
 

 
4.4.2.3

position to obtain finance from the financial institutions. In order to solve the problem
of homelessness it is suggested that in addition to addressing poverty and unemploy-
ment, special programmes be initiated to address the problems directly. The following
initiatives are suggested :

- The state must recognize the housing shortage as a national concern. Arising
from this there must be a clear national housing policy aimed at mobilising both

the public and the private sectors to tackle the problem.

- The state must play a major role in providing infrastructure for housing. Public
and private sector funds must be mobilised for this purpose. Pension funds are
a case in point. The government should re-introduce prescribed assets.
Pension funds ought to be required by law to invest a certain percentage of their
funds in government stocks, and the proceeds should be earmarked for the pro-
vision of infrastructure for housing.

- Individuals must be encouraged to save for housing. Special tax incentives be

provided to promote savings for home ownership.

- Employers and the state should subsidise interest on housing loans for the low
income category. Again, incentives need to be given to the private sector to
encourage it to assist the low income category.

- A different package has to be provided for the poor and those working in the
informal sector. A higher capital subsidy would be more appropriate and in
addition to this, subsidised loans managed through a specially created institu-
tion need to become available.

- A national electrification programme should be launched. At present 66 per cent
of the country’s population have no access to electricity, even though it has
been shown that ESKOM has the capacity to initiate a large electrification pro-
gramme. Electricity would contribute very significantly in lowering the cost of
fuel to the poor and in improving the quality of life.

TACKLING THE BACKLOG IN SOCIAL SERVICES - EDUCATION,
HEALTH CARE SERVICES, WATER AND SOCIAL SECURITY.

The provision of education, health care services and water has a direct contribution in
improving the productivity and creativity of people. Progressive governments take the
initiative in ensuring the provision of these services. The rationale is the positive
impact they have in enhancing the quality of life and society in general.

A democratic government, therefore will be compelled to address the backlog in the
provision of these services to blacks. The dilemma will be the financial constraints
under which it will operate. Current expenditure on social services compares very well
with international norms. This means that a new government will not be in a position
to increase significantly its expenditure on social services as a percentage of the
Gross Domestic Product (GDP). A slight increase will be possible from savings on
general administration and from new taxes. Apart from this there is very little room for
increasing expenditure on social services as a percentage of GDP.

This highlights something that the people of South Africa must be aware of all the
time. The most effective means of generating revenue for social services is through
higher economic growth.

The key message is that the country must not turn its attention completely to the provi-
sion of social services. There is a need to increase investment in economic activities

21
  



 

 

as well, because it is these activities which generate additional wealth. Many develop-
ing countries have experienced difficulties in the past because they concentrated their
attention on social services at the expense of the productive sectors. South Africa
must not fall into this trap.

To achieve the best results given the constraints it is suggested that the provision of
social services be tackled in the following manner :-

Steps should be taken to utilise available resources more efficiently. This
includes the scrapping of all vestiges of separate facilities for the various racial
groups and improvements in the allocation of physical and human resources.

Equalisation of per person expenditure on all social services ought to be intro-
duced with immediate effect.

Education and training content and methodology be revised to make it more rel-
evant to the development needs of the country.

More cost effective technologies should be used to extend services to all sectors
of the community. A focus on primary health services, for instance directed at
rural communities, would greatly improve the health of the nation. Water, too,
can be made available to all sectors of the country it appropriate technology is
adopted. -

Priority needs to be given to the training of teachers and the upgrading of teach-
ers at all levels.

Compulsory free primary education should be introduced in areas with adequate
facilities and steps taken to provide facilities to all areas to enable compulsory
free primary education to be introduced throughout the country within five years.

Steps be taken to upgrade secondary schools by providing adequate facilities,
laboratories and books and moving in the direction of compulsory tree sec-
ondary education at a later stage.

A National Education Loan Scheme ought to be introduced to give assistance to
university and technikon students who cannot afford to pay fees. In addition to
this, state subsidisation of universities and technikons must be improved. It is
accepted that a higher priority must be given to primary and secondary educa-
tion but university students cannot be expected to carry the full cost of their edu-
cation. The loan scheme must cover the shortfall only.

Special attention ought to be given to training in critical areas like computer tech-
nology, engineering, management and economics. Black students should be
selected and financially supported in these areas in order to ensure that the
dependence of the black community on whites in these key areas is reduced.

Arrangements be made to supplement state funding of capital projects in educa-

tion, health and water provision with funds from the private sector.

National medical aid scheme, national unemployment insurance scheme and a
national pension fund scheme should be established as soon as possible.
Membership of all schemes should be made compulsory to people in employ-
ment. In this way everyone would contribute towards his/her pension and medi-
calexpenses.
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both land and capital and also benefited from various subsidy schemes provided by
the government. Senior positions in the public service became the monopoly of
whites, especially Afrikaners.

The results of these policies and practices on both the economy and on the economic
contribution of blacks were disastrous - the creativity and entrepreneurship of the
black people was destroyed, black poverty increased very rapidly, economic inequali-
ties between white and black people escalated, the quality of life for blacks deteriorat-
ed, the shortage of skilled manpower in the economy at large became critical and,
finally, the economy stagnated. it is reported that in 1980, the proportion of the total
population with incomes below subsistence level was estimated at 50 per cent and for
the Africans throughout the country the proportion was estimated to be 60,5 per cent;
for those living in the “reserves”, no less than 81 per cent of the households were in
dire poverty (Wilson & Ramphele, 1989). The main cause of the exceptionally high
level of poverty in rural areas is the fact that the movement of the African people to
urban areas was artificially restricted. The situation was further compounded by fail-
ure to support small farmers and to provide infrastructure and social services in rural
areas.

Gross racial inequality in incomes became the most glaring evidence of economic
injustice. Wilson & Ramphele, (1989) report that in 1970 the richest 20 per cent of the
population in South Africa owned 75 per cent of the wealth, compared with 62 per cent
in Brazil and 39 per cent in the United States of America. The 1988/89 Race
Relations Survey Report reveals that according to research by Prof S J Terreblanche,
the total personal income distribution by population in 1987 was -_Africans 27 per cent,
Asian 3,5 per cent, Coloured 7,5 per cent, Whites 62 per cent and the population dis-
tribution was - Africans 74 per cent, Asian 3 per cent, Coloured 9 per cent and Whites
14 per cent.

Per capita income per annum by population group in 1987 is estimated by Prof S J
Terreblanche to have been African R1246, Asian R4560, Coloured R3000 and White
R14880 - giving an average of R3433. Prohibitions on blacks from participating in V
labour unions contributed very significantly in increasing income disparity between
whites and other groups.

Another significant feature of the South African economy, is strong regional disparities
in economic activity. The 1986 Annual Report of the Development Bank of Southern
Africa shows that the “homelands” which account for 42 per cent of the total population
generate less than 5 per cent oi the Gross Domestic Product. This explains the high
level of poverty in rural areas.

Behind all these inequalities is unequal access to land and financial assets. Until now
(1990) whites have had unrestricted access to 87 per cent of the land, and control a
disproportionately high percentage of the country’s financial assets.

Underprovision of school facilities and the poor quality of education available to blacks
is another unfortunate consequence of the misguided policies of the past. In addition
to deficiencies in the education field there are serious shortcomings in the provision of
health care services, water, electricity, housing, and basic infrastructure to blacks and
to areas reserved for blacks by successive minority governments. These deficiencies
constrain the economic productivity and participation of blacks.

What has even more direct economic implications is the low level of technical and
managerial skills on the part of black people. In 1985, 69 per cent of the African
labour force was composed of peOple who had not completed standard VI, only 22,5
per cent of the professional, technical and managerial positions were held by Africans,
and Africans accounted for only 11,5 per cent of the total number of the economically
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3.10

3.11

required is in respect of capital, training and advisory services, both to emerging busi-
nesses and to farmers. Success in this area has two major advantages:

Economic participation is extended to disadvantaged groups, who may not have
access to bank credit.
The high employment potential of small businesses. It has been established that in all
newly industrialised countries small businesses play a very significant role.

DEVOLUTION OF RESPONSIBILITY FOR THE PLANNING AND
EXECUTION OF DEVELOPMENTS

Community involvement and participation in the planning and execution of develop-
ment must be nurtured. As far as possible government involvement must be aimed at
giving support to grassroot initiatives. This will ensure a better articulation of the
needs and aspirations of communities as well as their commitment to self-develop-
ment. Non-governmental organisations must also be allowed to operate with no inter-

ference from government. They play a major role in stimulating self-reliance and
creativity at the grassroot level. Initiatives by groups of individuals and/or communities
to mobilise their own resources for economic projects must be facilitated through
removal of legal constraints and unequivocal approval of such initiatives at the highest
political level.

BUILDING MUTUAL TRUST BETWEEN MANAGEMENT AND
LABOUR

Good relations between management and labour are absolutely essential. They must
be based on assumptions and values that are shared by both management and
labour. In a situation where labour feels alienated, it is difficult to increase productivity.
High productivity on a sustainable basis is only possible where mutual trust has been
established. To achieve this the values and objectives of management and workers
must be compatible. Involvement of workers in the decision making process through
democratic structures facilitates the process, but it is wrong to assume that the -
Western model of handling labour relations is the most suitable for South Africa.
There is a need for each country to develop its own management/labour model in the
light of its own historical experiences.

PROMOTION OF GREATER EQUALITY

Land reform programmes, state funding of education, provision of social services,
poverty relief, subsidisation of emerging businesses and first-time home owners, sup-
port of employee share ownership schemes, redistributive taxation policies and other
instruments of social development, all serve to advance greater equality. The choice
of an apprOpriate combination of policies to achieve greater equality is determined by
patterns of ownership and control in each country.

FORMULATION OF RATIONAL DEVELOPMENT STRATEGIES.

Central planning has been discredited, and this must be accepted as a fact. But it is
wrong to conclude that there is no need for planning whatsoever. Baum and Tolbert
(1985) reporting on Worid Bank experience over 40 years have the following to say on
the matter : “The best economic performance has come neither from countries with
comprehensive central planning .....nor in countries where both the planning effort and
economic management were weak ..... Instead, it has come in countries that chose to
concentrate their efforts on devising a framework of price and other incentives to guide
both public and private activity and on designing an appropriate public investment pro-
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tion (government funding of public housing and obligatory health insurance)
- Strict independence of the Central Bank and a strong anti-inttation policy posi-

tion.

The important point in this system is that the role of markets in promoting economic
efficiency is highly regarded. The State accepts that in pursuing social development
objectives it must endeavour to avoid policies and measures which distort markets.
Because of the success of the social market system in reducing poverty and inequality
whilst at the same time ensuring economic growth, it is strongly recommended that in
a new economic policy framework for a post-apartheid South Africa the need to uphold
economic efficiency by refraining from interfering with markets be given a high priority.

The policy of the central government must be to leave the determination of key prices -
wages, interest rates, foreign exchange rate value of the currency and the general
price level to market forces ; to intervene only in exceptional cases when market fail-
ure or other structural factors impede maiket efficiency. The distortion of prices by
governments is one of the main reasons for the economic collapse of many
economies, especially developing economies. The temptation to pursue social objec-
tives through price fixing or other forms of market distortion must be avoided.

The main role of government must be that of a facilitator, through the provision of
social services and infrastructure - education training, health care services, water,
electricity, housing, roads, etc - and the establishment and maintenance of a social,
economic and political environment that is conducive to individual initiative and creativ-
ity. In the case of South Africa, the government will have to play a significant role in
enabling the disadvantaged community to gain access to economic resources, - land
and capital - and to attain meaningful economic participation.

In conclusion it is strongly suggested that the name given to the policy framework dis-
cussed above must reflect the central role of markets as well as the social responsibili-
ty of government and the private sector.
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CONCLUSION

The recommended policy framework need not be given a name, but if this is consid-
ered to be necessary, it is suggested that it be referred to as a Soclal Market System

for South Africa. This is a more appropriate description as it highlights the impor-
tance of both markets and investments in social upliftment as necessary elements in
building an efficient economy, with a built-in system to promote greater equality.
Markets are the feature that makes free enterprise economies superior to centrally
planned socialist systems. Therefore, it is this feature that a new economic policy
framework for South Africa must highlight. On the other hand, to ensure fairness and
real equality of opportunities, deliberate social upliftment initiatives are essential,
hence the need to emphasize the social element as well.

  



 

 

Improvement of the technical and managerial skills of blacks through improved
~ education at all levels. This should include the introduction of compulsory free
primary education as soon as possible, upgrading of teachers, provision of ade-
quate school facilities and major changes to curricula to make them more appro-
priate to the developments needs of the country.

Planning and implementation of a land reform programme which will lead to a
more equitable distribution of land, with minimal or, preferably, no negative
impact on agricultural productivity. This should include a review of agricultural
subsidies, measures to discourage the “hoarding” of land, acquisition of land by

a state institution for the purpose of redistribution to blacks on the basis of need,
and the provision of financial support to individual blacks to acquire land for agri-
cultural or residential purposes.

Improvements in social services - social pensions, health care services, water,
housing, transport, electricity, etc. As far as possible, both public and private
sector resources should be mobilised. To ensure that the limited available
resources benefit as many people as possible, every attempt be made to adopt
appropriate standards and to use affordable technology.

Introduction of an affirmative employment programme aimed at increasing the

number of blacks in managerial and technical positions. The programme would
have to include training requirements and targets to be met within an agreed
time frame. The parties to the agreement ought to be the government, employ-
ers and the workers.

Promotion of asset ownership. Through special subsidies, the state would have
to increase support to first time home owners, especially members of the low
income groups. Employee share schemes would have to be supported and
measures taken to encourage employers to assist employees to acquire shares.
The general public also be encouraged to invest in instmments which enhance
capital ownership.

Democratisation of individual enterprises will be strongly supported through the
protection of workers' bargaining rights and introduction of worker representation
at management committees, including boards of directors.

Poverty relief measures would be financially supported by the state. Support
would have to include the reintroduction of school feeding schemes for the chil-
dren of the poor, food stamps for the aged and those who cannot work because
of poor health and special employment programmes. The shortage oi resources
is acknowledged as a constraint, but because of the devastating effect of pover-
ty on pe0ple, serious efforts will have to be made to allocate resources to this
programme.

