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This report contains the proceedings of an ECSECC conference on the developmental
challenges in the poorest of South Africa’s nine provinces, the Eastern Cape. After
critique of current macro-economic and fiscal policy with its reliance on the Mineral
Energy Complex, increasing financialisation of the economy, the BEE model, LED
policies, agricultural reform and HIV/AIDS programmes, the conference discussed
the developmental state. Participants recommended that social policy be made the
core of planning initiatives whether by central or local government structures. The
special needs of the Eastern Cape were identified as being the lack of cohesive and
broad industrial development planning and the plight of the rural poor. LED policies
must be supported at local level by capacity building in the form of skills training and
development, planning, the facilitation of access to markets and a clear agricultural
policy. Suggestions are made for the achievement of a developmental state at both
central and local government levels. Outcomes for LED and rural communities in the
Eastern Cape were discussed.
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Although the ECSECC Policy Dialogues on Policy Choices for a Developmental State in
the Eastern Cape were held in October 2008, we are publishing this document because
of the ongoing relevance of many of the debates that took place during the event.
These included discussions around the nature of post-1994 social and economic
policies; the extent to which they have addressed poverty and inequality; the
appropriateness of macro-economic and monetary and fiscal policies to goals of
social transformation; the kind of state needed to drive an industrialisation strategy;
and the efficacy of current social protection programmes.
The debates recorded here also reflect on the extent that historical power relations
(class, race, gender and institutions of traditional leadership) have been transformed
under the new dispensation.
We believe that this record of discussions remains extremely useful in shaping
debates over a future development agenda for the Eastern Cape.

Andrew Murray
Executive Director, ECSECC
January 2011
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1.1 Introduction
The Eastern Cape Socio Economic Council (ECSECC) hosted a three-day conference in
East London in the Eastern Cape, South Africa, from 5-7 October 2008.  
Objectives
The objectives of the conference were to outline the possible policy direction that
the Eastern Cape government could adopt in order to meet its development targets
and address the problem of underdevelopment, as well as the severe poverty and
unemployment that continue to characterise the lives of majority of the people in
the province. Moreover, the conference aimed to provide a forum for the Eastern
Cape provincial leadership to interrogate existing policy frameworks, while having
access to alternative policy discourses and debates.
Context
The conference took place in the post-December 2007 Polokwane conference period
of the African National Congress (ANC), with its attendant implications for public
policy, both at national and provincial levels. It was also set against the backdrop of
the global financial meltdown - the worst economic crisis since the Great Depression
of 1920’s America.
Delegates
Delegates consisted of 100 policy-makers, including Members of the Provincial
Executive (MEC), Members of the Eastern Cape Provincial Legislature (MPLs), senior
bureaucrats, and academics.

1. 2 Background, Aims and Structure for the Conference (Andrew Murray)
Executive Director of ECSECC, Andrew Murray provided the background, aims and
structure of the conference.  
Development Environment
The conference background of important policy initiatives and dialogues:
The Harvard Group Report
• The OECD Report on the SA economy
• The AFORDE’s dialogue on development economics
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•
•
•

The HSRC’s conference on the developmental state
The work by COSATU’s panel of economists
The results of the post-Polokwane conference and the October 2008
Alliance Economic Summit

The current political climate creates opportunities and
spaces for critical policy dialogues. The critical challenge
however, is how to feed the debates into public policy.

Key Themes:
•
•
•

•
•

•
•
•
•
•
•
•
•
•
•
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How transformative are the post-1994 social and economic policies and
how do these policies address poverty and inequality?
Is there a need to initiate ideological shifts in the underpinnings of policy?
How can South Africa ensure that its macro-economic policy promotes
social transformation? How does South Africa make macro-economic policy
subordinate to socio-economic development?
What is the relationship between monetary policy and fiscal policy? What
are the changes that need to be made to ensure inclusive development?
How can the South African Reserve Bank (SARB) be made accountable to
parliament? What should the mandate of the SARB be, in the context of an
inclusive development?
Role of capital - what sectors should South Africa’s government target?
What capacity should be built within the state to drive the industrialisation
strategy? How can the capacity within the state be distributed?
How do we align national and provincial development policies?
Are current social protection programmes effective?
What policy should the developmental state implement?
How do we address regional and provincial inequalities in terms of
infrastructural development and resource/budgetary allocation?
Are current social and economic challenges a result of good policies but weak
implementation, or are the policies themselves fundamentally flawed?
How do we build productive capacity and capability in rural areas?
How can rural development become a central feature of the national
development agenda?
To what extent have historical power relations (class, race, gender,

•

institutions of traditional leadership versus elected leadership) been
addressed/transformed by the new dispensation?
Does it make sense to have a generic template of development plans/
frameworks within the various levels of government (local, provincial and
national)? How should these be co-ordinated and integrated? Does South
Africa require one focused developmental strategy or one that can be
varied to take various contextual issues into consideration?

