The key factor uniting the participants in the NDF is their

conmitment to ' peopie-centred devel opnent’, which

enphasi ses the building of human and institutional capacity

within communities to enable themto excercise greater

control over the process and product of devei epnent.

Thi s approach is inforned by a macro policy of Erawth Through
Redi stri bution and the need for a fundanentai restructuring of

the South African econony. We are further united by our

support for the creation of a denocratic constitution, a

political environment which will facilitate a strong presence

and role for "civii society’ and in the short terman interim

Baver nment that can speed up the process of denocratising ai

devel opnent processes and institutions.

The four objectives we have set ourselves are:

1. Building a Devel opnent Policy Franework and Strategy. This

i ncl udes sectoral policy ( in education, health etc), an

integrated framework that is consistent with our nacro

views and creating a franework for Devel opment Fi nance

that is responsive to the needs of the poor

2- Deveiepi ng guidelines for engagenent and negotiations in

the transition period around soci o-eeonom ¢ devel opnent

i ssues- This includes how we relate to the Governnent, the

parastatais and private sector led initiatives.

3. Wrking on strategies to enhance our institutional capacity

at national, regional and local |evel, both within sectors and

across sectors. Building on existing organi sations, creating

new ones and i nproving our techni cal and nanagenent

skills.

4. Building the NDF and its constituent parts, nanely the

sectoral networks and the regional structures into a strong

formation that is representative of a denocratic approach

to devel oprent .

At the neeting of the NDF in East London, held 6th - 8th

Decenber, the follow ng were anong the keg concl usi ons:
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NATI ONAL DEVELOPMVENT FORUM

PRESS RELEASE

At a National Devel opnent Wdrkshop held in Septenber 1991,
125 representatives frema w de range of erganisatiens
aligned to the Hess Denocratic Myvenent and working in the
devel opnent field, supported the proposal to transformthe
Wer kshop into a nore structured Forum

A Planning Commttee of sectoral co-ordinators was given the
nmandate to set up the first neeting of the National

Devel opnent Farut hDF), which took place fromthe 6th to the
8th December, 1991, in East London.

The neeting was attended by 150 people, representing the
followi ng setters: Urban Sector Service Urganisetiens, Rural
Sector Service Organisations and Mass Organi sations,
Education Sector, Health Sector, Wl fare Sector, income
Generation Sector, the National Cvic Nuverment, Cosatu and
representatives of the emergent Regi onal Devel oprment Foruns.
The ANC S Projects and Economi cs Departments al so

partici pated.

The main notivation for both the Wrkshop and the
establishment of the NDF stems fromthe need of the
Denocratic Movenent to build its own Devel opnent Policies
and Strategy.

This becones urgent in the |ight of noves fremthe Government
and ether! institutions (DBSA and IDT in particular) to take
major initiatives to address the devel opnent needs of the peer
nmajority. These initiatives in our analysis are politically
notivated to build supportWvernnment to entrench the
establishnent institutions and their '-top down’ product

f ocussed devel opnent appruach.



a) The idea of a sccio-ecnncnic negotiation forumwhich has
real powers tn nake decisions was di scussed. The
participants to the NDF agreed to consult with their
structures concerning their role in such a forum

b) Despite talking to the DBSA, no significant changes have
accurred in its policies since it does not have the power to
change itself and nake itself denmpcratic and accountabl e.
We maintain our view that the DBSA is an appendage of the
CGovernment continuing to serve its interests-

That the future of the DBSA and other parastatals should be
pl aced on the agenda of national negotiation around soci o-
econoni c issues with the Governnent- Its future should he
deci ded on the basis of a clear franework for devel oprment
and devel opnent finance-

c) On the IDT, we recomend that a national task force be
establ i shed of representatives of the various sectors
covered by the tDT and senior |eadership to negotiate its
future activities. This relates to future | oans and grants
fromboth fureign and donestic source, its approach to
devel opnent, its policies and finally its style of
managenent .

