobs while casual and outsourced
workers are the new layer of ‘right-less’
workers. There is a strong tendency in
the economy to proliferate these non-
standard forms of employment. As such
the working class has been reconfigured
into a ‘core’ with permanent jobs and a
periphery full of the casual/subcontract-
ed, informal sector and unemployed
workers. The restructuring of labour is
a global phenomenon that has gained
momentum in South Africa as capital
sought to escape the new labour regula-
tions.

Alongside this extraction of absolute
value are the high-tech industries such
as autos, heavy-chemicals and steel.
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These sectors tend to be highly capital-
intensive and do not generate employ-
ment in sufficient quantities to mop up
the unemployment problem in South
Africa. The paucity of skills is a source
of leverage for skilled workers relative
to employers. The majority of the South
African unemployed lack the necessary
skills to enter these high tech indus-
tries.

This polarity - low wage employ-
ment on the one hand and skilled well
paid employment on the other - partly
explain the rising income inequality in
the country. I am drawing these issues
to pose the question: is South Africa
destined for a low-wage growth strat-
egy even if it is not desirable? Compe-
tition from other developing countries
like China, India, Vietnam to cite a few
seems to point to the low-wage path for
South Africa. The last 20 years has seen
production shifting towards these low-
wage and ‘un-free’ labour zones. Should
South Africa pursue this path as part of
its growth strategy?

Therein lies a huge area of debate
about the causal link between wages
and growth. The neo-liberal route sug-
gests that lower wages will translate in
improved growth, and this perspec-
tive has adherents within the state and
the ANC. But this strategy is to explain
unemployment from a supply-side per-
spective - that is, if the price of labour is
right then labour demand will increase.
A basic fact is that demand for labour
is a derived-demand. That is, labour is
not demanded as an end in itself but is
spurred by output growth. On this front
the South African economy has not per-
formed well. So how can we spur output
growth in sufficient degree to stimulate
job growth? That brings us back to the
question of structural change and the

basic thesis of the RDP.

The RDP espoused a strategy of
growing the domestic market through
a strategy of meeting basic needs. Fur-
ther, it called for a redistributive strat-
egy that would result in large transfers
of income, asset and capabilities to draw
in the majority of our people into the
economic mainstream. The strategy also
had strong regional development objec-
tives to harness the economic potential
of the SADC region as a single economic
bloc. A high wage strategy requires
among others changes in the patterns of
labour demand away from the cheap la-
bour system that currently characterises
employment patterns in the services
and manufacturing sectors.

Even so, suppose some sectors will
continue to be locked in a low-wage
cycle, then who should pay for social
reproduction? The restructuring of pay
packages has resulted in the displace-
ment of the cost of reproduction -
health, education, old age pensions — on
to individual households and the state,
away from the employers. The coun-
terpart to the cost of doing business in
South Africa is the cost of working. An
ordinary worker must pay for transport,
education, health care and social insur-
ance out of a shrinking pay package.
Wages have at best kept to or marginally
increased above inflation, suggesting
that the vast majority of workers earn
below a living wage.

Conclusion

The need for a growth strategy is taken
as given in this intervention. However
there are two seemingly intractable
conundrums that face policy makers
and activities. In the first instance is
the near-overwhelming power of path-
dependency which militates against
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progress. It is generally accepted in the
development literature that social mo-
bilisation is an essential ingredient in
marshalling society behind a vision of
economic development. The state faces
the difficult question of how to mobilise
capital behind its objectives of economic
and social transformation.

Finally, is the dream of a high-wage
economy just that - a chimera? The
economy is locked into patterns of ex-
tracting absolute surplus value from
new forms of cheap labour, mainly
young African women. Global competi-
tion between big developing countries
seems to reinforce the low-wage strategy

in South Africa. In that context how will
high-wage employment be generated in
South Africa? If on the other hand, the
economy is stuck in this low-wage vi-
cious cycle - who must pay for the cost
of social reproduction between employ-
ers, the state and households. These are
some of the pertinent questions con-
fronting policy makers and activists. *

Cde Bodibe is an SACP member and
serves on the Competition Commission

Endnote
1. See the contribution to this Special Issue
by Kimani Ndungu on non-standard work.
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

Debating development:
Paradigms shaping
economic proposals

Neva Makgetla assesses the current growth path,
the obstacles to change and the frameworks within
which the Left has made its proposals

“Practical men, who believe themselves

to be quite exempt from any intellectual
influence, are usually the slaves of some
defunct economist.” — JM Keynes

ince 1994, debates have raged in

the Alliance about the direction of

growth. To a large extent, the dif-

ferent positions have been shaped
by disagreements about the nature of the
core economic challenges. But they also
reflect the broader economic discourse
and international experience, sometimes
at the cost of practical engagement with
South African realities. Over-dependence
on theoretical models has sometimes
given rise to policy proposals that are
irrelevant or unworkable in our condi-
tions. This problem has been reinforced
by the general tendency to focus on the
promised benefits of proposed strategies
without examining their costs or the like-
lihood of failure.

To support a more objective assess-
ment of the proposals currently in the
policy discourse, this paper analyses
some broad paradigms that shape key dif-
ferences. For context, it first describes the
current challenges and the broad policy
response to date. It then identifies three
dominant paradigms - the anti-poverty

10

approach, industrialisation and employ-
ment-focused - in terms of their over-
arching vision, implications for policies
on sectors and capital, and main risks.

Current challenges

Economic strategies are designed to re-
spond to specific economic challenges.
In mainstream economic theory, how-
ever, an emphasis on growth has become
hegemonic, to the neglect of equity or
employment creation. And virtually no
economists now engage with issues of
disempowerment and alienation, which
were originally central to Marxist eco-
nomics.

The rationale for a narrow focus on
growth has been twofold: first, that in
the long run growth will benefit every-
one somewhat; and second, that employ-
ment creation and enhanced equity are
far easier in the context of rapid econom-
ic expansion.

The problem with focusing on growth
as the core economic problem is that in
South Africa, economic growth has been
close to the international norm since the
transition to democracy in 1994. But
unemployment and inequality remain
far higher than in other middle-income
economies.
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Economic growth in South Africa
largely tracked the international average
between 1994 and 2009. Only lower-
income countries - most famously China
- grew substantially more rapidly. Com-
pared to other middle-income econo-
mies, growth in South Africa slightly
lagged Eastern Europe but kept up with
Latin America.

Despite growth, inequalities in income
and economic power remained profound.
In the mid ‘00s, the share of the top 10%
in national income was higher than in al-
most any other middle-income country.

Deep inequalities in income were as-
sociated with extraordinarily high job-
lessness, deep inequalities in earned
income, and highly concentrated owner-
ship of assets.

In 2010, only 41% of working-age
adults were employed, compared to
an international norm of around 65%.
The ILO’s Key Indicators for the Labour
Market (KILM) found that South Africa
ranked amongst the ten countries with
the lowest employment ratio in the
world

Amongst the employed, the differ-
ences in income between highly skilled
and other workers were unusually steep.
In 2008, the Quarterly Labour Force Sur-
vey found that one in seven non-agricul-
tural formal employees and two thirds
of domestic, informal and farm workers
earned under R1000. In 2005-6, the aver-
age income from work in the richest 10%
of households was 32 times the average
income of the poorest 60%.

Assets were even more unequally dis-
tributed than earned income. In 2005-
6, the average household in the richest
decile earned 94 times as much from
investments as one in the poorest 60%.
It received three quarters of its income
from capital, compared to under 1% for

11

the poorest 60%.

Inequality is only slightly diminished
if we look at income from all accumulat-
ed assets, including pensions and enter-
prise profits. The richest 10% of house-
holds got almost two thirds of income
from these assets, while the poorest 60%
received 1%.

South Africa’s unusually harsh in-
equalities and high jobless rates reflected
both the apartheid past and the structure
of economic growth from 1994.

Apartheid deprived the majority of
South Africans of productive assets and
skills and removed many to locations far
from the economic centres of growth.
The system was notoriously rooted in an
effort to ensure Africans in particular had
no alternative economic opportunities to
poorly paid jobs in the mines and farms.
From the early 1980s, however, the de-
mand for labour from the formal sector
plummeted, with mining and agriculture
together shedding around a million jobs
in the following three decades.

The impact of apartheid emerged
graphically from the disjuncture be-
tween settlement patterns and economic
growth. In the late ‘00s, 30% of the popu-
lation still lived in municipalities located
mostly within the former Bantustans.
Economic opportunities and household
incomes in these regions lagged far be-
hind the rest of the country.

Social grants, support from family
members and remittances were strongly
redistributive, but could not fully offset
inequalities in assets, pay and access to
employment. In 2009, almost four mil-
lion people got an old-age or disability
pension at R1010 a month, while nearly
nine million got a R240 child-support
grant. These grants were too small to lift
families out of poverty. But they formed
the main source of income for a quarter
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of all households, and for almost two
fifths of households in the former Ban-
tustans.

In addition, continued inequities in
education and healthcare reproduced
economic inequalities across genera-
tions. The worst education and medical
care were still found in the poorest com-
munities, notably the former Bantustans
— which still housed 45% of all children
under 15, although only a third of work-
ing-age people.

The results emerged in tertiary edu-
cation. In theory, it should be a central
mechanism for social mobility. In prac-
tice, inequalities in general education
and income meant it still mostly repro-
duced inequality. Thus, in 2006, while
Africans comprised three quarters of the
population, they made up only 51% of
university students, and a much smaller
share of students in professional pro-
grammes.

The structure of growth from 1994 did
little to address the high levels of jobless-
ness generated under apartheid. In par-
ticular, the mining value chain continued
to supply over half of all exports, while
growth was fastest in the financial sector.
Neither of these industries generated em-
ployment on a large scale or met the basic
needs of the majority. Instead, the bulk
of employment was created in the social
and private services, retail and construc-
tion, reflecting the domination of private
consumption by the rich combined with
government spending on infrastructure
and services for the majority.

Various factors maintained the de-
pendence on mining and the relatively
rapid growth of the financial sector.

To start with, in contrast to economic
theory, in the real world economies tend
to display path dependence - that is, they
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do not easily diversify from long-standing
activities. In South Africa, both business
and the state established infrastructure,
institutions and skills to support mining
over many decades. To develop other sec-
tors typically required that they fast-track
this kind of support system, which in
turn would demand both risk-taking and
significant investment.

In this context, the financial sec-
tor expanded in large part because of a
rapid rise in short-run capital inflows in
the ‘00s. These inflows, in turn, reflected
high levels of international liquidity re-
sulting first from the trade imbalance
between China and the global North and
later from stimulus packages across the
world in response to the global economic
downturn. Interest rates in South Africa
remained high compared to most other
countries throughout this period.

The resulting financialisation of the
economy was associated with limited em-
ployment creation and deep inequalities.
The financial sector itself generated only
around 330 000 jobs in 2009, or 3% of
the total, although it accounted for 10%
of the GDP. But it facilitated and grew
from large speculative inflows from the
rest of the world that strengthened the
rand. The result was more expensive ex-
ports and cheaper inputs, slowing growth
in the rest of the economy.

Capital inflows could have supported
growth if they had enhanced investment.
While capital inflows funded a substan-
tial increase in government expenditure
on infrastructure in the late ‘00s, invest-
ment as a whole remained below 25% of
the GDP. In effect, then, they paid mostly
for luxury imports instead of capital
goods.

As they contributed to lower inflation
and falling interest rates, the capital in-
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flows also fuelled the creation of credit
which mostly benefited the high-income
group. Data from the 2005-6 Income and
Expenditure Survey indicates that some
80% of total credit to households went to
the richest 10%, almost entirely for hous-
ing and cars.

Government’s economic strategy from
1994 did little to challenge the underlying
structure of growth. In effect, the transi-
tion to democracy built an implicit social
compact: business would retain its prop-
erty rights, and by extension its wealth
and standard of living, while government
would use its tax revenues increasingly
to address backlogs in services for black
communities left by apartheid.

This effective trade off laid the basis
for extremely stable economic policies
from 1994 to the end of the ‘00s, despite
often heated rhetoric and debate. These
policies were characterised essentially by
conservative monetary policy, moderate
fiscal policy (except for restrictions in the
late 1990s), and only very limited meas-
ures to encourage new economic activi-
ties and investment.

This model increasingly faced two
threats to its viability.

First, the emphasis on improving
services for deprived communities effec-
tively diverted resources from bulk and
core economic infrastructure. Moreover,
the education and skills system increas-
ingly failed to respond to the economy’s
need for more professionals and artisans.
In the mid-‘00s, AsgiSA identified both
these areas as requiring urgent attention,
laying the basis above all for the substan-
tial increase in public investment in the
late ‘00s.

Second, the model did not lead to sus-
tained employment creation on the nec-
essary scale. The relatively rapid growth
of the mid-‘00s generated two million
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new jobs, but half of them disappeared
in the subsequent downturn. As a result,
the share of the working-age popula-
tion with employment in 2010 was the
same as it had been in the early ‘00s. But
without a significant improvement in
employment, improvements in govern-
ment services, while substantial, could
not overcome the deep inequalities and
poverty inherited from apartheid.

The persistence of joblessness, pover-
ty and inequality through the democratic
era fuelled debates on the left on how to
achieve better outcomes. The next sec-
tion explores the dominant perspectives
in these debates.

The paradigms behind the

economic debates

We here outline three paradigms that
shaped economic debates on the left:
the anti-poverty perspective; industrial
policy; and a focus on employment crea-
tion and equity. In each case, we identify
the overarching logic; the implications
for the production structure and capi-
tal; the promised benefits; and the main
risks. The aim is not to detail the debates,
but rather to suggest broad differences in
perspective and theory. This schematic
presentation leaves out important nu-
ances and compromise positions in the
hope of clarifying the social and econom-
ic logic that underpins current debates
and policy proposals.

Anti-poverty

Activists focused on alleviating poverty
tended to argue for a greater use of gov-
ernment revenues, derived from taxes
on the formal sector as well as borrow-
ing, to improve services and grants in
historically impoverished communities.
In effect, this vision would upscale the
existing implicit pact that treated the ex-
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isting economy essentially as a source of
resources for redistribution through the
state rather than seeking to transform it
to create more opportunities for the ma-
jority.

This perspective does not require that
the state influence the structure of pro-
duction or ownership. By extension, it
should just seek to support growth across
the economy, which given path depend-
ency would likely sustain the existing
dominance of mining and finance.

The strategy promises immediate
improvements in the living standards
of the poor, say the bottom third of the
population, mostly through social grants
(which are relatively easy to roll out) and
housing. In the longer run, proponents
argue - in line with the RDP - that im-
proved incomes and living standards for
the poor will transform the economy to
ensure more inclusive and sustained
growth. On the one hand, they will pro-
vide poor households with the infrastruc-
ture, skills, health and financial stability
needed to find productive employment.
On the other, increasing incomes for the
poor will strengthen demand for basic
goods and services, stimulating produc-
tion and generating more employment
opportunities.

A major benefit of this approach from
the standpoint of the state was that it
did not require explicit intervention in
the economy. It relieved the government
of responsibility for transforming the
economy, with the associated risks of fail-
ure and potential conflict with business.
Instead, government could focus on the
more agreeable task of improving the
lives of its constituents through the more
conventional public functions of provid-
ing basic services and housing.

The fundamental risk in this strategy
is that redistribution through the state
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proves inadequate to support new kinds
of economic growth and by extension
enhanced employment. In these circum-
stances, unemployment would remain
high while government revenues would
depend largely on the state of the global
economy. As a result, the provision of
services on the hoped-for scale would
remain contested and precarious, with
cutbacks looming whenever the world
economy slowed down.

In the event, experience from 1994
suggested two core obstacles to the es-
tablishment of a virtuous cycle in the
economy through government anti-
poverty programmes. First, the scale of
transfers remained too small to provide
the hoped for step-up in conditions for
the poor and, by extension, in demand.
Second, the relatively strong rand meant
that new demand for manufactures, espe-
cially clothing, appliances and household
furnishings, was met largely by imports
rather than domestic production.

A final risk of the anti-poverty strat-
egy is that the conventional mechanisms
for delivering government services tend
to demobilise communities, rather than
galvanise them. Historically, government
has delivered services to individuals and
households, which have little say in the
process. The end result is that people
often see themselves as competing for
benefits rather than working together to
allocate scarce resources in their collec-
tive interest. Conflicts over government
services can easily emerge, together with
the conviction that beneficiaries are un-
deserving or corrupt.

Industrialisation

The industrialisation approach, captured
primarily in the government’s Industrial
Policy Action Plans (IPAP 1 and 2), ar-
gues that government should focus on
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encouraging the production of manufac-
tured goods especially for export. This
strategy has the potential for accessing
larger markets in order to drive mass-
based production, which in turn will
secure more rapid growth and higher
employment. The approach is modelled
on the relatively rapid development ex-
perienced in Asia especially in the 1960s
and 70s.

The core of the industrialisation strat-
egy is that the state should focus support
on conventional manufacturing, notably
capital goods, transport and electronics,
as the keys to international competitive-
ness. In South Africa, adherents have also
called for investment in light industries
such as clothing and food processing, in
order to generate more employment, as
well as in beneficiation of mining pro-
duction. In contrast, they often argue
that the services and production to meet
domestic demand are inherently less
competitive, less productive and hence
less desirable.

The strategy requires that govern-
ment collaborate closely with industrial
capital, while reducing support for min-
ing, farming and finance. That, in turn,
demands that the state be able to in-
tervene effectively and decisively in the
economy. In particular, it must be able
both to identify priority activities and to
mobilise infrastructure, skills and regula-
tory instruments to support them in the
face of lobbying from other groups.

Proponents of industrialisation ar-
gue that only manufacturing can gener-
ate stable, secure employment and drive
growth in the longer run. Their evidence
is largely historical and international,
since industrialisation has been crucial
to growth in virtually every developed
economy. In addition, knowledge-in-
tensive manufacturing sectors typically
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generate better-paid and more skilled
employment than mining, agriculture or
many services, although often on a rela-
tively small scale.

The industrialisation strategy prom-
ises great rewards, but also brings signifi-
cant risks.

First, the strategy requires the state to
manage economic growth. That means it
must accept responsibility for failures as
well as successes. Politically, especially in
highly divided and inequitable societies,
it has proven difficult for governments to
take on this risk. The result has generally
been limited funding for new activities
as well as an inability to align state func-
tions to support them.

Second, the strategy assumes that
global demand for manufactured exports
will remain for the foreseeable future. In
the event, the recent economic downturn
pointed to the possibility of a sustained
decline in demand for manufactured im-
ports by the global North. China seems
likely to remain a major source of growth
in the coming decades, but it has gener-
ally imported mostly commodities and
services from South Africa, rather than
manufactures.

Third, virtually all developing coun-
tries see the export of manufactures
to world markets as a major source of
growth in the future. As a result, South
Africa has ended up supporting the same
sectors subsidised by other states, nota-
bly auto, pharmaceuticals and clothing.

Finally, and perhaps most fundamen-
tally, the industrialisation strategy is de-
signed to support sustained long-term
economic growth rather than employ-
ment creation or equity. As a result, it
focuses government attention on indus-
tries that cannot create much employ-
ment in the medium term, however nec-
essary they are to long-run growth, while
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ignoring more labour-intensive activities
in agriculture, the services and construc-
tion. Moreover, the focus on exports can
lead to proposals to hold down wages to
support competitiveness.

Focusing on employment and equity
The recent ANC discussion document on
the economy argues that the state should
refocus economic policy more explicitly
on equity, with employment creation as
the central mechanism to that end. It
proposes four interlinked strategies:
measures to enhance overall economic
efficiency through improved regulations,
infrastructure and skills; support for em-
ployment-creating activities; support for
broader ownership and social mobility;
and improved social security and active
labour-market policies.

In this view, in the short to medium
term the state should support agricul-
ture, services, light manufacturing and
construction especially to meet domestic
and regional needs, since these sectors
can create employment fairly rapidly.
It should support industrialisation as a
longer-term goal rather than an immedi-
ate priority. To enhance economic equity,
it should also support forms of collective
ownership as well as more equitable ac-
cess to quality education. In contrast,
narrow BEE is presented as imposing
significant costs on the economy without
generating adequately benefits for the
majority in return.

The employment/equity strategy
promises a substantial decline in jobless-
ness as well as greater social cohesion in
the medium term. But it also involves
significant risks. Above all, as with the
industrialisation strategy, the state may
proved too paralysed by sectional debates
to prioritise clearly and mobilise resourc-
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es to support employment-creating ac-
tivities. Moreover, if it gets the economic
calculus wrong, it may end up building
permanent subsidies for white elephants
into the budget.

A further risk is that the focus on em-
ployment creation may lead to a failure
to support knowledge-intensive indus-
tries and exports. Once full employment
is achieved, the economy may be locked
into low productivity activities and slow-
er growth and lack the capacity for more
advanced production.

Conclusions

A review of the logic underpinning eco-
nomic debates in South Africa points
to the continued dependence on inter-
national experience and theory rather
than detailed analysis of our own circum-
stances. Certainly the history of other
countries and abstract economic analysis
are crucial for coming up with ideas for
addressing the unemployment and in-
equality that plague the South African
economy. But they must be tested to
see if they fit South African realities and
assessed for their risks as well as their
promised benefits.

A particular challenge is that eco-
nomic paradigms typically ignore how
political power shapes the options and
risks for development. To be successful
in a capitalist democracy, however, any
strategy must both unite the majority
and provide sufficient incentives for capi-
tal to maintain investment. By extension,
it will likely end up more complicated,
nuanced and compromised than any aca-
demic policy proposal. *

Cde Makgetla is a Deputy Director
General in the Economic Development
Department
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

Building a Progressive Gonsensus

Ben Turok reports on the Prospects for
Economic Transformation seminars

he New Agenda, DBSA, FES

Seminar series began in No-

vember 2009 under the title

Prospects for Economic Trans-
formation. The aim was to set out the
broad parameters of the structure of the
economy and to determine what needs
to be done to change that structure in
the interests of economic transforma-
tion. It was argued that unless that
structure was changed the various so-
cioeconomic adjustments being made
would not fundamentally change the
lives of the majority of our people.

Four seminars were planned, The
structure of the economy, The value chain,
Potential resources for development, and,
Is a great leap forward possible? A great
deal of discussion went into developing
a consensus. This was largely achieved
though several important issues were
left for further consideration. Building
an agreed position among South African
economists about what has to be done,
even among likeminded progressives, is
difficult. This is partly because the econ-
omy is complex, and because the politi-
cal implications of policy decisions are
so sensitive. This is why we have yet to
establish a national consensus around
many major issues. Nevertheless the
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seminar showed considerable conver-
gence on key policies.

The difficulty of arriving at agreed
positions is illustrated by the plethora
of economic policy documents that
have emerged over the last two dec-
ades variously called the Four Scenarios,
RDP, Gear, AsgiSA, Inclusive Growth,
Growth and Development, Redistribu-
tive Growth, Restructured Growth, New
Growth Path and many others. All this is
indicative of intense debate about eco-
nomic policy. It also shows that we are
not short of policy ideas, though we fall
short of agreement.

It is also increasingly apparent that
the agenda before government is too
large and complex and that there is no
publicly visible driving centre. Trans-
forming and restructuring so complex
an economy is unlikely to succeed with-
out a strong central agency to provide
coherence of policy and coordination of
implementation. Even the private sector
is notable for an absence of identifiable
common purpose.

The final session of the seminars at-
tempted to bring together the rich ideas
presented at the seminars. We all agreed
on the title A Developmental Growth Path
which seems to capture the spirit of the
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discussion since it includes the key no-
tion of development, the essential ingre-
dient of growth, and the need to move
in a new direction. The need for a new
agreed direction, or path, is accepted
by all except those who remain defen-
sive about the road travelled since 1994,
although even there a certain softening
can be seen. In a recent comment, Min-
ister of Finance Pravin Gordhan, hope-
fully reflecting a Treasury view, spoke of
“a new model to create jobs and elimi-
nate poverty”.

The seminars agreed that a devel-
opmental growth path should not be
conceived in incremental terms but as a
qualitative break. Given the rigidities of
past performance, it implies economic
restructuring. Without restructuring
there can be no significant develop-
ment.

The transformation of the economy
presents a formidable challenge, yet we
have no choice but to proceed. The es-
sential point is that the structure of the
economy has remained unchanged for
a long time and the main beneficiaries
remain a small cluster of corporations
and individuals with a large element of
rent-seeking that is profits substantially
above normal market returns on invest-
ment. The share of profits in the nation-
al income climbed from 41% in 1994 to
45% in 2009, with a corresponding drop
in the share of remuneration. In 2005-6
the share in the national income of the
poorest 50% was just under 5%, even af-
ter social grants.

The result is growing inequality, se-
vere and persisting unemployment and
unacceptable poverty.

There is evidence that living condi-
tions for many have improved somewhat
as a result of government actions in the
provision of social services and welfare
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grants, summed up in the phrase “social
wage”. Some economists are critical of
this phrase and hold that conditions for
the poor have deteriorated. Nevertheless
there is substantial agreement across
the country that the overall conditions
for the poor are unacceptable.

Remarkably even the most conserva-
tive voices agree that the system is not
sustainable. It certainly does not reflect
what the forces struggling against apart-
heid had in mind.

The legacy since 1994

The South African economy experi-
enced modest though sustained growth
over the post-apartheid period. Growth
accelerated between 2003 and 2007,
but slowed substantially thereafter as
the financial crisis hit. The nature of
that growth has been questioned, but
it is clear that it did not result in a sub-
stantial “trickle down’ effect. Further-
more, the structure of the growth path
contained imbalances which inhibited
all-round rapid economic development.
Hence unemployment, inequality and
poverty remained substantial.

It is agreed that growth since 1994
was partly led by consumption by the af-
fluent and the consumption-driven sec-
tors of the economy grew at double the
rate of production-driven sectors with
significant job creation in the consump-
tion sectors. This consumption-driven
growth was based on private credit ex-
tension leading to unsustainable levels
of household debt. There is however
some debate about the significance of
jobs created in the services sector and
what may be expected in this sector in
the future.

Consumption-driven growth has
been increasingly supplied by imports
leading to a growing trade deficit which
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has been increasingly financed by exter-
nal short-term portfolio capital inflows
which have in turn prevented currency
adjustment to bring the current account
into balance.

Worse, of the massive growth in pri-
vate credit extension since 1994, only a
tiny proportion (less than 6% in 2008)
went into ‘bricks and mortar’ fixed in-
vestment. This was partly due to a lack
of investment capital due to the flight
of mining and other capital abroad, so
that our industries contracted having
lost access to those surpluses and tech-
nological capabilities. This leakage was
facilitated by the relaxation of exchange
controls by the treasury and also con-
tributed to macro-economic instabil-
ity. As a result industry was starved of
capital and unable to develop important
linkages throughout the economy. It is
not surprising therefore, that even at the
peak of this consumption-driven growth
path, the economy grew slower than the
average for medium income developing
countries and unemployment did not
fall below 22.8%.

This confirms that unemployment is
structural and cannot be overcome with-
out new fundamental policy choices.

There is a strongly held view that
there was excessive zeal in pursuing a
narrow version of macro-stability focus-
ing on financial indicators which caused
instability in other macroeconomic vari-
ables.

Since 1994, short-term portfolio
capital inflows have been associated
with inflows into mining and mineral
related stocks on the back of the global
commodity boom. These inflows are as-
sociated with relatively high South Afri-
can interest rates, that is, the carry trade
which is highly speculative gambles on
the global financial markets. Volatile
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short-term capital inflows and outflows
are liable to contribute to a series of fi-
nancial shocks which destabilize the
economy.

There is also evidence of the effect of
excessive financialisation in the system
and rent seeking at the expense of in-
vestment in productive assets. New re-
search is unfolding the consequences of
these tendencies for the real economy,
especially as it is accompanied by high
levels of collusion between a relatively
small cluster of corporations. The single
fastest growing sector was Finance and
Insurance, more than doubling its share
in GDP between 1994 and 2008 - from
6 to 13%, without a corresponding in-
crease in private investment and savings
rates.

Production-driven sectors have been
dominated by relatively capital-intensive
mineral-energy products, with limited
diversification, so that our export bas-
ket remains dominated by mining and
electricity-intensive resource processing
products.

This growth path is (on a per capita
basis) one of the most carbon-emission
intensive in the world so that there are
increasing risks to our exports through
mounting pressure for eco-protection-
ism measures in developed economies.

Monopoly pricing of key inputs dis-
advantages productive activities and
consumers.

Recommendations
The seminar series generated a position
which can be summarized as follows:

a. A developmental state needs to
be constructed, with a strong core insti-
tution capable of driving development.
The state must be able to harness
substantial state and private finances
which could be used for concessional



AFRICAN COMMUNIST | September 2010

capital for investment. It might then
choose to direct this capital to produc-
tive sectors in the real economy, recog-
nizing that the value chain goes way
beyond mineral extraction and manu-
facturing industry.

b. The productive sectors would be
incentivized to focus primarily but not
exclusively, on the domestic and re-
gional market, with the added impetus
given by a strong local procurement
policy.

c. None of this would work without
a different kind of public service and
state owned enterprises. Existing insti-
tutions require major reform, enlarg-
ing and reskilling. This also applies to
the private sector.

d. In order to ensure that the proc-
ess includes the widest possible partici-
pation, social capital, in all its forms,
would have to be mobilized and ca-
pacitated.

e. Arguably, without the above,
growth may continue, but it will not be
truly developmental.

f. It is also essential that the proc-
ess is not undermined by excessive
caution in government and by private
sector rent seeking. The financial sec-
tor would have to be subjected to close
scrutiny and regulation.

Industrial policy

There has been considerable debate
about what we mean by “productive”.
One view is that our manufacturing in-
dustry has been seriously eroded and
this must be remedied urgently since it
is the foundation of wealth creation hav-
ing very significant multiplier capabili-
ties. The present dependence on mineral
extraction has to be overcome without
losing the foreign revenue it brings. A
properly resourced industrial policy
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focused on sectors with high employ-
ment and growth multipliers is critical
to resuscitate the production side of the
economy and render consumption-driv-
en services jobs more stable and viable.

It is also essential to the stabiliza-
tion of the trade balance to drawing
on appropriately sequenced trade poli-
cies which promote competitive import
replacement. Such policies would be
based on both supply-side and demand-
side interventions supported by empha-
sis on labour-intensive industries and
the related services. The importance of
promoting labour-intensive industries
cannot be over-emphasised.

Another view is that manufacturing
industry is less important in the present
information age and that the wider serv-
ices sector is able to boost employment
far more rapidly. Adequate recognition
needs to be given to investment in that
kind of productive arena.

Yet another view is that without the
capacitation of the whole of society no
amount of investment in special areas
is likely to create a stable, successful so-
ciety. However, since we cannot do eve-
rything at the same time, where do we
start? And how do we sequence avail-
able investment?

Review of macroeconomic policy
The analysis leads to the unavoidable
conclusion that we need a major review
of our macroeconomic policies, includ-
ing fiscal and monetary policies. It is
clearly insufficient to concentrate on the
“financial fundamentals” without equal
attention to the real economy and the
socioeconomic factors, especially em-
ployment and decent work.

This is not to reject the view that the
stability of key macro-economic vari-
ables is essential, that variables such as
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the budget deficit and inflation must
be kept at reasonable levels and that an
important threat to stability are external
financial shocks. But these are not the
sole considerations in macro-economic
policy.