1.3 Opening Address
The conference was declared opened by the Eastern Cape’s MEC for Finance and
Economic Affairs, Mr Phumulo Masualle.
Chairperson, distinguished invited guests, speakers and participants, leaders
of the ANC-led Alliance present, the Board and CEO of ECSECC and ECSECC Staff,
representatives from our universities, members of civil society organizations, and
may I simply say, ladies and gentlemen:
We are gathered here at an extremely exciting time in the development of democracy
in South Africa. We are also living in strange times. We have just witnessed the United
States government authorising the use of taxpayers’ money to bail out capitalism.
The countries of the EU have indicated that they will do the same.
Back here at home, many people call this the post-Polokwane era. It is an era
characterised by intense policy contestation. A quick glance at the papers using
ideological spectacles, will quickly tell you that the country is divided largely between
two opposing poles.
There are those who insistently call for a continuation of the post-1994 socioeconomic policies. These voices are urging stability, continuity and no change especially in the macro-economic regime currently in place in South Africa.
On the other hand, there are loud voices, which unfortunately, because of our
strange political and economic history, are not always able to express themselves
as stridently as the former group.   These voices are calling for an overhaul of our
current economic trajectory. Among them are the voices of course of the leaders
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of the progressive trade union movement COSATU, the SACP and other left-leaning
formations and individuals.
This tension pits two groups of South Africans against each other. There are those
who think that the liberal democratisation, modernisation and rehabilitation of
South African capitalism and the growth that might arise there from, offer the best
solution to the many challenges and problems which the democratic dispensation
inherited from our apartheid past.   In class terms, prominent in this group are
businesses, those who benefitted the most under apartheid, as well as an emerging
black middle class.  
There is also the second grouping. This group is convinced that a liberal democratic
capitalism, however much it might be modernised, and while it may ameliorate some
of the suffering and misery experienced by the majority of our people, cannot resolve
the fundamental challenges we confront.
A recent statement by Joel Netshitenzhe when launching the Presidency’s report
entitled “Towards a 15-year Review”, offers more than sufficient evidence of the
truth of this.
Netshitenzhe argued that not enough has been done to address trends in poverty,
inequality and state legitimacy in South Africa. Problems identified five years ago had
proved more deep-seated than previously recognized. Netshitenzhe said, “Growth
has exposed weaknesses... the increase in the rate of growth, does not necessarily
result in a reduction in poverty.”
Alarmingly, said Netshitenzhe, nor had growth reduced the inequality, but has rather
created a bigger gap between the rich and poor. Netshitenzhe suggested that future
governments should act boldly in addressing the prevailing problems.
Nobody can deny that from 1994 to date - and the presidential review clearly indicates
this - 12 millions - South Africans have been housed, connected to electricity, provided
with piped water, can access free primary healthcare, and that slightly more than 12
million receive one or other form of social assistance grant.    
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We will sit here for the next two days to participate, hopefully honestly and with as
much intellectual rigour as we can summon up, engaged in the ongoing debate over
the socio-economic trajectory most appropriate to post-apartheid South Africa.
I urge all of us in our deliberations, which necessarily must be located at a national
level, to use the provincial socio-economic canvas as a background.
The Eastern Cape Province in which we sit, houses, of all our nine provinces, the
second poorest South African population. It is therefore not by accident that liberation
struggle heroes like Nelson Mandela, Chris Hani, Steve Biko, Robert Sobukwe,
Donald Woods, Oom Ray Mhlaba, Oom Govan Mbeki and many others hail from this
province. These giants of our struggle were not mere volunteers. They were products
of a unique history of slavery, colonialism, racial oppression and exploitation and of
the heroic resistance of our people to these evils.
My hope is that this conference will assist us in the province to formulate our
response to the historic developmental challenges we face.
Therefore as we engage one another in these discussions over the next two days,
can we draw some inspiration from the intellect, bravery and commitment to the
liberation of the oppressed and exploited of these heroes of our struggle?
To ECSECC I say: well done on organising such an important and potentially stimulating
conference in a province, which has been the real theatre of struggle for so long!
To our visitors from abroad, from Gauteng and the rest of South Africa, please feel
extremely welcome and enjoy, between the sessions, some of our excellent hospitality
and cultural riches.
Despite our poverty and all the challenges we face, we are resolved to transform
this Province. With your friendship and critical intellectual contributions, we are
convinced that we will succeed.
I thank you.  
MEC Phumulo Masualle
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1.4.1 Introduction
There is a fundamental division between banking and the rest of society; a division
defined by the disparity in their interests. What emerges, therefore, is an interrogation
of the economic, political, and ideological relations between the banking sector and
the state and how these ought best to be managed (perhaps even controlled) by the
state towards particular social and developmental ends.
In the case of South Africa, such control or management would have to be directed
at addressing the following issues:
•
•
•
•

Inequality and the redistribution of wealth
Economic growth
Unemployment
Social and economic provisioning

It is necessary to identify the structures, processes, relations, and agencies that enable
or disable the realisation of a fairer society, that redresses historical imbalances and
sets the country on a truly developmental path.
1.4.2 The Financialisation of the South African Economy

If socialism is good enough for the bankers, what about
socialism for the South African people, especially the poor?

As in many other countries, the South African economy is organised around the
interests of the banking and financial sectors. As a result, even though the failures
and incapacities of the financial sector have once again come into sharp relief (as
evidenced by the global financial crisis), the responses to this crisis have not been to
rein in the financial sector, especially the banking sector, but to support it and facilitate
the process of its recovery. Hence the “extraordinary acrobatics around finance [where] the free market ideology and [the] independence of the banking system to
regulate itself has given way to a clamour for state support, an overnight concession
to nationalisation of failing institutions, even in the United States”. In light of these
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developments, the question arises, if socialism is good enough for the bankers,
what about socialism for the South African people, especially the poor? Given the
extent of unemployment and lack of adequate socio-economic provisioning, does it
make sense for South Africa to have subordinated these priorities to the market and
economic stability?  In effect, labelling Trevor Manuel as successful in his portfolio is
contentious - if somewhat misleading - where the stark focus on stability translated
into the “orderly and beneficial export of domestic conglomerate capital,” while
domestic savings levels are frighteningly low and the country, for all its fiscal surplus
and relatively high foreign reserves, is dangerously dependent on highly volatile
short-run investment inflows and a current account deficit.

Financialisation: The penetration and extension of finance
into every aspect of life.

Given these macro-economic policies, what has emerged is the rapid process
of financialisation, the penetration and extension of finance into every aspect
of life, particularly in the social and economic spheres of society. This process of
financialisation has been facilitated by the growth of the financial sector, which has
been the fastest growing sector in the South African economy, accounting for up to
20% of total economic output. Rather than fulfilling the essential roles of finance,
which are to mobilise and allocate resources, in the South African context, finance
has been a drain on domestic resources, absorbing a quarter of the total output,
while also directing and conditioning the entire economy.
In a country where approximately 40% of the population does not have access
to financial services, the salience of an economy structured in favour of finance’s
dominance is questionable. While this scenario would be problematic in any country
(and evidence for this can be extracted from current events in the global markets
and the economic recession that has emerged), it is particularly problematic in
South Africa, where it has led to a growth trajectory which fails to address the main
challenges of the South African economy and the country as a whole. On the one
hand, South Africa is characterised by far-reaching unemployment, and on the other,
by a lack of diversification vis-à-vis the structure of the economy. Such financial
resources have been directed at creating a globally competitive financial sector at
the expense of building up South Africa’s industrial and manufacturing sector. The
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capacity of the economy to absorb surplus labour has been compromised by the
ascendance of a sector that, by its nature, creates employment for a few highly
skilled individuals, while the unskilled and semi-skilled remain jobless.
The process of financialisation in South Africa has facilitated the export of South Africa’s
conglomerates and capital, a process “that has been used to unbundle conglomerates
[and] concentrate them with oligopoly powers within sectors, and to fund [Black
Economic Empowerment] BEE [through] a process of complicit enrichment that has
contributed nothing to economic performance.” This has in turn created an economy
that is largely based on short-term profitability, at the expense of longer-term economic
and social goals. Underlying this process is the historical feature of the South African
economy, an economy dominated by the mining and energy sectors, with their related
manufacturing segments; the “Mineral Energy Complex”.
The structure of the South African economy continues to be dominated by the
Mineral Energy Complex, with little attempt by the state to formulate industrial and
other policies that would diversify the economy, and thus also, diversify and increase
sources of employment.  
1.4.3 Why South Africa is Not a Developmental State
Against the aforementioned background, South Africa is not a developmental state.  
The recent energy crisis and the state response to it are apt illustrations of this.
South Africa’s electricity crisis of 2008 would not have occurred in a developmental
state, since such a crisis is counter-developmental in its economic effects. Furthermore,
the lack of inter- and intra-departmental co-ordination within government around
the energy needs of the various segments of the South African society points to a
state that cannot be deemed developmental.
Other factors militating against the characterisation of the South African state as
developmental were the failure to initiate pre-emptory strategies to respond
to the potential crisis and the failure to institute remedial action once the crisis
materialised, instead of blocking attempts at an expedient response. This lethargy
could be attributed to, inter alia, the macro-economic preoccupation with avoiding
a fiscal deficit, rather than allocating the necessary fiscal investment to curb and/
or manage the crisis, particularly where the private sector was and is unlikely to
make the required investments in this regard. A developmental state “would have
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made the necessary investment in and of itself in the absence of private sector
participation”. Although using the case of the electricity crisis in the country, the
same set of priorities that undermined efficient and affective policy responses to
the crisis, explain the failure of the state in other policy areas, especially in terms of
social provisioning.
These policy priorities are:
•
•
•
•
•

