Sty i el Ot yld) S

] el | el

A Transation of the Pages (151-201) of the Book Entitled

Economic Reform In Mandela and
Mbeki Era

By: Alan Hirsch

S w0 (201-151) Slndal! dueer i
(et i s (B S3 b Y 7 Mmia ¥
U"J? d“ : Ml}&

2R 3O b3 Jd S 2t
¢yl ks
AL [F SRS [ [P e
3 B pudif
Lz pls s

22019
Soo= S



JN—s ¥

(32) 4V 1380 3

Preface Quranic Verse _Allah the Almighty said

They said "Glory be to you! We have no knowledge
except what you have taught us. It is you who are the All-
knowing, the all — wise.

(surah elbagarah Verse no( 32)
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Accessing markets:-

The new government’s role in promoting exports was not
confined to tariff and incentive programmes — there was also the
issue of accessing and securing markets for South African
exporters. Even in a world where the WTO was increasingly
influential, special relationships were very important, especially
in trade relations between developed and developing countries,
and 1in the trade of agricultural products. Many of South Africa’s
competitors had such relationships. For example: Canada, the
United States, Mexico and Chile entered a combination of free
trade agreements; southern European countries were members
of the European Union; eastern European countries had special
deals with Europe, as did Israel (also with the United States) and
much of North Africa; while all African countries other than
South Africa, and several Caribbean, Asian and Pacific nations
were members of the Lomé Convention with the European
Union, giving them quotas and tariff preferences, mainly in

agricultural products.

One symptom of this problem was the loss of market share
by South African canned fruit exporters during the 1990s that
led to damaging job losses and factory closures in the Western
Cape. The shift in market share was almost entirely attributable
to European preferences and subsidies (Kaplan and Kaplinsky
1998). It was this shift and the fact that South Africa is not
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located geographically near to any of the major world markets,
that persuaded South African politicians and civil servants to
focus on the issue of market access — bearing in mind that it was
not only market access that was at stake, but also the investment

flows that usually accompany strong trading relationships.

South Africa was ill equipped to enter negotiations — the
isolation of the previous regime meant there was no legacy of
trade negotiation skills. But, negotiations could not be avoided
and officials entered an intensive period of on-the-job training
The highest priority was to secure and deepen relations with
South Africa’s neighbours in southern Africa collected in the
Southern African Customs Union (SACU) and the Southern
African Development Community (SADC). One reason was that
the new South African leadership felt that South Africa would
sink or swim with the region. South Africa’s success,
particularly as an investment destination, was in part a function
of the economic success and political stability of its neighbours.
A second reason was that, as sanctions declined, southern Africa
(13% of exports) became, as a group, South Africa’s third
largest export destination after the EU (38%) and the North
American Free Trade Agreement (NAFTA) (14%), and the most
important market for South Africa’s manu-factures and services,
as opposed to primary products (DTI 1998b). The South African
trade surplus with the region grew large and needed regional co-

operation to sustain it. Another reason for focusing on the region
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was that South Africa’s policy makers believed that if it could
strengthen ties with its neighbours, heading for a free trade area
or customs union, both South Africa’s and its neighbours’
bargaining power with the rest of the world would be enhanced.
It should be noted, though, that the sum of the GDPs of all of
South Africa’s partners in SADC comes to less than half of
South Africa’s GDP.

South Africa’s expectation in reforming SACU was that
the relationship between the partners — South Africa, Botswana,
Lesotho, Swaziland and Namibia — would become more equal.
SACU had a colonial form in that the formula for redistributing
the customs revenue inflated the incomes of the poorer members
in compensation for having no real control over the customs
union. Decisions about adjusting tariffs were South African
domestic policy. The other members of the union, which had to
go along with the decisions, were paid more than a pro rata
share of customs revenue as compensation. But the poorer
countries depended excessively on the customs union revenue
for their tax base — for Lesotho, customs revenue makes up more
than half of the government’s annual income — and proved
resistant to a major change in the formula. Progress on the
democratic form to be adopted by the new SACU was also

much slower than expected.
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While reforming SACU, South Africa set out to join a
SADC initiative to move towards a free trade area — SACU is a
subset of the members of SADC. First South Africa had to join
SADC, which had originally been set up by South Africa’s
neighbours as a defence against the apartheid state. Today
SADC consists of SACU, plus Angola, Malawi, Mauritius,
Mozambique, Tanzania, Zambia, Zimbabwe and the Democratic

Republic of the Congo.

Late in 1998, South Africa put the first proposal for a
mutual tariff phase-down on the SADC table. It proposed a 12-
year period during which first South Africa and then its SADC
partners reduce their tariffs, culminating in a free trade area.
Like all free trade areas there would be some exceptions for
sensitive products but, in line with WTO unwritten guidelines,
this could consist of no more than 15% of traded goods. Though
a protocol was agreed, the process of ratification and
implementation has been very slow. Other barriers to the
movement of goods, services and people have also slowed

progress in the integration of the region.

The second priority for South Africa was its economic
relationship with the EU. The EU had long been South Africa’s
major trade and investment partner, with the British and German

markets being the most important. The urgency of the matter lay
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in South Africa’s concern that its relationships with traditional
trading partners were eroding. The EU was becoming enlarged
(Sweden, Austria, Finland, former East Germany and,
imminently, Poland, Hungary and the Czech Republic),
developing new free trade agreements with Morocco and
Tunisia for example, and deepening through the European
Monetary Union and later the Euro. In relative terms, with all
the EU’s special relationships, South Africa was losing ground

fast.

The EU approached South Africa shortly before the
democratic elections in 1994 with an offer of an ‘association
agreement’. South Africa wanted access to the EU market on the
same terms as its neighbours, partly to encourage economic
integration in southern Africa, which entailed membership of
the Lome Convention. The EU blocked this, partly because it
considered the South African economy too strong for Lomé, and
partly because it was trying to steer Lomé towards a set of
regional free trade agreements. South Africa found itself
engaged in negotiations over a trade and development
agreement with the EU, centred on a free trade agree-ment, and

concluded after six years of discussions and negotiations.

By the early 2000s, the focus of South Africa’s trade
discussions had shifted to the possibility of free trade

agreements with India, Brazil/Mercosur, and the United States,
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and to the Doha Round of WTO-led multilateral trade
negotiations where South Africa helped build a coalition called
‘the group of 22°, which pushed the EU, the United States and
Japan towards more significant con-cessions for freer trade with

developing countries.
Investment strategies:-

Between the Second World War and 1976, total investment
grew strongly in South Africa. Most of the growth was
attributable to local companies and the public sector, though
direct foreign investors played a role in important sub-sectors of
manufacturing and the service sector. Gross domestic fixed
investment (GDFI) reached a peak at an average of 26% of GDP
over the period 1971-76, which was a higher ratio than that of
most middle-income countries, such as Mexico, Brazil and
Chile, following an import-substitution policy at that time. It
was comparable, rather, with countries following export-
oriented growth strategies, such as Malaysia and South Korea.
Only in the 1980s did these export-oriented economies surpass
South Africa in relative size of investment effort (Fallon and
Perreira da Silva 1994: 53).