d) On Devel opnent Finance - hating the weaknesses of the
current framework to adequately address the needs of the
majority, a working group to devel op new options was set
up- This group will also produce a di scussion paper an the
wor ki ngs and weaknesses of the current system and share

i nformati on on ideas for nore comrunitg-hased initiatives,
sone that are underway and others which are being

i nvesti gated.

e) On a Devel opnent Policy and Framework - that an al ready
exi sting group, the Devel opment Research G oup (DRE) which
is feeding its work into the "DP continue its work and
report to sectors by March with policy options for

di scussion. There is already nmuch work being done in this
regard whi ch needs consolidation

t) On Community Devel oprment Institutions - many are al ready
being created in the formof Conmunity Devel opnent Trusts
and Section 21 Conpanies. More work on integrating them



THE DEVELOPMENT BANK OF SOUTHERN AFRI CA - B PERSPECTI VE

Backgr ound:

government’s approach to pronoting "regiona

popul ati on of the honel ands or "l ess devel oped areas".

appoi nted from nenber states and the private sector.

repr esent ed

facilitated a process of apparently objective contro

over the "independent" honel ands.

rati onal planning, to stop stupid and corrupt projects.
government before an application can be appraised.

CURRENT OPERATI ONAL | SSUES

and bl ack | ocal authorities;

through the JFAC process;

some support for NGOs

The Devel opnent Bank of Southern Africa was established in 1983
by the SA and TBVC governments to serve the South African
economni c

devel opnent”. The intended beneficiaries were essentially the
DBSA has a two tier control structure. The Council of CGovernors
is conposed of mnisters fromthe nmenber governnments inwhich a
majority is fromthe SA cabinet; the Board of Directors is

In the honmel ands, many of the normal activities of a governnent
and an econony were described as "develo nent" activities". They
were supported by non-accountabl e external agencies (like DBSA)
or by direct grants fromcentral government rather than through
normal governnent processes in which the beneficiaries were
DBSA's specific role was initially to provide a "single channel™
for investrment funds for homel and governnents while SA gover nnent
provi ded funds for current expenditUre. The two separate channels
- it was

for instance, possible to refuse to lend nore noney for capita
projects on the grounds that the recurrent funds to repay these

| oans were not avail able. The recurrent funds were however al so
controlled and all ocated by an external process. In the course of
this, DBSA becane an inportant channel of control, particularly
The focus of DBSA now incl udes black urban areas and is being
gradual | y expanded to include some NGOs. Its lending is stil
overwhel mingly to honel and or bl ack urban authorities.

l ent hundreds of mllions of rands for projects which have served
to entrench apartheid although it has al so hel ped,

It has

citing

Al'thCugh lending is formally open to non-governnment agencies, the
applications procedure usually requires the consent of the |oca
The DBSA currently has a nunber of focuses. These include: -

- continued financial support for the honel and governnents

- facilitation in policy negotiations and processes

- assistance to SA governnent in nanagi ng homel and budgets



There are a: nunmber of |onger term strategi c objectives which

i ncl ude:

- continuing as a mjor source of support for "devel opnent
needs" of poor comunities; -

- channel l i ng and managenent of foreign aid flows;

- promotion of regional devel opment in a new context

within South Africa: __

- regional devel opnment finance in Southern Africa.

FOCUS

As indicated above, there has been a change in focus on the partl
of DBSA to address the needs of black communities in urban areas
of white South Africa as well as to opentthe doors to NGOs. The
latter do not yet represent a significant conponent of |ending
and it is not clear that DBSA is an appropriate channel for such
fi nanci ng.

CASH AVAI LABI LI TY

Current SA governnent grants of approximately R500 million a year
are expected to stabilise at that level. This effectively linmits
the anobunt of cash that can be nobilised since additional funds
have to be borrowed at comercial rates. These can only be on-

| ent at subsidised rates if further grants are forthcom ng.
Borrowing is also constrained by the need for guarantees. The

ef fective guarantee is the callable share capital of the SA
Gover nment .