The predominance of macro-finance policy for the export of capital and finance
The preservation of Mineral Energy Complex institutions and related sectors
The dominance of presidency and finance over all policy
The appropriation of institutional capacity to deliver to other preferred areas
The political recognition that more progressive policies would create more
progressive constituencies and movements

Recommendations
Successful policy depends on the state and society’s insulation and isolation from the
might of finance by taking away its successive powers. Only then will it be possible to
formulate sustained and sustainable alternatives.
More co-ordination, skills, and capacity are required if South Africa is to become
a developmental state.   Although there is evidence to argue that these skills and
capabilities exist but they have been drawn into other activities like BEE, finance, and
high profile international events.
1.4.5 Conclusion
Sustained institutional and political momentum will be required to ensure that
more progressive policies such as industrial policy, poverty alleviation, employment
creation, agrarian reform and women’s rights should remain on the political and
economic agenda and not be subordinated to other priorities.

1.5 Discussions
In the discussions that followed the opening session, including the keynote
presentation, it was observed that the critical question is not whether or not South
Africa is a developmental state, but what it can do to become such a state. In addition,
it was said that there is a need to be cautious as the separation being created in the

17

18

South African debate between a developmental state and welfare state is fruitless.
Developmental states have features of welfare states and vice versa.

The critical question is not whether or not South Africa is
a developmental state, but what it can do to become such
a state.

Another point highlighted in the discussion is the failure to restructure the postapartheid economy, which has made the Mineral Energy Complex the dominant
feature of the South African economy, with capital and finance as the drivers of the
economy.  The current global financial crisis provides opportunities for South Africa
to re-examine the financialisation of the economy and the need to re-assert the role
of the state.
The current model of BEE has failed and consequently, there is a need for its review
in a manner that will make it developmental - contributing to poverty reduction,
creating employment and generating sustainable livelihoods.
While recognising the skills crisis facing the country, South Africa needs to investigate
how existing skills are being deployed and what needs to be done to generate the
requisite skills for it to meet both its economic and social challenges.
Another problem, which needs to be addressed if South Africa is to become a
developmental state, is the perceived lack of co-ordination/synergy between fiscal
policy and monetary policy. Importantly, concern was raised about the independence
of the South African Reserve Bank (SARB), especially its narrow focus on inflation
targeting.  The mandate of the SARB should be reviewed in a manner that includes other
developmental imperatives such as employment creation and poverty reduction.
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2.1 South Africa’s Growth Trajectory: Implications for Policy (Seeraj Mohammed)
2.1.1 Introduction
The current South African economy should be analysed within the context of its
integration with global finance and its attendant financialisation - the process marked
by the extension and penetration of finance into all spheres of society and the
economy. Furthermore, this process of financialisation is marked and facilitated by the
widespread deregulation of financial institutions and markets. In SA this has occurred
within an economy dominated by the Mineral Energy Complex. As a consequence of
financialisation, SA policy-makers, like their counterparts elsewhere, have become
very sensitive to the sentiments of financial markets.
2.1.2 Implications of Financialisation
Some of the impacts of financialisation include:
•
•
•
•
•
•

The deregulation of the South African financial markets
The liberalisation of capital flows (or what Makgetla referred to as, “the
export of domestic capital”)
The volatility of exchange rates and global currency markets
Increased financial crises and ever-widening waves of contagion
Destabilising speculative international capital flows
Entrenchment of global economic imbalances

2.1.3 Analysing South Africa’s Economic Trajectory
There are two key questions - firstly, what is the current economic trajectory and,
secondly, where will it take us? These give rise to the following requirements:
•
•
•
•
•

Analyse and interpret South Africa’s growth and development record,
particularly in terms of sectoral patterns of employment
Analyse South Africa’s industrial structure and performance
Analyse South Africa’s macro-economic performance and policies
Analyse South Africa’s corporate structure, financialisation
Analyse the investment patterns
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2.1.3.1 Growth and Development
The South African economy’s performance, particularly as it relates to growth and
employment, has been poor. This should be a cause of concern for policy-makers.
The poor performance stems from the economy’s structural weaknesses, central
to which are the dominance of the Mineral Energy Complex and the failure of
industrial diversification. Another factor is that policies are based on a fundamental
misunderstanding of the real economy and economic relationships.
Taking a critical look at SA’s growth record from 2003 to present, the economic
growth witnessed in the recent past belies the structural inefficiencies of this growth
path, which was made possible by short-term capital flows.   These keep liquidity
high and maintain interest rates at relatively low levels. This growth trajectory
was therefore characterised by debt-driven consumption and speculation in
affluent housing markets, as well as through the stock market bubble. Instead of
being used for productive investments, the capital inflows and access to credit
were used for immediate consumption (evidenced by huge increases in household
consumption levels, even as the share of South African exports relative to imports
has been declining; that is, an increasing trade deficit). Adverse consequences of this
development are the high level of indebtedness and the outflow of capital through
dividend payments to foreign investors (the amount is estimated at more than 3% of
GDP) and other forms of capital flight, given the levels of financial deregulation. Most
alarming is the far-reaching impact of the global economic crisis, which has stemmed
debt-driven growth. This is likely to lead to job losses in the service sector.
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2.1.3.2 Finance, Investment and Macro Policy
2006 Top 10 sectors by investment (as a % of total investment)
A1221: Electricity, gas
and steam [41], 4% •
A12131: Other mining
[22/24/25/29], 4% •

• A12131: Coke and refined petroleum
products [331-333], 3%
• A12181: Motor vehicles, parts
and accessories [381-383], 3%