This is part of the tragedy of South Africa — it had so much
capacity to invest, and yet the investments reaped such poor
rewards. Though private investment was strong, from the 1960s

to the mid-1970s investment was led by the public sector.
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Massive investments were made in roads, dams, railway lines,
electrical power, and in ‘strategic’ industries such as synthetic

fuels, nuclear power, iron and steel, and armaments.

Public investment was directed in terms of the perceived
needs and desires of the constituents of the minority regime, the
whites — and white farmers and business-owners in particular. In
addition, distortions in the economy such as negative real
interest rates and exchange controls for much of the 1970s and
1980s, and the apartheid restrictions that inhibited investments
in human capital, undermined the value of the investments and
led to investments that were excessively capital intensive and
absorbed little labour. The social and economic returns on these

investments were gen-erally low.

With the radical fluctuation of many key prices in the
1970s, the world of the NP slowly came unstuck. Government
investment starting falling in the late 1970s, and investments by
parastatals followed soon afterwards. After 1985, with the
evacuation of foreign banks and their credit lines, the
disinvestments of many important foreign-owned businesses
(such as IBM, Ford, General Motors and two major British
banks), and the privatisation of some parastatal companies,
investment fell apart. From 1983-93, GDFI fell from 26.8% of
GDP to 15.5% of GDP, while in the period 1986-91, public
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sector investment growth declined on average by 6.5% per year
(SARB 1998b; Fallon and Perreira da Silva 1994: 54).

The old government had several industrial investment pro-
motion schemes. A major theme in the investment support
programmes was ‘industrial decentralisation’. The main motive
was political: to keep black industrial workers out of the major
urban centres where they were getting more and more powerful,
and to build up a loyal black middle class in the Bantustans.
Later still, industrial development in some of the Bantustans was

intended to legitimise their putative independence.

The first decentralisation programme began in 1960, but only
its successors became really effective in the late 1970s and
1980s. The government poured in subsidies of all kinds, but the
vast majority of operations established were destined to survive
no longer than the duration of the subsidy programme. Most of
the investors were white South Africans, but there were also

foreign investors from Europe, Taiwan and Israel.

By the end of the 1980s, the cost of the programme weighed
heavily, especially in the light of the growing cost of export
subsidies. The report of an enquiry commissioned by the
government suggested that the programme should be scaled
down with regards the range and depth of the subsidies, but that

they should now extend to all new manufacturers anywhere
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except in the Pretoria-Witwatersrand-Vereeniging area (the
PWV). The PWV was deemed not to be in need of such support.

In 1993, a special version of the Regional Industrial
Develop-ment Programme (RIDP) was developed for smaller
firms. This programme — the Simplified RIDP — was effective in
attracting more labour-intensive projects than the RIDP, at about
R50 000 per job, rather than about R300 000 per job.

In 1996 both programmes were reviewed, using the
Nedlac-based Japanese Grant Fund programme. The objectives
of the government had shifted, fundamentally. The apartheid
government tried to use investment incentives to shape society
along lines that would suit its system of political oppression.
Investment programmes were essentially nice-to-have add-ons
to already satisfactory levels of investment, as far as the rulers
were concerned. The objectives of the ANC-led GNU were very
different. The level of investment had to be raised from very low
levels, to increase the country’s wealth, and, equally important,

jobs had to be created for the many millions of unemployed.

Also, there were parts of the country that were neglected
or even avoided for investment during the apartheid era for
political reasons. One example is the eastern Transvaal, now
Mpumalanga province, which is located next to Mozambique.
Because apartheid South Africa’s policy towards Mozambique

meant that the latter country’s ports were not accessible for
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South African importers and exporters, the whole region
suffered. Another example is the former Transkei littoral, which
has tremendous tourist potential, but lacks infrastructure because
the apartheid government chose to marginalise the

predominantly black region.

The ANC believed that breaking down the politically
erected obstacles to development would not be enough to
counteract years of neglect. But the national leadership also
wanted to avoid the kind of subsidies that could enter the
currency of pork-barrel politics, and could further distort
markets for no good reason. Other considerations in the ANC’s
approach to investment included a desire to encourage foreign
investors, especially where they brought with them good
technologies and/or markets, a desire to increase the
‘competitive temperature’ in South Africa by introducing new
rivals that would challenge old oligopolies, a desire for more
labour-absorbing types of investment, and a desire to build up a
significant black capitalist class beyond the tentacles of the
oligopolies, with real presence in the industrial sector of the
economy (not only finance and commerce) (Hirsch 1992a; ANC
1997b: 41-50).

Following a 1995 consultant’s report on foreign
investment commissioned by the Japanese Grant Fund of

Nedlac, the govern-ment decided to relocate the marketing
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programme to attract foreign investors outside of the DTI, where
it had languished. There were two main reasons: the intention to
instil an entrepreneurial spirit within this organisation, which is
more difficult in a government department; and a wish to ensure
that the provincial investment promotion agencies truly believed
that their seat on the board of the central agency meant that they
owned it. The provincial agencies would do most of the work in
attracting potential investors and reaching an agreement, but the
national agencies could exploit economies of scale in marketing
and information management. Investment South Africa was
publicly launched early in 1997. Later it took on export
marketing responsibilities too, and still later it was

reincorporated back into the DTI.

At the same time, the government worked on improving
the range and quality of the incentives and instruments to
encourage both foreign and domestic industrial investors. It was
the firm conviction of the economic policy leadership that frills
such as financial incentives were secondary; rather, the overall
economic and political conditions were far more important when
it came to attracting the right kind of investment (see, for
example, ANC 1997a: chapter 1).

The most important government-controlled agency for the

development of the real sector, after the DTI, was the IDC. The
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IDC was set up in 1940 with state funds as an industrial

development

bank, to invest in strategic industrial sectors. Since the early
1950s it has operated successfully without any further injection
of state funds, though until the 1990s it still took advantage of
state guarantees of loans to parastatal companies. The legal
mandate of the IDC was simple: it should invest in industrial
undertakings that benefit the country and also meet the criterion
of economic viability. Economic viability really means that the
firm invested in should ultimately be expected to make profits
and stand on its own. Under the ANC, the IDC’s mandate was
extended to allow investments in other African countries. The
main difference between the IDC and a private investment bank
was that with only one shareholder, the government, the IDC
was able to take a longer view of invest-ments, and to take some
risks that a privately owned bank might not. Nevertheless, the
corporation developed a practice and culture of proposition
evaluation and economic analysis that made its professionals

and its judgements very highly regarded in the private sector.

With its assets worth close to US$3 billion in 1994, and its
culture of professional competence, the new government was
keen to exploit the virtues and expunge the sins of the IDC as
quickly as possible. But what were those sins? The IDC had

become quite deeply integrated into elements of what Rustomjee
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called the ‘minerals-energy complex’. Most of the high level
work in the IDC was directed towards new ‘beneficiation’
projects such as steel mills and aluminium smelters. Its
integration with the minerals-energy complex also meant that it
developed cosy relations with some of the biggest

conglomerates, such as Sanlam and Gencor.