The cash situation is currently very tight with previous
conmitments accounting for the majority of disbursenents and very
little scope for new conmtnents.

EFFI Cl ENCY

There is no neasure of the efficiency of use of resources in
DBSA' S annual report. Conparison with other agenci es suggests
that it is not particularly good. The cost per rand of |oan
approved or disbursed is relatively high and the interna
bureaucratic processes are recognised to be inefficient.

Ef fi ci ency nmeasures are being studied and there are the

begi nnings of attenpts to introduce greater cost consci ousness.
Sone services are currently provided free - for instance, the
secretariat function for the JFAC processes is provided to SA
government at consi derabl e cost.

The essential problemis however that staffing is high in
relation to. the resources available for distribution. DBSA
currently has approximately 700 staff who accounted for over 75%
of the R87 million operating costs in 1990/ 1991



POLI CY

One of the areas in which DBSA has been particularly active is
- that of policy fornulation and pronotion. This is in part a
reflection of its relatively lavish staffing which enable it to
devot e consi derabl e resources to di scussing policy issues with
borrower institutions.

This "policy |everage" - the use of |ending power to influence
policy of borrowers - is used widely by international devel oprment
aid agenci es, notably the World Bank

Sone of the policy interventions of DBSA have undoubtedly been
positive - as for instance, in the land and agriculture debate.
In the urban debate, the relatively positive initial role
(putting the reality of urban devel opment in white South Africa
on the political map) has not been matched by an effort to
support the breakdown of the apartheid city which would invol ve
active opposition "to current plans e.g. in the PW. In
entrepreneurial devel opnent, the focus has been al nost entirely
on homel and devel oprment cor porations whi ch have specific | oca
political functions with a virulent "anti-coop" stance.

There are areas where earlier strident demands for privatisation
of functions, pronoting entrepreneurship and generally reducing
the role of the state have been. calnmed only recently as the
political realities become apparent. The ideol ogi cal background
for policy pronouncenents is becom ng unclear, probably in
response to the changi ng external environnent.

RATI ONALI SATI ON AND | NSTI TUTI ONAL SURVI VAL

The establishment of the de Loor Conmission to investigate the
rationalisation of the devel opment finance sector has clearly
posed a potential threat to DBSA since the Comri ssion was set up
on the understanding that rationalisation is needed.

There has in response been a consi derabl e degree of uncertainty
which is reflected in the efforts being put into strategic
management exercises. Anong the key’ areas of concern are ithe
definition of the organisation’s nission and its contro
structures as well as inproving the quality of its interna
managemnent .

It is notable in this context that none of the "election funds"
currently being generated by government (IDT's allocation
strategic oil reserve or VAT food subsidy) have been channelled
through DBSA. This has added to internal insecurity. However,
DBSA is deliberately promoting a high international profile. The
associ ated potential to raise funds externally nust be a factor
in favour of its Survival fromthe point of view of the current
gover nment .



In terns of staff conposition, the current target is to achieve
30% bl ack staffing at all levels within two years. At |oer

| evel s, DBSA has perforned reasonably well to date - this is
certainly the case in conparison with other governnent agenci es.
WHAT SHOULD A DEVELOPMENT BANK DO ?

STRATEGQ C | NVESTMENT COR SOCI AL FUND ?

A Devel opnent Bank normally fulfils one of two roles:

i) Regional (between states in a region) |oaning funds

rai sed externally to projects within individual menber
_countries, often to pronpte regional goals to which

all menmbers subscri be.

ii) National, using national resources, (perhaps "topped

up" fromexternal sources) to achieve national goals.

Two kinds of strategic goals can be identified:

- Broad national econom c goals which the |oca

private sector mght be unwilling to finance due to

their long termnature, high levels of risk or |arge

sunms required; and

- Social goals such as the redistribution of wealth

and income, affirmative action’ etc. which a purely

profit centred financial sector will not address in

support through | oan financing.