A1311: Wholesale and
retail trade [61-63], 7% •
A1322: Communications
[75], 8% •

A1321: Transport and storage
[74], 8% •

• A1332: Business Services
[83-88], 14%

• A1343: General Govenment
Services [99], 12%

• A1331: Finance and insurance [81-82], 11%

Cumulative investment of top 10 sectors = 77% of total investment

The effects have, unfortunately, not been broadly developmental in nature. Instead,
they have subverted the country’s development goals since government finance and
macro policies have not intervened to influence the allocation of investment and
financial resources for developmental purposes. The lifting of barriers to financial
outflows and the dominance of monetary policy, coupled with fiscal policies geared at
reaching and maintaining a surplus, further attest to the non-developmental nature
of government policies. Employment creation, counter-cyclical social spending, and
supporting the broadening of the industrial base through the sound allocation of
resources towards this end have not been achieved.
This power of finance was facilitated by the liberalisation of financial markets,
which created an economic climate in which even non-financial corporations were
encouraged to restructure, a context in which even these corporations were treated
“as part of a portfolio of financial assets”, rather than as long-term investments. This
fed into the investment short-termism underlying the economy’s consumption-driven
growth trajectory. Another effect was the re-articulation of corporate governance
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structures as a means to increase shareholder value rather than creating long-term,
financially secure corporations in their own right.
This shift in corporate governance structures was not peculiar to South Africa, but
was pursued in the United States and other OECD countries. Thus, as in most other
countries globally, South African companies have become increasingly financialised,
with the main aim being to attract investment (and hence the rise of institutional
investors) by selling off shares and directing corporate goals towards maintaining
shareholder confidence, hence the restructuring and re-elaboration of corporate
governance principles and priorities in line with shareholder interests. In turn, this
process prioritisation of investors and shareholders has resulted in the demand for
simpler corporate structures and a focus on core activities.
As can be expected, in South Africa, this process of simplification and sharpened
focus on core activities can perhaps account for part of the retrenchments that have
characterised much of the economic trajectory since the 1980s, and particularly
during the 1990s. Furthermore, these processes have been facilitated through BEE,
while simultaneously facilitating the export of South African capital “away from the
new black-dominated democratic government.” Rather than leading to increased
industrial output through greater efficiency in the industrial sector, this process has
resulted in large disinvestments from the South African economy, which could have
benefited domestic economic and individual investment, while the South African
government lost control of key corporations.
2.1.4 Structure of the SA Economy
There are structural weaknesses in the economy, which are related to the
predominance and legacy of the Mineral Energy Complex, and the poor allocation
of rents and investments. Rather than the South African economy having undergone
a classic restructuring and evolution from the resource sector, to manufacturing,
and then the services sector, the pattern has been one whereby the economy has
remained highly dependent on mining, while the growth of the services sector has
mainly maintained this pattern, directing financial and other resources to supporting
this primary economic activity. Unlike its counterparts in the more industrialised
countries, South Africa’s service sector boom has not facilitated technological and
other improvements to reinforce/encourage its industrial and manufacturing base.
As such, the “manufacturing sector has not [been] adequately developed nor
diversified into down-stream value-added sectors”. In addition, tariff liberalisation,
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pro-cyclical monetary policies, an over-valued exchange rate, and the concern with
lowering the government budget deficit have further contributed to the decline of
the manufacturing sector.
In conclusion, government’s policies, especially macro and financial policies, are not
deepening the industrial base and promoting industrial diversification away from
mining and minerals beneficiation and associated industries, economic policies such
as liberalisation, pro-cyclical monetary policies, an over-valued exchange rate and
reducing government’s budget deficit. Instead they have contributed to a decline in
the manufacturing sector.  One shortcoming of government’s policies is that while
they allow South African companies to list abroad, they did not set the conditions
for these companies to be truly developmental towards the diversification of the
country’s industrial base, nor were there any other conditions to their listing abroad.
Similarly, there were no conditions attached for their continued operation within the
country. In spite of these, some of these companies continue to receive incentives
from the state. The SA private sector operates in a manner, which does not facilitate
their contributing optimally to the overall development of the country.
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2.2 Growth, Employment and Poverty (Neva Makgetla)
2.2.1 Introduction
Since 2000, there has been a decline in the level of poverty, especially in poorer
households. The level of unemployment has also declined, although it remains high
by international standards. In addition, the economy has experienced some growth,
although not at the level that will enable the country to address its developmental
challenges. These improvements were due in part to the expansion in lower-level
employment opportunities as well as social protection measures like child-care and
other grants. Similarly, there have been sectors that have created employment, with
the economy as a whole experiencing some growth since 2000. These improvements
point to improvements in the targeting of and responses to some of the most severe
types of poverty and economic challenges.
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2.2.2 Implications of Post-1994 Growth Trajectory
Notwithstanding these achievements, the pre-1994 growth trajectory is yet to be
fundamentally altered vis-à-vis the structure of the economy and the distribution of
resources in the economy. Furthermore, even where the economy has recorded some
growth and there have been greater attempts at social provisioning, these gains have
not translated into substantial and sustainable improvements in the lives of many
South Africans, especially in the creation of quality employment opportunities. This
points to a failure to instutionalise an economic and redistributive model of shared
growth. As a result, inequality has increased since 1994. What is clear is that there is
a huge gap between economic performance (growth) and socio-economic gains for
the majority of South Africans. This situation in many ways mirrors pre-1994 sources
and forms of exclusion and marginalisation.
Among the areas of systematic marginalisation of the majority are settlement
patterns, which remained unchanged. Consequently, as under apartheid, there
remains a huge distance between places of work and workers’ residences. A second
feature of the persistence of pre-1994 socio-economic context, could be seen in the
continuing lack of access to credit markets and capital, as well as limited access to
skills training.
With respect to the structure of the economy, there has been a failure to diversify
the industrial base. The South African economy remains dependent on mineral
exports. Also, state investments remains largely in capital-intensive strategic
industries like SASOL, ISCOR, and the automobile sectors. Among the factors
impeding the diversification of the economy is the economy’s path dependency,
whereby the allocative and investment decisions of the market have followed the
same path as they have done previously, directing resources at the same industrial
and primary sectors, which have historically received these resources. Far from the
market breaking new ground in the post-1994 dispensation, it has reified historical
economic and investment patterns, so that the structure of the economy remains
largely unchanged. It is no wonder that South Africa continues to be a commodity
exporter, with ownership in this sector being highly centralised. Evidence for this can
be drawn from the relative stagnation of agriculture and manufacturing (except in
the automobile industry). In the case of agriculture, while just over 40% of all South
Africans live in rural areas, the agricultural sector employs less than 10% of those
of working age within these areas. It is therefore no surprise that in areas such as
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the former “Bantustans”, the unemployment rate is the highest. Agricultural reform
could be used to stimulate employment in rural South Africa.
The likely implications of the current growth trajectory are the continuing
underdevelopment and marginalisation of the “Bantustans”, which receive little - if
any - substantive attention from the state. Secondly, structural inequalities persist,
a situation which is likely to threaten the country’s political stability as social and
economic divisions widen, while limiting domestic demand for goods and services
and entrenching the skewed economic development path that facilitates the
predominance of the services sector. In this context, the high levels of inequality are
not only likely to be exacerbated by this growth path but also by the state’s failure to
address inequality. This failure is due in part to the narrow focus on fiscal stability as
the key macro-economic priority of the post-1994 state.
2.2.3 Approaches to Address SA Developmental Challenges Since 1994
Since 1994 there has been four approaches to address the countries socio-economic
challenges, the RDP project; initiatives at supporting micro-enterprise; Keynesian
growth and employment-creating growth.
RDP Project
The RDP project primarily entailed massive transfers to communities through the
state, with the hope of overcoming historic social and economic marginalisation.
Unfortunately, however, this has not been successful, due to the following factors,
amongst others:
•
•