Another weakness of the IDC was that it did not devote
sufficient resources to black economic empowerment (BEE) and
small and medium business development, which are two
overlapping but not identical issues. The organisation itself had
relatively few black professionals, and none who were in senior
positions. Another issue was that, outside of the minerals-energy
complex industries, the IDC did not approach investment
propositions in the context of sectoral industrial development

plans.

The IDC law seemed broad enough to accommodate new
para-meters. Government economic leaders approached the
challenge of reforming the IDC by reconstituting its board and
allowing the board to focus on policy issues, and the
appointment of senior management. In 1996, the new board
members found a new CEO, Khaya Nqula, who had worked for
IBM and South African Breweries in marketing, and ran what

was then South Africa’s fastest-growing unit trust (mutual fund)
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business. Nqula agreed to a five-year contract, indicating that he

had no intention of staying on after that.

Once in position, Nqula moved quickly, first to restore the
morale of an anxious organisation, and then to make a string of
new appointments, bringing black and female staff into
executive management for the first time in the organisation’s
history. The IDC was turned around, without having to be
dismantled and rebuilt from scratch. This was the way the new
government preferred to operate: to retain existing assets, in this
case the financial assets and the intellectual capital of the IDC,
but at the same time turn the agency into an effective organ of

reconstruction in the era of democracy.

The RIDP was cancelled after the Nedlac review. The
evidence suggested that other methods should be tried to attract
significant industrial investments. However, the modified
version of the RIDP developed for small and medium firms was
retained in a restructured form as the Small and Medium
Manufacturing Development Pro-gramme (SMMDP). Later this
was broadened beyond the manufacturing sector and renamed
the Small and Medium Enterprise Development Programme. Its
bait is an annual cash grant for investors for up to three years,
based on the size of the investment and the audited performance
of the firm. It is weighted toward smaller investments and can

be used anywhere in South Africa where an enterprise can be
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established. When the SMMDP was reviewed after 18 months
of operation, it had created approximately 26 392 new jobs. At
R73 000 (or less than US$15 000) per job, these investments

were clearly in labour-intensive sectors (DTI 1999: 15-17).

But for larger industrial investors who had easier access to
funds and expected high profits, reduced taxes seemed like the
best option. At the time of the RIDP review, in 1996, the
government was short of revenue and could not make overall tax
reduction commitments. So, a tax holiday programme for larger
industrial investments, which was supported in the review, was
announced in the GEAR statement in June and launched later in
the year. The government wanted to launch the programme as
quickly as possible because it wanted to instil confidence that
GEAR was being implemented, and because it detected a
tailing-off of private sector investment. The tax holiday
programme ended up being difficult to implement due to a
relatively rushed process of consensus building among all the
constituents — in addition to Parliament, these included business,
labour, the provincial governments and the government’s tax
commission. In order to qualify for six consecutive tax-free
years beginning in the first profitable year, the enterprise had to
be financially discrete (to avoid leakages), had to be located
within one of a large number of industrial districts (not
excluding the PWV), and it had to indicate a sufficient level of

job creation.
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Between the middle of 1997 and the end of 1998, 106 tax
holiday projects were approved, representing a total investment
of R3.1 billion, and 8 854 new jobs (at R350 000, or US$70 000
per job) (DTI 1999: 15-16). The programme had not worked as
effectively as hoped, and, in February 1999, before a mid-term
review could report, the Minister of Finance, Trevor Manuel
announced that the tax holiday window would close, as planned,
in September 1999. Simultaneously, Manuel announced a
general reduction in the rate of company tax from 35 to 30% of
profits (Manuel 1999).

When the DTI pressed for more investment support, two new
initiatives were introduced in 2002. The Strategic Investment
Programme is an investment allowance provided to large invest-
ments that meet a certain set of criteria. So far it seems to be
more effective than the tax holiday programme. The Critical
Infra-structure Programme provides a subsidy to businesses or
public agencies that invest in infrastructure related to a planned
private investment project; a railway siding, a harbour terminal

or a power line, for example.

Perhaps the most original investment programme launched
by the first democratic South African government became
known as the Spatial Development Programme. In economic
terms, the objective of the programme was to internalise the

externalities of public and private investments in targeted
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regions. Public and private investments could reap higher social
and economic returns if they were co-ordinated. For example, if
the government was building houses, roads and schools, it
would be more sensible to do this where firms were planning to
create job opportunities. Some of the risk is removed from the
government projects. And vice versa: the public investment
could very well lower the cost of the private investment by

reducing a firm’s outlay on social and economic infrastructure.

In advanced economies, such as the United States, state
and city governments would undertake such co-ordination. In
South Africa, though, most provincial and city governments did
not have the skills or financial resources to make this work.
National government and national agency involvement is still

essential in South Africa at this stage.

The first Spatial Development Initiative was a kind of
exper-imental accident. South African government officials —
particularly Paul Jourdan at the DTI — realised that the political
settlement made possible significant new investments in the
Mpumalanga region and across the border in southern
Mozambique. After negotiations and arm-twisting, the South
African government agreed to rebuild and extend both the road
and rail links to Mozambique’s Maputo harbour. Maputo is the
closest harbour to much of the mineral-rich interior of South

Africa. The Mozambican government agreed to work on its road
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and rail links, and to upgrade the harbour. In the meantime,
firms were being recruited to consider the region for investment,
with the active support of the IDC. However, government
decided that it would not go ahead unless the private sector saw
the whole project as viable, and this signal required public/
private partnerships in some of the infrastructure projects. The
positive response to the Department of Transport’s tender for a
built, operate and transfer (BOT) toll road was the key signal.
Public and private investments have since flooded into the
region, which is seen as a major example of three key
partnerships: between national and provincial/local government;
between the public and private sectors; and between three
countries — South Africa, Mozambique, and Swaziland (which

shares a corner of the region).

As evidence emerged of the success of the Maputo
Corridor Spatial Development Initiative, the methodology was
extended to other regions that had a high development potential
and need. Whereas the Maputo initiative is based on the
extraction and processing of minerals, though also on
agriculture and tourism, the Wild Coast initiative (in the former
Transkei) and the Lebombo initiative (northern KwaZulu-Natal)
are primarily tourism-oriented. The West Coast initiative in the
Western Cape combines industrial, agricultural and tourist
elements, weighted more equally. The Kkey ingredients in

successful Spatial Development Initiatives are effective co-
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ordination at a technical level, and at a political level. A special
Cabinet Investment Cluster, which linked Ministers from key
ministries such as Transport and Water, chaired by the then
Minister of Trade and Industry, Alec Erwin, helped ensure that
technical initiatives would get political support. It became an
element of the strategy to ensure that a sufficiently prominent
national politician, working with a sufficiently prominent

regional politician, led each Spatial Development Initiative.

In some cases, no additional government funds were
needed beyond the normal budget, though funds were diverted
to Spatial Development Initiatives as a temporary priority. In
one case, as in the need to build a new port near Port Elizabeth,
a bigger public commitment was required. But this was rare.
Mostly, no new financial commitments were required, beyond

the cost of running the Spatial Development Initiative teams.