Homelessness will have to be tackled at a national level. The state would adopt
a national housing policy and strategy. The strategy would be aimed at mobilis-
ing both public and private sector resources for housing. The involvement of the
state would be primarily in the provision of infrastructure and capital subsidies to
first time home-owners. Special attention would be given to the low income
groups.

Macro economic policies will give a high priority to the establishment of an envi-
ronment which encourages savings and investment, attracts foreign capital and
stimulates exports. Taxes will have to be in line with countries at the same level

  



 

 

4.1

4.2

4.3

A MACRO—ECONOMIC AND DEVELOPMENT STRATEGY

INTRODUCTION

Traditionally macro-economic policy is concerned with the correction of short-term
economic changes. The objective being mainly the reduction of the impact of fluctua-
tions arising from internal and external shocks. The means for pursuing macro-eco-
nomic policy objectives are fiscal and monetary measures. Fiscal measures include
taxation, state expenditure and the financing of deficits caused by disparity between
revenue and expenditure. Monetary instruments include the regulation of the money
supply, interest rate levels and the external value of the national currency.

Macro-economic policy in the traditional sense remains important, but of even greater
importance in the case of South Africa is to combine macro-economic policy with
development policy to correct the structural imbalances and distortions caused by
many years of apartheid policies. The aim must be to change the focus of the econo-
my trom serving the interests of a minority to serving the interests of all South
Africans. Economic efficiency and the upliftment of all South Africans must guide
strategy formulation.

THE NATIONAL DEVELOPMENT PLAN

To guide the medium to Iong-term development process it is absolutely necessary that
a national development plan/strategy be prepared. The plan must contain at least the
following:

- A review of the current state of the economy,

- A statement of national objectives and key macro-economic and development
policies,

- A definition of goals to be achieved during the period covered by the plan,
- Fiscal and monetary plans,
. Sectoral development plans and arrangements for the financing of major devel-

opment projects.

Information concerning the current state of the economy is readily available and is reg-
ularly updated. National macro-economic and development objectives and policies
have already been presented. The other matters require further research. What fol-
lows is a brief analysis of some of the key issues that need to be addressed in order to
place the South African economy on a path to long-term selt-sustaining growth and
development.

MACRO-ECONOMIC ISSUES

The starting point in restructuring the economy is to remove all apartheid—linked mea-
sures and to replace them with instruments directed at enhancing economic growth
and development. Savings and investment will have to be stimulated through appro-
priate monetary and fiscal measures - economic stability promoted by means of a
“contract” between labour, employers and the government on wage increases, produc-
tivity and peace at the work place.

To attract foreign investment and to boost business confidence, the government will
have to maintain corporate and individual taxation at levels which compare favourably
with successful developing countries. To enable industry to replace obsolete machin-
ery, exports will have to be promoted very vigorously, and foreign capital attracted to
return.
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3.13

gramme. These countries do not necessarily do less planning, but rather planning of a
different kind”.

In all successful developing countries development is based on systematic analysis of
the country’s needs, objectives and potential. The best policies for promoting econom-
ic growth and development are identified through systematic analysis and a National
Development Plan is prepared to guide the development process.

ADOPTION OF EXPORT—ORIENTATED POLICIES.

Experience shows that import substitution based industrialisation strategies do not

reduce a country’s dependence on imports, but reduce the ability to export instead.
For this reason, in the long-run, such policies have a negative impact on economic
growth. Export orientation, on the other hand, makes a positive contribution to growth,
provided the country does have the capacity to provide high value added goods . To
maximise benefits from international trade, developing countries have to concentrate
on expanding their technological capacity. This will enable them to beneficiate miner-
als and to manufacture high-technology goods.

MAINTENANCE OF ECONOMIC DISCIPLINE AND STABILITY

Every government has a responsibility to commit itself and to do everything possible to
keep inflation low, the foreign exchange value of the currency and interest rates stable
and to strive for a low level of unemployment. Successful countries place a high pre-
mium on fiscal and monetary discipline to achieve this.

The suggested policies encompass both the macro-economic and development
issues. They address the issues of economic growth, efficiency and stability, the
broadening of economic participation, as well as the removal of factors which inhibit
the development of less developed regions.

Because of the focus on both economic efficiency and the broadening of economic
participation through initiatives which involve the private sector as well as the public
sector, the policy framework cannot be categorised as advocating either the classical
free market system or a socialistic system. But this does not mean that there is no
common thread running through the set of recommended policies, a scrutiny of the
package reveals that it strongly supports individual initiative, markets and the enabling
of all sectors of the community to increase their incomes by engaging in meaningful
economic activities. It is strongly advocated that the government must not promote
dependency; instead it ought to support the people to be self-reliant by facilitating
access to resources, social services and know-how.

The economic system that is closest to what is being advocated is the social market
system of West Germany. The key features of a social market as it has evolved in
West Germany are the following :-

- The sanctity of private property.
- Resource allocation and distribution of goods and services by markets.
- Maintenance of a competitive environment by means of strong anti-monopoly

legislation and an effective monitoring mechanism.
- Protection of the right of workers to organise themselves into labour unions and

worker representation at all levels of management including representation on
the boards of directors of corporations.

- Corrections by the state aimed at improving the distribution of income and pro-
tecting the poor. This is achieved mainly through the promotion of asset forma-
tion among the Iow-income groups, direct transfer payments (e.g. child
allowances and subsidisation of rental payments) and other direct state interven-
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TOWARDS AN ECONOMIC AND
DEVELOPMENT FRAMEWORK FOR A POST-

APARTHEID SOUTH AFRICA

INTRODUCTION

In tackling the difficult task of formulating an economic policy framework to guide the
process of meeting the economic aspirations of all South Africans when apartheid has
been dismantled, there is a need to commence with a short historical account of eco-
nomic developments until the beginning of the 1980’s. The purpose of the exercise is
to provide the background against which the process of policy formulation can be eval-
uated.

The logical starting point in tracing the economic history of modern South Africa is the
arrival of the first white settlers in 1652. This marked the beginning of economic inter-
action and competition between the indigenous African peopie and the newly arrived
white settlers. Within a short time conflict between the indigenous people and the
white settlers over land and cattle became frequent occurrences. Davenport, (1977)
reports that the first conflict between the white settlers and the indigenous Khoi khoi
over livestock and property took place in 1659, and in 1673 the Dutch East India
Company launched its first military campaign against Chief Gonnema of the Khoi khoi.
Wars over land and cattle carried on until the various African kingdoms were com-
pletely vanquished and deprived of most of their economic wealth. First it was the
Khoi khoi and the San in the Western Cape, and later on the Xhosa, Zulu, Sotho, Pedi
and other African kingdoms in the Eastern Cape, Natal, Orange Free State and the
Transvaal. The process was completed with the defeat of the Sotho under King
Moshoeshoe in 1866, the Xhosa under King Sandile and Sarhili in 1877, the Zulus
under King Cetshwayo in July 1879 and the Pedi under King Sekhukhune in
September 1879.

The formation of the Union of South Africa in 1910 ushered in a new process of eco-
nomic emasculation. Legislation became the main instrument for depriving blacks of
the means and opportunities to achieve economic advancement. They were deprived
of land through the Land Acts of 1913 and 1936, as well as many other apartheid laws
like the Group Areas Act of 1950. The “civilized labour policies” and the “Colour Bar”
Act of 1926 (Mines and Works Amendment Act) introduced by the Hertzog govern-
ment were clearly aimed at advancing the economic interests of whites at the expense
of blacks. Many other laws directed at retarding the economic advancement of blacks
were enacted by successive governments from 1910 to 1982. These laws imposed
restrictions applicable to blacks on ,inter alia, the following :

- Access to land and capital, labour mobility, right to choose a job or career, right to
belong to a labour union, access to good quality education and training and the right to
engage in business activities.

- The provision of infrastructure to black areas was given a low priority whilst white
areas were continuously upgraded. Good schools and housing were provided to
whites with state assistance and very little was done for blacks. Technical training and
University education were developed very rapidly for whites, white black access to ter-
tiary education remained extremely restricted.

- In the work place whites received preferential treatment. The racial prejudice promot-
ed by successive governments assured them supervisory positions over blacks and
rapid promotion to positions of power and control. They had preferential access to
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- The cost of providing water, health care facilities and electricity must be recov-
ered from users. Those who cannot afford be targeted for special assistance.

BLACK ECONOMIC EMPOWERMENT IN BUSINESS AND AT THE
WORKPLACE

The focus in this section is on activities that will enable blacks to be directly engaged
in the wealth creation process in a substantive sense. This must be seen as a process

and not as something that can be achieved immediately. Conditions have to be estab-
lished tor the process to commence and, once it has started, it must be supported and
monitored continuously.

Education, training and the provision of social services are essential components of
this process. The idea is to remove constraints that impede productivity and to com-
pensate tor the disadvantages of being late comers. The final objective is to achieve
an equal opportunity environment in which blacks can stand their ground without being
handicapped by many years of apartheid deprivation and exclusion.

a) INCREASING BLACK OWNERSHIP AND CONTROL
IN THE FORMAL ECONOMY

- Blacks have to use their savings to invest in successful companies in the
formal economy. The vehicle for this purpose must be Pension Fund
Management Companies. These companies should be professionally
managed by competent persons. They must be formed to perform the
investment function. Investment portfolio management is a proven tech-
nique. There is no added risk from this kind of arrangement. What is
required is the confidence of blacks in themselves.

- Employee share schemes should also be used to build capital and to
increase black interest in the formal economy.

- Arrangements should be made for black companies to take over sub-
sidiaries which have supply contracts with mother companies. The
scheme should include loan capital or capital could be obtained from
development corporations. Such schemes have great potential. It is
reported that in Japan most of the multinationals have similar arrange-
ments with smaller companies.

- Support of emerging businesses through the provision of capital, training

and advisory services should receive increased attention. This should
also include support to emerging farmers. Existing development institu-
tions should be restructured to make them more effective or if deemed
necessary new ones should be formed.

- Existing national economic and development institutions must be restruc-
tured or replaced by new non-racial organizations. Each institution
should be mandated to pursue economic and social objectives in a specif-
ic field and be afforded maximum operational autonomy from government ~
to pursue its objectives in an efficient manner. Chief executives and
directors must be appointed on the basis of relevant experience, compe-
tence and commitment to the social uplittment of all South Africans.
Present institutions that fall in this category include the Reserve Bank,
Development Bank of Southern Africa, Industrial Development
Corporation and others. Development Corporations established to serve
homelands need to be replaced with subsidiaries of the national corpora-
tion or regional non-racial institutions.
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taken into account and the level of taxation be such that only unproductive own-
ers would feel the burden.

All land owned by the state must be made available for black housing, agricul-
ture and recreation. The process of identifying such land must start now and
steps be taken to transfer ownership to a common authority like a Land
Development Trust.

Special measures must be introduced immediately to prevent land speculation
in anticipation of increased purchases by the state. For instance, consideration
must be given to the introduction of a special tax on land transactions.

An institution like a Land Development Trust must be established and be used to
mobilise funds locally and internationally for the purpose of carrying out the land
reform programme. Land acquisition and distribution must be systematically
planned and managed.

Unused and underutilised land owned by individuals and private sector compa-
nies must be identified and acquired by the Land Development Trust. The
Government must not blindly rescue insolvent farmers. It must be stressed that
the acquisition of land and its redistribution must be programmed with great
care.

Land purchased for urbanisation be transferred to a proper authority for the
development of infrastructure. Once the infrastructure has been provided, plots
be sold to members of disadvantaged communities. Assistance ought to be
given to first time home owners in the form of a capital subsidy.

Farming land should be made available on the basis of need and interest in agri-
culture. Available land ought to be divided into small farms in order to benefit as
many people as possible. Experience has shown that small farms can be more
profitable than big farms. The actual size of a small farm be determined on the
basis of intended use and the potential of the region. New small farmers be
assisted by agricultural development agencies with subsidised loans to pur-
chase their farms, and with training and advisory services to improve productivi-
ty. '

The agricultural development agencies ought to be equipped to serve mainly the
needs of small farmers. Assistance needs to be given to individual farmers, co-
operatives and to companies. The choice of whether to operate on an individual
basis or as co-operatives must be left to the people.

The state must give special attention to the provision of essential infrastructure -
roads, electricity, telecommunications, etcetera - to farming areas.

ADDRESSING HOMELESSNESS

In addition to poverty and unemployment, homelessness is another challenge that a
democratic government will have to address. The shortage of houses in the country is
exceptionally high. The squatter camps that are mushrooming all over are an indica-
tion of the acute shortage of shelter in the country. The Urban Foundation estimates
the shortage at between 850 000 and 1,2 million units. Members of the black commu-
nity believe that the shortage is much higher.

Of course what lies behind homelessness is poverty and unemployment. Ultimately
the only way to solve homelessness is to find a solution to poverty and unemployment.
People have no homes because they have no incomes. Therefore they are not in a
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- Corrective actions by the state aimed at improving the distribution of income,
promotion of asset ownership and protection of the poor by measures that do
not distort the market.

- State initiated and co-ordinated provision of social services and social upliftment
policies funded with resources mobilised in the public as well as the private sec-
tor.

- Democratisation of the workplace by protecting the bargaining rights of both
workers and employers and promoting workers representation at all levels of
management including boards of directors.

- Devolution of decision making to the lowest possible level. This encourages
self-reliance and creativity as well as improve commitment and the rate of suc-
cess of development project.

- Maintenance of fiscal and monetary discipline in order to ensure stability of the
general price levels, the external value of the national currency, interest rates
and a low level of unemployment. An independent Central Bank is crucial in this
regard.

The suggested policies address economic growth, efficiency and stability, as well as
the broadening of economic participation with a view to achieving a greater level of
equality. The main thrust is the stimulation of individual initiative, economic efficiency
and enabling all sectors of the community to enjoy higher incomes through enhanced
economic participation.

The key factor in facilitating higher economic efficiency is the market. Experience in

many countries has demonstrated very clearly that the feature which makes free
enterprise economies superior to centrally planned socialist system, is the acceptance
of the market mechanism as an allocator of resources. For this reason it is strongly
recommended that the central government must leave the determination of key prices
- wages, interest rates, exchange rate value of the currency and the general price level
to market forces. It ought to intervene only in exceptional cases when market failure,
temporary abnormal events or structural factors impede market efficiency.