•

•
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Failure to massively fund conventional government services makes it
impossible to break the cycle of poverty
The RDP projects were not well targeted. In addition, poor services are still
prevalent in poor communities and the lowest subsidies were allocated to
the poorest cities.
Social grants and services were targeted at individual households rather
than communities. This had unintended consequences, such as the failure
of the projects to integrate the unemployed into society.
The RDP projects did not directly address the underlying exclusionary
systems in South African society.

Micro Enterprise
The approach focuses on micro-enterprise, primarily aimed to promote small-scale
entrepreneurship in order to improve incomes for poor households. This has also not
been successful due to the following reasons, among others:
•
•
•

Limited scope for small-scale production in an open economy outside
agriculture and retail
Lack of a systematic effort to establish the requisite access to assets,
infrastructure, skills and institutions
Lack of a common vision for land reform

Keynesian Growth
The central element of the Keynesian approach is the stimulation of overall growth
through more expansionary fiscal and monetary policy. As a consequence, in the
past few years, South Africa has witnessed rapid growth in public spending, although
generally it has been pro-cyclical.
Post-1994, this model has not worked because of a number of factors, including the
fact that the past few years have seen rapid growth in spending. But this has been
mainly pro-cyclical where the priority is to allocate resources to stimulate growth
through infrastructure and other projects. This has failed to address historical legacies
of socio-economic exclusion. The Keynesian model has not worked since 1994, partly
because it has been pro-cyclical and partly due to the fact that expansionary macro
policy by itself is insufficient to restructure the economy.
Employment Creating Growth
The other approach is employment creating growth. This has two main
components, namely:
•

•

State must support massive expansion in public employment schemes in the
short run, and actively encourage more labour-intensive industries for longterm growth
Requires review of industrial policy in order to prioritise employment - and
overcome path dependence
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Some of the reasons why the employment creating growth approach has not worked:
•

•
•

•

The government’s industrial policies have not prioritised both short and long-term employment creation, which partly accounts for this lack
employment creation
The failure of government economic departments to prioritise job creation
(although this has changed somewhat since the formulation of ASGISA)
The lack of coherence and agreement within the state about what kind of
growth path is necessary towards achieving particular social and economic
goals, and
The emphasis on BEE as the central means of addressing and redressing the
historical legacy

2.2.4 Conclusion: Policy Recommendations
Some key policy recommendations:
•

•

•
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The four approaches above need to be combined. But this would require
redirecting growth to create employment on a mass scale which means
transforming the economy, not just equipping individuals better but
collectively, including communities
A more salient policy approach should entail expanded public works
programmes for the creation of jobs in the short-term, with the
encouragement of labour-intensive industries as a priority for the longrun in a manner that shifts the economy from its current state of path
dependence and dependence on the Mineral Energy Complex
Empowering people politically, socially, and economically through adequate
government-level and community-based interventions and structures, and
enhancing government’s accountability, while simultaneously managing
capital.  In particular empowering the poor will requires a focus on
structures such as unions, marketing co-ops, wards, political associations,
cultural centres, etc

2.3.1 Introduction
The past two decades have been marked by market integration with profound
implications for developing and developed countries alike. One of the implications
is a surge in capital flow, which contrary to popular expectations, seems to flow
from emerging economies to developed countries.  Another implication is the global
savings glut.  
2.3.2 SA’s Economic Performance
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Since 1994, South Africa has shown a modest GDP growth, peaking at 5.1% in 2004/05
and largely driven by consumer spending.  While pointing to a modest increase in gross
fixed capital formation, it remains low by international standards - about 21% of GDP
by 2006.  By asset types, the largest growth in investment has been in houses and cars.   
A disturbing development is South Africa’s low savings rate, which by 2006 was about
14% of GDP. What the presentation points to is the growth gap between savings and
investment, which has to be financed by foreign savings. Consequently, South Africa has
a current account deficit, which stood at over R100billion in 2006. This also highlights
South Africa’s poor export performance.  Consumer inflation has declined from about
21% in 1986 to about 9% in 2006, although there has been an increase in the last two
years.  Another area of concern is employment. In the period 2000 - 2006, average annual
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employment growth was 1. 8%, compared to a GDP average annual growth rate of 4.1%.  
South Africa has a high unemployment rate, which peaked at about 30% in 2002 but has
since witnessed a modest decline - about 25% by March 2007.
Another aspect of South Africa’s economic performance is the improved budget
balance, specifically the falling debt and interest cost. Debt as a percentage of GDP
has declined from its peak of about 47% in 1996 to about 26% in 2008. In the same
period, debt service costs as a percentage of GDP fell from about 5% to about 2.7%.
Government spending grew by 0.5% a year in the period 1996/7 to 2001/2. Interest
costs consumed a rising share of spending, while non-interest spending grew by 0.5%.
It is important to note the deliberate attempt by government to protect social service
spending and spending on criminal justice sector. While education spending was flat,
spending on social security and health grew and there were cuts in government
spending on defence, economic subsidies and transport.
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2.3.3 Proposed Policy Interventions
Policy recommendations to address the challenges facing SA:
•
•
•
•
•
•

A less pro-cyclical fiscal policy
A co-ordinated and focused industrial policy
A programme that addresses racial, spatial and economic unevenness and
underdevelopment
Leveraging the build-programme of the SOE and public sector and create
industries both for convergence and employment
A focused and co-ordinated industrial policy that addresses the current
macro-economic imbalances and vulnerabilities
Broadening of the monetary policy to include variables such as
employment, GDP and current account balance of payment position

While the current mandate of dealing with price stability is necessary, it is not a
sufficient condition for short-term growth.