The financial sector

A major issue centres around the rapid
increase in financialisation in the econo-
my. New measures should be introduced
to reinforce the impact of the Consumer
Credit Act, including measures to curb
the use of credit cards and the consump-
tion of luxury goods, especially those
which are imported.

While there is a broad consensus that
there should be a more competitive and
stable currency, limited progress has
been made in identifying all possible
instruments. Accumulation of foreign
reserves is an important measure. How-
ever, capital controls which discourage
the movement of short-term speculative
capital flows in and out of the economy
should also be identified.

The global financial crisis has caused
a substantial rethinking about the essen-
tials of neoliberal economic orthodoxy.
If economists globally are calling for a
rethink, South Africa can hardly abstain
since our needs are so much greater.

There is unfortunately evidence of
strong resistance by the private sector
to invest in productive sectors beyond
mineral extraction. Private investment
in productive activity generally did not
increase as much as in other compa-
rable countries. Also, there has been a
very significant shift abroad by some of
the major corporations and a continu-
ing leakage of capital and capacity to
other countries. At the same time the
development finance institutions have
not been recapitalized for decades and
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have therefore adopted conservative in-
vestment policies to sustain their capi-
tal base. Government needs to be more
proactive here.

While there is a persistent refrain
about the low level of savings available
for investment, the Public Investment
Commission which depends largely
on government pension funds invests
mainly in stocks and shares. The pro-
posal that a larger portion of these funds
be directed into productive sectors is on
the table.

The power of asset managers

We need a far better understanding of
what funds, public and private, are avail-
able for investment, how investment is
processed, and who decides. The point
is that we need to harness substantial
funds for a variety of State-linked Insti-
tutions and Agencies, including conces-
sional capital to expand the economy.
We need an organogram of how funds
flow, who takes decisions at what point
and why this may be significant. There
is a new recognition of the critical role
played by asset consultants and invest-
ment managers in giving shape to over-
all investment in the economy.

Sasol may be a good example, be-
cause Sasol is big, it puts a lot of money
into the SA economy and it makes a de-
cision that it lives with for quite a long
time. So, the way they make those deci-
sions are very important. It’s also very
significant when they take projects off
the table.

There needs to be strong linkages be-
tween BEE transactions and broader de-
velopmental goals such as higher levels
of employment, production and value-
adding processes. R500 billion of trans-
actions have been done today under BEE
of a total stock of about R1.2 trillion and
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approximately 50 % are currently well
under water.

There are strong arguments about
the economy becoming more competi-
tive. However we need to distinguish
between what needs to be done to be
more competitive in global markets and
how competition should be encouraged
domestically.

Local procurement

We need to ensure that the state encour-
ages increased publicly influenced local
procurement in a context of enhanced
long term competitively priced inputs.
The state needs to take strong action
through competition law to enhance
competition in the economy to break
existing monopolies. Anti-competitive
practices and structures are required,
particularly actions to encourage price
reduction of goods bought by poor
working class consumers.

Local procurement promotes local
manufacturing industry and the related
downstream activities to grow employ-
ment and therefore demand which will
impact positively on the trading ac-
count. There is a potential tendency
for local procurement to lead to higher
prices for consumer goods, especially
if the policy brings in higher tariffs for
imported goods, but this needs to be
weighed against the benefits of job crea-
tion. Unemployed people prefer jobs to
cheap consumer goods.

Local procurement also boosts na-
tional pride and confidence, important
elements in building a democratic de-
velopmental state.

The public service

There is abundant evidence that the pub-
lic service and some public institutions
are performing well below the desired
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levels. Many areas operate in a bureau-
cratic manner and provide shoddy servic-
es. The public service needs to introduce
more rigorous competence testing and
support where skills are deficient. There
seems to be insufficient commitment to
transformation and output.

We require a shift in the public serv-
ice towards excellent service delivery
and capacitation through a combina-
tion of a meritocratic recruitment proc-
ess with skills upgrading in the context
of a strong effort towards transforma-
tion. Skilled personnel from the private
sector could be introduced to fill exist-
ing gaps. However the education sys-
tem must produce far greater numbers
of graduates at all levels, in science,
maths and technology. Since there is an
acute shortage of professional skills, se-
rious efforts must be made to fragment
professional tasks so that they can be
performed by lower level technicians.
China’s earlier policy of barefoot doc-
tors was an excellent example for de-
veloping countries.

We require far more emphasis on
proper accountability.

The frequent comments by public
representatives on the damage done by
corruption in the public service must
be accompanied by severe punitive
measures. The flagrant violation of the
requirements of the PFMA to disclose
tender preferences, business links and
other abuses has to be tackled head
on.

Regional markets

We failed to prioritise the regional mar-
ket in SADC after 1944 and now efforts
to create regional unity are being un-
dermined by the European Partnership
Agreements. Greater efforts are required
to encourage regional integration.
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Social capital

Traditional African societies had enor-
mous social cohesion with some resid-
ual manifestations and loyalties. Also,
during the struggle years political and
labour movements as well as civil soci-
ety formations built a powerful sense
of solidarity, much of which remains
intact. However these attributes are not
being mobilised for development de-
spite frequent claims that we are pursu-
ing “people-centred and people-driven
development”. The culture of popular
participation in projects needs to be in-
troduced at every level.

Agriculture
Some corporations impact on the agri-
cultural system, and on the food value
chain, raising consumer prices. How to
curb these phenomena is one of the most
serious challenges for government.

So what should be done?

A new confidence about the South
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African economy is emerging based on
more concrete research about our natu-
ral resources. We are indeed a resource
rich country, according to Citicorp, the
richest in the world. But the country and
its people do not benefit proportionally
from the use of those resources, and that
lies in the realm of public decision mak-
ing. As Ha-Joon Chang has admonished
us, we are far too risk-averse, and engage
in bean-counting rather than in promot-
ing a new expansionary vision for the
economy and our people. This is worthy
of serious discussion.

So:

What do we do?

With which resources?

In what priority?

In what sequence?

And by whom?

Cde Turok is an ANC veteran, former
SACP CC member and political prisoner.
He is an MP and editor of New Agenda.
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

Finance and the New
Economic Growth Path

South Africa’s financial policies have played a key role
in inhibiting economic transformation, writes Seeraj Mohamed

he reform of the South Afri-

can financial system and in-
ternational financial relations

should be central to the discus-

sion of a new economic growth path for
South Africa. We cannot talk about so-
lutions to unemployment, poverty and
inequality and industrial and economic
development without assessing the role
of finance in shaping the evolution of
our economy. We have to be clear about
the role we want finance to play in our
future development and our new eco-
nomic growth path. Unfortunately, most
of our economic policy discussions treat
the financial sector as if has very little
impact on the rest of the economy. We
treat the financial sector as if all they do
is take deposits and hand out loans in
an objective fashion. We seem to have
bought into the rhetoric that South Af-
rica has a ‘sophisticated financial sector’
without asking ‘sophisticated for what’?
I am always puzzled by the lack of at-
tention given to finance in our South Af-
rican economic policy debates. Maybe we
should put many of our economic policy
discussions on hold until we have taken
time to examine and discuss the South
African financial system and how we can
reform it for economic development. My
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view is that we cannot really develop
and successfully implement macroeco-
nomic policy, industrial policy, policies
for small business and cooperatives, and
even poverty alleviation policies with-
out considering reform of the financial
system. The financial sector has grown
in economic and political importance
and influence over the past few decades
in South Africa and globally. We know
that the domestic private financial sec-
tor has a huge impact on the allocation
of capital in South Africa. We know that
global financiers, speculators and credit
ratings agencies have a huge influence
over international loans and invest-
ments to South Africa. Their speculative
activities affect the exchange rate, infla-
tion, interest rates, and asset prices and
have the potential of destabilising our
macro economy. Further, we know that
many governments, including our own,
have tempered their economic policies
to appear credible to the financiers. For
example, the public statements that the
Growth Employment and Redistribution
programme adopted in 1996 was not
open for discussion or negotiation was a
clear signal to ‘the markets’. Government
was saying that they would not pander
to populist pressures to increase deficits
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and engage in inflationary social spend-
ing and investment in development. In-
stead they were saying that they would
keep the deficit in check and ensure that
inflation did not reduce the real returns
of the financial sector and investments
by the wealthy.

This paper will consider the influ-
ence of South African financial system,
particularly the private financial insti-
tutions and our international financial
dealings on the South African growth
path since 1994 and more particularly
over the past decade. The two main as-
pects of finance considered will be the
impact of capital flows on the economy
and financialisation of non-financial
corporations. The paper will argue that
financialisation causes the misallocation
of capital that reduces accumulation and
steers economies onto an unsustainable
path with increased financial crises.
The conclusion warns against accept-
ing simplistic arguments by mainstream
economists about the reasons for low
investment in South Africa. It says that
a deeper understanding of the link be-
tween finance and industry is important
and that reform of the financial system
is necessary to steer South Africa onto a
new economic growth path.

Exchange rate liberalisation, capital
flows and the wrong growth path

The 12 financial crises in developing
countries during the 1990s, including
the Asian financial crisis, provided clear
support to the contention that uncon-
trolled capital flows, particularly short-
term capital flows (commonly referred
to as ‘hot money’) into and out of coun-
tries, creates economic risks that may
increase a country’s macroeconomic fra-
gility and lead to financial crisis. The idea
is that an increase of short-term capital
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flows to a country increases liquidity in
that economy, which has to be absorbed
somewhere in the economy. Govern-
ments can choose to stop that money
from entering and freely circulating in
an economy. If that money enters the
economy it usually causes an increase in
financial liquidity and increased access
to debt in that economy. This debt could
be used to finance increased household
consumption and home and car bor-
rowing, fixed investment by businesses
or short-term speculative investments
in financial and real estate markets by
households and financial institutions.
The balance of payments consists of
a trade account (of goods and services)
and a financial account of capital flows
(consisting of long-term foreign direct
investment, short-term portfolio flows
and other flows, which are mostly short-
term foreign bank loans). Usually, for-
eign capital flows into a country when
a country has a trade surplus (i.e., it ex-
ports more than it imports). However,
widespread financial liberalisation has
allowed movement of speculative capi-
tal across the globe. As a result, coun-
tries could receive large capital flows
without necessarily running a trade
surplus. When there is a large surplus
on the current account it causes an im-
balance in the balance of payments and
more often than has to be offset with in-
creased imports. Further, inflows of cap-
ital will have the effect of strengthening
the domestic exchange rate. Therefore,
there will be a negative impact on ex-
ports and a bias towards imports. When
foreign capital flows are associated with
increased debt driven-consumption by
the more affluent, as has happened in
South Africa, there will be increasing
imports of luxury goods. The increase in
our trade deficit over the past few years
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has not been due to import of machin-
ery and equipment linked to productive
investment but to consumption.
Countries such as the US, Britain and
South Africa have market based finan-
cial systems, where businesses usually
depend on savings, retained earnings or
stock and bond markets to finance their
longer-term fixed investments. They
may also have access to state develop-
ment financing, such as that provided
by the Industrial Development Corpo-
ration. On the whole, the private banks
and financiers are less interested in long-
term industrial investments but will
provide short-term loans to businesses.
Countries such Germany and Japan have
bank based financial systems where the
banks are more likely to provide longer-
term finance to business and to develop
longer-term relationships with borrow-
ers. Therefore, one would expect that
a sudden increase of liquidity in the
financial system in the US, Britain and
South Africa to be very differently al-
located to that in bank based financial
system countries like Japan and Ger-
many. The financial inflows in market
based financial systems, such as South
Africa, would be more likely to flow to
short-term loans for consumption and
speculation in financial and real estate
markets while in bank-based systems
a proportion of those funds would be
more likely to go towards fixed invest-
ments. However, even in bank based
financial systems there would be a prob-
lem with using funds that become avail-
able due to short-term foreign capital
inflows for long-term fixed investment.
There would be a maturity mismatch
where the banks are using short-term
borrowing to finance long-term loans.
Therefore, hot money inflows are more
likely to be associated with lending for
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consumption and speculation.

Our experience in South Africa sup-
ports this contention. In my 2006 paper
assessing the impact of capital flows on
the South African economy since 1994,
I argued that the surges in short-term
capital flows into the South African
economy from the mid-1990s were as-
sociated with increased consumption,
speculation and capital flight from the
South African economy rather than in-
creases in productive investment (Mo-
hamed, 2006)'. I also made a link be-
tween the large capital inflows and the
currency crisis in 2001.

My argument was that large surges
of short-term capital flows can easily
be reversed and could quickly leave the
country. Therefore, the risk to the econ-
omy of increased short-term inflows is
capital flight by foreign investors. This
capital flight can occur because they
become worried about conditions in the
host economy that could lead to low or
negative returns on their investments.
For example, when short-term foreign
capital flows into an economy lead to
increased speculation in stocks and real
estate markets the prices for these as-
sets will increase and bubbles may form
in these markets. Investors may cor-
rectly fear that the bubbles are unsus-
tainable and, therefore, withdraw their
money from the host economy. There is
a problem of ‘self-fulfilling prophecies’
in financial markets where a fear that a
price will decline or a bubble will burst
will lead to initial selling of that assets,
which could then easily turn into ‘herd-
ing behaviour’ and panic selling of those
assets.

Foreign investors significantly in-
creased their portfolio capital flows (in-
vestments into stock and bond markets)
into South Africa during from the early-
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1990s and particularly after 1994 (see
figure 1). Net portfolio flows (inflows
minus outflows) grew from 1.5% the
size of GDP in 1996 to 4.5% the size of
GDP in 1997. The Asian financial crisis
seemed to have scared these investors
and there was a drop of portfolio flows
to 2.7% the size of GDP in 1998. It seems
that some of the money from specula-
tors that left Asia during the Asian fi-
nancial crisis may have been moved to
South Africa in 1999 and portfolio flows
more than doubled to 6.4% the size of
GDP in that year.

These speculators may have real-
ised that the surges in portfolio flows
to South Africa from 1996 would cause
bubble dynamics in the stock market. In
2000 there was a shift of money out of
the country and net portfolio flows was
-1.5% the size of GDP. This shift of mon-
ey out the country seems to have created
a panic by 2001 the size of net portfolio
flows was -6.6% of GDP. The impact of
this capital flight out of the country was
a currency crisis. The exchange rate of
the rand to the US dollar dropped 35%
in 2001. The impact of this massive rand
depreciation was inflationary because
the rand price of imports, including im-
portant imports such as oil, to the coun-
try increased. The response of the South
African Reserve Bank was to push up in-
terest rates by 4% during that year. The
SARB was using higher interest rates to
curb domestic economic activity, such
as consumption, investment and em-
ployment creation, to reduce inflation
caused by a massive exchange rate de-
preciation set off by a reversal in port-
folio flows. They proved what a blunt
instrument inflation targeting is.

Important macroeconomic variables,
such as the exchange rate, inflation and
the interest rate, were significantly af-
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fected by the relatively easy movements
of hot money into and out of the coun-
try. Therefore, I have been arguing that
it is inaccurate for members of Govern-
ment to have argued that South Africa
has had macroeconomic stability. As
long as we allow easy and relatively un-
controlled movement of capital into and
out of South Africa we will continue to
have volatility in key macroeconomic
variables and macroeconomic instability
because the South African economy will
continue to be a playground for specula-
tors and their hot money. This volatility
and instability has a tremendous nega-
tive impact on South African businesses
that want to make long-term plans to ex-
port, invest in production and increase
employment. It creates a preference for
liquidity that drives money away from
long-term productive investment and
employment creation towards short-
term speculative activities that have the
potential of exacerbating and exaggerat-
ing the ups and downs of business cycles
as a result of the boom and bust nature
of the markets that attract speculators.
Further, the growth of financial markets
and the increased use of derivatives and
securitisation create vulnerability to in-
creased systemic risks in the economy,
especially when financial markets and
capital flows are inadequately regulated
and controlled.

After 2002 there was another in-
crease in capital flows to developing
countries. One of the reasons for this
increased flow of capital was due to
money leaving US stock markets when
there was the crash of the Dotcom bub-
ble. Financial speculators were search-
ing for higher returns in other countries
(much of this capital left US stock mar-
kets and moved into speculation in US
real estate markets and securitised debt
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markets, which set off the bubble in US
real estate markets and the conditions
for the subprime crash). The increased
flow of hot money to South Africa from
2003 led to an even larger growth in net
portfolio flows to the country than dur-
ing the 1990s. Net portfolio flows were
0.5% of the size of GDP in 2003 and by
2007 they were 7.3% the size of GDP in
that year (see figure 1). This massive
increase of liquidity into the South Afri-
can economy set off a boom in stock and
derivatives markets and an escalation of
debt driven consumption (see figure 2
for stocks and figure 3 for derivatives).
The index (where 2005 = 100) for all
share prices in South Africa grew from
62 in 2003 to 188 in 2007 (about 3
times) The outstanding value of futures
contracts (a financial derivative) was
63.5% the size of GDP in 2003 and by
2007 it had skyrocketed to 267.2% the
size of GDP.

The surge in hot money flows had
the effect of strengthening the rand ex-
change rate against the US dollar and
other currencies, which pushed down
inflation and allowed the SARB to re-
duce interest rates. These changes in
macroeconomic variables and the mas-
sive increase in liquidity resulted in a
huge increase in private sector debt.
SARB data shows us that credit exten-
sion to the private sector grew from
around 60% to over 80% of the size of
GDP in those years respectively. How-
ever, private business enterprise fixed
capital formation grew from 11% of the
size of GDP in 2002 to about 16% of the
size of GDP in 2008 (see figure 4 for a
comparison of private sector debt and
private business enterprise fixed invest-
ment). The big question is what hap-
pened to all the rest of that lending to
the private sector.
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One area where debt grew tremen-
dously was households. Household debt
to disposable income in South Africa
grew from 51% in 2002 (an average of
lower than 60% throughout the 1990s)
to around 78% in 2008 (see figure 5).
It is worth remembering that a large
proportion of the population remains
unbanked and without access to credit.
Therefore one can assume that most of
the increased debt to households went
to more affluent households. The result
of this increased debt was increased
consumption by those relatively afflu-
ent households with access to credit.
South Africa also experienced a real
estate bubble and a record increase in
car sales. At the same time, there was
as mentioned above a large increase in
share prices and a bubble in the stock
market. An analysis of the SARB’s flow
of funds data shows that a very small
percentage of private sector credit ex-
tension went to fixed investment from
1990 to 2008 (see figure 6). During the
period 1990 to 2007, except for two
years, corporate levels of fixed invest-
ment were lower than their net acquisi-
tion of financial assets. In short, short-
term capital flows into the South African
economy led to increased liquidity and
a large increase in private sector debt.
This big increase in debt was not used
to invest in productive activities but led
to debt driven consumption in more af-
fluent households and an overall higher
level of speculation in real estate and fi-
nancial markets.

The implications of relatively un-
controlled movements of capital into
and out of the South African economy
have had a huge impact on the nature
of economic growth and have reshaped
the South African growth path. Fine and
Rustomjee (1996) argue that the South
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African economy developed around the
minerals and energy complex. The insti-
tutions and infrastructure that existed
in the country favoured mining and
minerals sectors and economic sectors
with close linkages to these sectors. The
liberalised financial markets and the
financialisation of South African cor-
porations have affected the economic
growth path since the 1990s. I will dis-
cuss financialisation of the corporations
below. The changes due to policy deci-
sions to allow relatively free movements
of capital into and out of South Africa
have transformed the economy, which
Fine and Rustomjee described as cen-
tred around an MEC during the 1990s.
Increased flows of hot money into and
out of the economy favoured the growth
of services sectors linked to increased
debt driven consumption and financial
and real estate speculation and led to
decline in manufacturing sectors and
productive services.

Figures 7 and 8 show employment in
the services and manufacturing sectors
respectively. Figure 7 shows that dur-
ing 1990 to 2008 there was significant
employment growth in only 2 services
sectors, wholesale and retail services
and business services. Figure 8 shows
that there is no significant employ-
ment creation in manufacturing but
job losses in almost all manufacturing
sectors. When we consider investment
and growth in capital stock we find that
most investment and capital stock crea-
tion was in the services sectors and that
capital stock growth was very low and
more likely to be negative in manufac-
turing sectors. A comparison of capital
stock changes from 2000 to 2006 (using
Quantec data) showed that capital stock
declined in 17 and grew in 11 manufac-
turing sectors. The sectors where capital
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stock grew were more likely to be sec-
tors where there were strong economic
linkages with the mining and minerals
industries. The sectors experiencing loss
in capital stock we often sectors with
weak linkages to mining and minerals
processing and were often sectors that
were more labour intensive. The current
South African growth path is one that
favours services sectors linked to debt
driven consumption and increased fi-
nancial speculation. It is also one where
there is declining investment in manu-
facturing and increased dependence on
sectors linked to the MEC. Value added
in manufacturing really grew only in
commodity manufacturing sectors.

Financialisation and corporate
restructuring
An important aspect of the South Afri-
can growth path that shows the grow-
ing importance and influence of finance
on the South African growth path is
financialisation. The term ‘financialisa-
tion’ entered into heterodox economics
literature to describe the impact that
finance now has over all our lives and
the economy as a whole. Epstein (2006)
defines financialisation as “... the in-
creasing role of financial motives, finan-
cial markets, financial actors and finan-
cial institutions in the operation of the
domestic and international economies
(p.3).” Greta Krippner (2006) wrote
that financialisation refers to a “pattern
of accumulation in which profit making
occurs increasingly through financial
channels rather than through trade and
commodity production.” The increas-
ing movement of capital across national
borders discussed above is part of global
financialisation.

Financialisation affects all aspects
of our lives as it is a process where an
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attempt is made to commodify and
quantify a price for most things in our
world. There has been widespread priva-
tisation of basic services, such as water,
sanitation and electricity, and old age
pensions, health care and insurance
and many other services that had been
provided by the state has supported and
financed financialisation. Institutional
investors, including pension funds and
insurance companies, hedge funds and
private equity funds, that are financed
from workers’ monthly contributions
are important drivers of financialisation.
The power to decide where our savings
for old age and insurance contributions
are invested provides these institutional
investors with a huge amount of power
in global financial markets. These in-
stitutional investors have been able to
assert influence over nonfinancial cor-
porations (NFCs) through their power
as investors and shareholders. Institu-
tional investors form the vanguard of
the shareholder value movement that
operates in developed economies and
increasingly around the world.

The shareholder value movement
has imposed a shorter-term perspec-
tive on NFCs with a view to increasing
short-term returns on their investments
(Crotty, 2002). They have aligned the
interests of management, particularly
executives, with their own short-term
interests through increasing the share
of executive remuneration linked to bo-
nuses in the form of share options. To-
day, in many corporations share options
and other profit-linked bonuses make
up the largest part of executive remu-
neration. Benefiting from remuneration
tied to short-term profits has made man-
agement more focused on increasing
short-term profits rather than growth
of their businesses through long-term
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investment.

The shareholder value movement
through their power to buy and sell
shares in large corporations and their in-
fluence over management has imposed
changes on corporations that have led
to massive global corporate restructur-
ing. First, the shareholder value move-
ment favours firms that dominate global
markets. They therefore, prefer to invest
in companies that buy up competitors
and have promoted increasing concen-
tration of global markets. They prefer
to invest in corporations that focus on
their core business (i.e. that focus on 1
type of product). As a result, there has
been widespread corporate restructur-
ing where corporations have unbundled
to sell off non-core businesses and em-
barked on acquisition drives to buy up
other firms in their core business areas.

The result of the power and influence
of the shareholder value movement has
been to drive huge global corporate re-
structuring that has led to increased
concentration of global markets. Figure
9 shows the rapid and huge increase in
global mergers and acquisitions, which
is one indication of the size of the global
corporate restructuring. Figure 10 shows
the rapid and huge increase in mergers
and acquisition activity in the South
African economy, which follows the glo-
bal trend and indicates that there were
high levels of corporate restructuring
in South Africa. Today one or two large
corporations and their internationally
recognised brands dominate most global
markets. Nolan (2003) points out that
this concentration occurs not only in
the corporations that control the global
brands that dominate global markets.
He shows that the corporations that
supply the lead corporations and form
part of their production value chains are
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also increasing their dominance in their
specific global markets.

Milberg (2007) says that the increas-
ing control of global value chains by lead
corporations has helped financial corpo-
rations that are the key shareholders in
those lead corporations to extract a larg-
er share of the revenues and profits of
those value chains. So, even if the finan-
cial corporation is situated in a devel-
oped country with relatively low levels
of economic growth, low rates of return
in industry and increasing relocation of
its industries abroad, the financial insti-
tutions and shareholders through their
shareholding in the lead corporations
that dominate global value chains are
able to extract high returns. They often
benefit from cheap labour and low cost
of primary commodities in developing
countries. These low costs help keep the
lead corporations input costs low and
their profits high. In this respect, finan-
cialisation has entrenched an unjust glo-
bal division of labour where the major-
ity of developing countries remain the
suppliers of low-value added raw mate-
rials and cheap labour in manufacturing
assembly while the developed countries
dominate global markets by controlling
intellectual property rights, the design,
marketing, branding and distribution
of goods and services around the world.
This division of labour occurs in a con-
text of increasingly concentrated global
markets where the lead corporations
in value chains assert more power to
restrict commodities prices and wages
earned in developing countries.

There was a massive restructuring of
South African corporations during the
1990s. Many of these corporations start-
ed a process of unbundling and rebun-
dling their South African assets with a
view to increasing their global role. They
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obtained permission from the new dem-
ocratically elected government to move
their primary listings abroad. They ar-
gued that listing abroad would increase
their ability to raise investment capital
that could be invested in South Africa.
Our experience has been that there were
increased movements of South African
capital abroad by the corporations that
have listed offshore. They have been
more involved in building their global
assets while investing relatively little in
South Africa (Roberts et al 2004).

The political changes during the
1990s and the talk of increasing de-
velopment and even the possibility of
building a developmental state provided
an important reason for the increased
movement of money abroad by large
corporations and their wishes to list
abroad. Once they listed abroad they be-
came foreign investors in South Africa
and their assets in South Africa were
recognised as foreign assets. Since the
South African Government was eager
to attract foreign investment, the large
corporations that dominated the South
African economy, even though they had
a long histories of benefiting from rac-
ist oppression and exploitation in South
Africa, would not face the risk of con-
tributing more to South Africa’s devel-
opment or losing their assets because of
their role during colonial and apartheid
rule in the country.

Once these large South African cor-
porations had listed abroad and made
efforts to become global economic play-
ers, they fell under the influence of the
shareholder value movement. Insti-
tutional investors became their larg-
est shareholders. These corporations
initially resisted pressure to focus on
core business, but ultimately most had
to concede to this restructuring. In the
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process of restructuring and becoming
increasingly internationalised and part
of global value chains, these corpora-
tions were forced to unbundle their
South African subsidiaries that were
not part of their core business. Many of
these large corporations were part of the
minerals and energy complex and also
finance. As a result of their restructur-
ing they would become more focused
on mining and minerals processing and
financial services. Their non-MEC sub-
sidiaries would be unbundled and sold
off or would be left to close down. In
this way, the internationalisation and re-
structuring of the largest South African
corporations, has supported a shrinking
of the South African industrial base and
made the economy more dependent
on the mining and minerals industries
while the other parts of industry were
weakened and contracted.

Another aspect of financialisation of
corporations is that many corporations
now receive a larger part of their incomes
and profits through their financial sub-
sidiaries and through increasing use of
financial speculation. Crotty (2006) and
Froud et al (2007) argue that the share-
holder value movement’s increased
pressure for higher, short-term returns
in a world where there is more intense
competition in increasingly concentrat-
ed global product markets (particularly
with increasing manufactured output
from Asia) has forced NFCs to find oth-
er sources of income to increase their
profit rates. Crotty also argues that the
increased incidence of fraud and mis-
reporting of profits by corporations is a
sign of this pressure on corporations.

A number of studies have found that
financialisation of NFCs leads to lower
levels of investment and accumula-
tion. Orhangazi (2008) studied the US
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economy and found decreasing levels
of investment in productive activities.
Stockhammer (2007) found that Eu-
ropean countries where corporations
are more financialised had a bigger
drop in investment. The move towards
short-termism has caused management
to look for higher returns in financial
markets rather than through fixed in-
vestments. Even though, there has been
massive global corporate restructuring,
increased concentration of global mar-
kets and increased integration of global
value chains, these events occurred in a
context of growing markets for corporate
control and the ascendance of the share-
holder value movement. The alignment
of management interests with that of
the shareholder value movement meant
that levels of fixed investment declined
and NFCs became more dependent on
financial speculation. Further, the finan-
cial institutions skimmed off a larger
share of the profits for themselves and
used their power over the large corpora-
tions that dominate global value chains
to extract higher profits through efforts
to push down wages and prices for raw
materials from developing countries.
The largest and most influential South
African corporations have restructured
and internationalised and increasingly
integrated into global value chains. I
mention above that South African cor-
porations have invested more in net ac-
quisition of financial assets than fixed
investment from 1992 to 2007 (except
for 2 years). Further, institutional inves-
tors make up the largest shareholders in
most of the largest South African corpo-
rations.

Conclusion
The combination of the influences of
relatively uncontrolled movement of
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capital across South Africa’s borders and
the financialisation and internation-
alisation of South African corporations
has had an important influence on the
South African economic growth path
since the 1990s. Capital in South Africa
has been misallocated to consumption
and speculative activities. Accumulation
has been in sectors that benefited from
these activities. Capital has not been
allocated towards increased economic
and industrial development, building
and diversifying the productive base
of the economy and creating more em-
ployment and opportunities for decent
work. Our discussions about steering the
South African economy onto a new eco-
nomic growth path cannot continue to
ignore global and domestic financialisa-
tion and its impact on the South African
economy. We have to move beyond sim-
plistic arguments to explain poor invest-
ment performance in South Africa. We
cannot continue to argue that there is
low investment because South Africans
do not save enough when we know that
the financial sector misallocates finance
in our economy.

We cannot continue to argue that the
reason for low investment in productive
activities is low profits in those sectors.
We have to understand the complexity
of financialisation to explain declining
investment in productive sectors and
increasing levels of financial specula-
tion. Further, we have to recognise that
the macroeconomic instability and un-
certainty caused by increasing flows of
speculative capital around the globe and
the increasing quest for high short-term
returns deters long-term fixed invest-
ments and pushes capital into liquid
speculative financial assets. We live in
a world where there is a large incentive
on executives of corporations to misrep-
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resent the profitability of their firms (a
good example was Enron) and have the
ability to use financial instruments and
shell companies to mislead shareholder.
Further, the increased integration of
global value chains means that the ac-
tual source firms of profits can be hid-
den through transfer pricing and other
measures. As a result, the actual reports
on profitability may be misleading.

Finally, we have to realise that this
trend of increasing financialisation, in-
creasing extraction of the surplus by
financial institutions, increased specu-
lation and less fixed investment and ac-
cumulation is unsustainable and leads
us onto a path towards more financial
crises.

We can reduce and reverse the finan-
cialisation of our economy and corpora-
tions by reforming our financial system
and implementing effective regulations
and controls for finance and cross bor-
der financial flows. Further, a larger role
for state owned development finance in-
stitutions guided by developmental eco-
nomic and industrial policies will reduce
the influence of private finance and for-
eign capital flows and help to correct the
misallocation of capital in our society.
Reversing privatisation of basic services,
health care, education and other essen-
tial services and provisions for old age
and health insurance will reduce the
capital flowing to institutional investors
and their power.