The key weakness of the Spatial Development Initiatives
is the inevitability, in a democracy, that there will be too many
initiatives and not enough effective public and private
management skills. All the leadership can hope for under these
circumstances is that the best prospective Spatial Development
Initiatives get the ‘A-team’ treatment. In some cases the
provincial government has taken over the initiative, such as in
the case of Gauteng’s Blue IQ initiative, which is essentially

a special development plan with strong public support.
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Two of the most important lessons gradually learned by
the government during the first decade of freedom were that in-
vestment dynamics often were not national — rather they were
frequently regional and local — and that the manufacturing sector
was not ever likely to be a major supplier of jobs in South
Africa, though it remained an important dynamo for growth.
The result was that the location of investment incentive
programmes began to shift away from their traditional location
in the DTI, towards other departments, and provincial
governments. The Department of Tourism and linked national
and local agencies developed an extensive system of incentives
for investment in the tourism sector. Gauteng’s Blue IQ
programme of infrastructure development, aimed at investment
in a range of key sectors identified by the province, is another
example of this new generation of investment strategy. The
eThekwini (Durban) municipality’s support for the tourism and
conference sectors is another example, and the Western Cape
government’s support for the development of a major film

production centre in Cape Town is another.
Supporting industrial innovation:-

In general, South African manufacturing firms had no
reputation for genuine product innovation. Engineers were
known for their ability to modify products and processes, and to

find cheap short cuts, but most South African manufactured
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products were and continue to be made under licence to
intellectual property rights holders in the advanced industrial
economies. This is not surprising as the nature of South Africa’s
protectionist regime encouraged licensing and copying for the

domestic market, not world-class innovation.

There were a few exceptions in industries that were
heavily supported by the government because of their strategic
importance in the era of apartheid, sanctions and isolation. Some
areas of effort were: oil from coal techniques; nuclear power;
military specification electronics and other military products;
communications tech-nologies (militar y and state-run
commercial); and systems integration capabilities. The main
mode of support was military funding of long-term contracts
that would allow for innovation in state-owned or private firms.
The government supported science councils, especially the
Council for Scientific and Industrial Research (CSIR), would
also be contracted to assemble their expertise behind the
projects. It was a focused marshalling of nearly all the existing
technology innovation talent, and channelling such talent from

the universities into a carefully chosen set of missions.

From the beginning of the 1990s, military funding fell
rapidly, and the long-term communications contracts came to an
end. The focus shifted to commercialisation and cost savings in

the context of re-entering the global market place. One
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unfortunate result was that private sector and public sector
innovation expenditure, specifically research and development,
fell from just over 1% of GDP in 1991 to under 0.7% of GDP in
1997. By 2001 the effects of new policies and programmes
came through and research and development recovered to 0.76%
of GDP, and rose to 0.81% of GDP in 2003, but this is still
relatively low in an international context (Department of

Science and Technology 2005).

Key policy developments were a science and technology
white paper in 1996 sketching out the model of the national
system of innovation, and laying the framework for incremental
policy reform. This was followed by a national research and
development strategy in 2001 and specific strategies for
biotechnology and advanced manufacturing. An important
complementary policy was the ‘Integrated Manufacturing
Strategy’, which emphasised the importance of the
development, organisation and transmission of knowledge for
the development of a competitive manufacturing sector
(DACST 20014, 2001b; DTI 2002; National Advisory Council

on Innovation 2003).

The first new-model innovation support projects were
developed in the early 1990s. The Support Programme for
Industrial In-novation (SPII) was initially developed by the DTI

for the electronics sector, which was seen to be in crisis as
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demand from the military and the state-owned
telecommunications company, Telkom, plummeted
simultaneously. Soon it was extended to other industrial sectors.
It is a matching-grant programme that supports com-mercially

oriented innovators.

The Technology and Human Resources for Industry
Programme (THRIP) was developed at about the same time. Its
objective was to link the world of tertiary education in science
and engineering with the industrial world. The government
added a 50% grant to the contribution by a private firm or
consortium to a university- or technikon-based applied industrial
research project that had to involve the training of students.
THRIP got off to a very slow start, but expanded very rapidly

after being remodelled, reorganised and augmented.

These new programmes were designed to combine the
knowledge provided by the market with the knowledge
developed in public and private research institutions. Several
other such programmes were developed to fill evident cracks in
the late 1990s. But this did not really solve the problem or

challenge of refocusing the science councils.

South  Africa’s science councils are significant
organisations. The CSIR is one of the largest — it receives about
R400 million from the government annually and earns a little

more than that through contracts with the government and the
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private sector. By South African standards, this is a lot of money
for industrial innovation research. The CSIR is one of a group of
‘science councils’ that conduct research, develop technology,
build information bases and/ or develop standards in fields such
as agriculture, mining and metals, geophysics, medicine and
human sciences. The science councils are partly government
funded, and partly funded through contracts and fees through the

government and private clients.

In the early 1990s, the CSIR shifted strongly towards the
market as it saw that government contracts were drying up, and
the ‘parliamentary grant’ would not grow rapidly. Though this
was a logical and sensible thing to do under the circumstances, it
meant that the CSIR drew on its existing knowledge resources
without building much new intellectual capital through basic
and exploratory research. By the end of the decade it was
recognised that the CSIR had to balance its commitment to
commercial contracts with a strong commitment to technology

platform development.

The dilemma over the role of the science councils has
three main elements. The first is whether the state has a role to
directly supply innovation and technology services, or whether
the state should aid innovation through grants or tax concessions
directly to the clients. The second is, if the state is going to

support the supply side of science and technology, is the general
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‘council’ suitable, or should it focus on smaller, more focused,
closer-to-the-client laboratories? The third is, if the council
system is maintained, how much of the councils’ funding should

come from dedicated state funding (the ‘parliamentary grant’)?

Decisions made so far try to find a sensible path between
these choices. Because the science and technology community is
relatively small in South Africa at the moment, the councils will
be retained for their economies of scale. This allows for long-
term investments in equipment and people without expecting
instantaneous results. The system will use both supply-side
support through the councils and technology stations in higher
education institutions and manufacturing advice centres, and
support to users through grants or tax concessions, which should
rise considerably. And, within ‘the science vote’ the funds
committed to the parliamentary grant slowed in real terms while
an increasing proportion of funds were chan-nelled through
competitive funds, such as the Innovation Fund, for which the
science councils have to compete, and have to form
collaborative partnerships with private companies and higher
education institutions. Other competitive channels emerged with
the creation of Biotechnology Regional Innovation Centres, and

are being considered in terms of the strategy for innovation in
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advanced manufacture, modelled on the CSIR’s recently
established Automotive Innovation and Development Centre

near Pretoria.

However, the biggest underlying concern about the
national system of innovation is the constrained supply of
people with the skills to innovate. During the 1990s the
indicators were negative: a stagnating or declining number of
science and engineering graduates; a deterioration in South
Africa’s relative performance in patenting and publishing in
scientific journals; and the average age of South Africa’s most
productive scientists was rising, and many of them were white
males over 50. One of the key constraints was the relatively
small number of high-school graduates with suitable maths and
science qualifications. The total number of registered
professional engineers fell during the 1990s, and though the
number of engineering technologists grew, it grew off a low
base. These indicators did not bode well for South Africa’s
future based on competitive innovation (National Advisory

Council on Innova-tion 2004).