2.4.1 Introduction and Background
In order to understand the political economy of South Africa, it is necessary to emphasise
the legacy of apartheid, with specific reference to: (a) the Minerals and Energy Complex,
(b) massive inequality, and (c) an inefficient spatial distribution of the population. Given
these factors, there is a clear need for radical economic restructuring.
2.4.2 National Economic Framework Since 2004 - Growth, Poverty and Inequality
South Africa has been marked by a low rate of investment, which contributed to the
subsequent slower rates of growth. The growth rate, in fact, is too low to absorb the
labour force. Of SA’s labour force, 23% is unemployed, which is one of the highest
rates of unemployment in the world. In spite of the fact that since 1994 about 2
million jobs have been created, this number merely equals the rate of new entrants
into the labour market.   SA therefore has a huge labour surplus. By September
2007, 3.9 million South Africans were officially unemployed, and 3.4 million were
“discouraged job-seekers”, together constituting 25% of the population of working
age (POWA). Compared to other developing countries, with up to 60% of the total
population of working age being employed, South Africa’s total workforce; i.e. people
who are formally employed only constitute 42% of those of working age.
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In terms of the country’s poverty statistics, in 2004, 18 million South Africans were
living below the poverty line of R250.00 per month at year 2000 prices. To remedy
this situation, it would require an expenditure of R35 billion, or approximately 4%
of GDP through social transfers and grants. This situation, in a context of economic
growth, exacerbates the levels of inequality within the country. Today, SA is the most
unequal country in the world. StatsSA data for the period 2005/6 shows SA gini
coefficient is 0.72. This increased from 0.60 in 1999 to 0.72 in the 2005/6 period.
2.4.3 Eastern Cape Population: Past and Present
The population of the Eastern Cape increased from 6.49 million people in 2001
to 6.55 million in 2006. This represents a growth rate of 0.2%, which pales when
compared to the national growth rate of 1.2% p.a. One factor of this low increase in
the provincial population is the 1% per annual migration out of the province, which is
higher than the previous 0.7% outward migration between 1992 - 2001 p.a.  
In 2005, the Eastern Cape’s total economic output was less than 8% of the national
output, although the province holds approximately 14% of the country’s population.
Furthermore, the province’s average income was only 54% that of the national average,
thus being the lowest per capita income of any of the country’s nine provinces. Given
this growth rate, coupled with increases in the birth rate, it is likely that the province
has been experiencing about a 1% outward migration, which would thus amount to a
0.3% increase in outward migration levels seen between 1992 and 2001.
2.4.4 Eastern Cape Employment: Past and Present

Only 30,000 jobs were created annually over the past six
years and in the context of an increasing economically
active population, it would take an estimated 240 years to
clear the labour surplus in the province.
This “outward migration can be seen as a function of an even more desperate search
for jobs than at the national level”, even though there has been a similar decline in
unemployment levels (using the narrow definition) from 31% in 2001 to 26% in 2007
nationally. This decline has nonetheless also been quite low, with a backlog of almost
a million unemployed people (using the expanded definition of unemployment to
include discouraged work seekers). This situation is not surprising, especially since
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while the majority of the province’s population live in rural areas, agriculture only
contributes about 6% to the regional output. Under these conditions, outward
migration is indeed a particularly compelling alternative for many who cannot find
employment in the province, with 70% of the province’s population classified as
poor, compared with less than 40% at national level. Only 30,000 jobs were created
annually over the past six years and in the context of an increasing economically
active population, it would take an estimated 240 years to clear the labour surplus
in the province.
2.4.5 Eastern Cape’s Underdevelopment and Poverty: Past and Present
In 2005, the provincial GDP was less than 8% of the national GDP. Furthermore,
the average income in the province is only 54% of the national average. In fact, the
province has the lowest per capita income of any province. As noted earlier, this
is against the backdrop that agriculture accounts for only 6% of regional outputs
even though 60% of the population of the province live in rural areas. This is in clear
contrast to the fact that less than half of the national population live in rural areas.  
2005 figures show that 4.6million (70%) of the province’s population were classified
as poor, compared with about 40% at the national level.  Also, people in the province
lack access to basic services.  As an example, 30% of the population in the province
had no access to piped water and more than 60% had no access to electricity.
2.4.6 Policy Options for the Eastern Cape’s Government
There is little that the provincial government can do to effectively and speedily
respond to these challenges, due to a number of factors.
To start with, they have limited - if any - revenue-raising ability (since 1996, provinces
have no borrowing rights, nor have they had tax-raising powers since 2001). Secondly,
although provincial governments receive huge budgetary transfers from central
government, they nonetheless have little discretionary decision-making capacity
vis-à-vis expenditure; that is, provinces have limited autonomy regarding budgetary
allocation decisions. This situation is not peculiar to the Eastern Cape but affects all
nine provinces. This was shown by the Western Cape’s Micro-Economic Development
Strategy of 2005, where it was found that there was generally “limited engagement of
the province in the development of national policies and also … limited engagement
between the province and the municipalities”. A similar situation emerged with
reference to Kwazulu-Natal and its Industrial Development Strategy, where it was
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found that provincial power was limited and key sectors of the province’s economy (like
tourism and the automotive sector) had not been adequately analysed or considered.
These limitations notwithstanding, provincial authorities could undertake the
following policy options:
•

•

•

•
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Ensure greater internal co-ordination by collecting the necessary data
around particular industries and thinking about the most appropriate
infrastructure projects and land-use policies that should be tailored around
those industries.
Encourage cluster-promotion; that is, encourage the simultaneous and
parallel development of a cluster/cohort/value-chain of industries thus
facilitating greater investment and efficiency within industrial clusters. In
terms of co-ordination and cluster-promotion, it is necessary to highlight
the importance of focusing such interventions on the two sectors identified
in the province’s Industrial Strategy Framework; namely, the tourism
industry and the automotive sector. The latter industry, although rapidly
growing in output has unfortunately not seen similar levels of growth in
employment levels.
Provincial authorities should campaign (lobby and bargain) on behalf of
their respective industrial and socio-economic interests. The campaigning
and lobbying should focus on redistribution and an expansionist fiscal
policy, as keys to enhancing the well being of its inhabitants and its
economy. The lowering and stabilising of the exchange rate would be a
key mechanism through which to ensure the comparative advantage of
the automotive industry in the Eastern Cape. In terms of the other areas
around which to campaign, the province should focus on a faster and
labour-intensive development path, that would ensure a more equitable
distribution of economic resources through infrastructure development in
the province. Provinces could also campaign for a greater national focus on
skills development, and the transfer of technology to backward industries
like agriculture.
The provincial government should campaign for the introduction and
implementation of universal Basic Income Grant (BIG), such as the
recommendations of the Taylor Commission in 2002. This would be a key
mechanism to address issues of inequality and unemployment. To do this
would however require an expansionist fiscal policy, which would entail
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increasing social grant spending from current levels of about 3-4% in order
to meet the needs of the 18 million South Africans who live below the
poverty line.