The major development role of the government must be that of a facilitator, by ensur-
ing a stable socio-economic environment, directing the provision of social services and
guaranteeing equitable access to economic resources. In the case of South Africa,
the government will have to play a major role in the provision of social services and in
giving special support to blacks to enable them to improve both ownership and control
of economic assets.

The practical measures to pursue the objectives will be spelt out in the macro-eco—
nomic and development strategy.

STRATEGY PROPOSALS IN KEY POLICY AREAS

In a strategy document like this, only key issues can be addressed and the elaboration
of policy details has to be left to future policy planning sessions and negotiation
between policy makers. The following is a brief summary of some specific strategies
considered to be appropriate to address the underlying issues and pursue policy
objectives outlined earlier:

- Removal of all impediments to individual initiative and creativity, especially fac-
tors which inhibit economic activities at grassroots level.

- Promotion of entrepreneurship and emerging businesses at all levels. This must
include informal sector activities, as well as initiatives by blacks to acquire major
businesses in the formal economy. Support should include access to capital,
and the provision of training and advisory services.
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of development and precautions will have to be taken to ensure that guidelines
for international investors are not too onerous compared to countries competing
for the same investors.

- Redirection of government expenditure from defense and apartheid structures
will become the main instrument of redistribution and the state ought to be able
to give a high priority to social services without increasing the government
financing deficit to damaging levels.

- Legislation would have to be adopted to encourage pension fund managers to
channel more resources towards social development, without significantly harm-
ing long-term returns on pension savings.

- Existing national economic and development institutions will have to be restruc-
tured or replaced by new non-racial organisations. Each institution would have
to be mandated to pursue economic and social objectives in a specific field, and
be afforded maximum operational autonomy from government to pursue its
objectives in an efficient manner. Chief executives and directors ought to be
appointed on the basis of relevant experience, competence and commitment to
the upliftment of all South Africans. Present institutions which fall in this catego-
ry include the Reserve Bank, the Development Bank of Southern Africa, the
industrial Development Corporation, Eskom, Transnet and others. Development
Corporations established to serve homelands or interests of any other racial
group should be replaced with subsidiaries of national corporations or regional
non-racial institutions.

- Precautions will have to be taken to protect the economically vulnerable when-
ever drastic adjustments have to be made to correct the economy. A good
example is restrictions on money supply, which result in exceptionally high inter-
est rates when the Reserve Bank is attempting to bring down the rate of infla-
tion. In such a situation, the economically vulnerable sectors should be given
special assistance through measures like additional subsidies of interest on
housing and business loans and the very poor should be given food stamps.

THE NEED FOR A COHERENT DEVELOPMENT PLAN

To tackle the task of restructuring the economy in a coherent manner, there is a need
for a national development plan. The various priorities which have been determined
need to be weighed against each other in a coherent manner, and policies for pursuing
various objectives need to be examined for consistency. Goals to be achieved at varis
ous intervals ought to be clearly stated, required resources quantified and sources
determined. Coherent development plans have to be prepared for each sector and
the institutions required to plan and manage development programmes must be deter-
mined.

A long term budget (five year budget) is an important element of such a plan. The
preparation of a long-term development budget will force the government to appreciate
the financial constraints and as consequence the need to tackle only what is afford-
able.

  



 

 

Finally it is imperative that the process of restructuring the economy be guided by a
carefully prepared national development plan. This is possibly the greatest task that
the black people must concentrate on during the transitional phase.
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Inevitably, these constraints and discriminatory practices led to the destmction of black
entrepreneurship and creativity, increased poverty and unemployment among blacks,
a rapid decline in the quality of life of blacks, a shortage of skilled manpower in the
economy, increasing inequalities in incomes and wealth on a racial basis, declining
economic growth and efficiency and finally the economic collapse of the middle 1980’s

It is this situation that the proposed new economic policy is intended to address. The
economic health of the country has to be restored and the handicaps to the economic
advancement of blacks removed; special measures need to be taken to enable the
black people to overcome the disadvantages of deprivation which have accumulated
over the decades.

This short historical account gives a good indication of what the economic and devel-
opment objectives of a post-apartheid South Africa should be.

PROPOSED ECONOMIC AND DEVELOPMENT OBJEC-
TIVES FOR A POST—APARTHEID SOUTH AFRICA.

Alleviation of poverty.

Improvement of the earnings of blacks by enabling them to engage in productive eco-
nomic activities.

Stimulation of economic growth and job creation in order to meet the demands of an
increasing population and rising material expectations.

Development and nurturing of human resource creativity and productivity.

Improvement of access to social services - education, health care services, water,
electricity and housing.

increasing the level of productivity and efficiency in all sectors of the economy.

Promotion of greater equality in incomes, wealth and economic opportunity.

Protection of the disadvantaged groups through the democratisation of structures in
both the public and the private sector.

Maintenance of a high degree of internal and external economic stability, including
prices, exchange rates, interest rates, balance of payments and employment.

MACRO-ECONOMIC AND DEVELOPMENT POLICIES FOR A POST-
APARTHEID SOUTH AFRICA

Given the history of the country, the economic and development objectives already
presented and the experiences in successful developing countries, it is recommended
that the main features of a macro-economic and development policy for a post-
apartheid South Africa be the following :

- Protection of individual liberties.
- Protection of property rights with appropriate controls to prevent the formation of

monopolies.

- Use of the market mechanism as the primary instrument for the allocation and
distribution of goods and resources.

- Maintenance of a competitive environment through strong anti-monopoly legisla-
tion and effective monitoring mechanisms.
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2. ECONOMIC AND DEVELOPMENT OBJECTIVES

Alleviation of poverty.

Improvement of the earnlngs of blacks by enabling them to engage In pro-
ductive economic activities.
Stimulation of economlc growth and job creation In order to meet the
demands of an Increasing population and rising material expectations.
Development and nurturing of human resource creativity and productivity.
Improvement of access to social services - education, health care ser-
vices, water, electrlclty and housing.

Increasing the level of productlvlty and etflclency In all sectors of the
economy.
Promotion of greater equality In Incomes, wealth and economic opportuni-
ties.
Protection of the disadvantaged groups through the democratization of
structures In both the public and the private sector.
Maintenance of a high degree Internal and external economic stability
Including - prices, exchange rates, interest rates, balance of payments and
employment.
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3.1

3.2

3.3

KEY POLICIES TO ACHIEVE OBJECTIVES

To achieve the stated objectives any new government will have to adopt a policy
framework which reflects the key policies that have been found to be major positive
determinants of economic growth and development in other countries. Fortunately the
information is readily available in many publications produced by competent indepen-
dent researchers and by international development agencies. Evidence gathered from
these sources leads to the identification of the policies discussed below as pre-requi-
sites to successful economic growth and development.

THE PROTECTION AND EXTENSION OF INDIVIDUAL LIBERTIES.

Individual initiative and creativity thrives in a situation where people are in a position to
organize and engage in economic activities without being interfered with by govem-
ment officials or over-zealous officials of the ruling party. The people must feel free to

think for themselves and to develop their ideas.

It is this kind of environment which stimulates the people to use their own experiences
to mobilize themselves and to provide for their own needs. The main characteristic of

traditional societies is self-reliance. The preparedness to make sacrifices to achieve

objectives is deep-rooted in traditional societies. The extension of freedom must seek ,
to protect and uphold these values and not to suffocate them by imposing a depen-
dence on assistance coming from outside.

PROTECTION OF THE RIGHTS OF PERSONS - EITHER AS
INDIVIDUALS OR GROUPS - TO OWN PROPERTY, INCLUDING THE
MEANS OF PRODUCTION.

Over the years man has demonstrated that the desire to own property is one of his
fundamental characteristics. Therefore depriving people of this right is to deprive them
of the right to be fully human. Experiences in developed countries shows that owner-
ship of property gives people a sense of belonging and a feeling of security and this
leads to improved social stability.

The desire to own property also serves as an incentive. lt stimulates people to work
hard and to save, hence the assertion that people must be free to own property either
as individuals or groups - companies or co-operatives.

The only restriction on ownership of property ought to be applicable in cases where
there is a risk of high concentration of ownership which may lead to abuse of power to
the disadvantage of society at large.

NURTURING OF VALUES AND ATTITUDES WHICH MOTIVATE
PEOPLE TOWARDS SELF-RELIANCE.

It is said that Christianity played a major role in nurturing individuality, self-reliance and fru-
gality in the West and this led to a culture of competition and hard work. In Japan
Confucianism which stresses loyalty to the state, filial piety to one’s parents, faith towards
friends and respect towards one’s elders, has motivated the Japanese people to be loyal to
their companies and to work hard for the good of their families and their country.

Experience in many countries shows that for development to take place, the people
must be motivated to accept the responsibility of bringing about their own uplittment.
A new way of thinking has to be developed, othenivise the African people in particular
will never overcome the economic, political and cultural dependence on Europeans or
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4.4.2.1

urban and rural areas and should also provide training for the participants. The
programme may also include young people who have completed primary educa-

tion but are unable to find jobs. Their training would have to be increased to a
higher level.

- Expansion of training for the unemployed. At present not enough attention is
given to this issue.

- Improvement in old age pensions. In some areas old people experience great
difficulties in getting registered for old age pension. In addition to making sure
that those who are entitled to old age pension receive it , the annual payments
ought to be increased to a level that enables the pensioners to meet their basic
needs.

- Privatisation can also be used to benefit the poor. When a post—apartheid demo-
cratic government decides to privatize state corporations, it can simply allot
shares in these corporations to the poor instead of selling them for profits.
Shares can be allotted either to all victims of apartheid or to a category of people
who are unlikely to benefit from the establishment of a democratic system
because they are uneducated and too old to undergo training.

REDISTRIBUTION TO ACHIEVE BLACK ECONOMIC EMPOWER-
MENT.

It must be stressed that the main rationale for redistribution is not only to correct the
wrongs of the past, but to enable blacks to make a new start. As a consequence of
apartheid policies, blacks have no economic resources whatsoever. It would be inad-

equate to confine oneself to dismantling apartheid and expect blacks to compete with
whites who have been placed in a very strong economic position by government poli-
cies of the past. Whites have assets in the form of land, financial assets, technological
and managerial know-how and contacts in the business environment. These give
them a considerable advantage over blacks. Therefore to create a real equal opportu-
nity environment there is a need to give special assistance to blacks.

LAND REFORM

The question of ensuring access to land is a very high priority. It is both an economic
and a political demand. Blacks are aware of the need not to jeopardize the country’s
ability to produce food and therefore agree that the land reform programme must also
be aimed at improving food production. With this in mind the land reform programme
must inter alia cover the following :-

- Rationalisation of land laws and transfer procedures. Land matters must fall
under one administration with a uniform set of procedures throughout the coun-
try.

- Removal of market distortions by reviewing the subsidization of the agricultural
sector. The objective must not be to discontinue subsidies altogether because
such a step would be unrealistic. Agriculture is subsidized in most countries.
The aim must be to make sure that the present subsidies do not encourage inef-
ticiency and that they yield benefits to the country as a whole. The process
would probably cause some land to be placed on the market.

- Introduction of a land tax aimed mainly at discouraging the hoarding of land for
speculative purposes. In taxing agricultural land, productive potential must be
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b) EMPOWERMENT AT THE WORK PLACE

- The bargaining position of workers will have to be protected and
enhanced through appropriate legislation and institutional arrangements.
Worker representation at all levels including the boards of directors must
be introduced. In the area of conflict resolution South Africa will have to
consider developing its own system in the light of local experiences.

- State supported affirmative action must be introduced in both the public
and private sector. Government departments and big corporations must
be required by law to give high priority to the training of blacks in the key
areas of management and technology. Targets and programmes will
have to be determined and monitored jointly by representatives of the
government, employers and workers.

- Employee share schemes will have to be encouraged as a way of pro-
moting asset ownership and giving employees a say in the management
of their enterprises. Guidelines need to be prepared for companies to
assist workers to own shares.

- The State must play a leading role in promoting training. Training guide-
lines should be developed jointly by workers, employers and the govern-
ment.
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provision of infrastructure in urban and rural areas. The management of the economy
will influence the attitude of the private sector and international development agencies.

If the economy is well managed in the context of the recommended policy framework,
there ought to be no difficulties in raising the necessary capital. Of course it will not be
possible to achieve significant results in two to three years but over a longer period of
five to ten years.
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FOREWORD

One of the most important resolutions to emanate from NAFCOC's Twenty Fifth Annual
Conference, held at Sun City in August 1989, was one urging the organisation to organise an
Economic Conference, involving all key players in the economy, as a means of enabling it to partici-
pate fully in the current debate on the framing of an appropriate future economic policy for South
Africa.

In accordance with this resolution, the NAFCOC Council decided to establish an Economic
Commission whose research functions and responsibilities centered not only around the organisa-
tion of workshops, conferences and the collating of data, but entailed also the commissioning of
specific studies into various aspects of the economic and socio-political milieu.

During 1990 the NAFCOC Economic Commission was responsible for organising a successful con-
ference held at the Transkei Wild Coast Sun lntemational Hotel; and also an important workshop on
land in Johannesburg towards the end of the year. It is envisaged that during 1991 several work-
shops will be held at which specific attention shall be given to other sectors of the economy. The
main object in arranging such workshops and seminars is to enable NAFCOC in the long run to for-
mulate an appropriate and sound macro-economic policy framework that has the possibility of
enjoying the widest public support in the country.

This document is an outline of the macro-economic policy framework, which was discussed and
approved by the 6th NAFCOC Summit Conference held at Sibasa in October 1990. The policy
framework enunciated in the document does not purport to represent a complete and final version
of NAFCOC's economic policy. It does however encompass a substantial number of economic poli-
cy options, which NAFCOC fully supports. The document is presented as NAFCOC's contribution
to the on-going debate, primarily with the object of provoking further public comment and discus-
suon.

‘ NAFCOC is deeply indebted to the members of the Economic Commission and more particularly to
Professor W L Nkuhlu for his enormous personal contribution towards the editing and compilation of
this initial NAFCOC macro-economic policy framework.

Members of the NAFCOC Economic Commission are:

Prof W L Nkuhlu (Chairman)
Mr M Lekota
Mr A S Nkonyeni
Mr K J Hlongwane
Mr V Phaahla (Director, NAFCOC Research Unit)

QR S M MQTSUENX'ANE
PRESIDENT - NAFCOC

  



 

 

EXECUTIVE SUMMARY

TOWARDS AN ECONOMIC AND DEVELOPMENT POLICY FRAME-

1.