Finally, we have to challenge main-
stream economists who tell us that lib-
eralising trade and financial markets in-
creases the efficiency of firms and roots
out uncompetitive firms and through
this mechanism improves allocative ef-
ficiency in economies. We know that the
current model of financialised capital-
ism has led to dramatically high levels
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of inefficient allocation of capital. The
increased concentration of global mar-
kets, the high level of integration of
value chains, the dominance of certain
corporations in global value chains and
the growth of the shareholder value
movement that has driven corporations
towards pursuing high, short-term re-
turns raises serious doubts about the
contention that openness and competi-
tion roots out inefficient firms.

We have to understand the interac-
tion between the financial sector and in-
dustry if we are to promote investment.
We have to ignore simplistic mainstream
economics arguments based on assump-
tions that financial markets are efficient.
We have to reform our financial system
if we are to move our economy onto a
new economic growth path. *

Mohammed is Director of the Corporate
Strategy and Industrial Development
Programme at the University of Witwa-
tersrand

Endnotes

My co-author Kade Finnoff and I examined
illegal capital flight by South Africans from
South Africa from 1980 to 2000 (Mohamed
and Finnoff, 2005). We found that capital
flight was higher during the ‘more politically
stable’ post-apartheid period (1994-2000)
than during the period 1980 to 1993. It
seems that the increase in short-term capital
inflows after 1994 supported capital flight in
two ways. First, it increased access to credit,
which would help finance the flows and sec-
ond, it strengthened the rand exchange rate
which meant that the value of rands leaving
country were worth more abroad.
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

Rethinking South Africa's

Growth Path

Frightening levels of unemployment and the growth of
non-standard work demand a radical change to the country's
growth path, writes Kimani Ndungu

or a country aiming to create not

just sufficient jobs for the huge

number of unemployed people,

but also jobs that are decent, the
challenges facing South Africa are seri-
ously frightening. The latest unemploy-
ment statistics demonstrate in clear
terms the enormity of the challenge
confronting the ANC government as it
seeks to fashion a new economic growth
path for the country.

The sobering reality is that between
July 2009 and July 2010, the economy
shed a staggering 627 000 jobs mostly in
the formal non-agricultural sector which
lost over half a million jobs (Stats SA,
QLFS, Quarter 2, 2010: vi). Since the first
quarter of 2009 when the South African
economy officially entered into a reces-
sion (Stats SA, GDP, Quarter 1, 2000: 5),
almost 1,2 million jobs have been lost,
the majority of them in the six months
period between January and September
2000.

Officially, the number of unemployed
people in our labour market has risen
from about 4,1 million a year ago to
slightly over 4,3 million in June 2010.
This takes the official rate of unemploy-
ment in the country to 25,3%, but the
figure does not include 1,9 million work-
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ers who are simply too discouraged to
continue looking for employment be-
cause there are either no jobs available
in their area, or they are unable to find
work requiring their skills. Once this
group of workers is included, we end
up with over six million unemployed
people, or 32,8% of South Africa’s entire
labour force. Whatever way one looks at
the problem, we definitely have a crisis
of unemployment in our hands. The
question is what is to be done?

One idea that is gaining ground is
that advanced by Finance Minister
Pravin Gordhan in his maiden budget
speech to Parliament in February this
year, that South Africa should now look
into ‘a new growth path’. Quoting from
a Congress of South African Trade Un-
ions (Cosatu) statement, Gordhan em-
phasised that it is “essential that we ur-
gently adopt a completely new growth
path to transform our economy into one
based on labour-intensive industry and
one that meets the basic needs of our
people”(National Treasury, 2010: 4).

Part of the seven measures suggest-
ed by Gordhan to breathe life to a new
growth path include the adoption of
new measures to support labour-inten-
sive industries, skills development, pub-
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lic employment programmes, a rural de-
velopment strategy, and interventions
to reduce joblessness among the youth.
In the latter case, Gordhan, as Trevor
Manual before him, proposed the intro-
duction of a youth wage subsidy to be
given to employers for a two-year period
(ibid; 5). The objective, it would appear,
is to lower the cost for employers of hir-
ing new workers.

Significant economic growth coupled
with the creation of a massive number
of new jobs remains our best hope for
tackling unemployment in South Africa.
Indeed, the now defunct Accelerated
and Shared Growth Initiative for South
Africa (AsgiSA) had suggested that to
cut our rate of unemployment by half to
14% (using the 2004 rate of 28%), and
to reduce down the number of people
trapped in poverty from a third to a six
of the population by 2014, we needed to
maintain an annual economic growth
rate of at least 4,5% between 2005 and
2009, and at least 6% between 2010 and
2014 (The Presidency, 2006: 2). How-
ever, the scenario suggested by AgiSA is
unlikely to be realised given the recent
global economic crisis and the subse-
quent decline of our economy into a re-
cession in the first two quarters of 2000.
While our economy has firmly emerged
from this crisis, it remains a fact that for
the foreseeable future at least, we are
unlikely to experience the growth of ap-
proximately close to 4% per annum that
we saw between 2003 and 2007.

This article looks at the challenges
confronting a new growth path in light
of very high levels of unemployment and
growth of non-standard forms of work.
It examines the most prevalent forms of
non-standard work in our economy and
argues that a radical transformation of
the economy is required if we hope to
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tackle South Africa’s troublingly high
rate of unemployment, reduce poverty
and create a better life for all. In the
final analysis, the article puts across a
number of ideas that may stimulate the
creation of sufficient, decent and sus-
tainable jobs.

Continuities and discontinuities of the
apartheid economy
The apartheid economy was constructed
on the pervasive exploitation of cheap
black labour through a range of legal
mechanisms including the creation of
homelands in the rural areas, establish-
ment of townships in the urban areas,
strict urban migration control, limited
skills training, and prohibition of trade
union rights for black workers. While
these legal devices have now been abol-
ished, the institutions and mechanisms
of exploitation fostered by three centu-
ries of colonial rule, and almost five dec-
ades of apartheid oppression continue
to define the post-apartheid workplace.
Furthermore, restructuring of the
post-apartheid economy has coincided
with the reorganisation of modes of pro-
duction in the global economy with the
result that the post-apartheid workplace
has been subjected to an avalanche of
negative forces particularly those relat-
ing to liberalisation and privatisation.
The tendency of global economic forces
has been to facilitate what Clarke (2003)
calls “neo-liberal economic reforms” in
the nation state. Consequently, “work
and employment have been significantly
restructured as employers have sought
ways to reduce labour costs, evade new
laws, or take advantage of flexibility
provisions in new labour legislation in
order to make their workplaces more
‘internationally competitive’  (ibid,
2003:2). In the specific context of South
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Africa, employers have also restructured
employment in the bid to circumvent la-
bour legislation (Bezuidenhout & Fakir,
2006; Theron & Godfrey, 2007).

These changes have seen a decline of
jobs in the formal sector and a rapid ex-
pansion of the informal sector. Contrary
to the scenario sometimes painted by
Statistics South Africa of a thriving, still
largely formal economy, the bulk of jobs
created prior to the recent economic cri-
sis are what Van der Westhuizen (2003)
termed “precarious, insecure [and] with
longer hours for lower remuneration in
unsafe conditions”. In addition, since
most of these jobs are atypical or non-
standard, they “fall outside coverage of
labour laws, social security legislation
and collective bargaining agreements”
(ibid).

As the post-apartheid labour market
continues to transform and extract ever
higher margins of profit from labour,
one of its far reaching consequences is
what Webster & Von Holdt (2005:31) de-
scribe as the displacement of confronta-
tion, antagonism and disorder into the
family, the household and the commu-
nity. Consequently, the burden of so-
cial reproduction has increasingly been
transferred to workers themselves.

Growth of non-standard work

The rapid growth of non-standard work
in the South African labour market sym-
bolises the continuities of poor and low
quality jobs first institutionalised in the
apartheid workplace. As Webster and
von Holdt (2005:19) observe, the flex-
ibility of black labour under apartheid
has given way to the flexibility of non-
standard labour in the post apartheid la-
bour market. The modern South African
workplace is no longer divided along
the formal-informal axis, it is instead
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highly segmented with zones of “inclu-
sion” and “exclusion” (Webster and von
Holdt) and defined by notions of iden-
tity and belonging (Kenny, 2007).

To design better strategies for creat-
ing decent work as part of a new growth
path, it is imperative that we understand
how the continuities of the apartheid
workplace manifest themselves in the
post-apartheid labour market. In partic-
ular, we need to analyse how the three
most prevalent forms of non-standard
work i.e. casualisation, externalisation
and informalisation, continue to shape
our labour market.

Casualisation has often been used in a
generic way to describe all forms of non-
standard work but it is in fact a distinct
and dominant feature of the post-apart-
heid labour market. Casual workers per-
form work for the main employer but
the employment is not permanent, it is
not indefinite and it is not full-time. On
the date the contract ends, employment
is terminated but there is no dismissal.
Since the mid 1990s, casualisation has
become a defining feature of virtually
all sectors of the South African economy
although it is more pronounced in the
services sector. Here, many of the pre-
viously indefinite, permanent and full-
time jobs have given way to fixed-term,
short-term and part-time jobs.

In the retail sector for instance, the
existing dominant employers are known
to hire part-time or fixed-term contract
workers to come and work in weekends,
at the end of the month and during
public holidays. Similarly, research has
shown that in the construction sector,
companies have opted to go for Limited
Duration Contract workers (LDCs) who,
like the flexi-workers in wholesale and
retail, often work long hours including
at night and weekends in order to accu-
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Inulate enough wages. They enjoy few or
no benefits including annual, sick and
compassionate leave, retirement protec-
tion and medical aid. In addition, such
workers are often exposed to hazardous
working conditions (Ndungu & Theron,
2008).

Other sectors such as agriculture, se-
curity, manufacturing and households
have followed suit. In the horticultural
sector in the Western Cape, the size of
the permanent workforce has been re-
duced by as much as 60%, and the part-
time and contract workers who now
constitute the new face of horticultural
farming are generally insecure, work on
reduced wages and experience very high
levels of exploitation (Du Toit & Ally,
2003).

The problem of casualisation is there-
fore manifold; on the one hand, our
labour law has failed to provide casual
workers with sufficient safeguards in
the face of a rapidly changing workplace
and on the other, employers have taken
advantage of the weaknesses inherent
in the law to casualise their workforce
extensively.

Externalisation is another dominant
feature of the post-apartheid labour mar-
ket. In externalisation, the employment
contract is replaced by a commercial
contract so that the worker is, in legal
terms, not an ‘employee’ but an ‘inde-
pendent contractor’. The main types of
externalisation are sub-contracting, la-
bour only sub-contracting (prevalent in
the construction sector), out-sourcing,
labour broking (prevalent in the serv-
ices sector), and outworking or home-
working (found to a large extent in the
clothing/textile sector).

South Africa’s labour law has devel-
oped largely on the basis of the primary
and secondary sectors and as such, it is
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modelled on the existence of a dual em-
ployment relationship between an em-
ployer on the one hand, and an employee
on the other (Theron & Godfrey, 2007).
While this framework defined much of
the colonial and apartheid economy, the
post-apartheid economy has coincided
with the rise of services as the dominant
sector. Laws and regulations that were
designed for the primary and secondary
sectors are not necessarily sufficient to
regulate employment relationships in a
modern labour market which has serv-
ices as its engine of growth (ibid).

An independent contractor employ-
ment relationship is regulated by the
common law of contract and our labour
law makes a clear distinction between
independent contractors and employ-
ees. Certain provisions of the Basic Con-
ditions of Employment Act (BCEA 75
of 1997) and the Labour Relations Act
(LRA, 65 of 19095), exclude independ-
ent contractors from the protection of
labour law. Such workers are not cov-
ered by the legislated maximum limit
on working hours and over-time work,
entitlement to leave, fair dismissal and
retrenchment pay, and workplace rights
such as unionisation and collective bar-
gaining.

The advantages offered by this loop-
hole have not gone unnoticed by em-
ployers. In the road transport, private
security and textile sectors for example,
many workers are employed as ‘inde-
pendent contractors’ although in actual
fact they are wholly under the direction
of their employers, and totally depend-
ent on them for their livelihood. Despite
the introduction of section 200A in the
LRA in 2000 to deal with cases of ‘dis-
guised employment’, a protracted con-
testation has developed around how
one is to determine the existence of an
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employment, rather than an independ-
ent contractor, relationship.

Labour broking is another prevalent
form of non-standard work in the post-
apartheid labour market. The actual
number of labour brokers operating in
our labour market, and the number of
workers employed by them, is unknown.
This is despite the fact that section 24 of
the Skills Development Act (97 of 1998)
requires “any person who wishes to pro-
vide employment services for gain [to]
apply for registration as a private employ-
ment services agency”. Lack of reliable
data means no one knows the range and
extent of labour brokers, a problem that
has confronted many researchers in this
field:.

Despite strong calls by Cosatu and its
affiliates that labour brokers should be
banned, government has signalled that
at most, it is prepared to regulate them.
This is in line with the ANC’s 2009 Elec-
tions Manifesto which states that the
government will “address the problem
of labour broking and prohibit certain
abusive practices” (ANC, 20009). The los-
ers unfortunately are workers employed
by labour brokers as they are caught
between the proverbial rock and a hard
place.

The ‘fiction’ created by section 198
of the LRA and section 82 of the BCEA
that the labour broker, rather than the
client, is the legal employer (Theron et
al., 2005:5), has resulted in workers be-
ing denied many of their basic labour
rights including the right to organise
and freedom of association . For exam-
ple in a case study of contract cleaning
workers employed by Supercare, one of
the largest contract cleaning companies,
at the University of the Witwatersrand,
Bezuidenhout & Fakir (2006) demon-
strate how the triangular employment
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relationship that ensues between the
labour broker, its client and the worker
has resulted in the intensification of
work, reduction of wages and benefits,
and denial of the constitutional right to
organise, for many workers.

To cope, many of them have been
forced to adopt a range of creative sur-
vival strategies including income gen-
erating activities in the informal sector,
and reliance on family and community
social networks for support. In a nut-
shell, the burden of social reproduction
initially borne by the real employer has
progressively been shifted to the work-
ers themselves.

Informalisation is the third major
form of non-standard work in South Af-
rica. For most of the 1990s and early post
millennium period, a disturbing trend of
the South African labour market was its
continuous shedding of jobs in most of
the traditionally dominant sectors such
as agriculture, mining and manufactur-
ing. Alongside this tendency in employ-
ment reduction, the informal sector ex-
perienced a rapid expansion, rising from
about 0,9 million to approximately 1,9
million workers in the five- year period
between 1997 and 2001 (Webster, 2003)>.
In fact, some authors (Clarke, 2003) sug-
gest that employment in the informal
sector exploded with jobs increasing
from about 1,8 million in 1997, to slightly
over 3,1 million in 2001.

Ndungu & Theron (2008) have argued
that approximately half of all jobs in our
economy are informal, almost a quarter
of the jobs are neither formal nor infor-
mal but can at best be described as “in-
termediate”, and only less than a third
can be said to be formal. This means
that of the 12,7 million workers who are
currently in the South African labour
market?, around 6,2 million (48,7%) can
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actually be described as informal work-
ers, about 2,0 million (22,5%) can be
described as intermediate, while only
slightly over 3,7 million of them (28,0%)
can be said to be formal.

There are no authoritative studies
showing a direct correlation between
the decline of the formal sector and
the expansion of the informal sector,
but given the inadequacy of the South
African social welfare system, it is safe
to conclude that those who have been
expelled from the point of production in
the formal sector are more likely to turn
to informal mechanisms for survival.

Concluding thoughts:

Giving meaning to decent work through

a new growth path

The starting point for any strategy or
policy change that can lead to the crea-
tion of a sufficient number of decent
jobs in South Africa, must pinpoint the
necessity of radically transforming our
economy and ensuring that the State
plays a central role in it. Some of the key
areas of State intervention must be:

¢ A focus on labour intensive industries
mainly light manufacturing, services
and agriculture. In addition, the role
of the state in the economy must
change from one of being a mere reg-
ulator of the market to one of being
an active participant.

e Better thinking around the Expanded
Public Works Programme (EPWP).
For example government should ex-
tend the duration of EPWP contracts
to enable training to take place and
for workers to gain sufficient skills,
Trade unions also need to play a
much bigger role in the EPWPs than
has hitherto been the case (Godfrey,
2007:168)

e Provision of start up capital, skills
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training, technology and access to
markets for finished products for
those operating in the informal sec-
tor. The administrative and legislative
burdens that often encumber the in-
formal sector must be addressed. Al-
though anchored on the wrong theo-
retical underpinning (i.e. that we have
a first and second economy while in
actual fact we have a single economy
with a significant degree of segmenta-
tion), the Second Economy Strategy
Project implemented by the Trade &
Industrial Policy Strategies (TIPS) in
the Presidency remains a welcome in-
tervention.

Addressing labour broking and casu-
alisation as a matter of urgency. A
strengthening of labour legislation to
plug loopholes and better capacita-
tion of the Department of Labour are
key to ensuring that workers are able
to enjoy their constitutional right to
fair labour practices.

State support for unionisation in vul-
nerable sectors. One way of doing this
is by lowering the levels of represen-
tivity required for unions for purposes
of union recognition and collective
bargaining. For instance the require-
ment that a trade union must “have
as members the majority of employ-
ees employed by an employer in a
workplace (LRA, section 14(1)) needs
to be changed for vulnerable sectors
like agriculture and security. Instead,
the notion of ‘sufficient representa-
tivity’ should be considered where a
trade union that represents a far low-
er but reasonable number of workers
is recognised for purposes of electing
shopstewards and collective bargain-
ing.

Social Protection for the youth. Given
the disproportionately high level of
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unemployment amongst the youth,
many of whom have never worked
before, it is critical that specific strate-
gies are developed to provide opportu-
nity for the youth to be absorbed into
the formal economy. A youth wage
subsidy is unfortunately a simplistic
way of addressing a complex set of
structural problems in our economy.
In any event, it is likely to lead to a
further fragmentation of our labour
market between a small core of em-
ployees enjoying most of the labour
rights and a large pool of poorly paid
and poorly protected workers. It is be
better to consider a range of mecha-
nisms such as significant investment
in mathematics and sciences in pri-
mary and high schools, greater em-
phasis on practical, skills oriented,
vocational training, introduction of

a compulsory national youth service

and minimisation of the costs associ-

ated with searching for jobs.

At the same time, the labour move-
ment needs to play a stronger role in the
creation and protection of decent work.
This it can do by:

o Actively engaging the state in eco-
nomic and industrial policy mak-
ing. Cosatu, and to a lesser extent
FEDUSA (Federation of Unions of
South Africa), have regularly made
policy proposals on economic and
industrial strategy but the extent to
which these proposals are factored
into government’s economic and in-
dustrial planning is uncertain.

e Organising non-standard workers.
With limited exceptions in the case
of workers in the retail sector, unions
have come up with very few strate-
gies for organising non standard
workers. The biggest limitation is
that organisationally, many unions
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are weak while the subscription re-
quirement places union member-
ship way above what the majority of
workers in this sector can afford.

e Monitoring the enforcement of la-
bour legislation and regulations. The
Department of Labour (DOL) simply
lacks the capacity to enforce proper
observance of labour legislation and
in most cases; it plays a reactive
rather than a proactive role. As op-
posed to DOL, unions have a higher
presence in many workplaces and
they should therefore use such pres-
ence to ensure that labour legislation
is enforced. *

Cde Ndungu is a Senior Researcher in
the National Labour and EconomicDevel-
opment Institute

Endnotes

1. For example Theron et al. (2005), “Labour
broking and temporary employment serv-
ices: A report on trends and policy implica-
tions of the rise in triangular employment
arrangements”.Using data from the Labour
Force Survey, the authors suggest that there
were around 180,000 persons paid by labour
brokers, contractors and agencies by 2005
(p25) while information they used from
three data sources; the Services SETA, the
Metal and Engineering Industry Bargaining
Council and the authors’ own suggested that
there were 2739 firms engaged in recruit-
ment.

2. Fhese figures should be regarded as illus-
trative rather than definitive of the growth
of the informal sector in South Africa.

3.This is using the official or narrow defini-
tion of Employment/unemployment which
excludes those who are too discouraged to
seek work. By June 2010, the official labour
market was made up of 17,1 million workers
of who 12,7 million were employed and 4,3
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million were unemployed. The number of
discouraged work seekers stood at 1,9 mil-
lion.
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ments”.Using data from the Labour Force
Survey, the authors suggest that there were
around 180,000 persons paid by labour bro-
kers, contractors and agencies by 2005 (p25)
while information they used from three data
sources; the Services SETA, the Metal and
Engineering Industry Bargaining Council and
the authors’ own suggested that there were
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2739 firms engaged in recruitment.

2. These figures should be regarded as illus-
trative rather than definitive of the growth
of the informal sector in South Africa.

3. This is using the official or narrow defini-
tion of employment/unemployment which
excludes those who are too discouraged to
seek work. By June 2010, the official labour
market was made up of 17,1 million workers
of who 12,7 million were employed and

4.3 million were unemployed. The number
of discouraged work seekers stood at 1,9
million.
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

The Role of
Industrial Policy

It is imperative that South Africa use the opportunities thrown up by
the global crisis to develop its productive forces, writes Rob Davies

hat it is imperative to place our

economy on a qualitatively dif-

ferent accumulation path, is a

proposition that is now widely
accepted in this country. The need for
us to make a qualitative shift in the tra-
jectory of accumulation, is underscored
by the harsh reality that even when the
South African economy experienced its
longest period of uninterrupted growth
at any time since the Second World War
(in the period immediately before the
onset of the global recession) unem-
ployment on the strict definition never
fell to below 22,8% of the economically
active population. Associated with this
was widening income inequality and
continuing poverty for many of our peo-
ple.

Behind the evident failure of “growth
alone” to address the most urgent and
evident socio-economic challenge con-
fronting us, lay a number of structural
imbalances in the pre-existing growth
path. They included the following inter-
related elements:

Consumption driven sectors includ-
ing wholesale and retail trade and finan-
cial services grew at more than twice the
rate of production sectors (mining, agri-
culture and manufacturing).
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Credit extension was overwhelm-
ingly and increasingly directed towards
private consumption rather than sup-
porting production related activities.

Imports grew faster than exports,
resulting in a deficit in the Current Ac-
count of the Balance of Payments.

The Current Account deficit was
funded by an inflow of short term for-
eign capital sustained by high interest
rates.

The combination of “hot money”
inflows and high interest rates under-
pinned an increasingly uncompetitive
exchange rate for the Rand.

The onset in 2008 of the crisis of
global capitalism has made it even
more imperative that we address these
structural imbalances. Most directly, the
global economic recession had the ef-
fect of increasing unemployment levels
in South Africa to over 25% of the eco-
nomically active population. Moreover,
even though the world economy and
South Africa are now officially out of
recession, the crisis of global capitalism
is far from over. It continues to manifest
itself in, amongst other things, the slug-
gish economic performance and major
debt crisis in the European Union. This
in turn has led to a depreciation of Eu-
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ropean currencies, the Pound and the
Euro in particular. What this has meant
is that trading conditions in what is still
South Africa’s major export market have
become difficult, and also that domestic
producers are facing increasing compe-
tition from cheaper imports emerging
from among other places, Europe.
Further than that, the lesson from
the experience of those developing
countries that performed most success-
fully during the crisis, and which have
now emerged as major new forces in the
reconfigured global economy (China,
India Brazil), is that all of them had ac-
tive state led industrial policies which
sought to identify, support and nurture
key value added production sectors. In
fact, the experience of economies like
India, China and Brazil has merely ech-
oed that of every other country that has
at any time in economic history suc-
ceeded in placing its economy on a new
growth path characterised by increasing
(as opposed to diminishing) returns to
scale. As Mario Cimoli, Giovanni Dosi
and Joseph Stiglitz put it in their recent
book, Industrial Policy and Development,
“...all the countries which are nowadays
developed, undertook indeed, relatively
high degrees of intervention to support
the accumulation of technological capa-
bilities and the transformation of their
organisation of production especially in
the early period of industrialisation”.
Responses from within government
to this challenge have come in the form
of the Industrial Policy Action Plan
(IPAP2) launched earlier this year and
the Growth Path strategy currently being
finalised by the Economic Development
Department, led by Cde Ebrahim Patel.
While IPAP2 deals with value added
sectors, mainly manufacturing but also
some high value services, the Growth

45

Path strategy will deal more broadly
with “job drivers” across the economy.
Underlying both is a perspective that
sees the unemployment challenge that
we face in South Africa as structural in
nature and recognises that we there-
fore need to break decisively from the
current reality that when the economy
performs “well” unemployment reaches
22.8%, and when it is in recession un-
employment rises to more than 25%. We
can simply no longer continue to oscil-
late between these unacceptable param-
eters.

A further perspective underlying
IPAP2 is that even if many of the decent
jobs we need to create are in service ac-
tivities (including construction of infra-
structure) or in primary sector activities
(agriculture and mining), these jobs will
be more sustainable and of better qual-
ity if they are rooted in an economy that
is experiencing expanded higher value
added activities.

IPAP2 identifies five transversal, or
cross cutting, interventions and a series
of sector specific action plans essential
to create nearly 1 million direct and in-
direct jobs. Of the transversal, or cross
cutting interventions, two represent ma-
jor new departures.

First, the R854 billion infrastructure
investment programme has thus far
failed to generate sufficient impetus to
local industries capable of producing
inputs into the programme. Too many
of the components used in infrastruc-
ture construction and too much of the
equipment which is used to produce the
infrastructure are imported. Analysis
has shown that this is the case even in
areas and activities in which South Af-
rica has an existing capacity to produce
the items in question. This is linked to a
practice in which, unlike in other more
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successful developing economies, we
have continued to procure inputs in
a short term ad hoc rather than a long
term, strategic manner. Too many pro-
curers in State Owned Enterprises as well
as in government departments responsi-
ble for infrastructure programmes have
looked only at specific inputs needed
immediately and if these are not avail-
able locally have simply resorted to im-
ports. IPAP2 has accordingly identified
a need to move towards more “fleet pro-
curement” in which procurement needs
over a longer time frame will be iden-
tified and packaged into longer-term
multi-stage packages that would set as
conditionalities progressively higher
levels of local content. Arising from this,
IPAP2 has identified a need for a major
restructuring of our procurement regu-
lations and processes, and this work is
currently nearing completion. When
completed, certain areas and sectors will
be designated with specific progressively
increasing local content requirements.
Existing measures to promote local con-
tent requirements such as the National
Industrial Participation Programme and
the Competitive Supplier Development
Programme will also be reviewed and
given more teeth. Linked to this, the
Proudly South Africa campaign will be
strengthened to enable the organisation
to play some role in accrediting South
African suppliers so that procurers will
have some way of being able to recog-
nise these in procurement decisions.
Secondly, analysis has shown that
successful developing countries have all
had state-owned industrial development
finance institutions active on a larger
scale than the South African Industrial
Development Corporation (IDC). A com-
parison between the IDC and the Brazil-
ian Banco Nacional de Desenvolvimento
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Economico e Social (BNDES) shows that
even though the interest rates in Brazil
have been higher than those in South
Africa, the BNDES has been able to pro-
vide a larger quantum of less costly fi-
nance for industrial development. The
BNDES has, in fact, been pivotal in the
emergence of a number of the industries
that have developed in Brazil. Learning
from this, IPAP2 envisages that, in the
short run, the IDC re-examines its bal-
ance sheet to achieve a greater leverage
of funding for industrial development,
while in the longer run finding an on-
going source of funding to enhance and
increase its role in industrial financing.
This work too is ongoing.

In addition to these two cross cutting
interventions, IPAP2 identifies the need
to adopt a more strategic approach to
tariff setting and to trade policy in gen-
eral. This means that we will set tariffs
on a case by case basis according to the
balance of evidence about the particular
developmental needs of industrial sec-
tors. As a general guideline, IPAP2 sug-
gests that tariffs in the case of “mature”
upstream industries that are price set-
ters of important inputs for more labour
absorbing downstream industries could
be considered for reduction or removal,
while tariffs on products in sectors that
needed to be supported and /or are
highly vulnerable to import competition
could be considered for maintenance or
even increasing. Bodies setting stand-
ards, particularly compulsory standards,
need also to work strategically, firstly,
to “lock in” South African exporters to
be able to meet standards necessary to
access international markets, and sec-
ondly more effectively to “lock out” sub-
standard, shoddy and harmful imports
which undermine local production.

The fourth domain of cross cutting
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intervention is the strategic deployment
of the competition authorities particu-
larly to focus on areas where collusion
and /or abuse of dominant position by
monopoly concerns imposes price dis-
advantages on downstream industries.
Another area of focus will be on collu-
sive practices or abusive action which
raises prices of consumer goods to the
detriment of working people and the
poor, an example being food prices.

Finally, all of this depends on achiev-
ing a qualitatively new articulation be-
tween macro and micro economic pol-
icy. The challenge which immediately
confronts us in this regard is to establish
a less volatile and more competitive ex-
change rate for our currency. As indicat-
ed earlier, this has become even more
urgent with the continuation of the
crisis in the European Union which has
seen a depreciation of major European
currencies with significant effects on our
ability to export to the European Union
(still our largest trading partner) as well
as leading to stronger import competi-
tion from European products.

In addition to the cross cutters,
IPAP2 identifies a number of sector
specific programmes and defines three
sectors for focussed attention. The latter
include, firstly, capital goods, metals fab-
rication and transport equipment indus-
tries. These are the main industries pro-
ducing (or capable of producing) inputs
into the infrastructure investment pro-
grammes. In several of these industries
South Africa once had significant indus-
trial capacity but this has been eroded
over the past 20 to 25 years.

The second area of focus is on “the
green economy”. The imperative to re-
duce energy usage as well as to lower
the carbon footprint are widely recog-
nised in our country. What IPAP2 seeks
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to do is identify the industrial develop-
ment opportunities that may arise from
adjusting to a lower carbon economy.
They include working to ensure that we
manufacture in South Africa the major-
ity of the new solar water heaters that
will be installed in new houses in terms
of regulations that will be emerging in
the new future.

The third focus area is agro industries.
Agro industries have long been identi-
fied as potential new sources of decent
work. In addition to the priority areas of
focus, work will continue on a number
of existing industrial sectors. These in-
clude the automotive industry, clothing
and textiles, chemical industries, craft
and cultural industries and advanced
manufacturing opportunities in among
other things, aerospace and nuclear
technology. In all of these sectors, we
will be seeking to tilt the balance to-
wards more labour absorbing activities.
For example, in the automotive sector,
many more jobs are created in compo-
nent manufacturing than are generated
by Original Equipment Manufacturers
(the large automotive manufacturers).
Accordingly our interventions will seek
to support an increase the percentage of
local content in projects undertaken by
OEM'’s. In addition to this, we will be in-
cluding into the automotive programme
public transport vehicles as well as vehi-
cles used in construction. In the clothing
and textile industry, a completely new
incentive programme which breaks de-
cisively from the Duty Credit Certificates
has been developed and is starting to be
implemented.

IPAP2 identifies clear action plans
measured in quarters for delivery on all
of these fronts. The first quarter of im-
plementation ended in June and at the
end of the second quarter (September)
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a comprehensive report on implementa-
tion will be presented to both Cabinet
and Parliament.