2.5 Discussion
Concerns were raised about the likely effects of BIG on inflation. In addition, it was
noted that a development strategy that focussed exclusively on BIG would not be
able to address the crisis of underdevelopment, poverty and unemployment in the
Eastern Cape. Consequently, it was suggested that the province should focus on
labour absorptive industrial policy and rural development. With respect to social
grants, it was recommended that the focus should be on households rather than
individuals. Another critical recommendation was the need for enhancement of the
capacity of the state.
It was argued that there is a need for massive state interventions and that the free
market has been unable to address the social challenges facing the world, including
the Eastern Cape.  Effective state interventions are only possible in the context of
enhanced state capacity. Unfortunately, the public service transformation and the
SA public sector reform which is currently being implemented in the country and the
province are underpinned by the New Public Management (NPM) paradigm, which
undermines attempt to build a developmental state, because it leads to a lean, mean
public service focused state.

Equity needs to be seen as a pre-condition for growth.

The current balance of forces in the world points to the need for policies which
support the poor, with the focus on equity outcome. Equity needs to be seen as a
precondition for growth. The current global situation makes this more imperative
and requires the national and provincial governments to undertake a bailout for the
poor. Agrarian reforms and the BIGs, early childhood development, investment in
human capital development, bold initiatives to tackle the HIV/AIDS pandemic, etc,
need to be urgently undertaken and should be seen as part of the focus on equity
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and state’s bailout for the poor. It was further recommended that there is a need to
revise the property clause enshrined in the constitution to realise the vision in the
Freedom Charter, which is that the wealth in the country has to be equally shared.
A critical challenge however is how to finance some of the initiatives.  
Some potential sources of finance:
•

•

Establishment of a state-owned mining company, mineral funds or a state
bank, all of which should undertake developmental investments and
channel their profits to meeting basic needs
Restructuring the pension funds to ensure that they are invested primarily
in developmental programmes including infrastructure

Most provincial funds are conditional grants. In building a developmental state, there
would therefore be a need for provinces to have an equalisation fund.
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3.1 Industrial Policy - Options for a Marginalised Province (Simon Roberts)
3.1.1 Introduction
The key question is, what is the role of industrial policy in societies that are confronted
with exclusion and marginalisation?
3.1.2 Background to the Marginalization of Eastern Cape from Industrial Development
In the context of far-reaching exclusion and marginalization in the Eastern Cape, what
should the role of industrial policy be? Although largely attributable to the sociopolitical legacy of South Africa, another factor that has contributed to the exclusion
and marginalisation of the Eastern Cape, and the consequent impoverishment of its
people, is the structure of  South Africa’s development trajectory.  
The auto industry is by far the most over-represented sector in the province, and
it is the sector that has the most coherent and clearly articulated industrial policy.
This has not altered the economic marginalization of the province, even though the
Eastern Cape can be loosely termed “an auto province”.  One of the consequences of
this is that there are almost no Mineral Energy Complex industries in the province.
This can be partly explained by the fact that although some tangible economic gains
could possibly be derived from the auto industry; it continues to be disadvantaged by
the strength of the South African Rand, which “prices labour out of work in tradable
industries (import competing and exporting)”. Rather than retaining existing labour
and also absorbing surplus labour, the relative strength of the Rand compared to
the currencies of other developing country industries, has contributed to the
development and adoption of non-labour absorbing production methods. In this
regard, the SA auto sector relies heavily on machines for assembling automobiles
as a way of keeping production costs low enough to maintain some comparative
price advantage. The SA macro-economic policy then, has adverse effects on the
Eastern Cape. The “Eastern Cape is taking the hit for macro policy that is antithetical
to diversified industrial development”.
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To overcome the above problems, there is a need to take a closer look at and
reformulate existing trade policy. This will be vital in ensuring that South Africa’s
economy benefits from this openness, given that “trade is a crucial part of economic
development trajectory, including regional trade”. To the extent that capital flows
comprise a substantial proportion of foreign direct investment, important questions
have to be asked about the types of capital flows, to determine not just their current
contribution to the South African economy, but also their potential for sustained
growth in the future.
In general, however, South Africa’s overall economic performance has been relatively
poor, fragile and structurally weak.

The real problem is the inherited apartheid model of
industrial development, which skewed the economy
towards the interests of the mining and energy sectors and
their related manufacturing industries.
Unfortunately, some scholars and policy-makers erroneously blame the failure/
weakness of South Africa’s economy and overall performance on too much
governmental intervention in the economy. The real problem is the inherited
apartheid model of industrial development, which skewed the economy towards the
interests of the mining and energy sectors and their related manufacturing industries.
Furthermore, there has been a failure to fully interrogate the type of growth path
that is premised on the services sector, especially with regards to the sustainability
of a service-dependent growth model.
3.1.3 Understanding Industrial Development
Industrial development and economic performance are ultimately “determined by
the decisions of firms”. In turn, these are influenced by the following:
•
•
•
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Previous government interventions and non-interventions
The dominance of large corporations and the structure of the economy
more generally
Current policies, including macro-economic and financial sector policies

The nature of the interactions between these three factors determines the extent to
which issues like unemployment, inclusion, and inequality are addressed. To this end,
government should make choices on industrial policy, viewing such choices through a
wider lens and taking into account the particular socio-economic and developmental
challenges the country faces. In particular, industrial policy should engage strategically
with large companies to impact on the nature and level of long-term economic
growth, especially the impact on employment, inclusion and inequality.   Therefore,
the government cannot afford to abstain from making choices on industrial policy, but
should rather promote industrial policy.
In the past 14 years, the South African government has ignored rather than learn from
other countries and their development trajectories.  That said, the current National
Industrial Policy Framework has created some scope towards diversifying the industrial
base by providing stronger mechanisms towards a broader developmental industrial
policy through noteworthy reforms in trade policy and finance. Moreover, there is
greater political will, leadership, and co-ordination towards these ends. However, there
is a lack of clarity of the role of provinces in industrial development. As a result, a
clearer definition of the function is needed, as well as mandates for the provinces.
This could lead to a more coherent vision of industrial policy, and a path towards more
inclusive and equitable growth.
3.1.4 Globalisation, Trade and South Africa
South Africa’s trade policy reflects past capabilities and is not conducive to building its
future capability and success. This has been as much a consequence of archaic trade
patterns and priorities as an attribute of general trade patterns under globalization that
“have retarded structural change”. In the case of South Africa, this trade pattern has led to
the diversification mainly of exports that are linked to the Motor Industry Development
Programme (MIDP), as opposed to diversification across all industrial sectors.
The MIDP was formulated with the view of managing the liberalisation process of the
highly protected automobile industry, to enable the export of built-up models and
automobile components. However, this process was not one characterised by much
labour absorption even though the MIDP has generally proved successful in achieving
its main, albeit limited, objectives. This in turn has seen growth in output investment
and employment, thus being the only manufacturing sector other than resourcebased sectors that has demonstrated this trend. The central point is that trade
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patterns under liberalization have retarded structural change. Therefore the success
of the MIDP notwithstanding, the auto industry is currently at risk, and therefore
requires new strategies to broaden its scope and further enhance its capabilities.  
3.1.5 Food and Agro-Processing
Other than the auto industry, the food and agro-processing industry could
potentially expand the economic base of the province. At present, however, the
Eastern Cape is a net food-importing province, partly because farmers in the
province are unable to compete with increasingly concentrated companies within
this industry in the areas of, inter alia, poultry farming and distribution, dairy, grain
storage, fertilizer and other agricultural inputs, as well as the privatisation of cooperatives. Not only has this had a negative impact on the ability of local farmers
to compete with these agro-cartels, but it has also had an impact on the consumer
vis-à-vis high food prices. In light of this, increased farmer participation should be
supported through the introduction of some price stability, inputs and co-operative
processing, as well as other support structures.
3.1.6 Policy Options
Main Levers at National Level
To achieve expansive industrial goals, much of the responsibility must be borne by
national government. Towards this end, the national government should undertake
the following policy measures:
•