WORK FOR A POST-APARTHEID SOUTH AFRICA.

INTRODUCTION

The National African Federated Chamber of Commerce and Industry’s (NAFCOC)
point of departure is that in order to achieve both economic growth and greater equali-
ty, economic policy must focus on both macro-economic and development issues.
The policy must aim at stimulating economic growth and efficiency on the one hand,
and at increasing the incomes of all South Africans through enhanced economic par-
ticipation on the other. For historical reasons, the majority of the people whose
incomes must be increased through enhanced economic participation are blacks who
have been either excluded from the formal economy or employed in low skill, low
income activities.

The suggestions concerning a macro-economic and development policy framework
are structured as follows:-

- Background statement.

- Proposed economic and development objectives for a post-apartheid
South Africa. '

- Strategy proposals in key policy areas.
- The need for national economic planning.
- Proposed macro-economic and development strategy.

BACKGROUND STATEMENT

Apartheid was invented for the purpose of securing the political and economic power
and control of whites. Therefore, to dismantle the system completely, both pillars must
be broken. The establishment of a non-racial political democracy will address racial
exclusion from political power, but will not necessarily solve the question of economic
exclusion and deprivation. To break the second pillar of apartheid, which is black eco-
nomic deprivation, the focus of the economy needs to be changed from serving the
needs of a minority to serving the needs of all South Africans. This is the meaning and
objective of economic restructuring envisaged in this proposal.

An analysis of the history of the country clearly shows that the period from 1652 to
1910 was characterised primarily by conflict between whites and indigenous Africans
over cattle and land. The various African kingdoms were finally defeated by whites
during the second half of the nineteenth century and in the process lost most of their
cattle and land.

From 1910 onwards, state legislation and denial of basic freedom to blacks became
the major means of securing the economic progress of whites and constraining the
economic advancement of blacks. The laws that were enacted imposed restrictions
on the following :

- access to land and capital, labour mobility, right to choose a job or career, right
to belong to a labour union, access to good quality education and training and
the right to engage in business activities. Blacks were also either deprived of
access to essential services - health care, housing, water, electricity, telecom-
munications, etc - or, where these services were supplied, they were both inade-
quate and of a poor quality.

  



 

 

CONCLUSION

It is recommended that a macro-economic and development policy framework with the
following features be adopted :

- Protection of individual liberties.
- Protection of property rights with appropriate controls to prevent the formation of

monopolies.

- Resource allocation and distribution of goods and services by markets.
- Maintenance of a competitive environment through strong anti-monopoly legisla-

tion and effective monitoring mechanisms.
- Corrections by the state aimed at improving the distribution of income, promotion

of asset ownership and protection of the poor by measures that do not distort the
market.

- State directed provision of social services and social upliftment which mobilizes
both the public and private sector resources.

- Democratization of the workplace by protecting the bargaining rights of both
workers and employers and promoting worker representation at all levels of

management including boards of directors.
- Devolution of decision making to the lowest possible level. This encourages

self-reliance and creativity as well as improve commitment and the rate of suc-
cess of development projects. .

- Maintenance of fiscal and monetary discipline in order to ensure stability of gen-
eral prices, the external value of the national currency, interest rates and a low
level of unemployment. An independent central bank is crucial in this regard.

The policy framework need not be given a name, but if this has to be done, it is sug-

gested that it be referred to as aW
This is a better description than a “Mixed Economy” because it clearly acknowledges
the importance of markets in building an efficient economy. Markets are the feature
that makes free enterprise economies superior to centrally planned socialist systems.

Therefore, it is this feature that one must highlight in a new economic system for South

Africa.

Secondly, it highlights social responsibility; i.e. the responsibility of both the govern-
ment and the private sector to promote greater equality and the upliftment of the dis-
advantaged communities through a variety of measures. Economic efficiency and
social responsibility are viewed as two sides of the same coin. Both are important and
must be pursued in a compatible manner.

The overriding objective of the policy framework is to tree the productive and creative
capacity of all the people of South Africa and to promote the optimum utilization of the
country’s resources. This will yield self-sustaining economic growth and development.
To achieve this, the ordinary people of this country must be enabled to generate
wealth and to enjoy the benefits of their efforts.

The emphasis on the provision of social services, elimination of poverty, improvement
in access to resources and economic empowerment of blacks in business and in the
work place, are all necessary contributions towards enabling black people, who have
been disadvantaged for decades, to be creative and productive. To bring this about,
resources have to be redirected to these programmes, and the process of doing this is
referred to as redistribution. The real objective is not redistribution, but economic
empowerment and creation of an equal opportunity environment. The whole exercise
is directed towards this goal.
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THE FINANCING OF THE SOCIO-ECONOMIC
PROGRAMME

It is quite clear from the preceding discussion that a new government will not be in a
position to finance all its urgent social development programmes from own resources.

Current revenue may be increased from the present level of 23,1 per cent of GDP
(which is in line with international experience) to~say 26 per cent according to Prof S
Van der Berg of the University of Stellenbosch. The introduction of new taxes may
enable the increase from 23,1 per cent to 26 per cent of GDP to be achieved, but this
will have a very limited impact.

To finance the social development programmes, the government will have to deter-

mine its priorities very carefully and make suitable arrangements to engage the private
sector in the financing of capital projects at least. It is suggested that the government
resist at all costs the temptation to use loans to finance recurrent expenditure. As a
matter of policy, recurrent expenses of the government including those of social pro-
grammes managed by the government, will have to be covered by current revenue.

It is recommended that as far as possible, capital projects like the building of schools,

hospitals, provision of infrastructure, electricity and water be managed outside the
central government structures. Either specialised state corporations will have to be

established, or the task of managing these projects be delegated to lower level author-

ities like provincial administrations. The state would make its contribution directly to
these autonomous development corporations and second-tier authorities. This will

improve efficiency and also enable these organisations to use financial gearing to
expand their resources. They will use their capital base received from central govern-
ment to borrow from the private sector at commercial interest rates, but the cost-free
capital provided by the central government will reduce their average capital cost signif-
icantly. In this way capital available for social development projects will be greatly
augmented. This can be further extended by obtaining soft loans from overseas coun-
tries and development agencies. Arrangements of this kind have great potential, pro-
vided the country remains politically stable and business confidence in the government
remains strong. Through this kind of financing the resources available for develop-
ment can be doubled or quadrupled very easily.

Loans from the private sector ought to be repaid from revenues collected from users of
services and from future taxation revenue.

Another possibility is to persuade the private sector to make voluntary contributions to
a national fund - this ought to be a one—off contribution calculated as a small percent-
age of accumulated reserves. The fund would then be used to redress the backlog in
social services. If the private sector agrees, this would be a wonderful gesture and
would contribute in healing the wounds and bringing South Africans closer together.
The funds would be managed by a special agency and the private sector would be
adequately represented on the board of trustees.

Mention was made earlier on of the possible re-introduction of prescribed assets. This
is another avenue. The point is to make pension funds available for development.
They can be invested in development projects via government stock, or be used to
augment the financial resources of building societies. In either case the objective is to
make more capital resources available, not to call on Pension Fund managers to
accept lower interest rates.

World Bank funding will also be available. The projects which will require a high level
of capital funding include, the land reform programmes, education, housing and the
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4.4

4.4.1

Government expenditure will have to be rationalised with a view to releasing funds for
the social upliftment programmes. Savings from reduced expenditure on defense and
abandonment of apartheid stmctures be redirected principally to social uplittment pro-
grammes. In effect, state expenditure should become the most potent redistribution
and social upliftment instrument.

Consideration will need to be given to the introduction of new taxes aimed at discour-
aging “land hoarding”. The investigation will include a thorough assessment of the
possible impact of such taxes on economic growth and productivity.

There may be room for slightly increasing deficit financing. This could be exploited,
but the general policy must be to accept international norms as a guide in determining

the limit of the state deficit as a percentage of the gross domestic product.

ADDRESSING URGENT PRIORITIES

Poverty, unemployment, access to economic resources, provision of social services
and affirmative action to upgrade the economic participation of blacks are by far the
most pressing problems that a new government will have to address.

lt is accepted that in the Iong-run the real solutions to all these problems is increased
economic growth and development. But it needs to be noted that economic growth as
such is a necessary, but not a sufficient, condition for alleviating poverty and improving
distribution. Therefore there is a need for special measures aimed at addressing
these problems.

POVERTY AND UNEMPLOYMENT

The increase in the percentage of the economically active population not accommo-
dated in the formal economy indicates increasing poverty. It is reported that whereas
in 1970 approximately 60 per cent of the black economically active population was
accommodated in the formal economy by 1988 the percentage had dropped to 52.
Poverty figures given earlier indicate that at least 62 per cent of the African population
lives under poverty conditions. To address this sad situation, action along the lines
suggested below is required urgently:

- Immediate re-introduction of a state funded school feeding scheme for the chil-
dren of the poor.

- Introduction of food stamps for distribution to the old and those who cannot work
because of poor health.

- Creation of an environment which allows and encourages ordinary people to
engage in activities which address the basic needs of their communities. This
includes the preparation and selling of tood—stufis, building of shelter and the
provision of other services required at a micro level. The rapid urbanization pro-
cess triggered by the scrapping of influx control legislation offers opportunities
for the pe0ple to earn increased incomes through addressing the needs of their
communities.

- Provision of appropriate support to individual and community initiatives aimed at
alleviating poverty and engaging the people in self-initiated economic activities.
This could possibly be channelled through non governmental organisations
(NGOsl

- Introduction of a state-funded special employment programme to provide jobs
for the poor. The programme should aim at improving the infra-structure in black
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3.4

3.5

3.6

3.7

people of European origin. For as long as this does not happen, true development in

South Africa will not take place.

USE OF THE MARKET MECHANISM AS PRIMARY INSTRUMENT
FOR THE ALLOCATION AND DISTRIBUTION OF GOODS AND
RESOURCES

Markets have proved to be the most efficient mechanism for allocating resources and
distributing goods and services. They lead to an efficient distribution and processing
of information and this in turn leads to an autonomous balancing of supply and
demand. Attempts by bureaucrats to interfere with markets through price fixing leads

to serious distortions. in a number of developing countries, the agricultural sector has
been on the decline as a result of price fixing by bureaucrats. It should also be noted
that centrally planned economies tailed mainly because the bureaucrats were not able
to collect and process all the information necessary in order to balance supply and
demand.

Because of the important role of markets in promoting economic efficiency govern-
ments should refrain from interfering with them. In cases of temporary market failure
the solution must be aimed at removing those factors which impede market efficiency,
or at restoring normality where abnormal events have caused a distortion.
Interventions should not be aimed at taking over the allocative function. Where state
intervention is necessary in order to protect vulnerable sectors of society, the solution
must be targeted at the groups affected and the distortion of the price mechanism
must be avoided.

SUPPORT OF THE DEVELOPMENT OF HUMAN RESOURCES

The technical, managerial and entrepreneurial capability of the people is the most
important determinant of economic growth and development. All the successful newly
industrialised countries (NICs) have one thing in oommonz- they place a high priority
on education and training. Governments play a leading role in supporting improve-
ments in education. Virtually all of them introduced compulsory tree primary education
at an early stage.

The other common feature is the emphasis on technical training at all levels. Linked to
this is the development of entrepreneurs and emerging businesses. As a conse-
quence of the high standard of education and technical training, these countries find it
easy to absorb new technologies.

PROVISION OF SOCIAL SERVICES AND INFRASTRUCTURE

The availability of health care services, clean water and electricity has a direct bearing
on the quality of human resources. Education and training is of little use if the other
services are not provided. They do not only ensure hygienic conditions but also
support productivity. Good roads, telecommunication and other infrastmcture improve
accessibility and the mobility of goods and services. Therefore, their provision in all
areas which have economic potential is essential to the development process.

PROMOTION OF ENTREPRENEURSHIP

The lack of an entrepreneurial and managerial tradition in developing countries has
been found to be a major constraint to economic participation. Support to emerging
businesses, therefore plays a major role in overcoming this problem. Assistance
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active population with University degrees and post matric diplomas. (National
Manpower Commission Annual Report, 1988).

The most devastating consequence of apartheid is the economic stagnation of the last

few years. Over the period 1973-1980 the per capita Gross National Product grew at
a disappointing average annual rate of 0,6 per cent and for the period 1980-1985 an
average annual decline of 1,3 per cent per capita was experienced. Unemployment
has become a major problem. Whereas in 1982, 78 per cent of the labour force had
jobs in the formal economy, the percentage declined to 65 in 1987. This means that
the ability of the formal economy to absorb labour is declining at a time when the
labour supply is increasing by at least 450 000 new entrants a year. The most recent
estimate is that more than 40 per cent of the potentially economically active labour
force cannot find jobs in the formal economy.

The financial crisis of 1985 was another indication of the poor state of the apartheid
economy. international banks demanded the repayment of short term loans owed to

them and this could not be met. The result was a debt standstill arrangement of a
temporary moratorium on the repayment of short-term foreign debt. At that time the
total loan commitments amounted to $23 billion and this has been reduced to $20,6
billion by 1989 through a phased repayment of short-term debt under various interim
arrangements with the short-term foreign creditors, and through the repayment of all
Iong-term debt on maturity.

Partially related to this balance of payments crisis was the collapse of the exchange
rate of the rand, from US $ 1,28 in 1980 to US $ 0,46 in 1985.

It is therefore very clear that there is a need for imaginative policies to lead the econo-
my out of the downward trend of the last 15 years. The factors which underlie this
trend are clearly mainly stmctural rather than merely cyclical. Therefore, to turn the
economy around demands that the structural imbalances and weaknesses which have
accumulated over decades and which have become pervasive during the last decade,
are aggressively addressed.

The policy framework presented below is an attempt to address the underlying issues
in a systematic manner. The objectives are derived from the material conditions of the
disenfranchised majority and key development policy elements are deduced from the
experiences of successful developing countries. Finally, the macro-economic and
development strategy suggests practical measures to address the real economic
issues in the context of policies which have been found to be key determinants of eco-
nomic success in other countries.
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3.