The number of registrations in science and engineering
degrees began to grow quite rapidly in the 2000s, and, together
with the rising percentage of GDP devoted to research and
development, this could herald the beginning of a new era of

innovation in South Africa.
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Strategy development and information programmes:-

Government support measures should address market failures
where the interests of individual firms contradict their collective
longer-term interests. For example, in an economy short of
skilled labour, firms are often reluctant to train workers because
they expect that competitive firms will poach their trained
workers. Without the internalisation of such externalities, firms
will often make decisions that are against their own long-term
interests and certainly against the long-term interests of the
economy as a whole. Govern-ment can try to address these
conflicts by establishing suitable rules and/or offering
appropriate support. In the case of the skilled labour shortage,
for example, the government could subsidise firms that offer
training to their workers, or it could develop government
programmes to increase the supply of suitably skilled workers

(see Chapter Five).

Of all markets, one of the most imperfect is the market for
information. Imperfect access to information is one of the key
factors re-enforcing the inequality between the developed world

and the developing world.

In South Africa, political and economic isolation during
the apartheid era compounded this problem. South African
managers fell behind their counterparts abroad. However, with
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its sophist-icated research, education and communications
infrastructure, South Africa should be able to catch up fairly
quickly in target areas, with sufficient effort. This was the
implicit philosophy behind a series of support measures
developed by the DTI, which can be grouped under the heading:

strategic and information support.

The first of these initiatives to get a name was the ‘cluster
programme’. South Africa has a history of industry sector
investigations undertaken on the premise that the outcome
would consist of a recommendation to government. For
example: the import tariff should be increased, and the
government should provide additional funds to train workers. In
the wake of the Industrial Strategy Project (ISP), the new
government’s industrial policy leaders believed that, very often,
the answer to the challenge of competition was not in the
government, but in the firms or group of firms itself: re-
engineering, supply-chain management, investment in key
inputs, or better training methods, for example. Often the firm or
the group of firms did not know what to do because they did not
have the capacity to analyse their circumstances; sometimes
they knew the answer, but had to be persuaded to do something

about it.

More or less simultaneously, influenced by the work of

Michael Porter and the Monitor Group, several institutions
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began to support cluster investigations. In fact, the Monitor
Group conducted a study of five South African clusters during
1994, at the invitation of the ANC. The Monitor Group had
offered a pro bono study, but the ANC insisted it should be a
proper contract. Its findings essentially confirmed those of the
ISP — that firms and industries and rela-tionships between firms
and industries were inefficient, reflecting outmoded and weak
management, poorly trained workers, and a lack of rivalry
amongst South African firms. What captured the imagination of
South African economic analysts was the Porter methodology,
which focused on relationships in addition to the more

conventional benchmarking exercises (Porter 1990).

By 1996, about 15 cluster studies were underway, some
under-taken by the IDC, some by the DTI, and some under the
Japanese Grant Fund of Nedlac. The DTI co-ordinated cluster
analysis discussions and training of analysts by international
experts from time to time. Not all cluster exercises were the
same. The IDC worked mostly with bigger firms and focused on
investment opportunities, while some DTI and Nedlac projects
tried to bring in smaller firms and look for co-operation
opportunities. Cluster studies became ‘cluster initiatives’, in
which the relationships established during the study phase
became part of a process of trying to address the problems
revealed by the studies. A constant concern of the DTI, though,

was to try to ensure that the outcome of the studies or processes
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was not solely to provide more ammunition for business and

labour to lobby government for further support.

The DTI was expected to play a leading role in each
cluster process, as well as manage its own. This was
unmanageable in view of the weakness of the industrial sector
directorates in the DTI and their myriad of other responsibilities.
A new mode for encouraging cluster processes was developed —
the Sectoral Partnership Fund (SPF). This was a wholly
homegrown South African concept, with its roots in the ISP
report (Joffe et al. 1995).

The SPF is a scheme to encourage related firms to seek a
common solution to a common problem. It is easiest to describe
by giving actual examples. A group of South African industrial
refrigeration firms recognised that their penetration of the
African market was limited not by the quality of their products
but by their inferior design — the solution was collaborate on an
appropriate design training strategy. A group of wood furniture
processors needed to strengthen their bargaining power in
relation to timber suppliers, and agreed to set up a purchasing
co-operative. The SPF can be used to get such programmes
going, if they meet a set of explicit criteria. In the initial version,
if the project was approved, the DTI would fund up to 65% of

the cost of the project up to a maximum of R3 million.
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The DTI launched a similar programme for individual
firms called the Competitiveness Fund. Unlike the SPF, the
Competit-iveness Fund, which pays 50% of the approved cost of
consultants, was generated out of a Japanese Grant Fund project,
strongly influenced by the World Bank’s experiences in
Mauritius and Argentina. The two projects were initially
financed out of a World Bank loan — the only World Bank loan
to the new government. It was a small loan, of about US$25
million, issued in 1998, mainly to allow the South African

government to test the waters.

Another ‘strategic and information’ type support
programme was the Workplace Challenge, which was designed
at Nedlac to facilitate the joint training of workers and managers
in improving productivity in a firm. This was one of the more
surprising, successful outcomes of negotiations in the Trade and
Industry Chamber of Nedlac. Till then, many workers and
unionists had believed that productivity was a synonym for
worker exploitation. Many managers probably did too. But, in
the context of trade policy reform, and after studying some
benchmarking data that showed how poorly South African
labour and capital were generally used, workers and managers
agreed that they could no longer look away from the harsh glare

of competition.

Sharpening the instruments:-
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The debate over competition policy in South Africa is full
of ironies. The white business community claimed before and
after the 1994 elections to be the upholders of the ‘free market’
in South Africa. By contrast, the ANC with its socialist
background was very sceptical about leaving economic
development to market forces alone, especially after white
colonists had used racist policies and violence to establish their
economic power in the first place. And yet, when it came to the
issue of laws about market structure, the ANC pushed for

a tougher pro-competition position than the white capitalists.

Two issues are interwoven in the competition debate in
South Africa. The first issue is about the efficient operation of
markets. South African capitalism became one of the most
highly concen-trated and conglomerated forms of capitalism
(Du Plessis 1979). The ‘mining houses’ were so immensely
powerful by the 1950s and 1960s that when new gold mine
prospects started to dim, they bought up most of the rest of the
economy (see Innes 1984). At most, there were six mining
houses; some consolidated, and they began to integrate with the
major financial institutions. In the 1980s when companies from
the United States, Europe and the United Kingdom disinvested
their South African holdings, the only available buyers were the
already huge South African financial/mining  house

conglomerates.
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The second reason for the anti-monopoly stance of the
ANC government is political. The conglomerate empires were
built at a time when the majority of the population was excluded
from the rights of ownership and wealth. The apartheid
government was isolated and needed all the allies it could get, so
it was not likely to stand in the way of the conglomerates. The
nature of conglom-eration in South Africa led to a degree of
stagnation in the private sector, and certainly inhibited its
response to the new opportunities of the 1990s. Many South
Africans believed that there should be a rectification of the
legacy of white monopolisation of the economy. In the absence
of nationalisation, competition policy was a key tool in this

regard.