IPAP2 does not yet represent the
scale of industrial policy we estimate is
needed in South Africa, but we do see
it as a significant step up from where
we have been in the past. A new Indus-
trial Policy Action Plan for the follow-
ing three year Medium Term Expendi-
ture Framework (MTEF) period will be
prepared and tabled next year. Indica-
tions are that we are thus far on track
to achieve the relatively modest initial
targets outlined in IPAP2, but it is abso-
lutely critical that we do not fall behind
in implementation. Public consultations
through Nedlac, through Parliament
and also through interactions with both
organised manufacturing and organised
labour, suggest that there is an over-
whelming national consensus that we
need to move ahead in the direction
outlined by IPAP2. A critical lesson from
all other cases of successful industrial
policy is that they were characterised by
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high levels of commitment and focus on
implementing the programmes identi-
fied. It is therefore imperative within
the perspective of building a develop-
mental state capable of leading a process
of structural economic transformation,
that we do the same.

The crisis of global capitalism is far
from over, but within that crisis new
opportunities have emerged for develop-
ing countries to seize the initiative and
follow through with programmes to
develop the productive forces in their
countries. South Africa can become part
of this wave. It is imperative both in the
short term interests of the working class
in overcoming, or at less mitigating, the
unemployment crisis facing it, and in
the longer term interests of establishing
a new momentum towards building our
socialist future now that we seize these
opportunities. *

Cde Davies is a SACP Central Commit-
tee member and Minister of Trade and
Industry.
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

IPAP and the Need for a State-
owned Pharmaceutical Company

Sidney Kgara and Sheila Barsel argue for a state-owned
pharmaceutical company as the most sustainable way

of meeting South Africa’s needs

istorically, the pharmaceuti-

cal manufacturing industry

was developed in an attempt

to achieve import substitution
to ensure security of supply and self-
reliance amidst mounting international
isolation of the Apartheid regime. How-
ever, the neo-liberal trade liberalisation
and deregulation that took place with
the advent of Gear in the second half of
the 1990s caused a decline in the sector
and a considerable destruction of jobs.
Combined with the global restructuring
that was taking place in the sector at that
time, trade liberalisation resulted in 34
manufacturing sites shutting down be-
tween 1994 and 2004 and total employ-
ment shrinking from 16,885 in 1997 to
9500 by 2007 in the sector.!

Whereas Geardecimated employment
and production capacity in the industry,
the Industrial Policy Action Plan (IPAP)
provides a possibility for the rebuilding
of this sector. If the ANC-led Alliance is
to forge a developmental state true to
the broad outcomes of Polokwane, then
a key part of this rebuilding and expan-
sion of domestic pharmaceutical pro-
duction must include the establishment
of a state-owned pharmaceutical com-
pany in line with the Polokwane resolu-
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tion on the matter. This means that the
present measures undertaken by gov-
ernment in support of the pharmaceuti-
cal industry in terms of IPAP must also
include a conscious and deliberate drive
to realise a state-owned pharmaceutical
company in the medium to long-term.
After all, until 2000 the public sector
had developed and owned two entities
through which vaccines were produced
for the country.?2 Notwithstanding the
fact that IPAP identifies the expansion
of domestic pharmaceutical produc-
tion as one of its apex priorities, there is
still no comprehensive pharmaceutical
industrial strategy, even though there
are a range of incentives and support
measures provided by the Department
of Trade and Industry (DTI) and the
Department of Science and Technology
(DST) in respect of the biotechnology
industry.

The main thrust of this contribution
is to argue for the establishment of a
state-owned pharmaceutical company
as the most sustainable way of expand-
ing domestic production to meet the
country’s needs. We are therefore argu-
ing that using IPAP to support the pri-
vate pharmaceutical industry should en-
hance rather than hamper the long-term
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objective of a state-owned pharmaceuti-
cal company. We put forward proposals
of intermediate measures that need to
be undertaken in the process, with a par-
ticular reference to the human resource
requirements. We believe that in the me-
dium to long-term these measures could
help develop domestic production and
enhance skills development. Therefore,
these measures should constitute an im-
portant component in a broader set of
interventions required (some of which
cannot be covered in this contribution)
for the establishment of a state-owned
pharmaceutical company.

IPAP and challenges in the
pharmaceutical industry

Despite the stagnation in the number of
medical aid schemes members, South
Africa has seen phenomenal growth of
the private health industry, whose major
cost drivers are medicines and the cost
of hospital care. In a health care system
that is essentially curative in orientation
and woefully weak in disease prevention
and health promotion, this growth has
seen the country becoming increasingly
import dependent in respect of phar-
maceuticals. For example, the ratio of
imported to exported pharmaceuticals
for retail sale steadily declined from 8:1
in 1998 to 17:1 by 2007.3 The South
African based multinational compa-
nies mainly cater for the private health
sector as their patented medicines are
unaffordable for those who depend on
the health services in the public sector.
Currently, around 75% of the demand
in pharmaceuticals is met by imports. 4
Hence, South Africa’s share in the glo-
bal pharmaceutical production remains
only 0,7%, representing a mere 0,3% of
the country’s Gross Domestic Product
(GDP). It is therefore significantly small
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compared to countries such as Brazil,
India, and China and even more so in
comparison to Ireland, Singapore, and
Puerto Rico.

However, the South African pharma-
ceutical industry is expected to grow at
least by a fifth in the next three years,
such that by 2014 its market of drugs is
forecast to reach about US$4,1 billion,
with prescription drugs accounting for
86% whilst patented medicines mak-
ing up 58,5% of the total pharmaceuti-
cal market.> This expected phenomenal
growth in the sector is largely generated
by the currently burgeoning private sec-
tor investment in anticipation of the
increased public spending on antiretro-
viral (ARVs) AIDS drugs and the estab-
lishment of a universal health insurance
in the medium term.

Through IPAP government under-
took to provide concessional industrial
financing, the revision of procurement
legislation, regulations and practices,
to implement strategic trade policies
that improve the productive capacity
and employment opportunities and to
strengthen integration between sector
strategies and skills development plans.
Thus, in line with these commitments
and those arising from the NEDLAC’s
“Framework for South Africa’s response
to the international economic crisis”,
government has begun to increasingly
source pharmaceuticals (especially
ARVs) from domestic producers.

However, one of the emerging chal-
lenges for IPAP is the fact that this drive
to stimulate the development of domes-
tic pharmaceutical production is engen-
dering price-gouging on the part of the
local producers. Last year the JSE listed
Aspen (Africa’s largest pharmaceutical
manufacturer and the largest supplier
to government), and Adcock Ingram
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won the ARVs supply tender contracts
that reportedly on average charged 30%
more than their international rivals.
This is despite the fact that South Africa
is the largest consumer of ARVs, a factor
that should yield benefits of economies
of scale, apart from the reasonable ex-
pectation that the enormous scale of the
AIDS treatment programme should en-
able government to extract major con-
cessions from suppliers.

It therefore came as a surprise
that this year a section of government
seemed to be expressing sentiments that
run counter to what is intended to be
achieved through IPAP. The Minister of
Health, Dr Aaron Motsoaledi, expressed
a willingness to take on the blackmail
of job-losses that is used by these South
African rent-seeking monopolies by se-
curing supplies of ARVs from cheaper
international sources. He argued that,
“we must purchase ARVs at the low-
est possible cost from whatever source
that can guarantee us the lowest prices,
whether it’s inside the country or out-
side the country.” ® We would have ex-
pected that as a strategic action plan, in
the implementation of IPAP the support
offered by government would be tied to
the favourable procurement contracts
entered into with these companies.
Clearly, this experience indicates that
it is not enough to merely offer incen-
tives through policies led by a particular
department (DTI) without coordinating
that with the Treasury and Department
of Health (DOH) to ensure that these
incentives are actually tied to exacting
developmental considerations.

A related challenges is the fact that
whilst there is a need for a more robust
intervention by government in fighting
price-gouging and rent-seeking behav-
iour on the part of the local producers,
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this can be done more sustainably if it
is linked to the necessary readjustments
or reversal of the trade tariffs pertaining
to pharmaceuticals. Some countries of
the global-South that are successfully
expanding their domestic production
of pharmaceuticals such as Mexico and
Brazil have import tariffs of 35%, whilst
India and Iran have 36% and 50% re-
spectively. This is in contrast to Gear’s
liberalisation of the South African mar-
ket - to the extent that there is virtu-
ally no import tariffs on finished phar-
maceutical products and only duties of
between 10% and 15% on raw active
materials. Hence, as illustrated below,
South African pharmaceutical produc-
ers have a higher propensity of sourcing
their raw materials internationally. As
long as the South African pharmaceu-
ticals industry remains highly concen-
trated whilst it is increasingly becoming
dependent on monopoly rents derived
from government contracts, there will
be very limited net benefits in terms of
the expansion of domestic production
vis-a-vis the fiscus (both in terms of pro-
curement and incentives).

The need for a state-owned
pharmaceutical company

Polokwane resolved that “the ANC
should explore the possibility of a state-
owned pharmaceutical company that
will respond to and intervene in the
curbing of medicine prices.” To a great
extent, this resolution was informed
by experiences of protracted battles
between government and the industry,
especially between 1997 and 2001 in
the wake of the Medicine and Related
Substances Act which was intended to
reduce the prices at manufacturing and
distribution levels. It was not until No-
vember 2001, when the World Trade Or-
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ganisation (WTO) adopted a declaration
to the effect that public health concerns
overrode intellectual property rights,
that the South African pharmaceutical
industry retreated from instigating the
USA government, which had already is-
sued threats of economic sanctions.

However, well before Polokwane CO-
SATU had already been calling for gov-
ernment ownership and control of the
manufacturing of active pharmaceuti-
cal ingredients (APIs) and the need to
support training and development pro-
grammes that would enable the growth
of the pharmaceutical manufacturing
sector. 7 This convergence between the
ANC and COSATU, not only on the need
for an active industrial policy supporting
domestic pharmaceutical production
but also on the need for a direct role by
the state through its own pharmaceuti-
cal company, is informed by more than
just the imperative of lower pricing and
expanding domestic production to re-
verse the trade deficit and job-losses in
the sector.

Whilst the private pharmaceutical
industry has significantly contributed
to the advancement of biomedical tech-
nology and medicine, the rise of mul-
tinational pharmaceutical monopolies
after the Second World War illustrates
that they operate with a clear conscious-
ness that it is not in their financial in-
terests to prevent or eliminate diseases.
Instead, as has been argued elsewhere
that to the extent that the human body
hosts diseases, the maintenance and ex-
pansion of diseases amongst increasing
amounts of people is a precondition for
the financial growth of this industry. 8
Hence, it is an open secret that part of
accumulation strategies in the global
pharmaceutical sector involves the de-
velopment of drugs that merely mask
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or alleviate symptoms while avoiding
the curing or elimination of diseases. In
the same vein, these companies are for-
ever engaged in attempts to derive new
applications from the drugs that are al-
ready in use in the market. The fact that
Bayer’s Aspirin that is used to alleviate
pains is now taken by an estimated 50
million healthy US citizens under the il-
lusion that it will prevent heart attacks
is one example of this. °

At the heart of our drive to expand
domestic production of pharmaceuticals
must be more than just the narrow eco-
nomic considerations. This endeavour
must enable the country to adequately
respond to the health needs of the pop-
ulation as reflected in the extent and na-
ture of our disease burden. In addition
to having one of the highest prevalence
of HIV/AIDS and TB in the world, South
Africa is also facing an increase in non-
communicable and lifestyle diseases
as well as high levels of homicide and
violent trauma, predominantly affecting
poorer communities. All of these have
severely impacted on the country’s aver-
age life expectancy at birth which is now
estimated to be below 50 years and even
worse amongst working class communi-
ties.

To the extent that through IPAP
government has identified the need to
produce APIs for ARVs due to the high
prevalence of HIV/AIDS, COSATU’s pro-
posal for a state ownership and control
of APIs manufacturing would also pro-
vide a possibility for the development
of medicine to treat opportunistic in-
fections such as sexually transmitted
diseases, tuberculosis, malaria, etc.
After all, these are the actual causes of
death amongst immune-compromised
patients. The production of generics is
highly dependent on securing access
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to APIs and in turn the production of
APIs is subject to economies of scale.
Therefore, a state-owned manufacturer
can derive such economies of scale by
responding to other medicinal needs
beyond ARVs. In the event, whilst the
consumption of ARVs is already high in
comparison to other countries (though
it should still be insisted that ARVs must
be made universally available), arguably
medicines required for opportunistic in-
fections will also increase in the future.

Eventhough the South African owned
manufacturers have some linkages with
the local raw material suppliers, a state
owned pharmaceutical company with
stronger ownership and control of APIs
manufacturing can deepen these linkag-
es to the scale such as obtaining in India.
The Indian pharmaceutical manufactur-
ers purchase all capital equipment from
a network of established Indian equip-
ment manufacturers. This is in contrast
to the South African owned pharmaceu-
tical manufacturers that sourced 70% of
its capital equipment from foreign sup-
pliers and local multinational firms that
import 90% of capital infrastructure
from outside South Africa.

Human resource challenges

IPAP identified the need to alter the pro-
file of graduates, who are currently more
suited to pharmaceutical marketing
and sales functions and less prepared
in terms of the required skills for the
expansion of pharmaceutical manufac-
turing. Apart from other impediments
related to the current asymmetrical
international trade regime, it is well-
documented that the lack of suitably
qualified personnel is one of the major
domestic stumbling blocks for countries
in the global-South in establishing their
own pharmaceutical production.
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Processes of industrialisation heav-
ily depend on some innovative capacity
of the economy, particularly the scale
and quality of research and develop-
ment activities, linkages between the
government and teaching institutions,
the regulatory framework and the level
of investment in new technologies.
These factors determine the ability of
a country to innovate and develop new
pharmaceutical processes and products
to meet domestic and international de-
mand. South Africa has a shortage of
qualified management and technical
specialists such as pharmacists trained
in manufacturing, regulatory affairs
managers, laboratory analysts, financial
managers (particularly procurement),
clinical research specialists, manufactur-
ing equipment maintenance specialists
as well as appropriately trained mid-
level workers.

Short to medium term strategy

In 2008 the Immigration Advisory Board
of the Department of Home Affairs
(DOHA), that advises on annual quota
systems for immigrant workers, identi-
fied the need for skilled research and
development professionals with at least
5 years of relevant work experience and
gazetted a quota that would allow 300
of such personnel to enter South Africa.
Missing from the DOHA list are various
occupations crucial for domestic phar-
maceutical production such as clinical
research specialists and manufacturing
equipment maintenance specialists. It
is suggested that in the short-term gov-
ernment should embark on country-to-
country agreements to obtain appropri-
ately skilled personnel in countries such
as Cuba, Brazil, China and India in order
to meet the growing demand for such
skills. In this connection, institutional



AFRICAN COMMUNIST | September 2010

mechanisms should be put in place
firstly to transfer foreign skills to the lo-
cal workforce and secondly to establish
learning units at those higher education
institutions which either offer pharmacy
as a degree course or that offer relevant
engineering and technical courses. Such
institutional arrangements should be
made through government departments
and professional councils in order to
fast-track the registration of appropri-
ately skilled foreign nationals.

The development and deployment of
mid-level workers with the appropriate
task shifting mechanisms is an estab-
lished priority of the DOH. This implies
the need to scale up the development of
pharmacist assistants at both the basic
and post-basic levels to assume greater
responsibility for the provision of phar-
maceutical services. There are currently
insufficient numbers to make a mean-
ingful impact. Available data suggests
that there are bottlenecks in the pro-
duction of pharmacist assistants. Since
2001, 195 basic level pharmacist assist-
ants and 138 post-basic level pharmacist
assistants completed the learnership
programme facilitated by the Health and
Welfare Sector Educational Training Au-
thority (HWSETA). However, currently
there are 1,325 basic level pharmacist
assistants and 839 post-basic level phar-
macist assistants registered for these
learnerships. It should be noted that
training through the HWSETA is actu-
ally provided by private training provid-
ers. This training should be moved to
public training institutions.

The South African Pharmacy Council
(SAPC) has created a new cadre of phar-
macy technicians envisaged as mid-level
workers intended to provide pharma-
ceutical services with limited supervi-
sion by pharmacists. This revision of the
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scope of practice of the pharmacy tech-
nician in manufacturing settings will
increase the supply of mid-level work-
ers in pharmaceutical production. How-
ever, increasing the number of mid-level
workers does not replace the need to
ensure that pharmacists freed for rede-
ployment have the appropriate skills for
domestic pharmaceutical production.
The Chemical Industries Education and
Training Authority (CHIETA) supports
the provision of a Bachelor and Masters
of Technology in Pharmaceutical Sci-
ences run by the Tshwane University
of Technology. These qualifications are
geared to develop expertise in various
technical aspects of drug manufactur-
ing. We propose that these programmes
should be adapted for the retraining of
the skills labour-force required for do-
mestic pharmaceutical production and
should be extended to other universities
of technology.

Long term strategy
Supplying the long-term labour needs
of a domestic pharmaceutical produc-
tion policy requires an entirely different
strategy than the short to medium term
strategy discussed above. Most exit level
outcomes of the pharmacist qualifica-
tion are aligned to health service pro-
vision, and very few address pharma-
ceutical manufacturing processes. Most
pharmacy graduates complete their
internships either in a retail or hospi-
tal environment while the community
service year is spent at a public sector
hospital. Very few have the opportunity
to pursue practical training in a manu-
facturing pharmacy, let alone enjoying
exposure to manufacturing and packag-
ing processes envisaged in terms of the
scale required for domestic production.
The courses offered by the schools
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of pharmacy produce pharmacists for
public hospitals or retail pharmacies.
These schools would need to re-focus
and place emphasis on pharmaceutical
skills applicable in domestic pharma-
ceutical manufacturing. The domestic
production of pharmaceuticals will also
require electrical engineers, mechani-
cal engineers, and artisans such as fit-
ters, industrial instrument makers, and
technicians. Post-graduate studies at
schools of pharmacy offer a mix of clini-
cal and pharmaceutical manufacturing
programmes. Between 1996 and 2005
schools of pharmacy produced 812 Mas-
ters degree graduates and 83 Doctorate
graduates.

It is strongly suggested that higher
education institutions and the SAPC
must be tasked to focus some of their
output on providing courses at appropri-
ate National Qualifications Framework
levels, in order to supply the skilled
labour force required by the domestic
pharmaceutical manufacturing sector.
It is proposed that training should be
provided by public institutions, be they
universities or Further Education and
Training Colleges. It is worth noting that
in India there is a separate national in-
stitute that has been established which
provides courses as well as continuing
professional development for the phar-
maceutical sector.

Conclusion

Clearly, the growing private invest-
ment in the pharmaceutical sector must
be welcomed in so far as it helps in the
rebuilding of one of the sectors that
were severely weakened by Gear poli-
cies. Even though the sector has a lim-
ited employment absorption rate, this
growth should also help to reverse the
job-losses. However, this is largely tak-
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ing place in response to government’s
increasing expenditure on AIDS treat-
ment and the expected introduction of
the National Health Insurance (NHI).
Even after the NHI has been created,
without an active state involvement in
the sector in a form of a state-owned
company, there will be limited benefits
derived from a single purchaser created
through the NHI. We believe that there
are no contradictions between IPAP
and the establishment of a state-owned
company. Instead, government should
explore the feasibility for such an entity
in line with the Polokwane resolutions
but also in order to consciously use IPAP
to lay a basis for it.

In the foregoing, our proposed two
short-to-medium term options to attract
skilled immigrants and to scale up the
development and deployment of mid-
level workers, and our long-term focus
on producing skilled pharmaceutical
labour domestically are not mutually
exclusive and competing strategies. In-
stead, they reinforce each other.

There has been little coordination
between SETAs, SAPC and DOH in ad-
dressing the core requirements of do-
mestic pharmaceutical production. An
integrated manufacturing plan for phar-
maceuticals is required to coordinate
and harmonise the activities of all rel-
evant government agencies and depart-
ments to ensure that such activities help
to build the necessary capacity, includ-
ing the capacity for the establishment of
a state-owned company in the medium-
to long-term. *

Cde Kgara is Head of the Policy Develop-
ment Unit of the National Education,
Health and Allied Workers’Union
(Nehawu) and Cde Barsel is the
Nehawu Health Policy Researcher
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

The Relevance of Regulation
in a Developmental State

A developmental state is by definition interventionist
— and regulation is the key instrument in this phase
for achieving our goals, argues Reneva Fourie

partheid colonialism has re-

sulted in a South African econ-

omy that has a racially and

geographically skewed distri-
bution of economic resources and activi-
ties; and a pattern of production that is
primarily suited to advance imperialist
interests. Key sectors required for do-
mestic consumption and for beneficial
participation in the global economy are
underdeveloped, but cannot be fully ex-
ploited as a strong entrepreneurial class
to drive sustainable and self-reinforcing
growth is absent.

Our situation is further exacerbated
by the fact that capitalism inherently
possesses structural and organisational
power asymmetries. Accumulation oc-
curs where most of the key inputs into
capitalist production take the form of
commodities; there is appropriate man-
agement of labour power; and the envi-
ronment is sufficiently stable for profits
to be realised. However, not all players in
the market possess the same capacities
and resources, and therefore exploitation
of economic opportunities will never be
equal or optimal. Furthermore, some
economic actors have access to resources
that enable them to survive in the market
despite their inability to match socially
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necessary standards of productivity and
performance, thereby distorting competi-
tion. The structural limitations and con-
tradictions within capitalism thus make
market failure inevitable.

Communism advocates that produc-
tive forces should be expropriated for
technological and human development
to be optimal. The means of production
should belong to society as a whole and
not be the private property of individu-
als. The role of government, as the cus-
todian of society in the first phase of a
communist society or socialism, would
be to oversee the allocation of productive
activity and the fair distribution of prod-
ucts amongst the members of society.
Operating in a predominately capitalist
environment however makes state expro-
priation of all productive forces impracti-
cal. It then becomes the responsibility of
government to introduce regulations that
will shape the distribution and allocation
of the productive outcome of investment,
accumulation, and consumption.

Regulations strengthen public poli-
cies and its aligned legislation by indicat-
ing more explicitly how human, financial
and other resources should be allocated
and used. In the economy, regulations
assist to redress areas of market failure
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such as vast inequalities in the creation
and distribution of wealth; inadequate
economies of scale and scope in produc-
tion; and information imperfections in
market transactions. They assist to pro-
tect consumers from abuse from firms
with substantial market power; they
support investment by providing policy
certainty; and regulations can be used to
promote economic efficiency.

Regulations take two forms, namely
structural i.e. government intervenes to
reshape the structure of the market; or
conduct i.e. controlling price or market
entry. The form and degree of applica-
tion is determined by the extent to which
there is a need to: facilitate a more equi-
table distribution of economic resources
and activities; stimulate investment and
growth in the economy; ensure earnings
stability within firms; facilitate price sta-
bility in the market; and to encourage
innovation and operational efficiency in
industries.

Historical application of regulations
for economic development
Regulations were very effectively used in
the past for both economic and political
reasons. During the Great Depression, to-
wards the end of the Second World War,
government involvement in their econo-
mies increased dramatically in most
countries. By the late 1930s the govern-
ment of the United States of America had
established an extensive regulatory re-
gime aimed at natural monopolies such
as the utilities sector, as well as the trans-
port, wholesale and retail distribution,
and finance sectors. They used regulation
to improve productive and pricing ef-
ficiencies in the absence of competitive
pressure and to ensure universal access
to services.

Regulation was also used in western
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European countries and Japan. The na-
ture of the regulatory regimes differed
from those of the United States in that it
was not directed at natural monopolies,
as they were public enterprises and there-
fore exempt of regulation; there was less
emphasis on anti-trust regulation e.g. the
French government encouraged merg-
ers in the 1960s to enhance the interna-
tional competitiveness of their firms; and
the objectives of the regulations were
developmental in nature. Regulation in
other developed countries was thus used
to improve the productivity of firms, to
ensure that technological upgrading oc-
curred and to facilitate structural changes
in their economies. The post-war regula-
tory interventions in developed countries
enabled unprecedented economic devel-
opment, allowing for rapid growth and
significant material prosperity.

In the 1960s developing countries
committed to gaining economic as well as
political independence from their former
colonial masters used state intervention
as a means to achieve developmental ob-
jectives. Deliberate attempts were made
to promote industrial development
through a wide range of regulatory and
other policy measures. Regulations on
imports and foreign direct investments
were introduced to promote the develop-
ment of indigenous technological capa-
bilities. They also actively pursued social
development to ensure a more equitable
distribution of resources and capacity.

In the 1970s a substantial reduction
in state intervention and a wider applica-
tion of market principles was advocated.
By the early 1980s the political and in-
tellectual tidal wave against regulation
and government intervention had swept
across the world. Deregulation was wide-
ly adopted and also promoted in develop-
ing countries as part of structural adjust-
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ment programmes. By the early to mid
1990s however, the market liberalisation
model was seen to have failed to bring
about a sustained improvement in the
development trajectory of low-income
economies, resulting in the re-emergence
of the state as having to drive a regula-
tory framework to ensure that economic
growth contributed to poverty-reduction
and to ensure access by the poor. The re-
cent financial crisis and consequent glo-
bal recession also reinforced awareness of
the dangers of a completely unregulated
market, causing developed countries to
intervene directly in their economies to
prevent the collapse of key sectors.

Regulation in the developmental state
Despite the left gaining a perceived intel-
lectual hegemony within the Movement
post Polokwane, neo-liberal thinking still
prevails within the corridors of power,
with the quest for deregulation being
subtly promoted. Noting the prevailing
high levels of unemployment and pover-
ty; the fact that South Africa has failed to
adequately penetrate areas of advanced
manufacturing and optimally exploit op-
portunities in the services and ICTs sec-
tors amongst others; and that our skills
levels are nowhere close to those of high-
ly competitive industrialised economies;
a lack of state intervention in the market
will put an instant end to the strategic
intent of the national democratic revolu-
tion.

Our government defines itself as an in-
terventionist, developmental state, which
uses the bureaucracy and its resources
as a significant facilitator of growth and
development. Our perception of develop-
ment embodies social justice i.e. ensur-
ing that the benefits of economic growth
are distributed in a reasonably equitable
manner amongst the country’s regions
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and people, and that development is
people-centred and people-driven. We
recognise the political component in de-
velopment in that provision is made for
popular participation in the political proc-
ess and the protection of civil rights and
essential freedoms. The administration is
regarded as a developmental tool, which
has to have the capacity to adequately
and timeously respond to our people’s
needs. And the international component
of development, which encompasses the
ability to exercise autonomy in how in-
ternational relations are conducted, is
strongly promoted. Noting that condi-
tions do not allow for an immediate total
application of socialist principles to the
economy, our developmental state, at the
very least, has an obligation to introduce
a regulatory regime that creates a better
balance between economic sectors; facili-
tates dispersal of growth and income op-
portunities geographically, racially and in
social terms; and counteracts excessive
foreign control and/ or economic power
concentration.

Regulations are important enablers
of development. If we are serious about
changing the structure of the economy
then we must use regulations to deter-
mine: the number of competitors in stra-
tegic sectors, using the telecoms sector
as an example, whether there should be
two operators in the mobile telephone
market or four; the character of the com-
petitors i.e. should it be small regional
operators or should they all operate at a
national level; the ownership structure
i.e. whether the operator owners should
be domestic, or if they could be interna-
tional, or if it should be a mixture and the
nature of that mix, and what percentage
should be publically or privately owned;
and where and how much investment
should occur. Regulation must be used
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to ensure access, for example, in South
Africa the communications regulator
enforces universal service obligations on
mobile operators to ensure that persons
in poor and rural areas have access to te-
lephony services. And regulation must be
used to target priority growth sectors and
to stimulate domestic economic develop-
ment and employment creation in line
with our industrial policy.

The regulation of markets will not
however necessarily translate into im-
provement in the quality of life of our
people. Inadequate access to information
about matters such as costs, revenues,
and demand can contribute to imper-
fect regulation. The state must have the
capacity to assess the impact of regula-
tions before they are adopted. The ap-
propriateness of various options must
be tested before selecting a regulatory
solution to a policy problem. Intended
regulations must be assessed on a case-
by-case basis to see whether it is the most
suitable intervention to address specific
policy goals. This will reduce the risks of
costly mistakes, allow for transparency in
the decision-making process, avoid arbi-
trariness, promote accountability and en-
hance the quality of public policies.

In order to produce effective regula-
tions, the developmental state has to
ensure that it has appropriate regulatory
structures in place. Well capacitated regu-
latory structures are more likely to design
and implement effective regulations that
will contribute to improved economic
growth and development. A well-func-
tioning regulatory system balances ac-
countability, transparency, and consist-
ency. Regulatory institutions have to act
within the law, observe due process in
the execution of their responsibilities and
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take responsibility for the consequences
of their actions. The methods used in de-
riving at decisions have to be objective,
consistent and transparent. Furthermore,
the operations of regulatory structures
cannot be confined to a national level.
Markets have become boundary-less,
transcending nation states. Regulatory
bodies thus have to be linked with oth-
ers on the continent and with other such
bodies across the world if they are to per-
form optimally.

Our people want access to good qual-
ity products and services. They want im-
proved efficiencies at lower costs. They
want utilities that are financially viable
with the capacity to expand and mod-
ernise. They need an economy that can
absorb displaced and new entrants into
the labour market; and an environment
that guarantees a decent quality of life.
The market, left to its own devises, will
not address these needs. Besides its natu-
ral inclination towards profit maximisa-
tion, our historical legacies of unequal ac-
cess to resources and low entrepreneurial
and skills levels make it impossible for
the market to independently flourish
in the manner and at the scale required
to address the conditions of unemploy-
ment and poverty prevalent in our coun-
try. Whether to regulate or not should
therefore not be a debate. Regulation is
a necessity. Pragmatism demands that
governments operate in the sphere of
the market to address market failure and
to ensure that developmental objectives
are met. And a developmental state, by
the very fact that it is interventionist in
character, has to use regulation as a key
instrument for achieving its goals. *

Cde Fourie is an SACP activist.
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

Expanding Democratic Public
Control over the Mining Sector

In this Discussion Paper the SACP takes a fresh look
at the mining sector, arguing for accelerated democratic control

ith the promulgation of

the Mineral and Petroleum

Resources  Development

Act (MPRDA) in 2004, the
ANC-led government appeared to take a
major step forward in realising the Free-
dom Charter’s call to restore the wealth
of our country to the people as a whole.
In terms of this Act, ownership of the
“mineral wealth beneath our soil” was
nationalised, ownership of all mineral
resources was transferred to the state,
acting (at least in theory) as custodian of
these resources on behalf of the people
of SA as a whole. Henceforth, in order to
have the right to mine, actual or aspirant
mining companies were required to ap-
ply for “new mining rights”. A new min-
ing right entitled the corporate holder to
a 30-year operational licence, but it no
longer bestowed any private ownership
over the resource itself. In exchange for a
mining licence, mining companies were
obliged to fulfil certain requirements as
stipulated in the Act.