3.1

3.2

3.3

KEY POLICIES TO ACHIEVE OBJECTIVES

To achieve the stated objectives any new government will have to adopt a policy
framework which reflects the key policies that have been found to be major positive
determinants of economic growth and development in other countries. Fortunately the
information is readily available in many publications produced by competent indepen-

dent researchers and by international development agencies. Evidence gathered from
these sources leads to the identification of the policies discussed below as pre-requi-
sites to successful economic growth and development.

THE PROTECTION AND EXTENSION OF INDIVIDUAL LIBERTIES.

Individual initiative and creativity thrives in a situation where people are in a position to
organize and engage in economic activities without being interfered with by govem-
ment officials or over-zealous officials of the ruling party. The people must feel free to

think for themselves and to develop their ideas.

It is this kind of environment which stimulates the people to use their own experiences
to mobilize themselves and to provide for their own needs. The main characteristic of

traditional societies is self—reliance. The preparedness to make sacrifices to achieve

objectives is deep-rooted in traditional societies. The extension of freedom must seek .
to protect and uphold these values and not to suffocate them by imposing a depen-
dence on assistance coming from outside.

PROTECTION OF THE RIGHTS OF PERSONS - EITHER AS
INDIVIDUALS OR GROUPS - TO OWN PROPERTY, INCLUDING THE
MEANS OF PRODUCTION.

Over the years man has demonstrated that the desire to own property is one of his
fundamental characteristics. Therefore depriving people of this right is to deprive them
of the right to be fully human. Experiences in developed countries shows that owner-
ship of property gives people a sense of belonging and a feeling of security and this
leads to improved social stability.

The desire to own property also serves as an incentive. lt stimulates people to work
hard and to save, hence the assertion that people must be free to own property either
as individuals or groups - companies or co-operatives.

The only restriction on ownership of property ought to be applicable in cases where
there is a risk of high concentration of ownership which may lead to abuse of power to
the disadvantage of society at large.

NURTUHING OF VALUES AND ATTITUDES WHICH MOTIVATE
PEOPLE TOWARDS SELF-RELIANCE.

It is said that Christianity played a major role in. nurturing individuality, self-reliance and fru-
gality in the West and this led to a culture of competition and hard work. In Japan
Confucianism which stresses loyalty to the state, filial piety to one’s parents, faith towards
friends and respect towards one’s elders, has motivated the Japanese people to be loyal to
their companies and to wovk hard for the good of their families and their country.

Experience in many countries shows that for development to take place, the people
must be motivated to accept the responsibility of bringing about their own upliftment.
A new way of thinking has to be developed, otherwise the African people in particular
will never overcome the economic, political and cultural dependence on Europeans or

12
  



 

 

2. ECONOMIC AND DEVELOPMENT OBJECTIVES

Alleviation of poverty.

Improvement of the earnlngs of blacks by enabling them to engage In pro-
ductive economic activities.
Stimulation of economlc growth and job creation In order to meet the
demands of an Increasing population and rising material expectations.
Development and nurturing of human resource creativity and productivity.
Improvement of access to social services - education, health care ser-
vices, water, electrlclty and housing.

Increasing the level of productlvlty and etflclency In all sectors of the
economy.
Promotion of greater equality In Incomes, wealth and economic opportuni-
ties.
Protection of the disadvantaged groups through the democratization of
structures In both the public and the private sector.
Maintenance of a high degree Internal and external economic stability
Including - prices, exchange rates, interest rates, balance of payments and
employment.

11
  



 

 

provision of infrastructure in urban and rural areas. The management of the economy
will influence the attitude of the private sector and international development agencies.

If the economy is well managed in the context of the recommended policy framework,
there ought to be no difficulties in raising the necessary capital. Of course it will not be
possible to achieve significant results in two to three years but over a longer period of
five to ten years.
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b) EMPOWERMENT AT THE WORK PLACE

- The bargaining position of workers will have to be protected and
enhanced through appropriate legislation and institutional arrangements.
Worker representation at all levels including the boards of directors must
be introduced. In the area of conflict resolution South Africa will have to
consider developing its own system in the light of local experiences.

- State supported affirmative action must be introduced in both the public
and private sector. Government departments and big corporations must
be required by law to give high priority to the training of blacks in the key
areas of management and technology. Targets and programmes will
have to be determined and monitored jointly by representatives of the
government, employers and workers.

- Employee share schemes will have to be encouraged as a way of pro-
moting asset ownership and giving employees a say in the management
of their enterprises. Guidelines need to be prepared for companies to
assist workers to own shares.

- The State must play a leading role in promoting training. Training guide-
lines should be developed jointly by workers, employers and the govern-
ment.

24
  



 

 
4.4.2

4.4.2.1

urban and rural areas and should also provide training for the participants. The
programme may also include young people who have completed primary educa-

tion but are unable to find jobs. Their training would have to be increased to a
higher level.

- Expansion of training for the unemployed. At present not enough attention is
given to this issue.

- Improvement in old age pensions. In some areas old people experience great
difficulties in getting registered for old age pension. In addition to making sure
that those who are entitled to old age pension receive it , the annual payments
ought to be increased to a level that enables the pensioners to meet their basic
needs.

- Privatisation can also be used to benefit the poor. When a post—apartheid demo-
cratic government decides to privatize state corporations, it can simply allot
shares in these corporations to the poor instead of selling them for profits.
Shares can be allotted either to all victims of apartheid or to a category of people
who are unlikely to benefit from the establishment of a democratic system
because they are uneducated and too old to undergo training.

REDISTRIBUTION TO ACHIEVE BLACK ECONOMIC EMPOWER-
MENT.

It must be stressed that the main rationale for redistribution is not only to correct the
wrongs of the past, but to enable blacks to make a new start. As a consequence of
apartheid policies, blacks have no economic resources whatsoever. It would be inad-

equate to confine oneself to dismantling apartheid and expect blacks to compete with
whites who have been placed in a very strong economic position by government poli-
cies of the past. Whites have assets in the form of land, financial assets, technological
and managerial know-how and contacts in the business environment. These give
them a considerable advantage over blacks. Therefore to create a real equal opportu-
nity environment there is a need to give special assistance to blacks.

LAND REFORM

The question of ensuring access to land is a very high priority. It is both an economic
and a political demand. Blacks are aware of the need not to jeopardize the country’s
ability to produce food and therefore agree that the land reform programme must also
be aimed at improving food production. With this in mind the land reform programme
must inter alia cover the following :-

- Rationalisation of land laws and transfer procedures. Land matters must fall
under one administration with a uniform set of procedures throughout the coun-
try.

- Removal of market distortions by reviewing the subsidization of the agricultural
sector. The objective must not be to discontinue subsidies altogether because
such a step would be unrealistic. Agriculture is subsidized in most countries.
The aim must be to make sure that the present subsidies do not encourage inef-
ticiency and that they yield benefits to the country as a whole. The process
would probably cause some land to be placed on the market.

- Introduction of a land tax aimed mainly at discouraging the hoarding of land for
speculative purposes. In taxing agricultural land, productive potential must be
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Finally it is imperative that the process of restructuring the economy be guided by a
carefully prepared national development plan. This is possibly the greatest task that
the black people must concentrate on during the transitional phase.
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Inevitably, these constraints and discriminatory practices led to the destmction of black
entrepreneurship and creativity, increased poverty and unemployment among blacks,
a rapid decline in the quality of life of blacks, a shortage of skilled manpower in the
economy, increasing inequalities in incomes and wealth on a racial basis, declining
economic growth and efficiency and finally the economic collapse of the middle 1980’s

It is this situation that the proposed new economic policy is intended to address. The
economic health of the country has to be restored and the handicaps to the economic
advancement of blacks removed; special measures need to be taken to enable the
black people to overcome the disadvantages of deprivation which have accumulated
over the decades.

This short historical account gives a good indication of what the economic and devel-
opment objectives of a post-apartheid South Africa should be.

PROPOSED ECONOMIC AND DEVELOPMENT OBJEC-
TIVES FOR A POST—APARTHEID SOUTH AFRICA.

Alleviation of poverty.

Improvement of the earnings of blacks by enabling them to engage in productive eco-
nomic activities.

Stimulation of economic growth and job creation in order to meet the demands of an
increasing population and rising material expectations.

Development and nurturing of human resource creativity and productivity.

Improvement of access to social services - education, health care services, water,
electricity and housing.

increasing the level of productivity and efficiency in all sectors of the economy.

Promotion of greater equality in incomes, wealth and economic opportunity.

Protection of the disadvantaged groups through the democratisation of structures in
both the public and the private sector.

Maintenance of a high degree of internal and external economic stability, including
prices, exchange rates, interest rates, balance of payments and employment.

MACRO-ECONOMIC AND DEVELOPMENT POLICIES FOR A POST-
APARTHEID SOUTH AFRICA

Given the history of the country, the economic and development objectives already
presented and the experiences in successful developing countries, it is recommended
that the main features of a macro-economic and development policy for a post-
apartheid South Africa be the following :

- Protection of individual liberties.
- Protection of property rights with appropriate controls to prevent the formation of

monopolies.

- Use of the market mechanism as the primary instrument for the allocation and
distribution of goods and resources.

- Maintenance of a competitive environment through strong anti-monopoly legisla-
tion and effective monitoring mechanisms.

  



 

 

4.4

4.4.1

Government expenditure will have to be rationalised with a view to releasing funds for
the social upliftment programmes. Savings from reduced expenditure on defense and
abandonment of apartheid stmctures be redirected principally to social uplittment pro-
grammes. In effect, state expenditure should become the most potent redistribution
and social upliftment instrument.

Consideration will need to be given to the introduction of new taxes aimed at discour-
aging “land hoarding”. The investigation will include a thorough assessment of the
possible impact of such taxes on economic growth and productivity.

There may be room for slightly increasing deficit financing. This could be exploited,
but the general policy must be to accept international norms as a guide in determining

the limit of the state deficit as a percentage of the gross domestic product.

ADDRESSING URGENT PRIORITIES

Poverty, unemployment, access to economic resources, provision of social services
and affirmative action to upgrade the economic participation of blacks are by far the
most pressing problems that a new government will have to address.

lt is accepted that in the Iong-run the real solutions to all these problems is increased
economic growth and development. But it needs to be noted that economic growth as
such is a necessary, but not a sufficient, condition for alleviating poverty and improving
distribution. Therefore there is a need for special measures aimed at addressing
these problems.

POVERTY AND UNEMPLOYMENT

The increase in the percentage of the economically active population not accommo-
dated in the formal economy indicates increasing poverty. It is reported that whereas
in 1970 approximately 60 per cent of the black economically active population was
accommodated in the formal economy by 1988 the percentage had dropped to 52.
Poverty figures given earlier indicate that at least 62 per cent of the African population
lives under poverty conditions. To address this sad situation, action along the lines
suggested below is required urgently:

- Immediate re-introduction of a state funded school feeding scheme for the chil-
dren of the poor.

- Introduction of food stamps for distribution to the old and those who cannot work
because of poor health.

- Creation of an environment which allows and encourages ordinary people to
engage in activities which address the basic needs of their communities. This
includes the preparation and selling of tood—stufis, building of shelter and the
provision of other services required at a micro level. The rapid urbanization pro-
cess triggered by the scrapping of influx control legislation offers opportunities
for the pe0ple to earn increased incomes through addressing the needs of their
communities.

- Provision of appropriate support to individual and community initiatives aimed at
alleviating poverty and engaging the people in self-initiated economic activities.
This could possibly be channelled through non governmental organisations
(NGOsl

- Introduction of a state-funded special employment programme to provide jobs
for the poor. The programme should aim at improving the infra-structure in black
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THE FINANCING OF THE SOCIO-ECONOMIC
PROGRAMME

it is quite clear from the preceding discussion that a new government will not be in a
position to finance all its urgent social development programmes from own resources.
Current revenue may be increased from the present level of 23,1 per cent of GDP
(which is in line with international experience) to~say 26 per cent according to Prof S
Van der Berg of the University of Stellenbosch. The introduction of new taxes may
enable the increase from 23,1 per cent to 26 per cent of GDP to be achieved, but this
will have a very limited impact.

To finance the social development programmes, the government will have to deter-

mine its priorities very carefully and make suitable arrangements to engage the private
sector in the financing of capital projects at least. It is suggested that the government
resist at all costs the temptation to use loans to finance recurrent expenditure. As a
matter of policy, recurrent expenses of the government including those of social pro-
grammes managed by the government, will have to be covered by current revenue.

It is recommended that as far as possible, capital projects like the building of schools,

hospitals, provision of infrastructure, electricity and water be managed outside the
central government structures. Either specialised state corporations will have to be

established, or the task of managing these projects be delegated to lower level author-

ities like provincial administrations. The state would make its contribution directly to
these autonomous development corporations and second-tier authorities. This will
improve efficiency and also enable these organisations to use financial gearing to
expand their resources. They will use their capital base received from central govern-
ment to borrow from the private sector at commercial interest rates, but the cost-free
capital provided by the central government will reduce their average capital cost signif-
icantly. In this way capital available for social development projects will be greatly
augmented. This can be further extended by obtaining soft loans from overseas coun-
tries and development agencies. Arrangements of this kind have great potential, pro-
vided the country remains politically stable and business confidence in the government
remains strong. Through this kind of financing the resources available for develop-
ment can ,be doubled or quadrupled very easily.

Loans from the private sector ought to be repaid from revenues collected from users of
services and from future taxation revenue.

Another possibility is to persuade the private sector to make voluntary contributions to
a national fund - this ought to be a one—off contribution calculated as a small percent-
age of accumulated reserves. The fund would then be used to redress the backlog in
social services. It the private sector agrees, this would be a wonderlul gesture and
would contribute in healing the wounds and bringing South Africans closer together.
The funds would be managed by a special agency and the private sector would be
adequately represented on the board of trustees.

Mention was made earlier on of the possible re-introduction of prescribed assets. This
is another avenue. The point is to make pension funds available for development.
They can be invested in development projects via government stock, or be used to
augment the financial resources of building societies. In either case the objective is to
make more capital resources available, not to call on Pension Fund managers to
accept lower interest rates.

World Bank funding will also be available. The projects which will require a high level
of capital funding include, the land reform programmes, education, housing and the
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CONCLUSION

It is recommended that a macro-eoonomic and development policy framework with the
following features be adopted :

- Protection of individual liberties.
- Protection of property rights with appropriate controls to prevent the formation of

monopolies.