There is a rprther category of Social Funds which are
institutions which distribute grant funds in suppoft of socia
obj ectives. These may soneti nes make | oans but their basic
objective is the distribution of funds which have been all ocated
rat her than the maintenance of a sustainabl e business.

DBSA is structured as a regional devel opnent bank; it is in fact
a national devel opment bank; the need it actually fills is nore
__that of a social fund - providing services to neet social needs
in margi nalised conmunities using grant finance.

At a national level, it is arguable that |loan funding is

i nappropriate for social purposes due to the build-up of
repaynent obligations. It mght be preferable to allocate annua
budgetary funds in accordance with the possibilities created by
the broader economnmy. These could be channelled directly by a

M nistry of Finance.

An option would be to establish a social fund to which
conmmunities could apply for financial assistance or to maintain



and reorganise the IDT and DBSA for this purpose. Such a fund is
i ntended as much to enpower comunities (help themto organise
thenselves) as to carry out the work for which the nmoney is
requested. If interest is charged, this is to encourage

reci pients to plan and nanage the repaynent process - which

neans that they have to plan and manage the process for which
they seek funds. ’

THE " DEVELOPMENT Al D' PROCESS AND DEVELOPMENT BANKI NG

It is inmportant to distinguish between the normal funding

nmechani sns of governnment and "devel opnment” funding.

One function for a Devel opnent Bank can be to act as a channe

for external "aid" funding. The inportance of this function will
obvi ously depend on the size of potential aid flows. In the case
of South Africa, which is a relatively rich devel oping country,
there woul d not normally be a major flow of grant aid. Financia
flows woul d usually be on a loan basis on fairly "hard"
conmmercial ternms. During the transition, there is likely to be a
continuation of the grant and soft |oan funds which were
originally intended for "aid to victinms of apartheid" but are now
going to be used to assist the transition process.

"Foreign aid" processes are usually expensive and inefficient.
They are adopted (rather than sinple fund transfers) to enable
donors (normally rich western countries or agencies controlled by
then) to maintain control over the use of their funds. This is
because they want "policy |everage" (to have the policies they
want inplemented by the recipient governnent) because they do not
trust the recipients and because they want maxi mum benefits for
their hone countries (orders for goods, work for consultants,

enpl oyment for their professionals etc.).

I nefficiencies occur because fund allocation processes have to be
repeated in both donor and recipient countries (which increases
admi ni stration costs); because the processes of aid giving are
not standardi sed between aid agencies (this further increases
adm ni stration costs); because free procurenent of goods and
services is often not allowed (which invariably increases their
cost) and because funds are often not available for critica
activities, particularly those involving adm nistrative and ot her
recurrent expenditures.

The aid process also interferes with the normal accountability of
government because deci sions are taken by outside parties rather
than by governments under the control of denocratically el ected
representatives.

G ven these problens, there are good reasons for not using an

"ai d" process to spend a country’s own national resources

(which is what the DBSA does at present). There is however a good
case for attenpting to gain sone central control of the flow of
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%al |l ed upon to do so. am

aid funds to try and ensure that they support national objectives
and structures. An institution such as a Devel opment Bank or
Soci al Fund could be an excellent vehicle for this purpose since
it prevents direct interference by external donors at an
operational |evel. For donors, it may also facilitate the

admi ni stration of funds.