So, the call to challenge monopolies and oligopolies was
powerful rhetoric in the hands of the ANC. The early period of
debate was, in retrospect, one of the new South Africa’s genuine
opportunities for political fun. Then Minister of Trade and
Industry, Trevor Manuel, enjoyed baiting the conglomerates.
The conglomerates almost invariably dug themselves deeper

into a hole whenever they responded.

The chosen spokesperson/victim of big business was
Michael Spicer, a senior executive in the Anglo American-De
Beers conglomerate. Spicer had come into Anglo specialising in

public affairs, and as the personal assistant to Anglo’s chair
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during the 1980s, Gavin Relly. Educated at the elite St Johns
College, he attended Rhodes University, unlike many of the
Anglo senior executives for whom a spell at Oxford University
was de rigueur. By the mid-1990s Spicer had graduated to
several Anglo boards, but remained a spokesperson, especially

on issues of business-to-government relations.

Conscious of the reversal of ideological roles, Manuel hit
out confidently. ‘Some of the people who call themselves
capitalists in this country would function best in the planned
economy of the Soviet Union after 1917,” he said at a business
breakfast in Cape Town early in 1995. “We have capitalists who
don’t like markets, capitalists who don’t want to compete,
capitalists who don’t want to be capitalists’ (The Argus 6 March
1995). ‘We can’t survive like this in the global economy with
its high competition and single set of trade rules,” he warned.

‘Unless we take an entirely new approach, what’s left will die.’

He then promised to introduce a new competition law
before the end of the year. The existing law would be ‘scrapped
and replaced with much stronger legislation, or so substantially
amended that it will hardly be recognisable’. Then he
emphasised, ‘Competition policy must feature very highly in our

new approach to the economy’ (The Argus 6 March 1995).
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Another irony was the role played by foreign business in the
debate. Local big business argued throughout the early 1990s
that South Africa had to implement market-friendly policies in
order to attract foreign investment. By 1995, however,
prospective foreign investors were telling government and
whoever would listen that the key obstacle to direct foreign
investment was the defensive behaviour of South Africa’s
monopolistic conglomerates (The Argus 8 April 1995). Manuel

could not resist bringing this into the debate from time to time.

The response from big business focused on two main
arguments. South Africa’s largest firms were not very large by
international standards, and South Africa needed big firms to
compete internationally. Secondly, they were anxious that ANC
politicians should not conflate the issues of economic efficiency
and black economic empowerment (BEE) in the competition
policy debate. Big business felt that these were two separate
issues, and that only the issue of efficiency belonged in the
competition policy debate. But even the experienced and
articulate Spicer struggled to avoid these arguments sounding

like special pleading.

In the event, Manuel could not deliver on his promise to
present draft legislation before the end of 1995. Too many other
issues preoccupied the DTI to allow it to take on such a major

project. Key officials were preoccupied in 1995 and 1996 with
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implementing the new Small Business Act, and establishing new

agencies to support small businesses (see Chapter Six).

Perhaps the delay was fortuitous. By the time the
government released its policy document entitled ‘Framework
for Competition, Competitiveness and Development’ late in
1997, much of the hot air had gone out of the debate. Trade and
Industry Minister Alec Erwin, his staff, and some skilful
consultants piloted a careful course between big business, black
business, and labour (which, surprisingly, took up the cause of
black business), and delivered legislation to Parliament in May
1998. With some improvements introduced while the bill was
before Parliament, it was eventually passed and signed into law
in October 1998.

The bulk of the law takes its line from modern competition
law, drawing on recent British laws, and on those of some
European countries, Canada and Australia, rather than American
law. It included several major departures from the old law. It
requires for mergers above a certain size to be pre-approved by
government. Unlike the old law, it lists anti-competitive
practices as possible ‘abuses of dominance’, which also requires
a definition of ‘dom-inance’. Another innovation was the
introduction of the concept of ‘restrictive vertical practices’ in
addition to the more conventional ‘restrictive horizontal

practices’. Exemption provisions allow dis-cretion on the part of
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the Competition Commission on the grounds of industrial policy
considerations, employment considerations, and BEE
considerations (Competition Act No. 89 of 1998).

However, BEE is clearly identified as one of the purposes
of the law. The other purposes include efficiency, global
competitiveness and consumer concerns, employment and
welfare considerations, and the desire to build small and

medium businesses.

To the surprise of many, and perhaps to the
disappointment of the media, the new law was universally
acclaimed. In practice it has worked quite well. After some
modifications, the merger notification process ran reasonably
smoothly. However, those fighting for lower prices, especially
for intermediate goods such as semi-processed metals,
chemicals, and pulp and paper products, believe that the ‘abuse
of dominance’ provisions of the Competition Act are not
effective. The concern is that they fail to address the challenge
of import parity pricing — the pricing of goods fractionally under
the cost of imports, which allows significant margins when the
product has a high weight- or volume-to-value ratio, which

makes it relatively costly to transport.

Since 1994 critics of the government, especially on the
left, have complained that government has no industrial policy.

This is in spite of the numerous measures introduced or
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considerably mod-ified by government, such as the various
investment support, innovation support and strategic and
information support pro-grammes developed since 1994, as well
as the small business programme discussed in Chapter Six and
the competition strategy. The complaint continued even after the

launch of the Integrated Manufacturing Strategy in 2002,

Government could easily point to numerous successful
inter-ventions — certainly some of the innovation and strategic
and information programmes have passed the test of stringent
policy reviews. In addition, the Motor Industries Development
Programme and the concerted effort to strengthen the tourism

sector were notable successes of the late 1990s and early 2000s.

Nonetheless, when compared with successful strategies in
East and South-East Asia, South Africa’s industrial strategy
successes seem modest and few and far between. In the early
years after 1994, policy managers felt that government did not
have the capacity to engage in sophisticated Asian-style
interventions. Government focused instead on broad-brush
programmes intended to allow the cream to rise to the top — to
reward competence and commitment. Occasionally, such as in
the tourism and motor sectors, government did engage
effectively with its social partners in efficient develop-ment

programmes.
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It is probably fair to say that government is haunted by the
nagging feeling that we could and should be doing more. Surely
we know enough to be able to identify some key sectors that can
grow faster with effective policies — interventions such as
focused in-novation support, dedicated training programmes,
concerted marketing programmes, or some form of investment
support? Why have we not done more of this? Could we not
have grown faster than 2.94% per annum in the first 10 years of

democracy?

There are several reasons — lack of confidence, a shortage
of skilled management, opposition to ‘targeting’ in some parts
of government, lack of suitable modalities with business and
labour in some sectors and a range of related institutional
factors. The issue has come round again after 10 or more years
of democracy as part of the question: how can we sustain a
higher level of investment by the private sector? How can we
afford not to focus resources on high potential growth and/or
employment sectors? These are some questions about industrial
policy being posed in the second decade of South Africa’s

democracy.
Notes

1. Development economists in this tradition would include Raoul
Prebisch, Hans Singer, Albert O. Hirschman and Hollis B.

Chenery, whereas the economic history evidence is usually
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traced to Alexander Geschenkron or Simon Kuznets. Singer
had contact with numerous South African graduate students at
the University of Sussex, whose alumni include many senior
civil servants and politicians in South Africa, including the
current President, Thabo Mbeki.