- Resource allocation and distribution of goods and services by markets.
- Maintenance of a competitive environment through strong anti-monopoly legisla-

tion and effective monitoring mechanisms.
- Corrections by the state aimed at improving the distribution of income, promotion

of asset ownership and protection of the poor by measures that do not distort the
market.

- State directed provision of social services and social uplittment which mobilizes
both the public and private sector resources.

- Democratization of the workplace by protecting the bargaining rights of both
workers and employers and promoting worker representation at all levels of
management including boards of directors.

- Devolution of decision making to the lowest possible level. This encourages
self-reliance and creativity as well as improve commitment and the rate of suc-
cess of development projects. .

- Maintenance of fiscal and monetary discipline in order to ensure stability of gen-
eral prices, the external value of the national currency, interest rates and a low
level of unemployment. An independent central bank is crucial in this regard.

The policy framework need not be given a name, but if this has to be done, it is sug-

gested that it be referred to as aW
This is a better description than a “Mixed Economy” because it clearly acknowledges
the importance of markets in building an efficient economy. Markets are the feature
that makes free enterprise economies superior to centrally planned socialist systems.
Therefore, it is this feature that one must highlight in a new economic system for South

Africa.

Secondly, it highlights social responsibility; i.e. the responsibility of both the govern-
ment and the private sector to promote greater equality and the uplittment of the dis-
advantaged communities through a variety of measures. Economic efficiency and
social responsibility are viewed as two sides of the same coin. Both are important and
must be pursued in a compatible manner.

The overriding objective of the policy framework is to tree the productive and creative
capacity of all the people of South Africa and to promote the optimum utilization of the
country's resources. This will yield self-sustaining economic growth and development.
To achieve this, the ordinary people of this country must be enabled to generate
wealth and to enjoy the benefits of their efforts.

The emphasis on the provision of social services, elimination of poverty, improvement
in access to resources and economic empowerment of blacks in business and in the
work place, are all necessary contributions towards enabling black people, who have
been disadvantaged for decades, to be creative and productive. To bring this about,
resources have to be redirected to these programmes, and the process of doing this is
referred to as redistribution. The real objective is not redistribution, but economic
empowerment and creation of an equal opportunity environment. The whole exercise
is directed towards this goal.
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active population with University degrees and post matric diplomas. (National
Manpower Commission Annual Report, 1988).

The most devastating consequence of apartheid is the economic stagnation of the last
few years. Over the period 1973-1980 the per capita Gross National Product grew at
a disappointing average annual rate of 0,6 per cent and for the period 1980-1985 an
average annual decline of 1,3 per cent per capita was experienced. Unemployment
has become a major problem. Whereas in 1982, 78 per cent of the labour force had
jobs in the formal economy, the percentage declined to 65 in 1987. This means that
the ability of the formal economy to absorb labour is declining at a time when the
labour supply is increasing by at least 450 000 new entrants a year. The most recent

estimate is that more than 40 per cent of the potentially economically active labour

force cannot find jobs in the formal economy.

The financial crisis of 1985 was another indication of the poor state of the apartheid
economy. international banks demanded the repayment of short term loans owed to

them and this could not be met. The result was a debt standstill arrangement of a

temporary moratorium on the repayment of short-term foreign debt. At that time the

total loan commitments amounted to $23 billion and this has been reduced to $20,6

billion by 1989 through a phased repayment of short-term debt under various interim

arrangements with the short-term foreign creditors, and through the repayment of all

Iong-term debt on maturity.

Partially related to this balance of payments crisis was the collapse of the exchange
rate of the rand, from US $ 1,28 in 1980 to US $ 0,46 in 1985.

It is therefore very clear that there is a need for imaginative policies to lead the econo-
my out of the downward trend of the last 15 years. The factors which underlie this
trend are clearly mainly structural rather than merely cyclical. Therefore, to turn the

economy around demands that the structural imbalances and weaknesses which have

accumulated over decades and which have become pervasive during the last decade,

are aggressively addressed.

The policy framework presented below is an attempt to address the underlying issues
in a systematic manner. The objectives are derived from the material conditions of the
disenfranchised majority and key development policy elements are deduced from the
experiences of successful developing countries. Finally, the macro-economic and

development strategy suggests practical measures to address the real economic

issues in the context of policies which have been found to be key determinants of eco-

nomic success in other countries.
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3.4

3.5

3.6

3.7

people of European origin. For as long as this does not happen, true development in
South Africa will not take place.

USE OF THE MARKET MECHANISM AS PRIMARY INSTRUMENT
FOR THE ALLOCATION AND DISTRIBUTION OF GOODS AND
RESOURCES

Markets have proved to be the most efficient mechanism for allocating resources and
distributing goods and services. They lead to an efficient distribution and processing
of information and this in turn leads to an autonomous balancing of supply and
demand. Attempts by bureaucrats to interfere with markets through price fixing leads
to serious distortions. In a number of developing countries, the agricultural sector has
been on the decline as a result of price fixing by bureaucrats. It should also be noted
that centrally planned economies tailed mainly because the bureaucrats were not able
to collect and process all the information necessary in order to balance supply and
demand.

Because of the important role of markets in promoting economic efficiency govern-
ments should refrain from interfering with them. In cases of temporary market failure
the solution must be aimed at removing those factors which impede market efficiency,
or at restoring normality where abnormal events have caused a distortion.
Interventions should not be aimed at taking over the allocative function. Where state
intervention is necessary in order to protect vulnerable sectors of society, the solution
must be targeted at the groups affected and the distortion of the price mechanism
must be avoided.

SUPPORT OF THE DEVELOPMENT OF HUMAN RESOURCES

The technical, managerial and entrepreneurial capability of the people is the most
important determinant of economic growth and development. All the successful newly
industrialised countries (NICs) have one thing in common:- they place a high priority
on education and training. Governments play a leading role in supporting improve-
ments in education. Virtually all of them introduced compulsory free primary education
at an early stage.

The other common feature is the emphasis on technical training at all levels. Linked to
this is the development of entrepreneurs and emerging businesses. As a conse-
quence of the high standard of education and technical training, these countries find it
easy to absorb new technologies.

PROVISION OF SOCIAL SERVICES AND INFRASTRUCTURE

The availability of health care services, clean water and electricity has a direct bearing
on the quality of human resources. Education and training is of little use if the other
services are not provided. They do not only ensure hygienic conditions but also
support productivity. Good roads, telecommunication and other infrastructure improve
accessibility and the mobility of goods and services. Therefore, their provision in all
areas which have economic potential is essential to the development process.

PROMOTION OF ENTREPRENEURSHIP

The lack of an entrepreneurial and managerial tradition in developing countries has
been found to be a major constraint to economic participation. Support to emerging
businesses, therefore plays a major role in overcoming this problem. Assistance
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EXECUTIVE SUMMARY

TOWARDS AN ECONOMIC AND DEVELOPMENT POLICY FRAME-

1.

WORK FOR A POST-APARTHEID SOUTH AFRICA.

INTRODUCTION

The National African Federated Chamber of Commerce and Industry’s (NAFCOC)
point of departure is that in order to achieve both economic growth and greater equali-
ty, economic policy must focus on both macro-economic and development issues.
The policy must aim at stimulating economic growth and efficiency on the one hand,
and at increasing the incomes of all South Africans through enhanced economic par-
ticipation on the other. For historical reasons, the majority of the people whose
incomes must be increased through enhanced economic participation are blacks who
have been either excluded from the formal economy or employed in low skill, low
income activities.

The suggestions concerning a macro-economic and development policy framework
are structured as follows:-

- Background statement.

- Proposed economic and development objectives for a post-apartheid
South Africa. '

- Strategy proposals in key policy areas.
- The need for national economic planning.
- Proposed macro-economic and development strategy.

BACKGROUND STATEMENT

Apartheid was invented for the purpose of securing the political and economic power
and control of whites. Therefore, to dismantle the system completely, both pillars must
be broken. The establishment of a non-racial political democracy will address racial
exclusion from political power, but will not necessarily solve the question of economic
exclusion and deprivation. To break the second pillar of apartheid, which is black eco-
nomic deprivation, the focus of the economy needs to be changed from serving the
needs of a minority to serving the needs of all South Africans. This is the meaning and
objective of economic restructuring envisaged in this proposal.

An analysis of the history of the country clearly shows that the period from 1652 to
1910 was characterised primarily by conflict between whites and indigenous Africans
over cattle and land. The various African kingdoms were finally defeated by whites
during the second half of the nineteenth century and in the process lost most of their
cattle and land.

From 1910 onwards, state legislation and denial of basic freedom to blacks became
the major means of securing the economic progress of whites and constraining the
economic advancement of blacks. The laws that were enacted imposed restrictions
on the following :

access to land and capital, labour mobility, right to choose a job or career, right
to belong to a labour union, access to good quality education and training and
the right to engage in business activities. Blacks were also either deprived of
access to essential services - health care, housing, water, electricity, telecom-
munications, etc - or, where these services were supplied, they were both inade-
quate and of a poor quality.

  



 

 

FOREWORD

One of the most important resolutions to emanate from NAFCOC's Twenty Fifth Annual
Conference, held at Sun City in August 1989, was one urging the organisation to organise an
Economic Conference, involving all key players in the economy, as a means of enabling it to partici-
pate fully in the current debate on the framing of an appropriate future economic policy for South
Africa.

In accordance with this resolution, the NAFCOC Council decided to establish an Economic
Commission whose research functions and responsibilities centered not only around the organisa-
tion of workshops, conferences and the collating of data, but entailed also the commissioning of
specific studies into various aspects of the economic and socio-political milieu.

During 1990 the NAFCOC Economic Commission was responsible for organising a successful con-
ference held at the Transkei Wild Coast Sun lntemational Hotel; and also an important workshop on
land in Johannesburg towards the end of the year. It is envisaged that during 1991 several work-
shops will be held at which specific attention shall be given to other sectors of the economy. The
main object in arranging such workshops and seminars is to enable NAFCOC in the long run to for-
mulate an appropriate and sound macro-economic policy framework that has the possibility of
enjoying the widest public support in the country.

This document is an outline of the macro-economic policy framework, which was discussed and
approved by the 6th NAFCOC Summit Conference held at Sibasa in October 1990. The policy
framework enunciated in the document does not purport to represent a complete and final version
of NAFCOC's economic policy. It does however encompass a substantial number of economic poli-
cy options, which NAFCOC fully supports. The document is presented as NAFCOC's contribution
to the on-going debate, primarily with the object of provoking further public comment and discus-
suon.

‘ NAFCOC is deeply indebted to the members of the Economic Commission and more particularly to
Professor W L Nkuhlu for his enormous personal contribution towards the editing and compilation of
this initial NAFCOC macro-economic policy framework.

Members of the NAFCOC Economic Commission are:

Prof W L Nkuhlu (Chairman)
Mr M Lekota
Mr A S Nkonyeni
Mr K J Hlongwane
Mr V Phaahla (Director, NAFCOC Research Unit)

QR S M MQTSUENX'ANE
PRESIDENT - NAFCOC

  



 

 

Improvement of the technical and managerial skills of blacks through improved
~ education at all levels. This should include the introduction of compulsory free
primary education as soon as possible, upgrading of teachers, provision of ade-
quate school facilities and major changes to curricula to make them more appro-
priate to the developments needs of the country.

Planning and implementation of a land reform programme which will lead to a
more equitable distribution of land, with minimal or, preferably, no negative
impact on agricultural productivity. This should include a review of agricultural
subsidies, measures to discourage the “hoarding” of land, acquisition of land by

a state institution for the purpose of redistribution to blacks on the basis of need,
and the provision of financial support to individual blacks to acquire land for agri-
cultural or residential purposes.

Improvements in social services - social pensions, health care services, water,
housing, transport, electricity, etc. As far as possible, both public and private
sector resources should be mobilised. To ensure that the limited available
resources benefit as many people as possible, every attempt be made to adopt
appropriate standards and to use affordable technology.

Introduction of an affirmative employment programme aimed at increasing the

number of blacks in managerial and technical positions. The programme would
have to include training requirements and targets to be met within an agreed
time frame. The parties to the agreement ought to be the government, employ-
ers and the workers.

Promotion of asset ownership. Through special subsidies, the state would have
to increase support to first time home owners, especially members of the low
income groups. Employee share schemes would have to be supported and
measures taken to encourage employers to assist employees to acquire shares.
The general public also be encouraged to invest in instmments which enhance
capital ownership.

Democratisation of individual enterprises will be strongly supported through the
protection of workers' bargaining rights and introduction of worker representation
at management committees, including boards of directors.

Poverty relief measures would be financially supported by the state. Support
would have to include the reintroduction of school feeding schemes for the chil-
dren of the poor, food stamps for the aged and those who cannot work because
of poor health and special employment programmes. The shortage oi resources
is acknowledged as a constraint, but because of the devastating effect of pover-
ty on pe0ple, serious efforts will have to be made to allocate resources to this
programme.

Homelessness will have to be tackled at a national level. The state would adopt
a national housing policy and strategy. The strategy would be aimed at mobilis-
ing both public and private sector resources for housing. The involvement of the
state would be primarily in the provision of infrastructure and capital subsidies to
first time home-owners. Special attention would be given to the low income
groups.

Macro economic policies will give a high priority to the establishment of an envi-
ronment which encourages savings and investment, attracts foreign capital and
stimulates exports. Taxes will have to be in line with countries at the same level

  



 

 

CONCLUSION

The recommended policy framework need not be given a name, but if this is consid-
ered to be necessary, it is suggested that it be referred to as a Soclal Market System

for South Africa. This is a more appropriate description as it highlights the impor-
tance of both markets and investments in social upliftment as necessary elements in
building an efficient economy, with a built-in system to promote greater equality.
Markets are the feature that makes free enterprise economies superior to centrally
planned socialist systems. Therefore, it is this feature that a new economic policy
framework for South Africa must highlight. On the other hand, to ensure fairness and
real equality of opportunities, deliberate social upliftment initiatives are essential,
hence the need to emphasize the social element as well.

  



 

 

as well, because it is these activities which generate additional wealth. Many develop-
ing countries have experienced difficulties in the past because they concentrated their
attention on social services at the expense of the productive sectors. South Africa
must not fall into this trap.