On the face of it, this was a major
revolutionary step forward. But this im-
portant advance was seriously compro-
mised from the very start. While there
were several requirements to be met in
exchange for a new mining right, a 15%
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black equity stake by 2009 and a 26% tar-
get by 2014 tended to trump everything
else. As we will elaborate in some detail
below, this narrow “black economic em-
powerment” (BEE) equity requirement
has introduced many anomalies. Among
other things, billions of rands of public
money held, for instance, by the Public
Investment Corporation (PIC), have been
consumed in driving a narrow BEE min-
ing sector programme. The potential lev-
erage embodied in the MPRDA’s nation-
alisation of our mineral resources in the
ground has largely been squandered in
this way. In fact, a narrow BEE focus has
actually set back the real transformation
of the critical mining sector and, there-
fore, the overall transformation of our
economy. Key strategic goals - including
the inter-related challenges of job crea-
tion, industrialisation through (amongst
other things) increased beneficiation of
our natural resources, addressing envi-
ronmental sustainability, and generally
placing our economy onto a new growth
path - have all tended to be side-lined,
undermined, or entirely displaced by the
predominance of this narrow BEE focus.
This is why it is absolutely essential to
locate the question of transforming the
mining sector within the wider context of



AFRICAN COMMUNIST | September 2010

our overall strategic objective of placing
our country onto a new job-creating and
more egalitarian growth path. It is critical
always to ask: in whose class interest is a
particular intervention? How do we use
the MPRDA'’s nationalisation of our min-
eral resources in the ground as leverage,
now, to expand ever greater and more
genuine social ownership and control
over the use of those resources? As we will
argue in the course of this intervention,
there is no simple answer to this question.
Certainly, greater state ownership and
control over our mineral resources is one
important aspect of an overall strategy
that is required. But unless state owner-
ship and control is integrally linked into
a broader transformational agenda, we
might find that “nationalisation” simply
advances the narrow interests of an emer-
gent black capitalist stratum while barely
troubling the profit-maximising interests
of incumbent mining houses. This has,
unfortunately, largely been our experi-
ence since the MPRDA’s well-intentioned
2004 “nationalisation” of the mineral re-
sources beneath our soil.

It is time for a major review of our pol-
icies in the mineral sector. But before we
consider mining more specifically, it will
be useful to locate the debate on mining
within its wider context.

The SACP's strategic perspective
The SACP is committed to building a
socialist SA in which our society and its
economy are shaped around meeting the
social needs of our people. To realise this
socialist ideal we need to increasingly roll
back and eventually defeat a system of
accumulation in which social (including
environmental) needs are marginalised
and often brutally suppressed in the pur-
suit of maximising private profit.

In South African conditions, the most
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direct route to a society prioritising so-
cial needs is by way of a radical national
democratic revolution as envisaged in
the Freedom Charter. After 1994 and the
defeat of the apartheid state, the NDR en-
tered into a new phase. This was a phase
in which the principal task became (or
SHOULD have become) the transforma-
tion of a semi-colonial capitalist growth
path, hard-wired into our society by over
a century of imperialist-dominated, semi-
peripheral capitalist development. For
reasons to be elaborated below, after 1994
there was a general failure to pursue the
new strategic task of the NDR. It is im-
perative that we now regain the ground
lost and that we focus our movement and
our people on the core task of the NDR
in the post-1994 phase. Transforming the
mining sector to bring it under increasing
democratic public control is one impor-
tant aspect of this core task.

For the SACP a radical NDR is our
minimum programme. Our strategic ob-
jective is socialism, and a key condition
for achieving a socialist economy will
be democratic public control of strate-
gic sectors of the economy. One, but not
the only, important means for achieving
such public control will lie in state own-
ership, supported by other forms of social
ownership and control, including owner-
ship by the direct producers themselves,
through, amongst other things, a vibrant
cooperative sector.

However, state ownership of strate-
gic sectors of the economy will only ad-
vance our NDR (and socialist) objectives
if the state in question is transparent,
disciplined, democratic and increasingly
aligned to transformational and devel-
opmental objectives. Or, to put the same
assertion in a different form - the state
would need to be under increasing he-
gemony of the working class and poor.
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State ownership can be (and often has
been) used to advance the interests of
private accumulation by a minority. In-
deed, there are many examples in which
state-ownership has been used to intensi-
fy the super-exploitation of workers and
the oppression of all popular strata. This
is a point that we will elaborate upon in
subsequent sections of this intervention.

The 1996 class project and the
background to the present
nationalisation debate

To correctly appreciate the current debate
around the mining sector we need to un-
derstand better the recent policy debates
and differences within the ANC and the
alliance it leads. In particular, we need to
understand what has been at stake in the
opposition to what the SACP and Cosatu
have described as the “1996 class agen-
da”. At the heart of the 1996 class agenda
was a two-fold strategic programme:

e The restoration of economic “growth”
(i.e.,, in effect, growth along the
same basic semi-colonial path as
before) after a decade of apartheid
economic crisis and decline; and
The promotion of a new black cap-
italist stratum that would, suppos-
edly, co-own and co-manage the
economy with established capital,
thus supposedly “helping us” to
achieve our national democratic
objectives.

Both aspects of this strategic pro-
gramme represented major departures
from the core historical objectives and
ideals of our NDR. The Freedom Charter
quite correctly called for the abolition
of all racial limitations on the right “to
trade...to manufacture and to enter all
trades, crafts and professions”. But the
Freedom Charter also subordinated this
basic right to the overall challenge of re-
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storing the wealth of our country to our
people as a whole. The Freedom Charter
NOWHERE speaks of the creation of a
new black capitalist stratum as a strategic
objective.

Of course, the emergence of a stratum
of black capitalists was always likely to
be a natural outcome of the removal of
racist barriers in our society (at least as
long as SA still remained a capitalist so-
ciety). However, for the first time ever in
the history of our liberation movement,
the “1996 class project” elevated a sub-
sidiary outcome of democratisation, a
by-product of de-racialisation, into a key
strategic objective of the “NDR” itself.

The 1996 class agenda contained
within it the seeds of many contradic-
tions. Among the major inherent contra-
dictions within this “1996 class project”
was the inevitable tension between:

e the requirements for restoring
South African capitalist accumu-
lation back to its traditional growth
path after a decade of deepening cri-
sis in the last years of apartheid, on
the one hand; and
the primitive accumulation proc-
ess required for establishing a new
stratum of black capitalists (aspirant
capitalists without capital), on the
other.
The first objective required that the
new political stratum use state power to
create an investor-friendly environment,
to facilitate conditions for major South
African corporations to expand region-
ally and internationally, to take a tough
line on the budget deficit (i.e. reduce the
tax “burden” on the bourgeoisie), and
to address “bottle-necks” that had built
up during the last 15 years of apartheid
rule. It also required the stabilisation
of a bourgeois “rule of a law”, the guar-
antee of property rights, and “sound”
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political management of the state (i.e,
“sound” as assessed by the “markets”
and their sooth-sayers, the international
ratings agencies and transnational audit-
ing firms). This objective also required
the marginalisation of the left within the
ANC and its broader alliance.

The second process was faced with
the challenge of how a stratum of aspir-
ant capitalists was to accumulate capital
in order to become capitalists. Two inter-
linked strategies have been pursued:

e The statutory levying of capital
from the existing bourgeoisie
through BEE legislation, notably the
BEE Codes, and other BEE-related
state-driven interventions - in es-
sence this amounted to a marriage
of convenience between elements
of the new political caste and estab-
lished capital. In exchange for the
lobola of “market friendly” state
policies of the kind noted in 9 above,
established capital agreed, with vary-
ing degrees of reluctance and sincer-
ity, to release a portion of ownership
stakes to the new elite.! This leg of
the primitive accumulation drive has
been fraught with weaknesses. Tar-
gets are seldom met. Not all of the
aspirant capitalists without capital
can be accommodated, and many of
the BEE beneficiaries have been sold
marginal operations (like many of
the BEE mines - see the current Au-
rora Empowerment Systems disas-
ter). Much of BEE capital is also typi-
cally highly-leveraged, that is, heavily
indebted capital. Much of this capital
is held in the form of shares on loan,
requiring re-payment over a fixed pe-
riod and subject to the fluctuations
of the stock market. BEE capital is
also typically not productive — but
rather capital taken out of productive
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circulation, and therefore out of job-
creating investment. Moreover, risk
vests not with those upon whom the
shares have been bestowed, but on
the vendor (i.e. the incumbent capi-
talist company seeking to be “BEE
compliant”) and on the banks back-
ing the deal. This encourages BEE
beneficiaries to accumulate risk-free,
zama-zama deals rather than to focus
on productive entrepreneurial activ-
ity. For all of these reasons, this BEE
capitalist stratum often does not, and
cannot, play the full role of a capital-
ist class in its own right. Its owner-
ship role is often nominal (fronting),
and its active managerial role in the
productive investment of capital is
limited. These are the reasons we
have described it as having “compra-
dorial” tendencies - i.e. it often acts
as little more than a go-between, rep-
resenting the interests of big capital
(both domestic and international) in
local deals, particularly state tenders.
The conclusion that we should draw
from this is not that we should now
intensify our efforts to have a “genu-
ine” black capitalist stratum as an
important strategic objective of the
NDR - but rather that any attempt to
elevate the creation of such a black
capitalist stratum as a strategic prior-
ity of the NDR inevitably reinforces
the hegemony of established capital
in our country. It is THEIR game, not
our NDR.

If the statutory levying of capital
from the existing bourgeoisie has
been one source of BEE capital, then
the unabashed looting of public
resources has been the other. Like
all emergent capitalists before them
- from the modernising landowners
of 17th century England who en-
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closed the commons, to the Rand-
lords of South Africa in the late 19th
and early 20th centuries — our own
emerging black capitalists have often
shown scant regard for the niceties
of law, or respect for public property
and resources. Over the past decade
and a half, there has been a massive
diversion of public resources, using
state procurement whether on a
grand scale (as with the arms deal)
or on the micro, local government
level. Tender-preneurship, javelin
throwing, import fronting, privatisa-
tion deals, and inflated managerial
“performance” bonuses and golden-
handshakes in parastatals, have also
been key mechanisms for this kind
of primitive accumulation. Some of
this has had the sanction of “law”.
Much of it has been plain corrup-
tion.

It is easy to see how, sooner or later,
the 1996 class project would run into
a series of internal contradictions, par-
ticularly between the requirements of
upholding a bourgeois rule of law that
would meet the approval of Ernest &
Young and their kind, on the one hand,
and the inherent lawlessness implicit in
a primitive accumulation process para-
sitic on the state and public resources,
on the other. Particularly from around
2005, the contradictions between the
interests of those who were now more
firmly established as capitalists (and who
were happy for a blind eye to be turned
on the probity of their own earlier accu-
mulation) and those who felt they had
not yet sufficiently arrived began to play
themselves out within the ANC and gov-
ernment. It was also not accidental that
many of these contradictions internal
to the 1996 class project were to centre
around the question of the “rule of law”,
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and around what constituted, or did not
constitute “corruption”. The leading per-
sonalities associated with thel1996 class
project were unable to maintain stabil-
ity among the contradictory forces that
they themselves had unleashed. This was
a key contributory factor to their defeat,
notably at the ANC’s Polokwane 2007
national conference.

Post-Polokwane and the new tendency
As we have said before, the forces pro-
pelling this defeat were themselves not
united. On the one hand, the SACP, Co-
satu and many others within the ANC
attempted to advance a systematic cri-
tique of the reformist policies of the 1996
class project. On the other hand, there
were those whose opposition to the cir-
cle around former President Mbeki was
rooted not in policy considerations, but
in petty personal rivalries, thwarted busi-
ness and political ambitions, and a sense
of injustice that the rule of law was be-
ing bent for others, but not sufficiently
for them. The current ideological battle-
lines within the ANC lie, essentially, be-
tween those for whom the ousting of the
Mbeki group was about creating the con-
ditions to change policy, and those (the
“new tendency”) for whom the ousting
was about clearing more space for their
own turn at the primitive accumulation
feeding-trough.

We are now in a better position to un-
derstand why not all of the recent calls
for the “nationalisation of the mines” are
what they might seem to be. In the last
eight months or so, those forces most vo-
ciferously associated with the call for the
nationalisation of the mines, are also the
same forces who appear to be involved in
private accumulation by way of question-
able state tenders and the apparent abuse
of public resources. These forces who are
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making a call that appears to be left-wing
and radical, are at the same time leading
a virulent anti-communist and anti-trade
union sectarian agenda. Why the para-
dox? The answer lies in the fact that for
these forces nationalisation is intended to
serve essentially the purposes of narrow
BEE primitive capitalist accumulation.

Beneath the pseudo-socialist rhetoric,
this basic fact often inadvertently slips
out. For instance, this is how one com-
rade recently contextualised his call for
“nationalising” the mines:

“Today these diamonds are so bright,
they are colourful — we refer to them as
white people. Maybe this colour came as a
result of exploiting our minerals. Perhaps
if SOME of us can get the opportunities of
these minerals we can develop a nice col-
our and look like them.”

Apart from exposing chauvinistic
prejudices, the sentiments articulated
here are remote from any progressive
agenda. They are rooted in envy of white
capitalists and in an agenda of enabling
“some of us” to emulate their life-styles
(life-styles based, of course, on the con-
tinued super-exploitation of the major-

ity).

Marxism and the question of
nationalisation
Marxists have never asserted that state
ownership, per se, is an inherently pro-
gressive or socialist measure. In the late
19th century, and particularly after the
capitalist crisis of 1873, Marx and En-
gels noted the tendency for new forms
of capitalist enterprise and capital con-
centration to emerge. Apart from joint-
stock companies and trusts, this process
of capital concentration also involved the
state taking ownership of key sectors of
the economy.

“the official representative of capitalist
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society — the state — will ultimately have to
undertake the direction of production. This
necessity for conversion into state property
is felt first in the great institutions for in-
tercourse and communication — the post
office, the telegraphs, the railways.” (En-
gels, “Socialism: Utopian and Scientific”,
1880).

Engels was very clear that, in this case,
state ownership was NOT about abolish-
ing capitalism. On the contrary:

“the transformation...into state prop-
erty, does not do away with the capitalistic
nature of the productive forces... The more
it [the bourgeois state ] proceeds to the tak-
ing over of productive forces, the more does
it actually become the national capitalist,
the more citizens does it exploit. The work-
ers remain wage-workers — proletarians.
The capitalist relation is not done away
with. It is rather brought to a head.” (En-
gels, ibid.) 2

In the course of the 20th century, state-
owned corporations were to be a feature
of both socialist and capitalist systems.
What Engels, perhaps, could not have
known in the 1880s was that capitalist
accumulation could also result in the re-
versal of state capitalism through priva-
tisation. Many of the “great institutions
for intercourse and communication” that
Engels referred to (“the post office, the
telegraphs, the railways”), whose original
infrastructure construction costs had ne-
cessitated bourgeois state ownership (i.e.
making them part of a national debt),
were later to be privatised.

In the last few years, in particular, we
have also seen the inverse occurring. In
the midst of the global capitalist crisis,
many leading capitalist states have ac-
tively intervened once more to nation-
alise parts of their economies facing col-
lapse, notably in the banking sector.
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Fannie Mae does a full circle

In the US, the low-cost housing mortgage
entity, the Federal National Mortgage As-
sociation (FNMA) - commonly known as
Fannie Mae - has been through a full cycle
of state-ownership, to private-ownership,
and back again to effective state-owner-
ship. It was founded in 1938 in the midst
of the Great Depression as a state-funded
mortgage association. Its mandate was
to restore liquidity into the lower end of
the capitalist housing market. It was an
important plank of President Roosevelt’s
“New Deal” designed to rescue capital-
ism in the US. In 1968, at the height of
capitalism’s golden era, Fannie Mae was
privatised and turned into a stock-holder
corporation. Following the 2007 sub-
prime housing crisis, Fannie Mae was,
once more, effectively re-nationalised by
George W Bush Jnr.

What all of this serves to illustrate is
that there is no necessary straight line
of progressive evolution from private
ownership to state ownership to social-
ism. State ownership is a legal form, but
the mere fact of state-ownership doesn’t
tell us what kind of state we are dealing
with. Nor does it tell us what actual class
function within the cycle of production
and reproduction a state-owned sector
is playing in any given economy and at
any given time. Hitler’s Nazi Germany,
Mussolini’s fascist Italy, and Verwoerd’s
apartheid South Africa all had extensive
state ownership of key sectors of the
economy.

Once upon a time our gold mines
were actually nationalised...and without
compensation!

It is now usually forgotten that the
gold mines in today’s Gauteng were actu-
ally once taken over by the state and with-
out compensation! During the Anglo-Bo-
er War (1899-1902) with the Randlords
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decamping to London and funding the
British imperial army, President Kruger’s
Transvaal Republic commandeered the
gold mines and ran them on a scaled-
down basis. One of the reasons for the
Randlords supporting the war and a Brit-
ish take-over of the Transvaal had been
the allegation that the Boer republic was
“too soft” on the black labourers on the
mines. Despite this allegation, Kruger’s
government managed to depress the
starvation wages of black workers on the
nationalised mines still further, to one
pound a month.

In short, state ownership can serve
many different class agendas.

The mining sector in South Africa
Mining is an extractive industry that de-
pletes non-renewable natural resources.
Sooner or later mineral deposits are
exhausted, or become unprofitable to
mine for various reasons, including the
increasing depth of the deposit, or the
lower grade of the ore, or the energy costs
involved in extraction or in pumping out
water. In addition to and related to these
challenges, mining as an economic sec-
tor is particularly vulnerable to both the
“Dutch Disease” and the “Resource
Curse”.

The Dutch disease and the resource
curse

“Briefly, Dutch Disease refers to the dein-
dustrialisation of a nation’s economy in
response to the discovery of a natural re-
source. The wealth generated by this dis-
covery appreciates the nation’s currency,
thereby undermining the competitive-
ness of that country’s (manufactured)
tradeables sector. The Resource Curse
refers to a broader (more political) set of
harmful effects. In addition to Dutch Dis-
ease, the Resource Curse considers how
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resource abundance can trigger corrup-
tion, distributional conflicts, rent-seeking
behaviour and so on.” (from Jonathan
W Moses, “Foiling the Resource Curse:
wealth, equality, oil and the Norwegian
state”, in Omana Edigheji (ed.), Con-
structing a democratic developmental
state in South Africa, HSRC Press, 2010,
p.141)

In some key mineral sectors, notably
gold, mining in South Africa has passed
its hey-day. In recent commodity booms,
both immediately before and after the
global recession (20974), South Africa’s
gold mines were unable to respond to ris-
ing prices with increased levels of output.
But in the strategic platinum minerals
group SA has some 90% of known glo-
bal reserves and, according to a recent
Citigroup analysis SA is second in the
world in terms of (non-energy) mineral
reserves (estimated at some 165 years),
and first in the world in terms of the value
of known (non-energy) mineral reserves.
Far from being a “sunset” sector, mining
remains a key pillar within our economy.

In the 1970s mining contributed
around 14% to GDP. It is now down to 8%
direct (and an estimated further 10% in-
direct) contribution to our GDP. But min-
ing still employs around 500,000 work-
ers (and indirectly contributes, perhaps,
to another 500,000 jobs). More than 50%
of the country’s merchandise exports are
from mining. About 9% of gross invest-
ment, and close to 30% of capital inflows
into the economy are in mining. In ad-
dition, beneficiation (basically of coal)
is responsible for 93% of our electricity
generation capacity, and about 30% of
our liquid fuel supply (through SASOL).
While in the last three years SA has lost
its century long position as number one
world producer of gold (it is now third),
we have 90% of the world’s platinum
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group metals reserves, 80% of the world’s
manganese reserves, 73% for chromium,
and 45% for vanadium. We also still have
abundant coal reserves. By any account,
the mining sector remains a very signifi-
cant strategic asset for our country.

And it is precisely in this context
that we need to appreciate the Freedom
Charter’s clarion call to make the min-
eral wealth beneath our soil the shared
wealth of all our people. But how?

In order to better understand how
we can move progressively to realise the
objectives of the Freedom Charter, it is
important to understand some other fea-
tures of mining in SA.

Corporate restructuring to 'release
share-holder value'

More than ever, our mining sector is
deeply integrated into the global capi-
talist economy. Precisely because of the
historical dominance of the mineral-fi-
nance-energy sector in our economy and
the relative weakness of the manufactur-
ing sector (a symptom of the “Dutch Dis-
ease” that has impacted upon our econ-
omy for over a century), the great bulk
of our mining commodities are exported
relatively unprocessed. This makes the
viability of the sector vulnerable to global
economic downturns (as witnessed in
the recent global crisis), and also to other
factors largely beyond our control (for
example, the value of the Rand relative
to other major currencies).

These external vulnerabilities and the
related historical neglect of downstream
local beneficiation have generally wors-
ened over the last 15 years as a result
of major corporate restructuring in the
mining sector. Exploiting post-1994 lo-
cal liberalisation measures and pursuing
global corporate restructuring trends to
“release share-holder value” and to “fo-
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cus on core business”, the major mining
houses in SA have been involved in a
complex process of mergers, acquisi-
tions, divestitures and unbundlings, and
even strategic liquidations. As a result,
formerly South African mining houses
have become even more integrated into
transnational corporate operations, a
process that has seen:
e In some cases, the shifting of head-
quarters and primary stock exchange
listings off-shore;
Major investments in mining opera-
tions in other countries (including
in Colombia, Ghana, Angola, and in
the ruthless scramble for the DRC).
In at least some of these cases, the
motivation for focusing outside of
SA has little to do with better min-
eral reserves, but with weaker labour
and environmental legislation; and
The “streamlining” of operations -
including the selling-off of marginal
mines, increasing corporate speciali-
sation in particular mineral sectors,
and the dismantling of pyramid
structures.
This last aspect of restructuring
has also seen the dismantling of what
had previously been multi-sectoral up-
and down-stream integrated corporate
structures - in which big mining hous-
es also had major “upstream” interests
in finance and chemicals (originally for
the explosives required) and multiple
“down-stream” interests in manufac-
turing and services. This restructuring,
justified in terms of “realising share-
holder value”, and, therefore, of being
able to attract the vast sums of capital
required for mining, has played a major
role in the de-industrialisation (and job
loss) processes that have afflicted our
manufacturing sector over the past 15
years.
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ArcelorMittal versus Kumba Iron Ore

One of the vestiges of the former hori-
zontal up- and down-stream corporate
interconnectedness is playing itself out at
present in the battle between ArcelorMit-
tal SA and Kumba Iron Ore. Both of these
entities trace their origins back to the
formerly state-owned Iscor. After privati-
sation (in 1989) Iscor continued to own
and operate ore mines and steel plants.
In 2001 Iscor was unbundled into sepa-
rate private corporate entities involved
in mining (Kumba Resources) and steel
(the current ArcelorMittal). As part of
the restructuring deal, it was agreed that
Kumba would supply ore to ArcelorMit-
tal at 3% above production costs. At the
time this was a favourable deal for both.
But in the past months, with China and
other global manufacturers gearing up
on their iron ore stocks, Kumba could be
getting up to 40% more for its ore on the
global market. Naturally Kumba wants to
walk away from its deal with ArcelorMit-
tal, but this would have dire consequenc-
es for local jobs and local supplies of
steel. Meanwhile ArcelorMittal is also not
an angel - it is being threatened by Kum-
ba with precisely what it has been guilty
of: charging local manufacturers inflated
steel prices based on the global market
price (and even marking up on it).

The divestiture of marginal mines
has, as we have noted, also been a feature
of the accelerated corporate restructur-
ing process underway over the past 15
years. Selling off marginal mines, or even
going into tactical liquidations relieves
former owners of costly rehabilitation
responsibilities and problematic worker
retrenchment challenges. Over the recent
past this kind of divestiture has also had
the additional advantage that it can be
cynically trumpeted as “black economic
empowerment”, allowing “new entrants”
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into the sector.

Current legislation introduced by the
ANC-led government imposes (at least
in theory) strict responsibilities on mine-
owners for dealing with underground
water pollution and water decontamina-
tion - although a recent newspaper re-
port indicates that some 120 mines are
operating “legally” with mining licences
but without water management clear-
ance certificates. To dodge the responsi-
bility of managing waste water, in addi-
tion to phoney BEE deals, some of the
major corporations have been involved
in complicated restructuring processes
in mines affected by underground water
challenges — one shell company after an-
other “purchases” the mine, and while
profits are shipped off-shore, it becomes
increasingly difficult, legally, to recognise
who the actual owner of the offending
mine is.

All of this corporate restructuring in
the mining sector, in order to “maximise
share-holder value”, means that nation-
alising the mining houses as a means to
realise key strategic, developmental goals
has become considerably more compli-
cated. Simply taking over existing re-
structured corporate firms with a view to
implementing greater beneficiation, for
instance, has become considerably more
challenging.

Nonetheless, what ARE the reasons
for advocating the nationalisation of the
mines?

Possible objectives of state ownership
of mines
When we advocate for the nationalisation
of the mines, we often do so for a range of
different reasons. Arguments advanced
for nationalisation of the mines include:
e Increased revenue for the state.
Why pay dividends to private share-
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holders (many of them not even liv-
ing in SA)? Why not nationalise and
let the state be the share-holder?
Mine-derived dividends could then
be redistributed into social pro-
grammes, for instance.

Increased beneficiation - if the
state owned the mines, then we
might be able to ensure that there
was increased beneficiation of our
minerals. This would have a posi-
tive spin-off in terms of job creation
and it would help with our trade bal-
ance.

Social objectives - there are also a
range of different social objectives
that could, in principle, be better ad-
dressed if the state were the owner of
our mines. These include:

the huge, multi-billion rand task of
environmental rehabilitation, in-
cluding the very pressing problem of
water pollution related to a century
of mining operations . In principle, a
developmental state guided by social
objectives would be better placed to
address this huge social challenge, as
opposed to a profit-maximising pri-
vate mining corporation.

- job preservation and social
programmes. As an extractive in-
dustry that sooner or later depletes
a resource, mining, particularly in
mature sectors, presents many chal-
lenges for job security and for social
programmes, including reskilling,
etc.

mine safety - profit maximising
operations are always liable to cut
corners on worker safety. This is a
particularly important challenge in a
sector that is as physically demand-
ing as mining.

community participation and lo-
cal and Southern African develop-
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ment - surrounding communities
(and rural communities supplying
labour to the mines - including
neighbouring countries) often do
not benefit or benefit only margin-
ally from mining operations. State
ownership of the sector could, in
principle, be used to drive a more
balanced local and regional develop-
mental agenda.

All of these are, in principle, perfectly
legitimate reasons for nationalising the
mines. However, the first point to be
noted is that these different reasons for
nationalising are potentially mutually
contradictory. Seeking to maximise pub-
lic revenues through dividend flows, for
instance, using the mines as cash-cows
for the state’s coffers is likely to intro-
duce perverse managerial incentives. If,
as a mining SOE manager, you are under
pressure to produce a sizeable dividend
for your (public-sector) share-holder, you
are likely to resent the potentially costly
effort of ensuring down-stream beneficia-
tion, or the meeting of social responsibili-
ties. We already have many examples of
such perverse incentives in our existing
SOEs like Eskom and Transnet.

Interestingly in Venezuela’s state-
owned petroleum company there are
currently quite sharp struggles under way
between the senior management stratum
(under a political mandate to maximise
revenues for the state) and workers (un-
der an equally important political man-
date of maximising worker democratic
hegemony within the public sector).

An even bigger challenge applies,
however, irrespective of the specific pri-
mary motive for nationalising mines.
How would the state acquire owner-
ship? As things stand, constitutionally,
we would be obliged to buy-out existing
share-holders in an industry that is cur-
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rently estimated to be valued at around
$US 250bn. Of course, it is more likely
that we would go for a selective and in-
cremental process of nationalising, rather
than an attempt to buy the whole sector
out in one go. An incremental approach
certainly needs to be vigorously explored
in detail and there are a number of possi-
ble avenues to be assessed. However, the
challenge of affordability would still per-
sist, as would the question as to whether
the dividend revenue stream flowing to
the state would, for instance, effectively
compensate for the price paid (including
the likely debt repayments incurred).

If, on the other hand, a social objec-
tive like environmental rehabilitation
was the key strategic aim of a particular
nationalisation exercise then the ques-
tion arises - why should we exempt
those who have made profits over dec-
ades from the responsibility of clearing
their mess? Why should we place this
burden onto the public sector? Part of a
response to this is, unfortunately, that in
many cases the real beneficiaries of a cen-
tury and more of rapacious mining have
long since disappeared (South Africa is
estimated to have some 6000 abandoned
mines), or palmed off the problem to
“new entrants” - see the Aurora case.
There may well be situations in which in
the national interest the state will have to
take over “ownership” in order to ensure
that, for instance, key water resources are
not irreparably lost. But this would be a
case of a defensive nationalisation and
would come at a huge cost to the fiscus
- but the alternative might be too ghastly
to contemplate.

Any proposed mine nationalisation
would, in short, need to carefully con-
sider each specific case and carefully
identify what exactly are the key priori-
ties we are trying to achieve. These might
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vary from one mining operation to an-
other, and from one corporate entity, or
mineral sector to another. In some cases,
state-directed beneficiation processes
might be more promising, in others less
so. We would also always have to ask
whether the costs involved to the state
(and therefore to the public) were the
correct priority for what is always likely
to be an extremely expensive purchase,
given many developmental challenges
confronting the national fiscus.

And finally we would always need to
ask whether we could not achieve many,
or all of the strategic objectives through
OTHER forms of state intervention and
popular mobilisation besides state own-
ership of mining corporations as such
- eg. through more effective taxation, in-
cluding windfall taxes based on fluctua-
tions of commodity prices, or a similar
super-profit tax (as is being proposed
in Australia, for instance), or making
beneficiation investments part of the re-
quirement for obtaining a mining licence
(some of these proposals will be touched
upon in the final section).

What about expropriation without
compensation?

What about following in the footsteps of
President Kruger and simply expropri-
ating without compensation? There are
many persuasive moral reasons for argu-
ing that those operations that have bled
our country dry over a century should
now be expropriated without compen-
sation. However, we should remember
that nowadays share-holders in our min-
ing sector include multi-billion dollar
local and international workers’ retire-
ment funds, or Chinese state funds, for
instance. So it wouldn’t be a simple case
of happily expropriating only Randlords
and their direct class offspring.
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Expropriation without compensa-
tion would also be met with a major
investment-strike * and while we should
never allow ourselves to be intimidated
by “market sentiment”, we would need
to bear in mind that ownership of a mine
is one thing, operating a mine typically
requires ongoing major capital inputs.
This is a hard truth that Aurora Empow-
erment Systems and their unfortunate
workers on their Orkney and East Rand
mines are now discovering. It is also a
hard truth that we have experienced
with one of our current state-owned
companies - Alexkor. Alexkor has lacked
the capital to carry out detailed and ef-
fective surveying of its holdings and this
has been one factor why it has battled
with sustainability, and fallen behind its
private sector competitors.

None of these challenges are raised
with a view to arguing that “nothing can
be done” to transform the mining sector
as part and parcel of the overall transfor-
mation of our economy and society. On
the contrary, we are raising these chal-
lenges so that we are better able to debate
and guide the struggle for a comprehen-
sive national democratic revolution and
transition to socialism that is strategic and
sustainable. In the concluding section of
this intervention we will propose some
concrete steps to be taken for the trans-
formation of the mining sector in SA - in-
cluding an increased state ownership.

But before we get there, it is necessary
to return to one other reason, which we
have already alluded to, that is often the
real underlying motivation for some of the
current “nationalisation” calls, namely -
advancing the primary accumulation in-
terests of a narrow BEE capitalist stratum.

BEE and the mining sector
In October 2002 stakeholders in the
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mining sector reached agreement on a
charter for the sector. The charter came
into effect in May 2004, following the
enactment of the Mineral and Petroleum
Resources Development Act. In terms of
this Act, companies with mining rights
had to apply to the Department of Miner-
als and Energy (now Mineral Resources)
for “new-order mining rights”. To receive
new-order rights, companies had to
achieve 15% black ownership within 5
years and 26% in 10 years.