2.Some key interpreters or practitioners of the East Asian
miracle who have worked with South African policy makers
are: Alice Amsden, Sanjaya Lall, Ha-joon Chang, Lin-su Kim,
Duck-woo Nam, Daim Zainuddin, Yung Whee Rhee, and
economists directly linked to South Africa such as Martin
Fransman, Raphael Kaplinsky and Brian Levy.

3.Levy was not alone. Anthony Black’s work has a similar
perspective. Most World Bank economists working on South
African trade and industry followed this position, as did I, to
an extent, in my own report ‘Trading up: trade policy for
industrialization in South Africa’ (Hirsch 1993). The
Industrial Strategy project synthesis shared key assumptions
with the Levy approach (Joffe et al. 1995).

4.See Fallon and Perreira de Silva (1994: chapter 3) for a
discussion on the quantity and quality of investment in South
Africa until 1993; and Nattrass (1990a) on profits.
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Jobs and skills

Remaking the labour market

How the jobs crisis tested the governing alliance

Early in 1998, the Congress of South African Trade Unions
(COSATU) fired a shot across the bow of the ANC. It
demanded that, in return for continuing to support the ANC
election alliance, it, and the other alliance member, the South
African Communist Party (SACP) wanted to enter into ‘bona
fide’ negotiations on ‘fundamental policies’ (Mail and Guardian

16-22 January 1998).

Zwelinzima Vavi, then Deputy Secretary-General of COSATU,
announced the confrontation. Vavi is a tall, well-built man, with
a forthright demeanour. He singled out the Growth,
Employment and Redistribution (GEAR) strategy as the unions’
target. ‘Any macroeconomic programme that fails to deliver
jobs and decent salaries to the poor is wrong,” he said. ‘[I]t
would be immoral for COSATU not to speak out’ (Mail and
Guardian 16-22 January 1998).

After growing well during the first three years of the new
government, the economy slowed down. While exports still
grew, the job market stagnated and unemployment rose. In spite
of this, the government continued to pursue a fiscal policy that

COSATU saw as contractionary. It sought to bring the deficit
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down by re-engineering government, which included cutting
back on govern-ment employment, holding government wage
increases to low real levels, and privatising or restructuring a

range of state-owned companies.

The government promised a Jobs Summit during 1998 —

where

its leaders would meet with those of business and labour and
‘the community’ to attempt to agree on strategies and
programmes that might deliver sufficient new jobs. But the role
of the summit was still unclear; visions ranged from a wide-
reaching wages and prices pact, to little more than an

opportunity for grandstanding by unreconciled social partners.

In spite of the uncertainties, government did not shrink back.
President Mandela chose his state of the nation speech early in
February 1998 to endorse the ‘leaner government’ strategy. The
opening of Parliament speech is the equivalent of an American
presidential state of the union address, or the Queen’s speech to
the British Parliament. It sets the parameters for the legislative
year. Mandela spoke of the need to shed some of the 1.2 million
public sector jobs as a key strategy to eliminate government
overspending. Minister of Finance, Trevor Manuel, underlined
the message. ‘There is no room for equivocation’ on public

sector employment, he said. ‘We’ve got our battle orders to get
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this thing in line’ (Sunday Times: Business Times 8 February

1998).

The South African Municipal Workers’ Union (SAMWU)
replied angrily. The union’s ‘anti-privatisation co-ordinator’,
Maria van Driel, slammed the ANC’s endorsement of GEAR at
its December 1997 three-yearly national conference as
‘immoral’. Van Driel portrayed GEAR as a tool of financial
capitalists who promote neo-liberal policies to allow them
maximum freedom to make profits. As business taxes are cut to
boost profits, fiscal pressures force government to privatise.
Privatisation leads to the fragmen-tation of the working class,
and to inferior conditions for workers. So, SAMWU called on
COSATU, its federation, to ‘maintain its convictions regarding
the rejection of GEAR’, and not to ‘pander to the ANC’
(Sowetan 16 February 1998).

Had the economy been growing strongly, SAMWU’s appeal
might have been seen as special pleading. But the economy was
cooling off fast. The onset of the Asian crisis in 1997 had
encouraged the South African Reserve Bank (SARB) to
maintain excessively high interest rates, and then raise them still

further.

This attracted a growing pile of short-term foreign credit that
was soon to lead banks and ratings agencies to view South

Africa as an investment risk. A growing fear that the Asian
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contagion would not spare South Africa meant that growth rate
projections of 2— 2.6% early in the year were soon edging
downwards. There was no silver cloud. Vavi’s contention that

the poor could not wait 20 years for delivery began to resonate.

Shortly before Trevor Manuel presented the 1998-99 budget to
Parliament, COSATU’s Vavi struck again, this time with a
critique of the role of Parliament in the formulation and
implementation of fiscal policy. He both appealed to the
populist sentiments of the ANC parliamentary members to
engage with the fiscal process in order to produce a ‘People’s
budget’, and chided them for not doing enough. ‘Parliament’s
role is limited to symbolic comments, and the holding of
hearings that will not make any difference to the Budget,” he

mocked (Cape Times: Business Report 6 March 1998).

During the pre-budget assault, the union and SACP theme
was that the GEAR budget deficit target was ‘arbitrary’ and ‘too
tight’. Trevor Manuel could not resist reminding his left-wing
critics that ‘while balanced budgets are the stuff of market
orthodoxy now, Karl Marx warned against public debt in Das
Kapital’ (Business Day 9 March 1998).

But COSATU was not convinced. The next day it announced
that it was withdrawing from the parliamentary hearings on the
budget. Normally, COSATU, like other interested parties, would

submit its views to the parliamentary committee that was re-
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sponsible for taking the bill to Parliament. It would also expect
the former COSATU union leaders amongst the ANC
parliamentarians to promote the cause. This time it decided to
boycott the committee process to convey its anger about the
perceived inability of the committee to have a ‘real impact on

Budget decisions’ (Cape Times 3 March 1998).

In truth, the committee was not entirely powerless. As is the
case for all ‘money bills’ in South Africa, the committee could
not amend the budget bill, but could only return it to the drafters
in
the government. To some degree, then, COSATU was protesting
at the party unity and discipline of the ANC parliamentary
caucus. Some bills, even money bills, have been blocked or
amended by ANC-dominated parliamentary committees. But for
the ANC-dominated parliamentary committee to challenge the
budget would have been tantamount to a vote of no confidence
in the Cabinet and the ANC leadership

Union anger continued to smoulder in the run-up to the
COSATU and SACP congresses in mid-year. Sometimes this
was reflected in documents that were circulated in preparation
for the Jobs Summit. For example, the first labour input to the
Presidential Jobs Summit called on government to sustain
current levels of public sector employment by ‘lower(ing)

interest rates, restructuring the taxation system and reducing the
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burden of apartheid debt’. It also called on government to
reverse trade policy reform, and to pass further laws to regulate
the labour market (COSATU et al. 1998a).