To achieve the best results given the constraints it is suggested that the provision of
social services be tackled in the following manner :-

Steps should be taken to utilise available resources more efficiently. This
includes the scrapping of all vestiges of separate facilities for the various racial
groups and improvements in the allocation of physical and human resources.

Equalisation of per person expenditure on all social services ought to be intro-
duced with immediate effect.

Education and training content and methodology be revised to make it more rel-
evant to the development needs of the country.

More cost effective technologies should be used to extend services to all sectors
of the community. A focus on primary health services, for instance directed at
rural communities, would greatly improve the health of the nation. Water, too,
can be made available to all sectors of the country it appropriate technology is
adopted. -

Priority needs to be given to the training of teachers and the upgrading of teach-
ers at all levels.

Compulsory free primary education should be introduced in areas with adequate
facilities and steps taken to provide facilities to all areas to enable compulsory
free primary education to be introduced throughout the country within five years.

Steps be taken to upgrade secondary schools by providing adequate facilities,
laboratories and books and moving in the direction of compulsory tree sec-
ondary education at a later stage.

A National Education Loan Scheme ought to be introduced to give assistance to
university and technikon students who cannot afford to pay fees. In addition to
this, state subsidisation of universities and technikons must be improved. It is
accepted that a higher priority must be given to primary and secondary educa-
tion but university students cannot be expected to carry the full cost of their edu-
cation. The loan scheme must cover the shortfall only.

Special attention ought to be given to training in critical areas like computer tech-
nology, engineering, management and economics. Black students should be
selected and financially supported in these areas in order to ensure that the
dependence of the black community on whites in these key areas is reduced.

Arrangements be made to supplement state funding of capital projects in educa-

tion, health and water provision with funds from the private sector.

National medical aid scheme, national unemployment insurance scheme and a
national pension fund scheme should be established as soon as possible.
Membership of all schemes should be made compulsory to people in employ-
ment. In this way everyone would contribute towards his/her pension and medi-
calexpenses.
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4.4.2.3

position to obtain finance from the financial institutions. In order to solve the problem
of homelessness it is suggested that in addition to addressing poverty and unemploy-
ment, special programmes be initiated to address the problems directly. The following
initiatives are suggested :

- The state must recognize the housing shortage as a national concern. Arising

from this there must be a clear national housing policy aimed at mobilising both

the public and the private sectors to tackle the problem.

- The state must play a major role in providing infrastructure for housing. Public

and private sector funds must be mobilised for this purpose. Pension funds are

a case in point. The government should re-introduce prescribed assets.

Pension funds ought to be required by law to invest a certain percentage of their

funds in government stocks, and the proceeds should be earmarked for the pro-

vision of infrastructure for housing.

- Individuals must be encouraged to save for housing. Special tax incentives be

provided to promote savings for home ownership.

- Employers and the state should subsidise interest on housing loans for the low

income category. Again, incentives need to be given to the private sector to

encourage it to assist the low income category.

- A different package has to be provided for the poor and those working in the

informal sector. A higher capital subsidy would be more appropriate and in

addition to this, subsidised loans managed through a specially created institu-

tion need to become available.

- A national electrification programme should be launched. At present 66 per cent

of the country’s population have no access to electricity, even though it has

been shown that ESKOM has the capacity to initiate a large electrification pro-

gramme. Electricity would contribute very significantly in lowering the cost of

fuel to the poor and in improving the quality of life.

TACKLING THE BACKLOG IN SOCIAL SERVICES - EDUCATION,
HEALTH CARE SERVICES, WATER AND SOCIAL SECURITY.

The provision of education, health care services and water has a direct contribution in
improving the productivity and creativity of people. Progressive governments take the
initiative in ensuring the provision of these services. The rationale is the positive
impact they have in enhancing the quality of life and society in general.

A democratic government, therefore will be compelled to address the backlog in the
provision of these services to blacks. The dilemma will be the financial constraints
under which it will operate. Current expenditure on social services compares very well
with international norms. This means that a new government will not be in a position
to increase significantly its expenditure on social services as a percentage of the
Gross Domestic Product (GDP). A slight increase will be possible trom savings on
general administration and from new taxes. Apart from this there is very little room for
increasing expenditure on social services as a percentage of GDP.

This highlights something that the people of South Africa must be aware of all the
time. The most effective means of generating revenue for social services is through
higher economic growth.

The key message is that the country must not turn its attention completely to the provi-
sion of social services. There is a need to increase investment in economic activities
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tion (government funding of public housing and obligatory health insurance)
- Strict independence of the Central Bank and a strong anti-intlation policy posi-

tion.

The important point in this system is that the role of markets in promoting economic
efficiency is highly regarded. The State accepts that in pursuing social development
objectives it must endeavour to avoid policies and measures which distort markets.
Because of the success of the social market system in reducing poverty and inequality
whilst at the same time ensuring economic growth, it is strongly recommended that in
a new economic policy framework for a post-apartheid South Africa the need to uphold
economic efficiency by refraining from interfering with markets be given a high priority.

The policy of the central government must be to leave the determination ot key prices -
wages, interest rates, foreign exchange rate value of the currency and the general
price level to market forces ; to intervene only in exceptional cases when market fail-
ure or other structural factors impede maiket efficiency. The distortion of prices by
governments is one of the main reasons for the economic collapse of many
economies, especially developing economies. The temptation to pursue social objec-
tives through price fixing or other forms of market distortion must be avoided.

The main role of government must be that of a facilitator, through the provision of
social services and infrastructure - education training, health care services, water,
electricity, housing, roads, etc - and the establishment and maintenance of a social,
economic and political environment that is conducive to individual initiative and creativ-
ity. In the case of South Africa, the government will have to play a significant role in
enabling the disadvantaged community to gain access to economic resources, - land
and capital - and to attain meaningful economic participation.

In conclusion it is strongly suggested that the name given to the policy framework dis-
cussed above must reflect the central role of markets as well as the social responsibili-
ty of government and the private sector.

16
  



 

 

3.8

3.9

3.10

3.11

required is in respect of capital, training and advisory services, both to emerging busi-
nesses and to farmers. Success in this area has two major advantages:

Economic participation is extended to disadvantaged groups, who may not have
access to bank credit.
The high employment potential of small businesses. It has been established that in all
newly industrialised countries small businesses play a very significant role.

DEVOLUTION OF RESPONSIBILITY FOR THE PLANNING AND
EXECUTION OF DEVELOPMENTS

Community involvement and participation in the planning and execution of develop-
ment must be nurtured. As far as possible government involvement must be aimed at
giving support to grassroot initiatives. This will ensure a better articulation of the
needs and aspirations of communities as well as their commitment to self-develop-
ment. Non-governmental organisations must also be allowed to operate with no inter-

ference from government. They play a major role in stimulating self-reliance and
creativity at the grassroot level. Initiatives by groups of individuals and/or communities
to mobilise their own resources for economic projects must be facilitated through
removal of legal constraints and unequivocal approval of such initiatives at the highest
political level.

BUILDING MUTUAL TRUST BETWEEN MANAGEMENT AND
LABOUR

Good relations between management and labour are absolutely essential. They must
be based on assumptions and values that are shared by both management and
labour. In a situation where labour feels alienated, it is difficult to increase productivity.
High productivity on a sustainable basis is only possible where mutual trust has been
established. To achieve this the values and objectives of management and workers
must be compatible. Involvement of workers in the decision making process through
democratic structures facilitates the process, but it is wrong to assume that the -
Western model of handling labour relations is the most suitable for South Africa.
There is a need for each country to develop its own management/labour model in the
light of its own historical experiences.

PROMOTION OF GREATER EQUALITY

Land reform programmes, state funding of education, provision of social services,
poverty relief, subsidisation of emerging businesses and first-time home owners, sup-
port of employee share ownership schemes, redistributive taxation policies and other
instruments of social development, all serve to advance greater equality. The choice
of an apprOpriate combination of policies to achieve greater equality is determined by
patterns of ownership and control in each country.

FORMULATION OF RATIONAL DEVELOPMENT STRATEGIES.

Central planning has been discredited, and this must be accepted as a fact. But it is
wrong to conclude that there is no need for planning whatsoever. Baum and Tolbert
(1985) reporting on Worid Bank experience over 40 years have the following to say on
the matter : “The best economic performance has come neither from countries with
comprehensive central planning .....nor in countries where both the planning effort and
economic management were weak ..... Instead, it has come in countries that chose to
concentrate their efforts on devising a framework of price and other incentives to guide
both public and private activity and on designing an appropriate public investment pro-
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both land and capital and also benefited from various subsidy schemes provided by
the government. Senior positions in the public service became the monopoly of
whites, especially Afrikaners.

The results oi these policies and practices on both the economy and on the economic
contribution of blacks were disastrous - the creativity and entrepreneurship of the
black people was destroyed, black poverty increased very rapidly, economic inequali-
ties between white and black people escalated, the quality of life for blacks deteriorat-

ed, the shortage of skilled manpower in the economy at large became critical and,

finally, the economy stagnated. it is reported that in 1980, the proportion of the total
population with incomes below subsistence level was estimated at 50 per cent and for
the Africans throughout the country the proportion was estimated to be 60,5 per cent;
for those living in the “reserves”, no less than 81 per cent of the households were in
dire poverty (Wilson & Ramphele, 1989). The main cause of the exceptionally high
level of poverty in rural areas is the fact that the movement of the African people to
urban areas was artificially restricted. The situation was further compounded by fail-
ure to support small farmers and to provide infrastructure and social services in rural
areas.

Gross racial inequality in incomes became the most glaring evidence of economic

injustice. Wilson & Ramphele, (1989) report that in 1970 the richest 20 per cent of the
population in South Africa owned 75 per cent of the wealth, compared with 62 per cent
in Brazil and 39 per cent in the United States of America. The 1988/89 Race
Relations Survey Report reveals that according to research by Prof S J Terreblanche,
the total personal income distribution by population in 1987 was -_Airicans 27 per cent,
Asian 3,5 per cent, Coloured 7,5 per cent, Whites 62 per cent and the population dis-
tribution was - Africans 74 per cent, Asian 3 per cent, Coloured 9 per cent and Whites
14 per cent.

Per capita income per annum by population group in 1987 is estimated by Prof S J
Terreblanche to have been African R1246, Asian R4560, Coloured R3000 and White
R14880 - giving an average of R3433. Prohibitions on blacks from participating in .
labour unions contributed very significantly in increasing income disparity between
whites and other groups.

Another significant feature of the South African economy, is strong regional disparities
in economic activity. The 1986 Annual Report of the Development Bank of Southern
Africa shows that the “homelands” which account for 42 per cent of the total population
generate less than 5 per cent oi the Gross Domestic Product. This explains the high
level of poverty in rural areas.

Behind all these inequalities is unequal access to land and financial assets. Until now
(1990) whites have had unrestricted access to 87 per cent of the land, and control a
disproportionately high percentage of the country’s financial assets.

Underprovision of school facilities and the poor quality of education available to blacks
is another unfortunate consequence of the misguided policies of the past. In addition
to deficiencies in the education field there are serious shortcomings in the provision of
health care services, water, electricity, housing, and basic infrastructure to blacks and
to areas reserved for blacks by successive minority governments. These deficiencies
constrain the economic productivity and participation of blacks.

What has even more direct economic implications is the low level of technical and
managerial skills on the part of black people. In 1985, 69 per cent of the African
labour force was composed of peOple who had not completed standard VI, only 22,5
per cent of the professional, technical and managerial positions were held by Africans,
and Africans accounted for only 11,5 per cent of the total number of the economically

  



 

 

of development and precautions will have to be taken to ensure that guidelines
for international investors are not too onerous compared to countries competing
for the same investors.

- Redirection of government expenditure from defense and apartheid structures
will become the main instrument of redistribution and the state ought to be able
to give a high priority to social services without increasing the government
financing deficit to damaging levels.

- Legislation would have to be adopted to encourage pension fund managers to
channel more resources towards social development, without significantly harm-
ing long-term returns on pension savings.

- Existing national economic and development institutions will have to be restruc-
tured or replaced by new non-racial organisations. Each institution would have
to be mandated to pursue economic and social objectives in a specific field, and

be afforded maximum operational autonomy trom government to pursue its
objectives in an efficient manner. Chief executives and directors ought to be
appointed on the basis of relevant experience, competence and commitment to
the upliftment of all South Africans. Present institutions which fall in this catego-
ry include the Reserve Bank, the Development Bank of Southern Africa, the
Industrial Development Corporation, Eskom, Transnet and others. Development
Corporations established to serve homelands or interests of any other racial
group should be replaced with subsidiaries of national corporations or regional
non-racial institutions.

- Precautions will have to be taken to protect the economically vulnerable when-
ever drastic adjustments have to be made to correct the economy. A good
example is restrictions on money supply, which result in exceptionally high inter-
est rates when the Reserve Bank is attempting to bring down the rate of infla-
tion. In such a situation, the economically vulnerable sectors should be given
special assistance through measures like additional subsidies of interest on
housing and business loans and the very poor should be given food stamps.

THE NEED FOR A COHERENT DEVELOPMENT PLAN

To tackle the task of restructuring the economy in a coherent manner, there is a need
for a national development plan. The various priorities which have been determined
need to be weighed against each other in a coherent manner, and policies for pursuing
various objectives need to be examined for consistency. Goals to be achieved at varis
ous intervals ought to be clearly stated, required resources quantified and sources
determined. Coherent development plans have to be prepared for each sector and
the institutions required to plan and manage development programmes must be deter-

mined.

A long term budget (five year budget) is an important element of such a plan. The
preparation of a Iong-term development budget will force the government to appreciate
the financial constraints and as consequence the need to tackle only what is afford-

able.

  



 

 

- Corrective actions by the state aimed at improving the distribution of income,
promotion of asset ownership and protection of the poor by measures that do
not distort the market.

- State initiated and co-ordinated provision of social services and social upliftment
policies funded with resources mobilised in the public as well as the private sec-
tor.

- Democratisation of the workplace by protecting the bargaining rights of both
workers and employers and promoting workers representation at all levels of
management including boards of directors.

- Devolution of decision making to the lowest possible level. This encourages
self-reliance and creativity as well as improve commitment and the rate of suc-
cess of development project.

- Maintenance of fiscal and monetary discipline in order to ensure stability of the
general price levels, the external value of the national currency, interest rates
and a low level of unemployment. An independent Central Bank is crucial in this
regard.