Government has awarded all compa-
nies new-order rights, but with the 5-year
mark already passed it is doubtful that the
sector has remotely met its 2009 target
of 15%. One economic analyst specialis-
ing in the mining sector, Duma Gqubule
recently estimated that the gross value
of black shareholders in the listed plati-
num sector, for instance, was “R30,7bn
or 7,95% of the sector’s total market
capitalisation.” (Business Day, 12th April
2010). (That figure will have diminished
even further since Gqubule’s survey, with
Mvelaphanda Resources’ announcement
in early May of a R2.2bn sale of shares in
Northam Platinum to the Kazakhstan-
based minerals group ENRC).

As Gqubule notes, the 7,95% figure
is also distorted by the fact that a large
chunk of it is represented by the some-
what anomalous pre-charter Royal Ba-
fokeng Nation shareholding in Impala
Platinum (Implats), which at R19,9bn
accounts for 65% of the 7,95% of the
platinum sector’s BEE capitalisation.

Even before the onset of the global
capitalist crisis in 2007, many BEE min-
ing interests were in trouble as a result
of their high levels of indebtedness and
also as a result of many being positioned
within marginal mines. With the collapse
of commodity prices from 2007 through
to early 2010, the entire mining sector
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was adversely affected. Given their vul-
nerability, BEE mining interests were es-
pecially impacted.

The case of Mvelaphanda Resources
and Kazakhi Economic Empowerment!
Among those seriously hit by the re-
cession was Mvelaphanda Resources
(Mvela). By last year it found itself with
a whopping debt of R4-billion around
its neck. In order to rescue itself (or
rather the financial interests of its major
share-holders), Mvela has been scurrying
around looking for buyers. According to
mining analyst Jim Jones:

“Mvela’s initial idea was to sell its 50
million Gold Fields shares for R5,5 billion
or so, repay the debt, use what remained
to follow a Northam rights issues, raise
money to finance turning Northam’s
Booysendal platinum prospect into a pro-
ducing mine and finally distribute the
Northam shareholding to Mvela’s own
shareholders.” (Business Times, May 2,
2010). Mvela sold some 16 million Gold
Fields shares, enabling it to repay around
R1,86 billion of its debt, but at the begin-
ning of 2010 Gold Fields shares tumbled
and this made further sales less viable.
And so, Mvela then reverted to trying
to sell off R2,2 billion in Northam. This
is the context of the R2,2 billion sale of
shares by Mvela to the Kazakhstan-based
ENRC, noted above. Jones summarises
this whole sorry process as follows: “Nine
years dfter its founding by Tokyo Sexwale,
Muvela is arguably the most prominent BEE
failure. It has been twisting and turning for
well over a year to get off the hook of crip-
pling debt and, indirectly, to help those of
its BEE shareholders who have borrowed
to finance their shareholdings.”The R2,2-
billion sale to ENRC will certainly have
helped the BEE share-holders, and it has
probably played a role in narrow KEE (Ka-
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zakhi Economic Empowerment), not to
mention LEE (London economic empow-
erment — where ENRC is listed). But has
the sale advanced the South African public
interest? While the Mvela Resources story
might be “the most prominent BEE failure”,
it is certainly not out on its own. Gqubule,
for instance, writes that:“everyone in the
industry knows that Incwala, Lonmin’s
R4,5bn ‘black-owned’ offspring, has gone
bust. In the year to September 2009, Lon-
rho suffered a 50% (or 1,2bn) revenue col-
lapse, a loss of 129m and retrenchments.
This had a huge effect on Incwala, whose
future is now uncertain.” (Business Day,
12th April 2010). *

BEE lobbying for 'nationalisation’

This background now helps us to under-
stand much better some of the paradoxes
of the recent “nationalisation” debate.
Many months before the ANCYL presi-
dent began publicly to campaign on this
ticket, forces closely linked to the ANC
(and to some of the corporations noted
above) had quietly begun to lobby for
government to nationalise the platinum
sector.

It was for this reason that, in Decem-
ber, and in response to the ANCYL, the
SACP, while supporting the principle of
nationalisation, warned that in the cur-
rent conjuncture it could simply be a
ploy to bail-out indebted BEE interests,
diverting billions of rands of public funds
to serve the interests of a narrow black
(and white) capitalist stratum.

Notwithstanding his own intimate
knowledge of the sector, mining analyst
Duma Gqubule, in a report commis-
sioned by the SA Mining Development
Association (an initiative of BEE mining
companies), wrote: “We reject with utter
contempt the illogical view of the SACP
that state ownership in mining is a ploy
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to bail out BEE shareholders. In the case
of the listed platinum sector there are
no BEE shareholders to bail out at hold-
ing company level.” (quoted in Business
Times, 28 March, 2010)

We have no interest in picking a quar-
rel with Gqubule who has, indeed, been
advancing some interesting proposals
around possible directions for state-own-
ership in mining to drive industrial policy
objectives. However, it is disingenuous of
Gqubule to use “holding company partici-
pation” as a reason to throw doubt on the
fact that there are indeed BEE (and non-
BEE) shareholders in the platinum sector
who over the last year have been actively
courting “nationalisation” in order to bail
themselves out. While Gqubule’s own
statistics quoted above show that black
share-holding in platinum was around
R30,7-billion, and while that “only” rep-
resented 7,95% of the total listed share-
holdings, it is still not an insignificant
sum, particularly if it is encumbered, i.e.
a debt that you are battling to pay off so
that you can take your capital and specu-
late somewhere else.

Gqubule has suggested that a “quick-
win” nationalisation for government
would be to use the Public Investment
Corporation, our public sector fund-
manager (holding R820bn from the Gov-
ernment Employees Pension Fund), to
increase its share in Implats (the second
largest platinum miner in SA) to 13,5% at
a cost of about R6-billion. This, together
with the Royal Bafokeng Nation holding
would give the state together with “black”
capital a majority share-holding. Gqubule
does not explain why he is so sure that the
strategic objectives of the state and those
of the Royal Bafokeng Nation coincide,
and therefore why this would amount to
“nationalisation”, or a positive use of R6-
billion of public money. *



AFRICAN COMMUNIST | September 2010

But nationalisation of the mines and/
or the use of major public funds, like the
PIC, as a means for bailing-out debt-rid-
den BEE capital are not the only reason
why some sectors of aspirant BEE capital
have been supporting the idea of nation-
alising the mines. Senior officials in NUM
report being lobbied by colleagues from
within black management circles asking:
“But why don’t you support the nation-
alisation of the mines? If government
takes over the mines they will turn to us
to run them.” Perhaps this kind of query
is based on a genuine desire to enter the
SOE sector in order to advance the devel-
opmental agenda of the ANC-led govern-
ment. But, then again, it might be moti-
vated by pervasive primary accumulation
ambitions.

So why is Gqubule so dismissive of the
SACP’s position on this matter, when he
actually knows better? Part of an answer
might lie with who sponsored his research
(the BEE mining association, SAMDA).
On a more generous but related note
Gqubule’s confusion is certainly rooted
in a major conflation that is constantly
made between the interests of our coun-
try at large and the interests of a narrow
stratum of “new capitalists”; between
the interests of blacks in general and a
few thousand beneficiaries of what has
come to be codified as “black economic
empowerment”; between hundreds of
thousands of public sector employees
and the Royal Bafokeng Nation, between
real patriotism and the self-interest of a
narrow elite that has crowned itself as a
“patriotic bourgeoisie”.

For many BEE-aligned analysts, when
they speak of “the failures of BEE” they
mean, primarily, the failure of established
capital to meet statutorily required share-
holding percentages. They call for more
pressure to be put on private capital.
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They call for the state to be more robust
in its measurements of BEE. But the time
has come to pose different questions re-
garding the “failures of BEE”.

What positive contribution, if any,

are BEE ownership quotas in mining
making to our developmental agenda?
Let us suppose that, in the mining sector,
all black ownership quotas had been met
by 2009 - would that have advanced our
strategic objectives? Would our economy
now be on a more job-creating growth
path? Would we be beneficiating more of
our minerals? Would addressing environ-
mental rehabilitation be more advanced,
and the crisis of mine-waste polluting
Gauteng’s drinking water have been
averted? We are not suggesting that there
is a simple answer to these questions. But
the time has come to remove the taboo
on asking them.

Linked to these questions is a further
question — why;, sitting as we do on what
Citigroup estimates to be the largest non-
energy mineral resources in the world
(an estimated $25 trillion), has SA re-
sponded relatively sluggishly to the com-
modity boom occasioned particularly by
the rise of China and India? Over the past
15 years, Brazil and Australia have both
increased their export of iron ore, for in-
stance, by some 400%. SA by contrast has
only increased its export iron ore output
by around 25%. According to one com-
mentator: “The mining industry in SA is
not in crisis as such. Plenty of minerals get
produced and metals constitute the larg-
est slice of South African exports. But the
industry just hasn't grown an inch in con-
stant terms in more than a decade.” ® No
doubt several factors are at play in SA’s
relatively sluggish response to the global
commodity boom - ageing gold mines,
for instance. We also have stricter labour
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legislation, and safety and environmental
regulations than in some other countries
- and these are often cited by mining
corporations as reasons why they invest
elsewhere. We should certainly not com-
promise on these matters and, in any
case, they don’t explain why Australia or
Brazil (with comparable or even stricter
labour market, safety and environmental
legislation in place) have responded so
much more effectively to the commod-
ity boom. Because of their complicity
in narrow BEE, and because they fear
to undermine their privileged links into
key government departments, the min-
ing houses have been coy about raising
openly what is, perhaps, the key reason
for their relative reticence in moving ag-
gressively with new mining investments
and operations in SA - the 15% (going
up to 26%) levy on capital and therefore
on profits implicit in the BEE owner-
ship target. Of course, if it can be shown
that the multi-billion rand BEE mining
ownership stake benefits our country as
a whole then we should disregard the
gripes of the big mining corporations,
and live with the consequences of their
relative lack of vigorous operational in-
vestment in our country. If, however, the
drive to ensure a narrow BEE 26% own-
ership stake in mining is itself having a
whole range of perverse impacts on our
economy in addition to discouraging ma-
jor private sector investment then surely
we need to open up the whole area to fur-
ther scrutiny and debate.

Expanding democratic public control
over the mining sector - the way
forward

Mining depletes non-renewable natural
resources. The key strategic question for
any country with a strong dependence on
mining is, therefore, how to use this re-
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source in ways that ensures it is leveraged
to place the country on to a sustainable
developmental path beyond the time
when the resource is exhausted or too
costly to exploit. A particular challenge
with mining, as we have already noted, is
the Resource Curse and the related Dutch
Disease - over-reliance on mining is liable
to reproduce a weak manufacturing sec-
tor, and resource booms are fraught with
dangers of corruption and rent-seeking
behaviour.

This means, in our case, that the ques-
tion of how to carry forward the transfor-
mation of the mining sector cannot, and
should not be taken in isolation from our
overall national democratic strategic pri-
ority. That key strategic priority (which
we have agreed upon within the Alliance
and in government) is the imperative of
placing South Africa on to a new growth
path that is job-creating and more egali-
tarian in its outcomes.

Any major intervention in the mining
sector, including possible nationalisation,
needs to be justified in terms of how it
will advance and be integrated into this
key strategic objective. A major problem
with the way in which much of the de-
bate around nationalising the mines has
proceeded recently has been that it has
been approached as if it were a stand-
alone matter.

A key component of the strategic task
of placing our country onto a new growth
path is the Industrial Policy Action Pro-
gramme (IPAP). The transformation of
the mining sector needs to be aligned
with and integrated into IPAP. At present,
the section dealing with mining in IPAP
remains fairly general, and it requires
further detailed elaboration. This is an
important priority, and some of the meas-
ures proposed below need to be incorpo-
rated into this section of IPAP.
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At the 52nd ANC national conference
in Polokwane we resolved on the consoli-
dation of a state mining house. Some par-
tial work has been undertaken in govern-
ment to identify state mineral holdings,
both in terms of actual parastatal mining
entities (like the African Exploration Min-
ing and Finance Corporation and Alexcor)
and in terms of share-ownership through
the PIC, IDC, Limdeyv, etc. This work needs
to be expedited. Critically we need to eval-
uate what lessons (positive and negative)
can be learned from the current state and
parastatal participation in mining. How
can we consolidate and develop a coher-
ent strategic approach using the state
and parastatal sector? Critical to the es-
tablishment of a state mining house will
be the clear identification of its strategic
mandate and priorities. The limited ex-
perience so far suggests that there is very
little coherence from the public sector
in regard to mining activities. Insofar as
there is a common strategic thread run-
ning through public mining entities like
African Exploration Mining and Finance
Corporation, then it appears to be activ-
ism on behalf of primitive accumulation
for BEE capital.

A directionless African Exploration
Mining and Finance Corporation?

The AE was launched by the former De-
partment of Minerals and Energy in Oc-
tober 2007 as a wholly state-owned min-
ing corporation. Ownership is exercised
through the Central Energy Fund. AE
is exempted from the provisions of the
Minerals and Petroleum Resources De-
velopment Act. As such, it was launched
with prospecting rights in the Witbank
and Wakkerstroom coal fields. However,
in a recent Business Day interview (Feb-
ruary 17, 2010), the CEO, Sizwe Madon-
do, conceded that AE had very little in-
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house capacity (“three geologists, three
mining engineers and a chief operating
officer”). It is a moot point as to wheth-
er the state should become involved in
the highly risky exploration business in
the first place. (In the exemplary case
of North Sea Oil, for instance, the Nor-
wegian state while retaining full owner-
ship of the resource, deliberately left the
risk of exploration to the private sector.)
However, in any case, AE does not appear
to be seriously involved in exploration. In
another interview in 2007 (www.cef.org.
za), Madondo is quoted as saying “Afri-
can Exploration is...in discussions with
other mining companies, especially BEE
groups, to form joint ventures. Explora-
tion is expensive and a risky business
and does not guarantee success, hence
we are in discussions for joint ventures.”
This appears to suggest that the original
strategy behind AE was to have an ener-
gy-focused state mining entity able to by-
pass the requirements of the Act in order
to fast-track acquisition of prospecting
rights whose risks but also potential prof-
its could be shared with BEE partners and
others. The original energy (and hence
coal) focus of AE was clearly aligned with
the fact that it is 100% owned by the
Central Energy Fund. Since its launch,
the Minerals and Energy Department has
been split into two departments, Min-
eral Resources and Energy. The CEF falls
under the Energy Department. Notwith-
standing these reconfigurations, in recent
times AE appears to be contemplating
straying beyond an energy-related min-
eral focus. In the same February 2010
interview, Madondo is quoted saying:
“Although coal and uranium were the
company’s main focus for now... there
were opportunities in other metals such
as nickel, manganese and platinum”. All
of this suggests a public entity without a
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clear sense of its strategic mandate, or of
why it is reporting to an Energy Depart-
ment via the Central Energy Fund. This
impression was reinforced early in 2010
with reports that AE had used its exemp-
tion from the Act to acquire improbable
prospecting rights for tin, zinc and silver
in the Tygerberg and Stellenbosch areas.
While AE appears to have abandoned
these plans, they were widely suspected
of being a covert BEE land-grab of prime
wine-lands estates.

A related task is to assess what role has
been played/is being played by the PIC
and our Developmental Finance Institu-
tions (like the IDC) in the mining sector.
How, if at all, are their investments in
the sector aligned with our growth path
and IPAP priorities? In the recent past,
most of the PIC’s share-holder activism
appears to have been related to narrow
BEE objectives. We need to set different
strategic objectives for public fund in-
vestments in mining (and other sectors
of our economy) - notably job-creation,
beneficiation, environmental responsi-
bility, etc.

The Minerals and Petroleum Resourc-
es Development Act (2002) marked
an important potential step forward in
realising the objectives of the Freedom
Charter. Essentially this legislation made
government the custodian of all mineral
resources beneath our soil on behalf of
the people of South Africa. All existing
mining houses and all new aspirant min-
ers have to apply to the state for 30-year
mining licences. While this legislation
was a major step forward, the time has
now come to review it and amend it. In
particular, we need to strengthen the
requirements for acquiring licences -
placing much more emphasis on down-
stream beneficiation, job creation and
other social responsibilities.
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The bizarre case of Limdev and ASA
Metals...or how BEE trumps public
ownership in legislation

Limpopo Economic Development Enter-
prises (Limdev) is the development arm
of the Limpopo Provincial Government.
It owns a 40% stake in ASA Metals, a chr-
omite mining and ferro-chrome smelt-
ing company. A Chinese company, East
Asia Metal Investment Company, owns
the other 60%. In terms of the Minerals
and Petroleum Resources Development
Act, Limdev must sell 30% of its 40%
stake in order to enable ASA Metals to
be BEE compliant, and therefore obtain
new order mineral rights. In other words,
a PUBLIC entity (Limdev), at least nomi-
nally holding a share of a company on be-
half of ALL the citizens of Limpopo (who
are overwhelmingly black), does NOT
count as a BEE entity! Following a cabi-
net decision to halt further privatisation
of state-owned mining interests, Mineral
Resources Minister, cde Susan Shabangu,
ordered Limdeyv to halt the sale in August
2009. The Limpopo provincial govern-
ment, citing the legislation, has apparent-
ly ignored this instruction and proceeded
with the preliminaries for the sale. What
is more, originally Limdev had proposed
to reserve 12,5% of its 40% stake for
the Ga-Maroga community living in the
vicinity of the mine. The Limpopo pro-
vincial government appears now to have
dropped even this gesture to a local com-
munity in favour of selling off the entire
30% to a variety of narrow BEE consorti-
ums, including Tunache Investments led
by Irvin Khoza and Ronnie Ntuli.

This example of the conflict between
the Minerals and Petroleum Resources
Development Act and cabinet’s decision
(in line with the ANC’s Polokwane “state
mining house” resolution) to halt fur-
ther privatisation of existing state-owned
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mineral resources underlines a bigger is-
sue. It is not just a question of reviewing
and amending the MPRD Act, it is also
the broader question of BEE ownership
quotas in the minerals (and, no doubt,
other) sectors. What practically by way
of job creation and the radical trans-
formation of our growth path has been
achieved through these quotas?

In its presentation to a recent Parlia-
mentary hearing on the Mining Sector,
the National Union of Mineworkers pro-
posed that from 2014, the licensing proc-
ess should be restructured, prescribing
that new mining rights should be award-
ed on the basis of the following owner-
ship profile:

e 49% share-holding to a private in-
vestor (“irrespective of race and gen-
der”);

31% share-holding to a new State
Mining Company;

10% share-holding for Employee
Share Ownership Schemes;

e 10% share-holding for Community/Tra-

ditional Authority or Worker Co-ops.

The SACP should strongly support, in
principle, the critical shift that this NUM
proposal makes. It marks a key move
away from privileging narrow BEE primi-
tive accumulation, focusing, instead, on
worker and community empowerment,
and it takes seriously the establishment
of a State Mining Company. There are,
however, practical challenges that need
to be considered. Will this ownership
model enable us to raise and sustain the
volumes of operational capital required to
expand our mining sector? For these rea-
sons, we propose that a licensing formula
of the kind proposed by NUM should
be implemented strategically and on a
case by case basis, rather than in a block-
buster fashion that exposes the public
sector to unsustainable debt and runs
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the risk of undermining the expansion of
productive mining activity. There is also
the vexed question of how “community”
share-holding is actually realised. With
some arguable exceptions, “traditional
authority” and “community” ownership
schemes divide communities and are of-
ten manipulated by mining corporates
and BEE interests for their own ends. A
49% private ownership (as proposed by
NUM) can be tipped into a majority con-
trol through this kind of manipulation.
We propose that local government share-
holdings through municipal public enti-
ties are, in principle, a more empowering
and democratic avenue to be explored.

The NUM parliamentary presenta-
tion contains other important proposals
- in particular “taking Mining Licensing
and Applications to the Department
of Trade and Industry” and placing the
new “State Mining Company...under
the direct responsibility of the Depart-
ment of Mineral Resources and not
Public Enterprises”. In particular, this
proposal has the merit of providing the
institutional means for a stronger align-
ment between mining licensing and our
industrial policy strategies.

A windfall tax regime in the mining
sector (of the kind that the SACP has pro-
posed for SASOL) must be introduced.
Norway has used its oil resources to run
up a major sovereign fund, a national re-
serve to be stored away for when the oil
runs dry. Australia is in the process of
introducing a “super profits” tax (of up
to 30%) on its mining sector, so that the
country benefits as a whole from times
when there is a major commodity ex-
port boom. Australia’s minerals profile
is somewhat different from that of SA’s,
and it has benefited from its close geo-
graphical proximity to China and India.
Cost of transportation, our energy costs
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with deep level mines, etc. all need to be
factored into our own situation. However,
global commodity prices are subject to
enormous variation, and in boom times
we should impose windfall taxes on sec-
tors that are reaping mega-profits — after
all, it is the public fiscus that is bearing
the brunt of providing the transport and
energy infrastructure required for mining
whether in good or bad times.

An international platinum cartel.
Generally, terms of trade are unfavour-
able to primary commodity producing
countries (i.e. historically, the price they
realise for the primary commodities they
export declines relative to the price they
pay for the manufactured goods they im-
port). However, there are some current
debates about whether this necessarily
still applies - especially with the huge
demand for (at least some) mineral com-
modities on the one hand and the related
flooding of the international market with
cheap manufactured goods particularly
from Asia on the other. Australia, for in-
stance, has focused on being a primary
commodity (and high-end services) ex-
porter to Asia and an importer of manu-
factured goods. Whether this is a sustain-
able strategy for SA is doubtful. However,
as OPEC has proved, it is possible to buck
the trend of unfavourable terms of trade
by establishing an international cartel.
SA (with nearly 90%) and Russia togeth-
er control virtually 100% of the world’s
platinum group minerals. We should
strongly consider establishing a platinum
cartel with Russia in order to maximise
our benefit as country from this critical
strategic resource.

We must increase worker hegemony
in the mining sector. Over many decades
of struggle, important victories have been
won in terms of union rights. On the safety
front, NUM has succeeded in imposing a
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joint worker/management co-determina-
tion model. These are important sociali-
sation steps, in which management’s uni-
lateral prerogatives have been reduced.
There are many other worker challenges
on the mines - including social plans,
cooperatives for retrenched workers, and
long-term development plans for min-
ing communities and rural areas that are
major suppliers of mine labour. We need
to connect government’s rural develop-
ment strategic priorities with our worker
organisation and worker demands on the
mines. We also need to review and assess
the experience with worker ESOP’s. NUM
has, correctly, insisted on a clear separa-
tion between ESOPs and BEE ownership
schemes.

The role of South African mining
companies outside of SA, and especial-
ly within sub-Saharan Africa, cannot be
left to “the markets”. A recent NGO study
has, once more, severely criticised South
African mining houses (including many
with strong “BEE” credentials) for their
gross human rights abuses in certain sub-
Saharan countries. There are also allega-
tions that some “BEE” mining houses
have played a role in fuelling armed con-
flict in the DRC. Part of the “1996 class
project” was to use state diplomacy, in-
cluding presidential delegations, to pro-
mote South African capital (and notably
BEE capital) within our region. We need
now to critically evaluate the role of SA
mining houses in our region and assess
what can be done. We should certainly
support job creation, industrial develop-
ment and technological transfers within
our region as part of an increasingly
integrated regional developmental pro-
gramme. Achieving this and the related
placing of our own country onto a new
developmental path involves defeating
the sub-imperialist role that many South
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African corporations continue to play
within our region. South African regional
trade and business diplomacy cannot
simply consist in the uncritical promo-
tion of South African capital regardless of
its actual role and impact on our region.

Development corridors - Finally,
working closely with our neighbours, we
need to ensure that the infrastructure re-
quired by mining operations (rail, road,
water, energy) increasingly has an inte-
grated developmental impact. The histor-
ic tendency is for mining infrastructure
simply to service mining enclaves and
the export of raw commodities through
the nearest port. Especially, but not only,
for green-fields mining developments
in southern and sub-Saharan Africa, we
need to carefully assess optimal routing
and the general features of, for instance,
rail and road networks so that other eco-
nomic sectors (for example, small-scale
cashew nut farmers in Mozambique)
benefit as “hitch-hikers”. The potential
downstream developmental role of min-
ing is not confined to the beneficiation of
mining products.

Conclusion

The opening up of a debate on the “na-
tionalisation” of the mines is to be wel-
comed. It has enabled us all to take a fresh
look at this key sector of our economy - a
sector that all too often is erroneously de-
scribed as a “sunset” industry in its to-
tality. We have argued in this discussion
paper for the accelerated consolidation of
democratic public control over mining in
our country. We have also argued that na-
tionalisation (state ownership) is one im-
portant potential means for realising this
strategic objective. However, on its own,
nationalisation is too narrow a prism
for approaching the totality of tasks re-
quired for the effective transformation of
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mining, and indeed of our economy as a
whole. We have also noted how nationali-
sation can serve very contradictory class
interests. In particular, we have used the
example of how the MPRD Act’s nation-
alisation of the minerals beneath our soil
has been largely hijacked and leveraged
to serve the narrow primitive accumula-
tion interests of an emergent black capi-
talist stratum. We need to amend the Act
so that this nationalised resource is now
used to advance the well-being of all our
people through our key strategic objec-
tive — placing our economy on to a new
job-creating and egalitarian developmen-
tal path. We also need to ensure that any
further augmentation of state ownership
(in the operational side of mining, as
proposed above for instance) equally ad-
vances this overall strategic objective. *

Endnotes

1. Jenny Cargill estimates that at least R500
billion has been allocated to BEE, largely in
the form of indebted shares. This compares
with the less than R150 billion spent on low
cost housing and land reform, for instance
(Cargill, Trick or Treat. Rethinking Black Eco-
nomic Empowerment, Jacana, 2010 p.xiii).

2. While recognising that this kind of state
ownership advanced (rather than trans-
formed) capitalism, Engels nonetheless
believed that it represented the “final” phase
of capitalism, and that it laid the “technical”
basis for an advance to socialism. Develop-
ments in the 20th century were to show that
this prediction made in 1880 was overly
optimistic and evolutionist in character.

3. When the Department of Minerals and
Energy (now Mineral Resources) produced
a first draft of the Mining Charter in October
2002 suggesting 50% BEE ownership as a
target, the value of listed mining stock lost
R56 billion in two days, and the JSE lost R99
billion in the following week (Cargill, p.60).
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4. In May 2010 with platinum prices on the
global market beginning to recover, Cyril
Ramaphosa’s Shanduka Resources “bought”
a 50,03 percent shareholding in Incwala. This
share-holding was acquired basically with
money put up by Lonmin. According to one
commentator “Lonmin is playing bank. If the
loan gets paid back, then I am happy. Plenty
of these BEE deals have run into trouble
because of market conditions...Incwala was
effectively bankrupt.” (see Business Report,
Mayl1, 2010, “Shanduka buys into platinum”
5. Gqubule’s proposal to use the PIC comes
precisely at a time when the Government
Employees Pension Fund Board has had to
step in to clip the wings of the PIC follow-
ing its R6bn investment to help the BEE
cement company AfriSam to finalise its deal
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with the Swiss company Holcim in 2008. At
the time, the PIC’s move raised eyebrows,
partly because such a large amount of public
money was being used to aid a company,
AfriSam whose share-holders included former
President Mbeki’s close associates, among
them one senior staffer in the presidency. Not
only did the PIC investment raise questions
around probity, but with the decline in the ce-
ment industry as a result of the global reces-
sion, the PIC (and therefore the government
employees’ pension fund) lost R2,2bn as a
result of this strategically misguided approach
to “transformation” (see Business Day, 6th
May 2010).

6. Tim Cohen, “A Venezuela moment in SA’s
noble quest for change”, Business Day, June
24,2010
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

Nationalisation:

A Necessary Debate

Madoda Sambatha argues that nationalisation on its own is not
inherently progressive — and that support for nationalisation should
not be used as a voting index for the ANC's 2012 conference

he Freedom Charter’s states,

“The national wealth of our

country, the heritage of all

South Africans, shall be re-
stored to the people; the mineral wealth
beneath the soil, the banks and monop-
oly industry shall be transferred to the
ownership of the people as a whole; all
other industry and trade shall be con-
trolled to assist the well-being of the
people”.

In its calls for the nationalisation of
mines, the ANCYL has argued that this
can be located squarely within the revo-
lutionary ambit of the Freedom Charter.
In a paper titled Towards the transfer
of mineral wealth to the ownership of
the people as a whole: a perspective on
nationalisation of the mines, the youth
league argues that the nationalisation
of mines will boost the state’s revenue
stream. This can in turn be used to fund
the social wage including education,
health, public transport etc. Further, the
mining industry, being the bedrock upon
which the country’s economy was built,
is an enemy of economic transforma-
tion, with shocking levels of violation of
workers’ rights and long working hours
in unsafe conditions for peanut wages.
The conditions of labour reproduction
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in mines are horrendous. The same in-
dustry continues to drag its feet with
regards to the implementation of the
Mining Charter. These form the ration-
ale behind the ANC YL’s call for the na-
tionalisation of mines. These challenges
notwithstanding, there is a danger that
any person/organisation that claims
remedy to these ills may find resound-
ing support, without much questioning
of the class intentions of such remedies.

The ambivalence of many of our
leaders on the issue certainly does not
do it justice. In 1990, Mandela’s first
public address after his release empha-
sised that “nationalisation of the mines,
banks and monopoly industries is ANC
policy, and any change to this policy is
inconceivable”.

Four years later, on May Day 1994,
the tune had changed with Mandela
contending that “in our economic poli-
cies ... there is not a single reference
to things like nationalisation, and this
is not accidental. There is not a single
slogan that will connect us with Marxist
ideology”.

If the latter utterance was not true
then why would the ANC government
jettison the RDP policy in favour of
Gear? This denunciation of the Marx-
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ist umbilical cord is further cemented
by the view that “to search for social-
ism in the ANC is like searching for the
proverbial pin in a haystack”. Marxism-
Leninism argues that class struggle has
been sacrosanct in the development of
society and that the state and its ideo-
logical apparatus are mere reflections of
the ruling capitalist class.

The ANCYL perspective: a closer look
and the nuances of the debate

There is much to be celebrated in the YL’s
call. It raises pivotal questions about the
necessity of the Freedom Charter being
the chief reference book for the drafting
of economic policies of the ANC and the
government. The problem is that the YL
limits the debate to one sector of the
economy. Mining is important but there
is a need to cast the net wider. What of
the clause that “there shall be work and
security”, which states that “Men and
women of all races shall receive equal
pay for equal work. There shall be a
40-hour working week, a national mini-
mum wage, paid annual leave and sick
leave for workers and maternity leave on
full pay of all working mothers”. Mine-
workers will not accept a nationalisation
debate without the 40-hour working
week and national minimum wage for
the mining industry as per the Freedom
Charter. The unfortunate part is that
the ANCYL discussion paper is silent on
this.

The ANCYL’s discussion document
draws largely from the “Botswana case
study” and the lessons to be derived.
The limitation of this approach is that
it does not answer as to why there is a
need for a proclamation on nationalisa-
tion of the mines whilst the same can be
achieved through both the Minerals and
Petroleum Resources Development Act
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(MPRDA) and a State Mining Company,
both of which the government has com-
mitted to.

The document further argues that
“[iln South Africa, De Beers complies
with the MPRDA provisions which states
that 30% of its shares and control must
be owned and controlled by historically
disadvantaged individuals. The weak-
ness with South Africa’s share model is
that it benefits few individuals instead
of large communities and the people
as a whole. Whilst the intention to inte-
grate historically disadvantaged individ-
uals into mining is noble, it should not
be pursued at the expense of the entire
population and communities. The prin-
ciple should forever be people sharing in
the country’s wealth.”