Tripartite meetings between the ANC, COSATU and the SACP
failed to reduce the temperature of the debate. In draft
resolutions prepared for a mid-year central committee meeting,
COSATU reaffirmed ‘its rejection of GEAR and the
government’s macro-economic practices’. COSATU revived its
own pet obsession saying: ‘We reject the obsession around
deficit reduction’ (Financial Mail 19 June 1998). (The
government had proposed a gradual reduction of the fiscal
deficit from 5.1% in 1996 to 3% in 2000.) The SACP
documents for its July congress adopted a similar tone.
Commenting on these developments, political reporter, Justice
Malala, wrote in the Financial Mail: ‘The divisions over GEAR
are the deepest that the tripartite alliance has ever experienced’

(Financial Mail 19 June 1998).

In his speech to the COSATU meeting, Deputy President Thabo
Mbeki, who had been elected President of the ANC in
December 1997, acknowledged the perilous state of the alliance:
‘[W]hen we speak of this strategic alliance, are we speaking of
something that continues to exist, or are we dreaming dreams of
the past?’ he asked. ‘Does a Congress movement still exist[?]

Do we have the right to call one another Comrades signifying a
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commitment to our being fellow combatants for liberation . . . or
are we calling one another Comrade simply because we are no

longer used to calling one another Mr, Mrs or Miss’ (Mbeki
1998b: 2).

President Mandela was equally challenging at the SACP
meeting a week later. Mandela departed from his prepared text
when he heard SACP leader, Charles Ngakula, and a COSATU
representative criticise the GEAR programme. Mandela
thundered: ‘GEAR, as | have said before, is the fundamental
policy of the ANC. We will not change it because of your
pressure. If you feel you cannot get your way (then) go out and
shout like opposition parties. Prepare to face the full

implications of that line’ (Business Day 2 July 1998).

Then Mandela called on the SACP to ‘choose a role you want to
play’. After a polite comment from the chairperson of the
session, the hall sat in stunned silence as Mandela slowly

departed (Business Day 2 July 1998).

One reason for Mandela’s anger was the fact that the Asian
contagion seemed to entail potential danger for South Africa.
Standard and Poor’s risk study in July 1998 placed South Africa
second riskiest, after Indonesia, on a list of 10 emerging
economies (Business Day 17 July 1998). Though this was soon
shown to be rather inaccurate by the Russian and Brazilian

crises, it demonstrated the vulnerability of the South African
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economy. In this context, the posturing of COSATU and the
SACP seemed like disloyalty to the ANC.

The looming Jobs Summit took on an added significance. Not
only did it need to come up with feasible strategies to address
the unemployment crisis, it also had to show the world that
South Africans were not fragmenting, but were working
together for the future of the whole country. This was how the
ANC leaders and the government increasingly saw the Jobs

Summit.

To achieve this objective would require two necessary
conditions: firstly that the parties agree on some more or less
significant policies or programmes that could make a dent on
unemployment, and secondly, that the ANC and its alliance
partners patch their wounds through some symbolic re-
engagement. It also required a degree of agreement amongst the
social partners about the causes of the unemployment problem,

an issue that had long been the subject of an acrimonious debate.

In the end there was a Jobs Summit in October 1998, with a set
of agreements. But the limited nature of the agreements and the
poor follow-through after the summit showed how far apart the
major economic actors were, both in their analysis of the causes
of unemployment and on the appropriate solutions. Trade-offs to
reach agreement left the country with a lowest common denom-

inator outcome. For example, business agreed not to raise

199



questions about labour laws and regulations, and labour agreed
to lay off its criticism of the GEAR strategy. One of the few
substantive outcomes was an agreement to develop a
programme to support the purchase of locally made products
and services that ultimately became the Proudly South African
campaign, but even this took years to implement because of

residual disagreements about the orientation of the programme.

What did the Jobs Summit achieve? One important achieve-
ment was that it showed that when it came down to it, business,
labour and government could at least achieve a show of unity to
the rest of the world. Another achievement was that it
encouraged business to come up with a novel and exciting
programme to establish a business trust to support economic
development programmes, but the trust was not a formal

outcome of the Summit.

A similarly indirect outcome of the Jobs Summit was that its
mediocrity suggested to then Deputy President, Thabo Mbeki,
that new channels of communication should be opened up
between the major economic stakeholders. One of the
weaknesses of Nedlac was that it was becoming a meeting point
for middle-level leaders from business, labour and government —
especially the business contingent. These were often
representatives with vague mandates and no authority to

improvise. The senior leadership of business, government and
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labour seldom met, and when they did they focused on
procedure rather than substance. Mbeki established channels of
communication directly with leaders of business and labour —
eventually four economic ‘working groups’ were established
under Mbeki after he became president in 1999. They are: a Big
Business Working Group, a Black Business Working Group, a
Trade Union Working Group and a Commercial Agriculture
Working Group (for black and white farmers). Each of these
groups of leaders meets with the President and an appropriate
group of Cabinet Ministers and Deputy Ministers, plus some
senior staff, usually twice annually. Twice a year there is usually
a Joint Working Group meeting where all four groups meet

together with the President, ministers and a few top officials.

The meetings are essentially opportunities to exchange views
and voice concerns — they are not sites for negotiation, and they
are private. This has allowed for unusually free and frank
exchanges. The Towards a Ten Year Review publication of the
government remarked that one of the constraints on investment
and growth in South Africa was the lack of trust between the
economic and political elites because of the historical reality
that most business leaders were white and most political leaders
were black, and that they shared very few experiences (Policy
Co-ordination and Advisory Services, The Presidency 2003).
This was one of the key reasons for the establishment of the

working group system. The other, related reason for the working
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groups is that the President clearly believes that there are
structural impediments to growth and development that can only
be confronted in frank exchanges between the major economic
stakeholders. One of the slogans of Mbeki’s ANC in the 2004
election campaign was ‘A people’s contract for growth and
development’. Mbeki and his party clearly believe that in order
for the ceiling on growth to be breached, more and deeper
mutual commitments are required between the social partners.
This is why Mbeki called for a Growth and Development
Summit, which took place in June 2003. The key targets of the
Growth and Development Summit, like those of the Jobs

Summit in 1998, were to roll back unemployment and poverty.

How bad is the unemployment problem?

South Africans believe that the biggest economic problem in
South Africa is unemployment. Opinion surveys show an
overwhelming and still rising consensus that not ‘poverty’, ‘low
wages’,  ‘housing” or  ‘inequality’, but specifically
‘unemployment’ is South Africa’s key challenge. The

unemployment rate is very high in South Africa.

Unemployment is generally seen as a synonym for poverty.
Certainly, poverty surveys in South Africa have shown that the
poorer you are, the more likely you are to be unemployed, and
that poorer households have a higher percentage of members
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who are unemployed (May 1998: 81-86). So, unemployment
and poverty have become almost indistinguishable in South
Africa.

Just how large the unemployment problem is, is not a simple
question. An International Labour Or animation (ILO)sponsored
study proposed 14 reasons why employment estimates produced

by the South African government might be

wrong — mostly under-estimating employment levels (Standing
et al. 1996: 68—71). Unemployment statistics were a terrain of
politica 1 debate during the apartheid years, and remain

politically charged .
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