The suggested policies address economic growth, efficiency and stability, as well as
the broadening of economic participation with a view to achieving a greater level of
equality. The main thrust is the stimulation of individual initiative, economic efficiency
and enabling all sectors of the community to enjoy higher incomes through enhanced
economic participation.

The key factor in facilitating higher economic efficiency is the market. Experience in

many countries has demonstrated very clearly that the feature which makes free
enterprise economies superior to centrally planned socialist system, is the acceptance
of the market mechanism as an allocator of resources. For this reason it is strongly
recommended that the central government must leave the determination of key prices
- wages, interest rates, exchange rate value of the currency and the general price level
to market forces. It ought to intervene only in exceptional cases when market failure,
temporary abnormal events or structural factors impede market efficiency.

The major development role of the government must be that of a facilitator, by ensur-
ing a stable socio-economic environment, directing the provision of social services and
guaranteeing equitable access to economic resources. In the case of South Africa,
the government will have to play a major role in the provision of social services and in
giving special support to blacks to enable them to improve both ownership and control
of economic assets.

The practical measures to pursue the objectives will be spelt out in the macro-eco—
nomic and development strategy.

STRATEGY PROPOSALS IN KEY POLICY AREAS

In a strategy document like this, only key issues can be addressed and the elaboration
of policy details has to be left to future policy planning sessions and negotiation
between policy makers. The following is a brief summary of some specific strategies
considered to be appropriate to address the underlying issues and pursue policy
objectives outlined earlier:

- Removal of all impediments to individual initiative and creativity, especially fac-
tors which inhibit economic activities at grassroots level.

- Promotion of entrepreneurship and emerging businesses at all levels. This must
include informal sector activities, as well as initiatives by blacks to acquire major
businesses in the formal economy. Support should include access to capital,
and the provision of training and advisory services.

  



 

 

TOWARDS AN ECONOMIC AND
DEVELOPMENT FRAMEWORK FOR A POST-

APARTHEID SOUTH AFRICA

INTRODUCTION

In tackling the difficult task of formulating an economic policy framework to guide the
process of meeting the economic aspirations of all South Africans when apartheid has
been dismantled, there is a need to commence with a short historical account of eco-
nomic developments until the beginning of the 1980’s. The purpose of the exercise is
to provide the background against which the process of policy formulation can be eval-
uated.

The logical starting point in tracing the economic history of modern South Africa is the
arrival of the first white settlers in 1652. This marked the beginning of economic inter-
action and competition between the indigenous African peopie and the newly arrived
white settlers. Within a short time conflict between the indigenous people and the
white settlers over land and cattle became frequent occurrences. Davenport, (1977)
reports that the first conflict between the white settlers and the indigenous Khoi khoi
over livestock and property took place in 1659, and in 1673 the Dutch East India
Company launched its first military campaign against Chief Gonnema of the Khoi khoi.
Wars over land and cattle carried on until the various African kingdoms were com-
pletely vanquished and deprived of most of their economic wealth. First it was the
Khoi khoi and the San in the Western Cape, and later on the Xhosa, Zulu, Sotho, Pedi
and other African kingdoms in the Eastern Cape, Natal, Orange Free State and the
Transvaal. The process was completed with the defeat of the Sotho under King
Moshoeshoe in 1866, the Xhosa under King Sandile and Sarhili in 1877, the Zulus
under King Cetshwayo in July 1879 and the Pedi under King Sekhukhune in
September 1879.

The formation of the Union of South Africa in 1910 ushered in a new process of eco-
nomic emasculation. Legislation became the main instrument for depriving blacks of
the means and opportunities to achieve economic advancement. They were deprived
of land through the Land Acts of 1913 and 1936, as well as many other apartheid laws
like the Group Areas Act of 1950. The “civilized labour policies” and the “Colour Bar”
Act of 1926 (Mines and Works Amendment Act) introduced by the Hertzog govern-
ment were clearly aimed at advancing the economic interests of whites at the expense
of blacks. Many other laws directed at retarding the economic advancement of blacks
were enacted by successive governments from 1910 to 1982. These laws imposed
restrictions applicable to blacks on ,inter alia, the following :

- Access to land and capital, labour mobility, right to choose a job or career, right to
belong to a labour union, access to good quality education and training and the right to
engage in business activities.

- The provision of infrastructure to black areas was given a low priority whilst white
areas were continuously upgraded. Good schools and housing were provided to
whites with state assistance and very little was done for blacks. Technical training and
University education were developed very rapidly for whites, white black access to ter-
tiary education remained extremely restricted.

- In the work place whites received preferential treatment. The racial prejudice promot-
ed by successive governments assured them supervisory positions over blacks and
rapid promotion to positions of power and control. They had preferential access to

  



 

 

3.12

3.13

gramme. These countries do not necessarily do less planning, but rather planning of a
different kind”.

In all successful developing countries development is based on systematic analysis of
the country’s needs, objectives and potential. The best policies for promoting econom-
ic growth and development are identified through systematic analysis and a National
Development Plan is prepared to guide the development process.

ADOPTION OF EXPORT—ORIENTATED POLICIES.

Experience shows that import substitution based industrialisation strategies do not

reduce a country’s dependence on imports, but reduce the ability to export instead.
For this reason, in the long-run, such policies have a negative impact on economic
growth. Export orientation, on the other hand, makes a positive contribution to growth,
provided the country does have the capacity to provide high value added goods . To
maximise benefits from international trade, developing countries have to concentrate
on expanding their technological capacity. This will enable them to beneficiate miner-
als and to manufacture high-technology goods.

MAINTENANCE OF ECONOMIC DISCIPLINE AND STABILITY

Every government has a responsibility to commit itself and to do everything possible to
keep inflation low, the foreign exchange value of the currency and interest rates stable
and to strive for a low level of unemployment. Successful countries place a high pre-
mium on fiscal and monetary discipline to achieve this.

The suggested policies encompass both the macro-economic and development
issues. They address the issues of economic growth, efficiency and stability, the
broadening of economic participation, as well as the removal of factors which inhibit
the development of less developed regions.

Because of the focus on both economic efficiency and the broadening of economic
participation through initiatives which involve the private sector as well as the public
sector, the policy framework cannot be categorised as advocating either the classical
free market system or a socialistic system. But this does not mean that there is no
common thread running through the set of recommended policies, a scrutiny of the
package reveals that it strongly supports individual initiative, markets and the enabling
of all sectors of the community to increase their incomes by engaging in meaningful
economic activities. It is strongly advocated that the government must not promote
dependency; instead it ought to support the people to be self-reliant by facilitating
access to resources, social services and know-how.

The economic system that is closest to what is being advocated is the social market
system of West Germany. The key features of a social market as it has evolved in
West Germany are the following :-

- The sanctity of private property.
- Resource allocation and distribution of goods and services by markets.
- Maintenance of a competitive environment by means of strong anti-monopoly

legislation and an effective monitoring mechanism.
- Protection of the right of workers to organise themselves into labour unions and

worker representation at all levels of management including representation on
the boards of directors of corporations.

- Corrections by the state aimed at improving the distribution of income and pro-
tecting the poor. This is achieved mainly through the promotion of asset forma-
tion among the Iow-income groups, direct transfer payments (e.g. child
allowances and subsidisation of rental payments) and other direct state interven-
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4.1

4.2

4.3

A MACRO—ECONOMIC AND DEVELOPMENT STRATEGY

INTRODUCTION

Traditionally macro-economic policy is concerned with the correction of short-term
economic changes. The objective being mainly the reduction of the impact of fluctua-
tions arising from internal and external shocks. The means for pursuing macro-eco-
nomic policy objectives are fiscal and monetary measures. Fiscal measures include
taxation, state expenditure and the financing of deficits caused by disparity between
revenue and expenditure. Monetary instruments include the regulation of the money
supply, interest rate levels and the external value of the national currency.

Macro-economic policy in the traditional sense remains important, but of even greater
importance in the case of South Africa is to combine macro-economic policy with
development policy to correct the structural imbalances and distortions caused by
many years of apartheid policies. The aim must be to change the focus of the econo-
my trom serving the interests of a minority to serving the interests of all South
Africans. Economic efficiency and the upliftment of all South Africans must guide
strategy formulation.

THE NATIONAL DEVELOPMENT PLAN

To guide the medium to Iong-term development process it is absolutely necessary that
a national development plan/strategy be prepared. The plan must contain at least the
following:

- A review of the current state of the economy,

- A statement of national objectives and key macro-economic and development
policies,

- A definition of goals to be achieved during the period covered by the plan,
- Fiscal and monetary plans,
. Sectoral development plans and arrangements for the financing of major devel-

opment projects.

Information concerning the current state of the economy is readily available and is reg-
ularly updated. National macro-economic and development objectives and policies
have already been presented. The other matters require further research. What fol-
lows is a brief analysis of some of the key issues that need to be addressed in order to
place the South African economy on a path to long-term selt-sustaining growth and
development.

MACRO-ECONOMIC ISSUES

The starting point in restructuring the economy is to remove all apartheid—linked mea-
sures and to replace them with instruments directed at enhancing economic growth
and development. Savings and investment will have to be stimulated through appro-
priate monetary and fiscal measures - economic stability promoted by means of a
“contract” between labour, employers and the government on wage increases, produc-
tivity and peace at the work place.

To attract foreign investment and to boost business confidence, the government will
have to maintain corporate and individual taxation at levels which compare favourably
with successful developing countries. To enable industry to replace obsolete machin-
ery, exports will have to be promoted very vigorously, and foreign capital attracted to
return.
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taken into account and the level of taxation be such that only unproductive own-
ers would feel the burden.

All land owned by the state must be made available for black housing, agricul-
ture and recreation. The process of identifying such land must start now and
steps be taken to transfer ownership to a common authority like a Land
Development Trust.

Special measures must be introduced immediately to prevent land speculation
in anticipation of increased purchases by the state. For instance, consideration
must be given to the introduction of a special tax on land transactions.

An institution like a Land Development Trust must be established and be used to
mobilise funds locally and internationally for the purpose of carrying out the land
reform programme. Land acquisition and distribution must be systematically
planned and managed.

Unused and underutilised land owned by individuals and private sector compa-
nies must be identified and acquired by the Land Development Trust. The

Government must not blindly rescue insolvent farmers. It must be stressed that
the acquisition of land and its redistribution must be programmed with great
care.

Land purchased for urbanisation be transferred to a proper authority for the
development of infrastructure. Once the infrastructure has been provided, plots
be sold to members of disadvantaged communities. Assistance ought to be
given to first time home owners in the form of a capital subsidy.

Farming land should be made available on the basis of need and interest in agri-
culture. Available land ought to be divided into small farms in order to benefit as
many people as possible. Experience has shown that small farms can be more
profitable than big farms. The actual size of a small farm be determined on the
basis of intended use and the potential of the region. New small farmers be
assisted by agricultural development agencies with subsidised loans to pur-
chase their farms, and with training and advisory services to improve productivi-
ty. -

The agricultural development agencies ought to be equipped to serve mainly the
needs of small farmers. Assistance needs to be given to individual farmers, co-
operatives and to companies. The choice of whether to operate on an individual
basis or as co-operatives must be left to the people.

The state must give special attention to the provision of essential infrastructure -
roads, electricity, telecommunications, etcetera - to farming areas.

ADDRESSING HOMELESSNESS

In addition to poverty and unemployment, homelessness is another challenge that a
democratic government will have to address. The shortage of houses in the country is
exceptionally high. The squatter camps that are mushrooming all over are an indica~
tion of the acute shonage of shelter in the country. The Urban Foundation estimates
the shortage at between 850 000 and 1,2 million units. Members of the black commu-
nity believe that the shortage is much higher.

Of course what lies behind homelessness is poverty and unemployment. Ultimately
the only way to solve homelessness is to find a solution to poverty and unemployment.
People have no homes because they have no incomes. Therefore they are not in a
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- The cost of providing water, health care facilities and electricity must be recov-
ered from users. Those who cannot afford be targeted for special assistance.

BLACK ECONOMIC EMPOWERMENT IN BUSINESS AND AT THE
WORKPLACE

The focus in this section is on activities that will enable blacks to be directly engaged
in the wealth creation process in a substantive sense. This must be seen as a process

and not as something that can be achieved immediately. Conditions have to be estab-
lished tor the process to commence and, once it has started, it must be supported and
monitored continuously.

Education, training and the provision of social services are essential components of
this process. The idea is to remove constraints that impede productivity and to com-
pensate for the disadvantages of being late comers. The final objective is to achieve
an equal opportunity environment in which blacks can stand their ground without being
handicapped by many years of apartheid deprivation and exclusion.

a) INCREASING BLACK OWNERSHIP AND CONTROL
IN THE FORMAL ECONOMY

- Blacks have to use their savings to invest in successful companies in the
formal economy. The vehicle for this purpose must be Pension Fund
Management Companies. These companies should be professionally
managed by competent persons. They must be formed to perform the
investment function. Investment portfolio management is a proven tech-
nique. There is no added risk from this kind of arrangement. What is
required is the confidence of blacks in themselves.

- Employee share schemes should also be used to build capital and to
increase black interest in the formal economy.

- Arrangements should be made for black companies to take over sub-
sidiaries which have supply contracts with mother companies. The
scheme should include loan capital or capital could be obtained from
development corporations. Such schemes have great potential. It is
reported that in Japan most of the multinationals have similar arrange-
ments with smaller companies.

- Support of emerging businesses through the provision of capital, training
and advisory services should receive increased attention. This should
also include support to emerging farmers. Existing development institu-
tions should be restructured to make them more effective or if deemed
necessary new ones should be formed.

- Existing national economic and development institutions must be restruc-
tured or replaced by new non-racial organizations. Each institution
should be mandated to pursue economic and social objectives in a specif-
ic field and be afforded maximum operational autonomy from government ~
to pursue its objectives in an efficient manner. Chief executives and
directors must be appointed on the basis of relevant experience, compe-
tence and commitment to the social uplittment of all South Africans.
Present institutions that fall in this category include the Reserve Bank,
Development Bank of Southern Africa, Industrial Development
Corporation and others. Development Corporations established to serve
homelands need to be replaced with subsidiaries of the national corpora-
tion or regional non-racial institutions.
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