This is the result of the loopholes
within the Mining Charter, which is
currently under review. Shouldn’t the
league be making a submission to this
process, particularly concerning the
“Passive Involvement” clause. The pos-
sible changes to the Charter could be
that “In order to increase participation
and ownership by government (remove
HDSA'’s) in the mining industry, mining
companies agree:

To achieve 26% government owner-
ship of the mining industry assets in 10
years by each mining company

That all stakeholders agree to meet af-
ter 5 years to review the progress and to
determine what further steps, if any, need
to be made to achieve the 26% target

The above suggestion addresses the
need for government and not individu-
als to have a stake in the mining indus-
try. This is possible without shouting a
call to nationalise mines.

The second submission should be on
the following sub heading of the Min-
ing charter “Financing Mechanism”. The
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amendment could read as follows “The
industry agrees to assist government
[remove HDSA companies] in secur-
ing finance to fund participation in an
amount of R100 billion within the first 5
years. Participants agree that beyond the
R100 billion-industry commitment and
in pursuance of the 26 % target, govern-
ment target may be increased on the
review process or during the approval
of new licenses”. This suggestion would
give the state as opposed to individuals
a stake in the mining industry. The ad-
ditional financial imperative could be
derives from the industry itself.

The discussion paper laments the fact
that mineworkers are the “least benefi-
ciaries” of the industry and that nation-
alised mines will be “beacons of safer
working environments” as opposed to
narrowly pursuing profits at the “ex-
pense of community and human devel-
opment.” This is a noble recognition by
the ANC YL. Indeed, changing the own-
ership patterns can advance changes in
working conditions. However, the safety
of mineworkers cannot be indefinitely
postponed pending a decree on nation-
alisation. There is an urgent need for
the state and the mining industry to
strengthen research on the technology
that can detect seismic possibilities ear-
lier and support mechanisms to be used
in the mining industry. We will also call
for the implementation of the 40-hour
work week as per the 1946 Mineworkers
strike demand and the call for national
minimum wage for the mine workers as
per the Freedom Charter.

The discussion document further
states “the South African economy
..bears strong features of all colonial
economies. [A]ll colonial economies
were positioned as sources and re-
serves of primary goods and services
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for the colonisers’ economies. Many
post colonial economies continued to
function and operate [as] exporters of
primary commodities and importers of
finished goods and services. Post colo-
nial economies ... are heavily reliant on
the demand of their goods and services
by former colonisers and bigger market
economies.” True, but the system and
not the owner is central to this prob-
lem; we should be pushing for system-
atic change. The assumption that when
you change the owner then all system-
atic challenges would be resolved is far
from the truth. In this regard NUM will
argue and call on the cabinet to finalise
and release for public comments the
Beneficiation strategy of the minerals
in South Africa and the call for govern-
ment to be the majority shareholder
in the Beneficiation industry. We have
experience in many Industrial Develop-
ment Zones (IDZs) and their successes
the Union will thus call for government
to have a Mineral Beneficiation Indus-
trial Development Zone (2011-2014)
strategy in areas such as Kimberly,
Welkom, Matlosana and Rustenburg
in North West and Burgersfourth and
Merafong in Limpopo and Gauteng re-
spectively.

Pondering the options

a) State Mining Company

The ANC YL argues that “the South Af-
rican government should officially es-
tablish a State Owned Mining Company,
which will under its control bring the
currently State Owned Alexkor, State
Diamond Trader and all State shares in
mining activities, Sasol and Provincial
Agencies. The State Mining Company
will amongst others be responsible for
the ownership and control of the min-
eral resources; the maximisation of the
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nation’s economic gain from the mineral
resources, socio-economic development,
maintenance of strong safety and envi-
ronmental standards as well as the delib-
erate development of mineral resources.

This in essence is a call for the ANC YL
to support NUM’s position which states
(i) there must be an urgent and dedicated
audit on the ownership and conditions of
service in the mining industry (ii) the
state must audit and quantify its invest-
ment within the mining industry (iii)
there should be no sale of any govern-
ment stake within the mining industry
pending the final decision on which op-
tion will our country adopt and (iii) the
ministry of Mineral Resources develops
a draft legislation towards establishment
of the State Mining Company which must
focus but not limited to energy minerals
such as platinum, uranium, and coal; and
infrastructure minerals such as iron ore
and manganese.

b) Expropriation Model

The Property Clause enshrined in the
country’s constitution protects the inter-
ests of the ruling capitalist class. South
Africa needs an Expropriation Law that
will address expropriation irrespective
of the economic sector. It is unfortunate
that we currently do not have such due
to parliament toeing the big business
line. Both the ANCYL and NUM must
engage the ANC on the need to have the
Expropriation Bill steered through Par-
liament.

¢) Amend the MPRDA

Amendment to the MPRDA is needed
to address the question of the state min-
ing company and beneficiation strategy,
but again the ANCYL’s ambiguity on the
future of BEE on nationalised mines re-
mains a confusion. The view of the Union
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is that there is a need to resolve the form
of Nationalisation to clarify whether we
prefer our minerals to benefit the majority
or benefit few individuals through BEE.

Nationalisation must not be used as

a voting index towards the 2012 ANC
Conference

The argument being made here is that
nationalisation is not inherently progres-
sive. History is littered with examples of
how fascist and apartheid states national-
ised industries to benefit a minority rul-
ing elite. Further, the debate on nationali-
sation is particularly important and must
be engaged within the broad framework
on economic policy formulation.

We should reject any attempts to re-
duce the debate to a support index for
the ANC’s 2012 Centenary Conference.
We should equally be vigilant about the
urge to limit the debate to only one sec-
tor of the economy. The assumption that
we can pursue expropriation without the
Expropriation Bill must also be rejected.
We must ponder on the kind of nationali-
sation to be pursued as well as the class
interests to be served. Nationalisation
to the private and greedy hands of the
political elite and tenderpreneurs whilst
the majority remains trapped in abject
poverty is clearly not an option. There is
an urgent need to resolve issues around
a national strategy on beneficiation of
our minerals, a remuneration policy for
workers (minimum levels and the execu-
tive pay policy and executive bonuses) as
well as the legislation on the state mining
company and its implementation plan
and timeframes. *

Cde Sambatha is SACP North West
Provincial Secretary and Head of the
National Union of Mineworkers Parlia-
mentary Office
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

Corruption and Nationalisation

David Masondo argues that the SACP's anti-corruption campaign
and the ANCYL's nationalisation campaign are complimentary

n the public consciousness the cam-

paign against corruption as led by

our South African Communist Party

(SACP) on the one hand and the
campaign for nationalisation of mines
as led by our African National Congress
Youth League (ANCYL) on the other
hand, are understood as separate and
contradictory. The SACP as an organisa-
tion is believed to be opposed to nation-
alisation on the one hand, and the AN-
CYL on the other hand understood as
opposed to the fight against corruption.
In this paper we seek to demonstrate
that the two campaigns are not mutu-
ally exclusive, and therefore the separa-
tion of the two campaigns is misleading.
No doubt there is a material basis for the
public belief that the SACP is opposed
to nationalisation, despite our recent
explicit public support for the ANCYL’s
call for nationalisation. The way in
which the media eventually framed the
exchange between the ANCYL and our
SACP Deputy General Secretary is also
largely responsible for this belief.! Our
SACP revised discussion document ti-
tled ‘Expanding democratic public con-
trol over the mining sector: An SACP
Discussion Paper’ makes interesting
shifts from the previous paper.? How-
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ever the revised version does not go far
enough in arguing for nationalisation of
the mines. In fact, we will also show that
the revised discussion document waters
down our positions on nationalisation
of the mines.

Building on our SACP’s fight against
corruption and explicit public support
for the ANCYL'’s call for the nationali-
sation of mines?, this paper will seek to
show how corruption is deeply connect-
ed to capitalism and why nationalisation
is one of the necessary, albeit inadequate
measures to deal with political corrup-
tion. In so doing, the paper begins by
showing the pitfalls of the mainstream
explanations of corruption. We pay at-
tention to these explanations because
their advocates have ideological influ-
ence on the working class, and if left
unchallenged these explanations may
become part of the South African com-
mon sense, thus naturalising that which
is carefully designed to serve particular
class interests.

If these debates were just amongst
the elite without any effect on the work-
ing class, we would not bother to com-
ment. As always, a critique is always use-
ful if it is accompanied by an alternative
programmatic perspective. For this rea-
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son, we will also suggest a few program-
matic tasks.

Tenderprenuers or political
accumulators?

Because a lot of the debates have mainly
focused on the use of political power
derived from holding party political or
state office for personal gain, we mainly
focus on what is often called political
corruption. This is not to draw a real-life
distinction between the economy and
politics; instead it is mainly to construct
an analytical focus. The forms of corrup-
tion our ‘experts’ point out include ex-
tortion, bribery, embezzlement, inflated
prices, fronting and the list goes on.

In the dominant discourse the so-
called tender-entrepreneurs have been
identified as the main social carriers of
corruption. We should state from the
onset that we do not find the concept
of tender-entrepreneur very illuminat-
ing. While it is useful in capturing the
specific role of this stratum in the cir-
cuit of capital accumulation, its failure
to capture the specificity of this stratum
or class reveals its conceptual impreci-
sion. The concept instead mischaracter-
ises this stratum by lumping together
all capitalists who do business with the
state in the same category. This is a se-
rious imprecision which empties the
concept of tender-entrepreneur of its
theoretical utility. After all, almost all
businesses including banks and mines
do business with the state.

Classes and strata should be defined
by what they have to do in order to ma-
terially reproduce themselves. That is,
by functions they have to perform in a
given mode of production. A capitalist,
for instance, has to exploit a worker in
order to generate profit and a financial
capitalist as a stratum of the capitalist
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class has to loan out money in order to
earn interest if she has to reproduce her-
self as such.

A concept that may get us closer to
what the concept of tender entrepreneur
is trying to capture is ‘political accumu-
lators’, because this group which we will
be analysing heavily relies on accumu-
lating organisational power as a means
to get into business. Whilst this stratum
seem to be present in almost all political
organisations, it is however dominant
in the ANC because of its control of the
state apparatuses. In the absence of or-
ganisational power within the ANC, this
group will not be in business. As a result,
it does everything to cling on to the ANC
organisational power as a necessary con-
dition for its wealth accumulation. This
stratum also turns necessary privileges
associated with delegated power into
natural and permanent privileges. It gets
too accustomed to necessary privileges
associated with delegated power within
the state and our organisations to an ex-
tent that it fights very hard to retain its
organisational power.

This stratum is not involved in the
actual operation and management of
enterprises, except getting a share of
profit. It does not engage in economic
accumulation, that is, transformation of
economic assets to produce commodi-
ties. Instead they transform our organi-
sations into means of income genera-
tion. Of course there are some who do
both. But here we are mainly concerned
about the dominant tendency. In this
paper we shall use the concept of politi-
cal accumulators.

It is beyond the scope of this paper
to examine this stratum’s ultimate tra-
jectory. That is to say, we are not inter-
ested in whether sections of the stratum
become part of the bourgeoisie or they
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remain in their original position. We are
mainly interested in the origins of this
stratum, that is, how it had to earn its
initial income.

Individualistic and institutionalist
approaches to corruption

The individualist approach to corruption
treats this phenomenon as an individual
problem. This approach brings to our
attention the activities of individual po-
litical accumulators. This view is articu-
lated mainly but not exclusively by the
political right, and asserts that the main
source of corruption lies in the trans-
historical and omnipresent human na-
ture associated with human greed and
selfishness. In the current debate, there
are two noticeable distinct versions of
the individual-focused approach to cor-
ruption. The first argues that since cor-
ruption is a manifestation of human
nature there is nothing society can do
about it. We should just throw our hands
in the air and accept corruption as an in-
evitable outcome of human history, and
therefore unchangeable. This view basi-
cally argues that we should give up the
fight against corruption.

The second version of the individual-
ist approach accepts the idea that cor-
ruption is a reflection of human nature,
but argues that something can be done
about it. This approach calls for build-
ing of good institutions to regulate hu-
man nature which generates corruption.
Put differently, since we cannot do away
with it, we have to control it. Those who
emphasise institution-building also dis-
agree on the types of institutions appro-
priate to curb corruption.

It is worth noting that the views
stated so far assume that human greed
is in itself not bad for broader societal
outcomes. Human greed does not in-
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evitably lead to corruption, hence, some
argue, it can be controlled. This view
sees greed as a human virtue to be cel-
ebrated. Capitalism is then seen as a pin-
nacle and realisation of human nature,
because it provides a social structure
through which individuals can pursue
their egoistic interests. Under capitalist
market conditions individuals maximise
their self-interest by selling and buying
in the market. Income distribution is
understood as an outcome of competi-
tion based on how individuals use their
time and resources, which allocates
every individual a different role in soci-
ety. They argue that the poor are poor
not because of the capitalist system, but
because of their individual attributes as-
sociated with their laziness and unwill-
ingness to save enough money to enter
into business. Income distribution, they
argue, is not a function of capitalist class
structure (i.e. what people have to do to
earn an income), but a function of indi-
vidual attributes.

One variant of the institutionalist
approach argues that state policies and
institutions that interfere in the market
cause corruption, which in turn makes
poor people poor. Poverty is caused by
institutions that enable bad and greedy
politicians to interfere in the markets
through political means such as political
networks and patronage derived from
holding state or party office. These insti-
tutional conditions empower politicians
to allocate economic resources - jobs,
tenders and so on which distort individ-
ual potential and efficient functioning of
the capitalist market. Left to its own de-
vices the capitalist market will produce
pro-poor outcomes. Taken together
these generate the ‘culture of entitle-
ment’ which rewards the lazy and pun-
ishes hard working individuals. Those
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for whom the state intervenes will be-
come lazy and not take risks, and those
willing to do so will be discouraged, this
approach argues.

Since political interference is a
cause of corruption, it is argued that
we should install a neo-liberal state to
establish a conducive environment for
individuals to compete and to realise
their respective egoistic human nature.
Once installed, the state should not try
to redress the imbalances of the past
by intervening in the market through
allocating economic resources, includ-
ing tenders based on race and gender.
This neo-liberal or right-wing libertarian
view is essentially opposed to any form
of state intervention aimed at aiding in-
dividuals regardless of their structurally
disadvantaged positions. It expects indi-
viduals to bootstrap themselves through
the class hierarchy.

The neo-liberal view attacks the cur-
rent post-1994 state policies and insti-
tutions for distorting the efficient func-
tioning of the market. Organisations
such as the Democratic Alliance and
Afri-Forum argue that Black Economic
Empowerment (BEE) and Affirmative
Action (AA) interfere with the proper
functioning of the market because the
state does not only appoint incompetent
(euphemism for black) entrepreneurs
and managers into positions of respon-
sibility, but also coerces hard-working
whites to appoint these ‘incompetent’
black individuals into companies based
on their race. Flowing from this logic,
they argue we should do away with AA
and BEE. Lurking behind this attack on
the BEE and AA is an attempt to protect
colonial private property and racially
accumulated privileges, and expect the
state to direct its repressive apparatuses
(e.g. the police) against criminals (eu-
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phemism for blacks) who steal from
hard working citizens (whites).

Part of the political right’s focus on
individual political accumulators en-
gaged in acts of corruption is to divert at-
tention from the nationalisation debate.
They vilify anyone who dares, whether
genuinely or opportunistically, to raise
the property question. They elevate the
corrupt activities of our political leaders
in order to conceal their own interest
in defending their racially accumulated
bourgeoisie property.

Opposition parties such as the DA
and a few newspapers have capitalised
on and sensationalised the activities
of certain corrupt leaders, not only to
discredit the ANC-led movement, but
also to protect the current neo-colonial
property rights and hide and distort
the fundamental causes of corruption,
as well as peddling coded racism. To
be sure, opposition parties are not con-
cerned about political corruption. Their
main fight is to unseat the ANC in order
to use political corruption to their ben-
efit. The formation of COPE was simply
a reaction of political accumulators who
lost organisational power, which was the
source of their wealth.

Not everyone concerned about cor-
ruption is interested in unseating the
ANC, and not all individualistic ap-
proaches work on the assumption that
human nature is unchangeable. There
are individuals within and outside the
ANC-led Alliance who bring to the fore
different information on bad aspects
of our society, including corruption.
Whilst they support the ANC, they are
genuinely concerned about the effects of
corruption on ‘service delivery’ without
questioning the essential logic of a capi-
talist market, but are critical of its racial
character, hence their support for BBEE



AFRICAN COMMUNIST | September 2010

and Affirmative Action.

Because they conceptualise the prob-
lem of corruption as an individual prob-
lem, they seek solutions at the individ-
ual level. Some journalists and certain
social movements’ activities seem to be
aimed at presenting facts to ‘empower’
the poor in order to make ‘informed’
choices within leadership contests in
the ANC, and also to provide moral criti-
cism against the rich. Unlike the politi-
cal right, some of these activists argue
that we should remove greedy politi-
cians from public institutions and our
organisations and replace them with the
‘good’ ANC-aligned political representa-
tives. By identifying who is corrupt and
how, they also offer solutions on who
and how to elect people. As opposed to
the political right which is opposed to
state intervention to assist historically
disadvantaged individuals, this version
of the individualist approach advocates
for state programs to train individuals
to combat corruption, and also ‘em-
power’ the black people on drawing up
business plans in order to compete for
tenders as well as ‘empowering’ them to
blow anti-corruption whistles, including
vuvuzelas.

Some combine both the individual-
istic and institutionalist approaches. In
addition to identifying corrupt individu-
als and empowering the poor with whis-
tles to blow at corruption, they also be-
lieve that corruption can be eradicated
by installing institutions and laws that
punish the rich. Their call for institu-
tion building includes but is not limited
to requiring public representatives in
political organisations and state institu-
tions to declare their business interests
and auditing the personal consumption
of individuals (popularly known as life-
style audits).
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Not all advocates of institutional re-
forms and defenders of the BBBEE and
supporters of the ANC are interested
in fighting against corruption. Draw-
ing from black nationalist ideology, the
black petty bourgeoisie and political ac-
cumulators do not question the rules of
the capitalist game, including what they
consider to be trans-historical selfish
human nature. All they are concerned
about is that Apartheid denied them an
opportunity to be greedy. As a result,
their struggles are merely limited to
dismantling racially-based institutional
barriers disabling them from accessing
capitalist markets. They therefore seek
to build state policies and institutions
according to their class interests. Moreo-
ver they attack and dismantle institu-
tions that are meant to expose and deal
with corruption.

Capitalism and corruption

Except for their racist undertones, the
abovementioned approaches are not
entirely off the mark. However these
approaches serve as ideologies that
consciously or unconsciously hide the
fundamental causes of corruption. They
do not tell us the entire story about cor-
ruption; hence we should treat them as
ideological explanations. Ideologies are
not entirely false. They just pretend to
be providing us with the whole truth.
Ideologies inherently hide essential
qualities of whatever is being explained.
For example, it is true that men and
women have different biological sexual
organs, but it is completely misleading
to draw an inference that women are in-
ferior to men based on this. Similarly, it
is true that capitalists are greedy under
capitalism, but it is misleading to infer
that human greed is and will be present
across time and space. These approach-
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es are ideological because they hide the
class context within which these indi-
viduals carry out their corrupt activities.
In these approaches, there is no seri-
ous attempt to show the mechanism by
which greed and corruption come into
social existence. In so doing, they keep
essential qualities of capitalism hidden
from our eyes. A serious explanation of
corruption has to show, not in a mystical
way, how corruption comes about - how
it is produced.

To forestall any misunderstanding,
we should make two points clear. Firstly,
we do not deny that the absence of prin-
cipled and committed state managers
and anti-corrupt institutions accentuate
political corruption. However, left with-
out a demonstrated (not just asserted)
critique of capitalism, this approach
is no different from the Transparency
International* way of dealing with cor-
ruption because it is not grounded in
the critique of capitalism. This approach
just calls for a non-recycling of the same
tender bidders and more transparency
in tender processes and other institu-
tional reforms.

To say that political corruption is
causally related to capitalism is not to
claim that corruption only started with
the rise of capitalism. We are just ab-
stracting from pre-capitalist relations
without denying that what is defined as
corruption can be found in pre-capitalist
class societies. Under feudalism, what
we consider as corruption under the
current mode of production was con-
sidered normal in the eyes of the feudal
classes. The buying of public office in or-
der to be a state official in feudal France
for instance was part of common sense
and practice. However, we reject the
idea that human beings are inherently
greedy. We argue that it is the capitalist
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class structure which generates greed
and corruption! Let us now briefly il-
lustrate how corruption is produced and
reproduced by capitalism.

Almost everything under capitalism
is a commodity - that is something that
can only be accessed through buying
and selling, therefore everyone depends
on the market for her/his material re-
production. It is useful to look at corrup-
tion from the vantage point of the actual
production process of commodities.
Corruption starts in the exploitation of
workers in the production process. Like
other forms of class-based labour proc-
esses, the capitalist labour process is di-
vided into necessary and surplus-labour
time. Workers in a capitalist labour proc-
ess spend time producing for themselves
and surplus-labour-time producing a
surplus-product which takes the form of
surplus-value appropriated by capital-
ists. Necessary labour time takes a wage-
form. The lower the real wage the higher
the surplus-value, and profits. If all sur-
plus products which take commodity
form were to be given to workers there
would be no surplus value and profit for
capitalists. Once these surplus products
are produced by workers, they are taken
by capitalists who own them as com-
modities to be sold. It is only after sale
that a capitalist realises the value of sur-
plus product in the form of profit. The
profits get distributed amongst the non-
producers through taxes to the state,
interest rates for banks, facilitation fees
for political accumulators holding direct
or indirect shares for acting as political
agents to facilitate access to tenders et-
cetera. At this level of abstraction we ex-
clude many circuits of capital accumula-
tion, such as commercial capital.

The capitalist system sets worker
against worker in a competitive battle
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for entry into the labour market, and
pits capitalist against capitalist in their
competitive battles to lower production
costs in order to get a larger share of the
profit, including getting access to state
resources. It also ensures class antago-
nism between capitalists and workers,
middle-class against middle-class, peas-
ants against peasants, comrades against
comrades and so on and so on.

South African capitalist dynamics
take place in a neo-colonial context. It
is common knowledge that colonialism
prevented the development of a black
capitalist class. A potential black capi-
talist class was destroyed by the prol-
eterianisation of the African peasantry
and other strata by white business act-
ing through the colonial state. In almost
all colonies the development of a native
capitalist class only takes place after po-
litical independence. Without political
power the indigenous population can-
not accumulate wealth or capital. After
independence, the state is used to ac-
cumulate. Because the historically op-
pressed come so late into the scene of
capital accumulation, they rely on the
state and established capitalists.

In our South African neo-colonial
context, the BEE model has set a new
business incentive structure for the
emergence of black capitalists and the
maintenance and reproduction of the
established white capitalist class that
need state permission to access state
owned and controlled resources. The
state also owns and controls key eco-
nomic resources required by capitalists,
and these capitalists can only utilise
these resources with state permission.
The state acts as (a) a purchaser of serv-
ices from the private sector (b) through
its financial institutions the state also
acts as a money lender, (c¢) a grantor of
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licenses for amongst other things min-
ing, telecommunications (d) a seller of
its own state assets through privatisa-
tion. In short, the state acts both as a
gatekeeper to access state owned re-
sources and as a consumer of services
sold by capitalists.

Both aspirant/actual black and white
capitalist classes need permission from
the state as a gate-keeper, to access the
economic resources that are controlled
and owned by the state. To get access
to these sectors, capital has to meet cer-
tain BEE requirements, amongst which
is, but not exclusively, the presence of
black capitalists as owners and manag-
ers in white established companies.

To get access or expand in these sec-
tors, capitalists must get permission
from the state. On the one hand, many
of the white capitalists have the neces-
sary know-how within these industries,
and they need to continue expanding
and generating more wealth for them-
selves. They can only do so if they meet
certain state requirements. In contrast
political accumulators do not have the
technical knowhow of running a capital-
ist firm. To get access to these economic
sectors and legitimise capitalism, white
capitalists appoint black managers who
in the main act as internal and external
ministers of native affairs within white
owned companies. They perform func-
tions that are meant to control and dis-
cipline the native labour. Externally the
black managers perform functions such
as facilitating the dishing out of crumbs
to black working communities in the
name of ‘social corporate responsibility’
and liaising with the native government
under the guise of ‘stakeholder manage-
ment’ (euphemism for social classes
management).

In addition to appointing corporate
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ministers of native affairs, white busi-
ness also co-opts these political accu-
mulators who are the actual or have the
potential of being in direct state control.
The incorporation of political accumu-
lators as direct or indirect owners is a
competitive strategy of white capital to
gain access to state owned economic re-
sources. This also explains why certain
black millionaires associated with the
liberation movement have been cherry-
picked by white established capitalists.

The BEE business incentive struc-
ture has also set necessary conditions
for asymmetric collaboration between
black political accumulators and white
entrepreneurs. On the one hand, white
business has economic power and they
need to remain in these sectors for their
own material class reproduction. They
can only do so if they meet certain state-
set BEE requirements. On the other
hand, due to the colonial systemic ex-
clusion of black people from ownership
and the early 1990s negotiated political
settlement, political accumulators were
politically and economically weak and
they could not expropriate white capi-
talist property in the same way as other
post-colonial elites did through the state
at the time of political independence.
It is within this context that caution
against uncritical support for nationali-
sation should be heeded. We will return
to this matter when we discuss the na-
tionalisation of the mines.

The dominance of white entrepre-
neurs also finds expression in the light-
ness of South African state policies and
legislation aimed at creating a black cap-
italist class. Since they are weak to oper-
ate these resources, many of the politi-
cal accumulators tend to form economic
alliances with established white entre-
preneurs who have economic structural
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power over the state, but without direct
state institutional control. white entre-
preneurs interested in state resources
use their economic power to co-opt
emerging and aspirant black entrepre-
neurs, particularly former national lib-
eration struggle leaders in the state and/
or with the potential of accessing or be-
ing in direct state control. This sets the
necessary conditions for white entrepre-
neurs to access state resources.

This does not mean there are no
black entrepreneurs in other sectors of
the economy where entry is not mediat-
ed by the state. However, their presence
is minimal compared to state dominated
economic sectors. The reason for this
minimal black presence can be explained
by the fact that white business in these
sectors does not entirely depend on the
state to get access to economic resources
and selling their commodities. In in-
stances where blacks are co-opted into
non-state controlled white enterprises,
it is not for benevolent reasons. But it
is meant to serve white entrepreneurs’
economic interests. To be sure, entre-
preneurs are in business to make profits
not to build other capitalists. They can
only support or build other subordinate
capitalists as far as they contribute to-
wards the realisation of their economic
interests. In this instance, blacks tend to
serve as economic distribution agents or
political agents to facilitate white busi-
ness’ entry into black markets (i.e. black
consumers) or to state tenders.

Contrary to our expectations that
these black entrepreneurs, including po-
litical accumulators, will serve as social
agents for transformation of the colo-
nial industrial structure, they just repro-
duce key features of colonial industrial
structure as opposed to for example the
expansion of the manufacturing sec-
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tor. This is partly due to the presence of
multinational companies as well as es-
tablished South African white business
and intense business competition ac-
centuated by trade liberalisation in non-
state controlled sectors; political accu-
mulators find it difficult to enter these
economic sectors. Since the incentive
structure in state-controlled economic
sectors is relatively favourable to po-
litical accumulators’ economic interests,
they emerge with relative ease in these
sectors. As a result, they adopt competi-
tive strategies that enable them to enter
the state in order to access state-owned
and controlled economic resources and
sell their commodities to the state. In
short the BEE incentive structure has
facilitated the emergence of underdevel-
opmentalist capitalists.

The installation of post-1994 eco-
nomic incentive structure has set nec-
essary conditions for intra-African
capitalist class competition for access
to institutional power and co-option by
white business. In addition, this compe-
tition finds expression in political con-
flicts within the ANC and the state. The
arms deal was about this!

Individuals acting within and
through the state have power to decide
who gets access to state owned and con-
trolled resources as well as whose com-
modities get bought by the state. These
powers are sanctioned by law which
privilege black people in allocating ac-
cess to its economic resources. However,
the fact that the state has this institu-
tional power to allocate resources does
not mean we can know a priori which
specific black social agents will get ac-
cess to these resources and how they
will fight for access to these resources.
This is mediated by party organisational
power, which ultimately provides access
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to the state apparatuses.

Why does a political party matter?
South Africa’s political system is based
on a multiparty democracy. Social actors
get access to state power via universal
elections. Political parties are the main
vehicles through which individuals get
access to state power. Political accumu-
lators are interested in party politics as
a vehicle to state power, which provides
them with mechanism for their own
class reproduction. Since they rely on or-
ganisational power for their emergence,
potential and actual entrepreneurs find
it rational to contest directly or indirect-
ly (e.g. supporting certain individuals)
for political organisational leadership
positions as an entry mechanism into
the state and its economic resources.

However, not every political party
matters. It is mainly a party that is pop-
ular amongst the electorate. Because of
the backing by the SACP and the Con-
gress of South African Trade Unions
(Cosatu) and its history in the national
liberation struggle, the ANC is highly
supported by the electorate, therefore
is the only political party that is more
likely to be in the state. Since Cosatu
and the SACP and its YCL play key roles
in electoral contests within the ANC,
they are more likely to be co-opted or
captured by political accumulators. Fur-
thermore, these organisations can also
become breeding grounds for creating
political accumulators.

The ANC’s influential position as an
organisation within the Alliance is also
enhanced by the way in which the Al-
liance itself is structured®. This also
explains why white capitalists cherry-
pick black leaders associated with the
ANC-led liberation movement in order
to get access to state-owned resources,
and why it has been the ANC-aligned
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African entrepreneurs that have rapidly
climbed the business class ladder. And
every aspirant capitalist would want to
rub shoulders with the ANC. Being in
a leadership in the ANC sets necessary
condition to gain and/or retain access to
state office and being potential or most
preferable candidates for being selected
by white capitalists to be part of their
established enterprises. Access to the
state provides political accumulators
with leverage over white capitalists in
that they can impose on them who can
be selected to have an ownership stake
in a white owned firm.

Whilst subordinated to the structural
power of established white business,
political accumulators are relatively au-
tonomous from white business. They
derive their relative autonomy from
their control of the ruling party and the
state, which gives them organisational
and institutional power to bargain with
white capitalists. Hence we call them
political accumulators. As this stratum
relies heavily on the control of organisa-
tional power as a prerequisite to gener-
ate wealth, they have a class interest in
capturing and using our organisations
(particularly the ANC) as instruments
for wealth accumulation.

In the same way as economic ine-
quality leads to political inequality (i.e.
political influence) in society in general,
this is also true of power relations within
our organisations. The political accumu-
lators with economic power have predis-
position to influence political decisions
within our organisations, notwithstand-
ing the uneven resistance of our mem-
bership. As a result, many outcomes of
our organisations are largely determined
by the moneyed political accumulators.
As the old saying goes: those who pay
the piper tend to call the tune.
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Any system of power can only be
maintained if it concedes certain mate-
rial benefits to the subordinate classes.
This stratum also uses the state and its
questionable accumulated wealth to
grant crumbs to its clientele. This takes
the form of cash, jobs and tender distri-
bution in exchange for political loyalty.
If the loyalty is not forthcoming, the cli-
entele is turned into enemies to be de-
stroyed, and those who threaten control
of organisational power are treated in
the same way. The fights over the distri-
bution of profits amongst political accu-
mulators, spill over to our membership
and society at large. In doing so, they
fight out their class interests by fram-
ing them and other political problems
in ethnic, racial and geographical terms.
Political accumulators mobilise along
ethnic, racial and regional lines. As
usual, the fight amongst the elites and
between exploiters is politically carried
out by the exploited and oppressed who
in turn get divided along these lines.