SCOPE FOR CHANGE

There is considerable scope for transform ng the organi sations

i nvol ved in "devel opnent assistance". The IDT has only a limted
amount of grant finance available. Once it has been spent, the
organi sation will have to close its doors unless new funds are
made available - on new terms. ’

DBSA is simlarly vulnerable. Its |arge’ asset base is made up

al nost entirely of |loans to honel ands and bl ack | ocal authorities
together with "callable" share capital from governnent.
Repaynent s depend on continued central governnent funding of
these authorities but there is no explicit guarantee for this.
The only other guarantee for lenders is the South African
government’s conmitment to pay in its share capital should it be
t

Since nost of the homel and and bl ack urban authorities wll

di sappear under a new constitution, DBSAwill only survive if a
new governnent underwites the outstanding debts and agrees to
maintain its current share capital arrangenents. '’

This may be appropriate if it is decided that an_institution |ike
the DBSA is useful but it will require the conmtnent of ow
government funds at a tinme when there are nmany ot her denmands on
these. A decision will thus have to be made at the tine of
constitutional negotiations as to whether DBSA should continue to
exist. -

An aspect which should be considered in this context is that of
Sout hern African regional developnent. It is likely that South

Africa will join SADCC and that SADCC will be transformed into an
agency for the pronotion of regi onal econonic devel oprent.
In this context, there will be_g clear need for a regional

devel opnent finance institution. Sone elenents w thin DBSA see
this as their long termfuture role. It is suggested that on
political grounds, it would be unwise to |look at this solution
The main regional concern is the threat of South African economc
domi nation. Since many of the mainstream econom c sectors wll
undoubt edly be dom nated by South Africa, it will be politically
necessary to seek areas in which the other states can have a
maj or role. The | ocation of a regional devel opment bank is, it is
argued, an obvious option



ENGAGEMENT

Engaging with the DBSA on an ad-hoc basis is undoubtedly a
potentially negative exercise given the institution’s ability to
consune person hours unproductively. However, considering the
institution s weaknesses, it is also clear that there is scope to
determ ne the terns of such engagenent. Thus the issue is whether
there are benefits to be gai ned-

There are a nunber of these. DBSA is one of the few state
institutions which is allowed to take an overvi ew of the needs of
the whole country. There is thus a mmjor resource for undertaking
policy research and fornulation, particularly in view of the high
proportion of professional staff. The potential for opening
further the contradictions between the rational econonists and
the politicians within state structures should be noted.

It would arguably be easier to achieve sonme control of DBSA and
its activities than of a Pretoria Departnent - and it m ght
provide a useful training ground for this. The difficulties of
engagi ng effectively with DBSA and turning into an agency which
could serve the broader South African community shoul d not be
underestimated. A change in control effective only at Board or
Council level is unlikely to bring results unless acconpani ed by
intervention in the top executive nmanagenent.

One possible route would be to pronpte the establishnment of a
devel opnent negotiation forumas in the housing and macro-
econoni c areas.

It should be noted that DBSA has been active in pronoting its
imge internally and especially abroad; the visits abroad with KT
are a good exanple of this; nmuch of this work is consciously
intended to build the inage of the institution and part of this
is reflected inits desire to recruit_acceptable nenbers of the
bl ack conmmunity.



SOME | SSUES FOR DI SCUSSI ON

1. How do we go about engagi ng the DBSA on issues of:
a.Policy debates and policy formul ation

b. On their plans to begin to work nore with non-honel and
urban areas and NGO S and Comunity Organi sations.

0. around getting funding for devel opnent projects that we
are involved in.

d. around the possibility of joint projects with the DBSA

2. What kind of engagenent strategy should W devel op around
denocrati ¢ novenent people who work in the DBSA, sone who feel
accountable to the nmovenent and yet others who do not?

3. What exactly does it nmean in todays context when we say we
want to denocratise the bank, transformit, or make it nore
account abl e. How do we devel op a concrete and tangible
strategy around these ideas, for exanple does it mean we ask
for top positions in the bank, changes to their control
structures, closing it down. W need to provide sone very
concrete answers to this question.

4. Noting that there are hundreds of neetings between the
denocrati c novenent and the DBSA taking place all the tine,
what do we do about ensuring a oo-ordinated response. Should
we set up a nonitoring mechanism provide guidelines and | eave
it to different organisations to follow these etc.

5. Produce a resolution for the plenary to consider.