Given the way capitalism functions
we should not be surprised by corrup-
tion, and how and why political accu-
mulators behave in the way they do.
This is a normal functioning of the sys-
tem. It is like expressing shock at why
the poor steal bread. In fact, we should
be surprised why the poor do not steal
bread on a wider scale because it is the
most rational thing to do for those who
are hungry. Individuals tend to use what
they control and own to pursue their
material interests. Similarly, we should
be shocked when those who hold organ-
isational power do not do what political
accumulators do given the fact they are
also subjected to the same pressures of
the capitalist system.

The abovementioned tendencies are
prevalent and dominant within the ANC
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and its leagues because of their proxim-
ity to state apparatuses. However the
SACP, YCL and other working class or-
ganisations are not immune from this
capitalist context. Certainly, we do have
insignificant aspirant and actual capital-
ists in communist skins within the ranks
of the working class organisations. If we
are to accept the concept of tender-pre-
neurs, we might as well call those who
use communist organisations for wealth
accumulation - commu-preneurs. Ac-
knowledging this fact will enable us to
have a materialist understanding of the
phenomena of political accumulators,
not only within the ANC, but also with-
in working class organisations such as
ours, and what material conditions and
concrete measures to put in place to deal
with and prevent this reality, which also
affects us.

A critical defence of the ANCYL's call
for nationalisation of the mines
Having attempted to show that corrup-
tion is connected to capitalism private
property and its specific dynamics in
our South African neo-colonial context,
we are now in a position to discuss how
to deal with private property.
Capitalism is not going to immedi-
ately vanish tomorrow; therefore we
need to think about non-reformist re-
forms in the here and now to mitigate
its negative effects. To this end, we sug-
gest four institutional changes to mini-
mise the material basis for corruption.
Instead of just calling for life style audits
of political accumulators, the working
class should revive one of its historical
demands to force capitalists to open
their books so that workers will know
their profit rates as a way of bargaining
for higher wages and taxes. The work-
ing class should force the bourgeoisie to
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open their books. Therefore we should
pass laws that force capitalists, includ-
ing political accumulators to open their
books. Secondly, we also suggest that
public representatives and leaders of
political organisations (at least in the
entire ANC-led Alliance) should not be
in business. They must choose between
business and public representation.
They must not do both, notwithstand-
ing that this may end up being a formal
separation in which public representa-
tives just appoint proxies to carry out
their business activities.

Because tenders exacerbate corrup-
tion, therefore certain key services such
as construction of social and economic
infrastructure, namely housing, clinics,
schools should not be delivered through
capitalists. It does not make sense for
instance, to contract a company to build
houses in our communities. The state
can easily hire its own project manag-
ers to project manage many of our ca-
pable builders who are languishing and
exploited by capitalists in alliance with
political accumulators. It is partly due to
this mediated exploitative relationship
that poor workmanship comes from.
The actual entrepreneurs, who have to
provide a service, are forced to contrib-
ute part of their profits to the political
accumulators who act as middlepersons.
As a start, communists heading housing
departments must take a lead in this
if we are to offer some of the socialist-
oriented solutions to corruption beyond
calling for life-style audits and transpar-
ency in tender awards. There is nothing
in law or in the ANC policy that states
that housing projects should be coordi-
nated by capitalists, save to say that we
have simply taken an ideological posi-
tion that the state will set in place a con-
ducive environment for building new
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black capitalists coordinated by politi-
cal accumulators at the expense of the
black poor.

The call by the ANCYL for the na-
tionalisation of the mines as entailed in
its discussion document should be sup-
ported as one of the ways of dealing with
private-property generated corruption
and advancing socio-economic transfor-
mation. With the exception of Cosatu®
and Sasco, the responses from the ANC-
led Alliance to the ANYCL'’s call nation-
alisation have been disappointing, to say
the least. The ANCYL’s unwarranted at-
tacks on leaders of the SACP and Cosatu
(on other non-nationalisation issues)
have not been useful either. In fact they
have just marginalised the ANCYL from
organised workers. As mentioned earlier
the SACP’s revised proposals should be
critically welcomed. Before we deal with
the substantive arguments raised against
the ANCYL’s nationalisation document,
let us first deal with what people think
motivates the ANCYL’s position on na-
tionalisation.

Critics of the ANCYL'’s position on na-
tionalisation have argued that the call is
a class front of the indebted bourgeoisie
within the ANC, and therefore nation-
alisation is just a bourgeoisie demand
for a bail-out. It is also implied that the
ANCYL is calling for this because their
palms have been greased by the very
BEE capitalists they want to bail-out.
Evidence is very slim on this. We are not
even told the total of percentage of the
black capitalist ownership of the mines.
It is also suggested that this alleged black
bourgeoisie sponsored ANCYL perspec-
tive on nationalisation was hatched out
in a meeting somewhere. Because these
alleged elite discussions are never and
shall never be held in public, it is hard to
know if they are true, and it is certainly
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reasonable to use our class instincts, but
the problem arises when we use this as
the basis to shy away from stating and
fighting for our socialist-oriented con-
ception of nationalisation.

Whilst it may be true that some in
the ANCYL may be aspirant mining
bourgeoisie, it is a huge mistake to lump
together everyone calling for nation-
alisation in the ANCYL and outside the
ANC as motivated by BEE interests. Cer-
tainly, there will be classes that will want
to use the nationalisation debate to re-
store their falling profit rate, but it does
not follow that the ANCYL is just acting
at the behest of this class. Just pointing
out how other people might use the na-
tionalisation debate for their reactionary
class interests is not a good argument
against progressive nationalisation.

The other objection is that the AN-
CYL is using nationalisation as a basis
to justify ousting communists who are
ANC leaders in their own right as ANC
bona fide members. Whilst this may be
true, we should avoid treating every po-
litical difference as causally related to
the 2012 ANC leadership contest. That
is, those who take this or that position
on nationalisation are part of those who
want this or that comrade to be ousted
from the ANC leadership in the next
congress. Secondly, we should also not
criminalise comrades for stating their
leadership preferences. The ANCYL is
correct in putting a programme and
then agitate for leadership that should
lead the implementation of the pro-
gram, including nationalisation of the
mines. That is, as a matter of principle,
it is correct to put the programme before
leadership. This is consistent with how
we should be electing leadership in our
movement. Unfortunately, in this par-
ticular instance, it does seem to be un-
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true that some leaders who are targets
for ousting in the ANC 2012 conference
are opposed to the nationalisation of
the mines. Interestingly, we do not even
know what the views of those who have
been guaranteed positions in the ANC
leadership are on nationalisation of the
mines. This then leaves us to wonder
why this is so.

This is not the place to debate the
2012 ANC leadership. Therefore we will
not dwell too much on the issue of lead-
ership within the movement not only
because it has been put in suspense (de-
spite it being discussed quietly in dark
corners), but this will take us away from
the aim of this paper. The point is simply
that it should be possible for us to differ
with the ANCYL and its leadership on
the 2012 succession battles within the
ANC, but still agree with them on na-
tionalisation as well as disagree amongst
ourselves on these questions and inter-
nal organisational questions. Conflating
these issues will not only serve the in-
terests of white established capital and
political accumulators, but also stifle
honest internal debates within our or-
ganisations on many of the strategic and
policy questions as well as leadership
questions in the movement.

The other lame critique of the AN-
CYL’s position on nationalisation is:
why starts with the mines. This is not a
useful critique at all. If the ANCYL had
started with the banks, would the critics
be asking why start with the banks?

It has been argued within and outside
our ranks often in an alarmist manner
that the contemporary articulations of
the ANCYL are based on a fascist ideol-
ogy’. This way of arguing consciously or
unconsciously comes across as a coded
racist warning of die swart-gevaar. The
danger of analysing our situations by
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just invoking the label of fascism does
not only set the stage for swart-gevaar
arguments, but it also misses the spe-
cificity of our concrete situations which
give rise to the ANCYL phenomena we
are observing. This way of arguing is in-
creasingly used by racists to silence any-
one who dare raise the issue of racism
in our contemporary South Africa. Peo-
ple tend to be labelled nationalists and
fascists for raising problems of racism in
our society®. If the ANCYL is not fascist
how should we understand it? Surely
mobilising Walter Benjamin’s erroneous
post-modern critique of fascism in Eu-
rope simply ossifies our understanding
of the current situation®.

The ANCYL’s recent ideological utter-
ances can be seen as containing contra-
dictory tendencies - fascism is certainly
not one of them. Capturing its ideologi-
cal tendencies simply as reactionary
misses some of its revolutionary ele-
ments, including important intra-organ-
isational struggles within the movement
itself on the colonial private property
question. The ANCYL is by no means a
uniform organisation; on the contrary,
it is marked by unusually diverse and
mixed characteristics. Unless, of course,
we have come to a conclusion that the
dominant tendency is fascist. However,
this conclusion has to be convincingly
demonstrated, not decided through cli-
chés.

We argue that the ANCYL is contra-
dictory because some of its leaders want
to be incorporated into the existing cir-
cuits of profit making, whilst mounting
campaigns that may threaten capitalist
private property. In doing so the ANCYL
attacks anyone including the working
class formations that are supposed to be
its ally in the fight for changing colonial
capitalist property relations. Because of



AFRICAN COMMUNIST | September 2010

this, the ANCYL leadership has built a
multi-class movement within and out-
side the ANC and its leagues against
itself. It has not demonstrated the abil-
ity to identify strategic class opponents,
and methods appropriate to deal with
different class forces within and outside
the movement. Its failure to organise
and mobilise the youth through mass-
based campaigns bears testimony to its
inability to ground its campaign within
popular class politics to shift the balance
of power towards its progressive policy
perspectives on the mines. The ANCYL
is just engaged in action-less agitation
for nationalisation. The nationalisa-
tion of mines will not come as a conse-
quence of endless debates with those
opposed to nationalisation. In the ab-
sence of carefully planned mass organi-
sation and mobilisation, progressive de-
mands get significantly watered down in
closed-talks (for example the National
Health Insurance Scheme is apparently
no longer on the ANC and government
agenda). The absence of the masses
also sets conditions for intra-elite deal
clinching because the elite that claim to
represent poor account to nobody.

The ANCYL’s objectionable tenden-
cies should not blind us to some of its
progressive positions on the nationali-
sation of mines. To the extent that the
ANCYL document points to the root
causes of our racial inequalities - the
private property and offers progressive
nationalisation based on the Freedom
Charter — we argue that the ANCYL is
progressive.

It is also not far-fetched to argue that
since the re-launch of the YCL, there has
been a continuous leftward shift in the
ANCYL, not because there are young
communists in the ANCYL itself, but
because of the objective presence of the

YCL in the South African political scene.
For whatever reason, the ANCYL has
been opened to some of the policy posi-
tions that the YCL has been advocating.
Take for example, the issues of sanitary
towels and the campaign around the
closing of beer halls next to schools.
These campaigns too got into their agen-
das even before the current ANCYL lead-
ership took over. The current ANCYL’s
progressive policy position as contained
in its document on nationalisation can
also be explained by the objective pres-
ence of the Young Communist League
(YCL) on the South African political
scene. That is to say, the motivation for
nationalisation should not just be attrib-
uted to BEE influence as it is suggested
in some quarters of the left.

Now let us turn to the substantive
objections raised against the nationali-
sation of mines. Here we start with our
revised SACP discussion document. The
document seems to suggest imposition
of control measures such as windfall
taxation based on the function of mining
commodities, increase of workers’ man-
agerial control without transfer of own-
ership, and making beneficiation part of
the conditions for obtaining a mining li-
cense on un-nationalised. As we argued
in the previous critique, these measures
are not incompatible with the calls for
progressive nationalisation. Taking a
cue from the NUM parliamentary sub-
mission, the CC document accepts that
by 2014 state ownership of the mines
should be a condition for granting min-
ing rights. It also brings to our attention
the fact that expropriation should take
into account the fact that mining share
shareholders are not just private own-
ers. Shareholders include workers and
the Chinese state. Here we submit that
expropriation should mainly target pri-
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vate property owners. It should be pos-
sible to target capitalist private owned
property without compensation.

The NUM’s position on race-blind
49% ownership is essentially an un-
justified argument for abandonment
of Affirmative Action on private own-
ership of the mines. NUM’s position is
also quasi-feudal because it argues for
transference of mining ownership to
traditional authority. In short, it argues
for strengthening of the despotic power
traditional authorities, thus defeating
our attempts to democratise the coun-
tryside. The more economic power the
traditional authorities have the more
political power they will wield.

In its opposition to the transfer of
mining ownership to traditional author-
ities, SACP discussion document argues
for the local community ownership. The
problem though with the argument for
local community ownership is that it
will perpetuate the uneven spatial un-
derdevelopment of South Africa. Local
communities that are next to the mines
will be beneficiaries of the mining activi-
ties. State ownership of the mines, we
argue, will provide an enabling environ-
ment for equitable redistribution of the
profits generated out of the mining.

The political right has argued that
public ownership is inherently ineffi-
cient. There is a lot of empirical evidence
devoid of any ideological prejudices that
shows that an enterprise’s performance
is not a function of private ownership.
There are so many public companies un-
der public ownership, including in South
Africa that are doing better than the pri-
vate sector. Public ownership also ena-
bles the public via their representatives
to remove managements when they are
not performing well. The recent cases of
the SABC and SAA are examples of this.
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The democratic movement could inter-
vene in these state enterprises because
they are publicly controlled and owned.
If mines are owned by the state, there
is a better chance of setting conditions
for worker participation and control of
the mines.

To its credit and contrary to the pre-
vious interventions, the CC document
has also come to terms with the fact that
mining capitalists have been lying about
the non-viability of mines. In the past
it has been argued that mines are not
profitable therefore it will be fruitless to
nationalise. In other words, why nation-
alise something which is not profitably
viable. We have always asked why the
bourgeoisie are not abandoning all the
mines, if they are not profitable. Since
when do we judge productive property
on the basis of its capitalist profitability
because it is mainly during the moments
of capitalist crises epitomised by the fall-
ing rate of profit where the left should
take the opportunity to seize the pro-
ductive property in the interest of the
working class. The crisis does not only
set conditions for the rise for ‘fascism’,
but also for possibilities for revolution-
ary outcomes like in certain parts of
Latin America. We should also ask our-
selves why the crisis of neo-liberalism
rooted in the declining rate of profit has
produced potential and actual revolu-
tionary outcomes in many parts of Latin
America and not in South Africa.

The CC Discussion Document cor-
rectly contends that the nationalisa-
tion of the mines should also be lo-
cated within a ‘new growth path’. As
we warned in the previous critique, we
should however be careful not to use
the never-arriving growth path as a new
excuse for radical economic policy inac-
tion for fear of being in direct conflict
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with post-2009 Zuma-led bourgeois
state. Whilst the nationalisation process
is complicated, we should not compli-
cate it to justify our reluctance to tackle
monopoly capital head-on. We should
be worried by the fact that we have not
taken up any systematic campaign for
nationalisation of key monopoly indus-
tries such as Sasol and Mittal as part of
our 2007 National Congress resolutions,
and instead taken up soft campaigns on
political corruption (important as they
are). Equally worrying is the fact the re-
vised discussion document reduces our
SACP 2007 National Congress resolu-
tion on nationalisation of Sasol to the
imposition of windfall taxation. It basi-
cally changes our SACP resolution on
nationalisation to taxation of the pri-
vately owned mines.

Pallo Jordan argues that nationali-
sation of the mines will scare investors
(euphemism for capitalists)*°. This is ac-
tually one of the reasons why we should
nationalise, because nationalisation will
reduce the state’s dependency on inves-
tors. The state, regardless of the eco-
nomic crisis, is dependent on business’
willingness to invest its privately owned
capital. If business does not invest there
will be no employment and no revenue
for the state, thus setting conditions for
inability to perform its functions includ-
ing providing services for the working
class. The public ownership and con-
trol of the productive assets such as the
mines increases relative state autonomy
which makes it less dependent on pri-
vately owned business’ investment deci-
sions.

Nationalisation of the mines will
enable the state to have a relative in-
fluence over investment patterns as
well as downward-upward streams in-
dustrial linkages since it will also have

some control over the decisions of the
mining companies as well as its surplus.
This will enable the state to have more
effect on the ‘new growth path’. Mining
does not only have a potential to gener-
ate revenue for the state, but also plays a
key role as a supplier of primary produc-
tion inputs for our industries, including
manufacturing. Through this, the state
can use its economic power to diversify
our industrial structure. In fact, the In-
dustrial Policy Action Plan (IPAP) can
only succeed if the state has economic
ownership to enable it to channel in-
vestments towards sustainable industri-
alisation. For instance, platinum is used
in the manufacturing of cars. Therefore,
if South Africa wants to diversify her in-
dustrial structure, control of the mining
sector will enable us to determine how
our minerals are used to boost manu-
facturing. Instead of exporting our raw
materials, the state can force manufac-
turers to process the raw materials here
in South Africa. This is an old and well
established position within the left!!.
This is one of the reasons why we agree
with Cosatu.

However we part company with
Cosatu’s argument for nationalisation
based on the need to increase capitalist
competition. Part of Cosatu’s argument
for nationalisation is that monopolies are
responsible for lack of competitiveness
in downstream industries because mo-
nopoly industries use monopoly pricing
to increase the cost of production. But
this assumes that there is no competi-
tion amongst monopolies. This proposi-
tion seems to be based on a quantitative
conception of capitalist competition,
that is more companies equals competi-
tion and few means no competition. The
manner in which the problem of compe-
tition is framed in the Cosatu document
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may also give the impression that it is
competition that drives capitalism. The
problem with capitalism is not the pres-
ence or absence of competition, but the
profit logic. Competition is inherent in
capitalism, including in the era of mo-
nopoly capitalism (imperialism). It is
erroneous as Lenin did, to think that
competition between capitalists within
a nation-state ceases to take place in
the era of imperialism. No doubt, in the
short run monopolies decrease the lev-
els of competition. But in the long-run,
no matter how high the barriers of entry
into certain industries, capitalists always
find ways of getting into an industry as
long as it is profitable. Therefore, it is
misleading to premise the argument for
nationalisation on the need to increase
competition. State owned companies are
also subjected to the competitive pres-
sures from other competitors. In other
words, competitiveness should not be
part of our goals to nationalise. This is to
invite the arguments that Cosatu wants
to avoid. Arguments such as: monopo-
lies whether private or public lead to
monopoly pricing or the provision of
largesse which subsidises the profits of
downstream industries.

Cosatu’s argument for nationalisation
based on the need to increase competi-
tion invites arguments for unbundling
of monopolies through privatisation as
a way of increasing competition. This
argument opens up neo-liberal and in-
stitutionalist solutions to the debate on
nationalisation. Neo-liberals may argue
that in order to increase competition,
there has to be unbundling of the mo-
nopolies through creating small firms to
produce the primary commodities. This
argument had been used by neo-liberals
to argue for privatisation of ESKOM. In-
stitutionalists, whose theory of capital-
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ist competition is based on state regula-
tion, may call for more regulation, and
strengthening of Competition Commis-
sions and other state institutions.

Jordan’s argument against nation-
alisation based on pleasing imperialists
rests on treating investors as a homoge-
nous mass without intra-capitalist com-
petitive interests. The state can partner
with certain investors on a public-pri-
vate partnership level. Some may object
to the popular imposition of Private-
Public-Partnerships on the grounds
that it involves the private sector. Aren’t
we better off under a popular imposed
Public Private Partnership than under
Private-Private Partnership? Nationali-
sation of mines should not only include
wholly state ownership. Partial state
ownership with state majority share-
holding is much better than none-state
shareholding. The popularly-imposed
and monitored Public-Private Owner-
ship has the potential to enable the state
to encroach into the power of capital
over the means of production.

The document should move beyond
reactionary examples on nationalisation
such as nationalisation under Verwoerd
and Hitler and current bank bail-outs in
the advanced capitalist countries such
as the USA and Britain. Our discussion
of nationalisation should include the
current experiences of nationalisation
in the global south, namely Venezuela
and Bolivia, including Zimbabwe. Truth
be told, if the critical studies'? carried
out by researchers within and outside
Zimbabwe on the land reform and agrar-
ian program are anything to go by, then
from the perspective of changing coloni-
al property rights as South Africa we are
far behind, notwithstanding the Zimba-
bwean state’s democratic deficiencies.
The political right is punishing Zimba-
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bwe in order to discourage South Africa,
and the entire region from embarking
on radical programs to change colonial
capitalist property relations. The failure
of the Zimbabwean land redistribution
is in the interest of the established white
agrarian and mining classes in South Af-
rica. In Venezuela, Chavez is now mov-
ing towards nationalising the largest
food monopoly industry*?, whilst we are
still failing to deal with food price fixing
in South Africa arising out of the private
ownership of our wealth.

Our SACP document also argues that
our mining houses should play a rela-
tively progressive role in the Southern
African region. We agree! That is one
of the reasons for nationalisation. The
ownership will enable relative popular
control mediated through the state to
determine the role of our mines in the
region.

Critics of the ANCYL’s position also
argue that nationalisation is not social-
ism; instead we should be fighting for
socialisation, as if nationalisation does
not lay potential conditions for social-
ism. Monopolisation of capital in the
hands of a few capitalists does not nec-
essarily lead to socialism, but sets con-
ditions for socialism in that the workers
will take over a bigger and centralised
property which will also reduce eco-
nomic coordination problems. Similarly,
state ownership will make it relatively
easier to socialise the means of produc-
tion. It is hard to have effective control
without ownership which provides the
owner with rights to decide what to do
with a property. By the way, not all re-
forms set conditions for socialism; and
nationalisation is no exception.

Absent in the debate on nationalisa-
tion is the issue of the nature and char-
acter of the post-1994 state, and how

should the working class relate to it. Im-
plied in some of the critiques of the AN-
CYL'’s call for nationalisation of mines is
that we should not nationalise because
this will strengthen the bourgeois state.
Nationalisation will strengthen the po-
litical accumulators who will use the
state’s funds for their own class inter-
ests. This is a fair point. However, left
without a clear theory of post-1994
state and strategy on how the working
class should deal with it, this argument
comes across as a neo-liberal argument
against state ownership in which the
state is treated as inherently incapable
of dealing with the economy. Cosatu’s
formulation is also not helpful. It only
asserts that the detractors of nation-
alisation ‘lack confidence in our demo-
cratic state to manage the economy’. It is
not just about that, but also which class
is in power. As Cronin'* correctly points
out, we should always ask in whose class
interest is nationalisation being carried
out. Nationalisation may not lead to the
lowering of production costs. Eskom for
example has been raising its electric-
ity price despite the opposition by Co-
satu and SACP. However, Cronin veers
away from clearly spelling out the class
character of the post-1994 state. That is
whether the state under capitalism can
be anything else other than being capi-
talist.

Even before we can embark on a
Chavez-type expropriation such as ex-
propriation by decree, there are immedi-
ate things that can be done towards na-
tionalising the mines. We should call for
the immediate appraisal by a state-led,
but relatively independent, commission
of inquiry into the current state of the
mining industry in terms of its perform-
ance and future, percentage of foreign
state (e.g. China), BEE and worker own-
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ership in terms of pension funds and
other related questions. This will enable
us to take strategic decisions on which
mines should be fully and partially na-
tionalised. In addition to this, we should
demand that all members of the ANC-
led Alliance should give up their min-
ing shares to the state. Empowered by
the Minerals and Petroleum Resources
Management Act (2002), the new min-
ing licenses should include state owner-
ship as a condition for mining license
acquisition. That is to say; state involve-
ment as an owner and controller in the
operations and management of mineral
resources should be one of the pre-reg-
uisites for obtaining a mining license.

Dealing with challenges such as un-
employment, poverty and corruption
generated by capitalism and exacer-
bated by our political accumulators re-
quires among other things, building of
an SACP and YCL rooted mainly (not
exclusively) in the unemployed, work-
ers and students through extra-parlia-
mentary mass-based struggles.

In so doing, we have to continuously
debate the extent to which the way in
which the Alliance is structured sets the
necessary conditions for subjective ca-
pacity to independently assert the work-
ing class power within the Alliance. It
is not by accident that the resistance to
reconfigure the Alliance largely comes
from political accumulators. There has
to be a clear systemic and collective de-
bate on how the SACP should relate to
the post-1994 state and government.
The reconfiguration of the Alliance
means the change in power relations
within the ANC which may also forestall
the power of the accumulators because
Cosatu and SACP will have influence in
shaping the direction of our movement,
including fighting corruption. *
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Cde Masondo is Chairperson of the
Young Communist League and an SACP
Politburo member
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AC SPECIAL ISSUE: TOWARDS A NEW GROWTH PATH

The Ideological Basis
of Nationalisation

The SACP must mobilise to raise class consciousness if
nationalisation is to move beyond mere debate, writes Frans Baleni

he National Union of Mine-

workers (NUM), Cosatu, SACP,

and the ANC (before its unban-

ning), propagated the nation-
alisation of banks, monopolies and the
minerals below the earth, long before
1994. Therefore the nationalisation de-
bate of the SACP and Cosatu is not new.
The resolutions of nationalisation taken
by our constitutional structures were
informed by a particular ideological
stance. That stance was in favour of an
economic system that is socialism and
not capitalist. Capitalism is an economic
mode in which the means of produc-
tion are privately owned by a relatively
small number of people. In the capitalist
system everything of value has a price.
When employers take on workers they
do not employ them because they are
people who need wages. They employ
them as factors of production.

There has not been fundamental
transformation in the structure of the
South African economy since 1994. One
should not underestimate the signifi-
cance of the political change in South
Africa since the early 1990s. The de-
mocratisation of our country and the
destruction of legal apartheid were nec-
essary conditions for structural change.
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These changes were of tremendous his-
torical and immediate significance but
they were not, in themselves, structural
change. There have been few examples
in history where societies have broken
with their past and emerged with a new
set of power relations. It happened in
Soviet Union in 1917 and in Cuba in
1959. The present socio-economic situ-
ation in South Africa is essentially the
same as that which existed throughout
its history. The fact that there has been
no structural change is critical when as-
sessing the current problems facing the
working class or when engaging in the
nationalisation debate. One must also
be mindful of what Thomas Sankara
said: “Power must be conquered by a
conscious people”. The current debate
on nationalisation must be informed by
the levels of class consciousness in soci-
ety and in organisational leadership.

Public ownership

Nationalisation is a form of public own-
ership which is usually the object of a
campaign by the left and trade unions
in one industry or another. In South Af-
rica, for instance, the NUM campaigned
for the nationalisation of the mines aris-
ing from its experiences of exploitation
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by private mine owners. This form of po-
litical action, however, has severe limita-
tions for in order for it to be successful it
has to be based on a wider understand-
ing and expression of public ownership,
generally described as socialism.

The concept of public ownership
must be examined outside of its ap-
plication in any particular industry or
country. Public ownership is the practi-
cal expression of an ideology that gives
preference to collectivism over indi-
vidualism in the belief that individuals
are better served in all aspects of their
lives through the practice of collectivism
when it is the primary and dominant
aim in society.

This can be best illustrated by exam-
ining the manner in which contempo-
rary society in its widest sense operates.
The dominant but not wholly exclusive
feature of contemporary society is capi-
talism. This means that it is based on the
private ownership of economic resources
and their exploitation for individual pur-
poses. It is responsible, therefore, for the
inequalities in the distribution of wealth
and consequently, political power. It is
reflected in the extent and intensity of
economic and social deprivation and
therefore, poverty. Private ownership re-
sults in the division of populations into
classes and the domination of the class
of owners of the means of production
over the whole society.

There is strong evidence that the sys-
tem of capitalism is the primary source of
all major economic and social grievances
in society. It follows that those grievances
cannot be eradicated by ad-hoc tamper-
ing with the system, such as the nation-
alisation of a particular industry. It does
not make political sense to talk about the
removal of inequalities or any form of
exploitation without first discussing the
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ideology that underpins them.

Transformation

It would be reckless to underestimate
the difficulties related to transforming
the capitalist system in any particular
country because its dominant expres-
sion is the concentration of power, po-
litical and military, in the hands of the
owners of the means of production
who are best served by it. The experi-
ence of Cuba since 1959 has illustrated
the intensity and character of the op-
position to change. This has also been
shown most recently by the opposition
of the United States of America to social
change in Venezuela, Bolivia and other
South American countries. Nothing, not
even military intervention, can be ruled
out. At the same time, Cuba’s history has
illustrated that revolutionary change is
not impossible.

It follows that a policy to transform
any society from individualism to collec-
tivism has to go beyond sloganeering. It
has to be carefully worked out and pre-
sented so that everyone who suffers from
discrimination knows how and why it is
happening. Political clarity is essential.
Moreover, the advocates of revolution-
ary change have to illustrate their belief
in it through their own behaviour. They
have to reject the privileges of capital-
ism in their own lives. Those who be-
lieve that they can advocate revolution-
ary change yet still benefit by exploiting
workers in their own businesses are not
living in the real world.

The process of advocating the princi-
ples of socialism has to be done with care,
discretion and an understanding of what
is involved. Otherwise it will not succeed.
It has to prioritise the application and ex-
tension of public ownership. At the top
of the list would have to be the public
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control of the supply of capital through
the regulation of the banking system, fol-
lowed by the provision of education and
healthcare, etc. It is essential that both
the latter services are free and distributed
throughout society according to need.
The eradication of poverty, of course,
would have to be tackled to benefit the
greatest sufferers. This would involve
not simply the widespread provision of
jobs but the stimulation of agricultural
production through family, co-operative,
and government means. The list would
also have to include the control of the
country’s major industries/sectors such
as mining and institutions such as Sasol,
Foskor and Iscor.

This process of change would need
to be pursued with political astuteness
bearing in mind the legacy of the Soviet
Union, the Western world’s treatment of
Cuba and the experience of South Africa
since 1994. The new democratic govern-
ment of South Africa was compelled to
abandon its support for the Freedom
Charter and the Reconstruction and
Development Programme due to pres-
sure from Western capitalism. Instead
a neo-liberal policy called Growth, Em-
ployment and Redistribution (Gear) was
applied. That cannot be allowed to hap-
pen again. If South Africa had instituted
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economic structural changes in the pe-
riod immediately after 1994, it would
have been isolated in the face of pres-
sures from Western capitalism. That is
no longer the case. Now, in its pursuit of
progressive policies, South Africa would
be supported by an alliance with the
nine Latin American countries that go
under the name of ALBA, meaning the
Bolivian Alternative for the Americas,
a powerful pressure group that has the
support of China. Now is the time for the
introduction of socialism to South Afri-
ca: build socialism and build it now!
The Minerals and Petroleum Resourc-
es Development Act (MPRDA) presents
an opportunity for government to be
an active participant in the production
economy to an extent that it can increase
its revenue generation. The state mining
company must be operationalised as a
matter of urgency and it should conduct
exploration and seek partnership with
experienced mine operators. Meanwhile
the SACP should mobilise society to
raise its class consciousness so that our
aspirations for socialism do not become
a mere mirage. *

Cde Baleni is an SACP CC member and
General Secretary of the National Union
of Mineworkers
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