•

•

Tweaking trade policies in a manner that incentivises new entrants into
the market at different points of the value chain, chiefly through greater
protection measures for the local industry
A redirection of the financial sector and the services so that it moves away
from the resource-based sectors, coupled with far-reaching infrastructural
development
National policies need to have a clear bias towards regional development
(i.e. the Eastern Cape)

Main Levers at Provincial Level
At the level of provincial government, similar initiatives should be geared
towards strengthening and expanding existing industrial clusters (mainly in the
automobile sector).
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Change incentives for local development through:
•
•
•
•
•
•
•

Leveraging off local demand (but this reflects inequality)
Building capabilities in e.g. agriculture and tourism
Engaging with agricultural input producers, retailers, etc
Providing finance through development finance institutions and engaging
with banks
Appropriate infrastructure provision
Skills, training, shared development and testing facilities
Providing the appropriate transport, communication, and technological
infrastructure

3.2 Local Economic Development: The Eastern Cape Experience
(Nhlanganiso Dladla and John Reynolds)
3.2.1 Introduction
This presentation focused on the importance of Local Economic Development (LED) in
a developmental state context.  This focus is particularly important because most of
the discussion and policy focus of the developmental state seems to be limited to the
national level.  Thus this presentation begins to shift policy attention to the local level.
3.2.2 Why LED is Important
Most policy discourse aimed at analysing and finding solutions to development
problems tends to focus on the macro (national) level. A similar focus needs to be
given to the local level. This focus is necessary for the following reasons:
•

•
•
•

The effectiveness (or lack thereof) of macro-economic and development
policies is ultimately measurable at the local level in terms of the
improvements or deteriorations in the material conditions of people in their
residential localities
Development interventions in support of economic development have to
manifest at the local level
Social transformation as well as environmental balance and sustainability
must have meaning to people if they visibly manifest in their locality
As consumers of products and information, people still reside at a local
level, and this necessitates a policy and investment focus that is anchored
and based on people’s realities at this local level
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•
•
•

Investment decisions are based at least in part on what is offered in localities
Redress stands or falls at localities. In effect, the success or failure of redress
measures are dependent on how they manifest at localities
Comparative and competitive advantages are established in localities

3.2.3 The Developmental State and LED
It is imperative for the formation or elaboration of the developmental state, that a
sharper awareness and appreciation of the development-constraining/enabling effects
of government policies, plans and resource application at the local level be cultivated.
In encouraging developmental outcomes at the grassroots level, therefore, the
following were identified as some of the interventions which government can
undertake to promote LED, namely:
•
•
•
•
•
•
•

Facilitate social capital formation, skills development, creation of effective local
demand, and access to information required for effective business decisions
Strengthen local-level planning, partnership formation, and (development)
project development
Invest in local value addition
Strengthen the financial viability of start-up projects
Support the establishment and strengthening of enterprises, including cooperatives and other forms of collective ownerships
Facilitate/support the strengthening of project implementation
Facilitate access to natural resources, especially land and water

All of the above could contribute towards broader development goals. Access to natural
resources should be seen as an enabler of development, rather than as an end in itself.
3.2.4 Competence as a Key Feature of a Developmental State
A developmental state is one that is competent - a state whose “competence is deeper
than excellence in policy development, negotiation of trade regimes, monetary
and fiscal management”. State competence is thus a function of “transparency of
resource allocations [for the purposes of] economic development”, good intra- and
inter-departmental co-ordination, as well as co-ordination with other development
actors and development beneficiaries themselves. Furthermore, state competence
is also a central determinant of the quality of social service rollout, and can thus not
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be divorced from the full range of social services required at the local level. Only
under these conditions of heightened co-ordination and partnership with other
stakeholders would the state, “win trust, inspire confidence, and must be responsive
to the needs of other economic actors and must forge effective partnership with
civil society as well as an issue-focused relationship with the private sector. Lastly, it
needs to competently provide a whole range of social services that will enhance the
well being of citizens”.  
3.2.5 Key Challenges of LED in the Eastern Cape
With specific reference to the Eastern Cape, the key challenges were highlighted:
poor and ineffective economic and development planning for localities by the
provincial and national governments; weak capacity of the local state especially in
areas most adversely affected by the legacy of structural inequality, thus exacerbating
the problem of under-development and poverty; a fractured and unco-ordinated
approach to local economic development, characterised by poor targeting and lack
of transparency in the allocation of resources.
Other problems that hamper LED are inadequate financial instruments for LED;
limited access to finance by the poor, especially those in rural areas; human resources
deficiencies in provincial government and municipalities (vacancies, skills deficiencies,
skills migration), which further constrained the quality of support to localities and poor
leverage of specialist expertise.
Importantly, although there is evidence of entrepreneurial initiative, lack of adequate
skills and support in the form of infrastructural development and lack of access to credit
and other financial resources are underlying challenges. Lack of effective participation
and involvement of community members themselves in planning processes, related to
which is a weakening civil society and limited social mobilisation, are other problems
which hamper the growth of LED. Furthermore, the failure national and provincial
levels to recognise local economic development as a constitutive - and indispensable
- aspect of economic development ‘proper’ is an important factor which explains
the apparently residualist approach to local economic development, where the
latter is seen as an outcome of, rather than fundamental raison d’être of sustainable
development.  Weak institutional memory and learning, which result in the repetition
of mistakes and limited leveraging of successes, is another constraining factor for LED
in the Eastern Cape Province. Lastly, the public sector procurement regime has not
been geared toward the promotion of LED.
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3.2.6 Key LED Opportunities in the Eastern Cape
These challenges notwithstanding, there are possibilities and opportunities for LED
in the Eastern Cape which include:
•
•

•
•

•

•
•

Utilising the development-related skills and expertise of the four universities
situated in the province
Infrastructural development programmes evidenced by the emergence of
more sophisticated modes of transportation in the province, within the
context of institutional learning - albeit to a limited extent - that has been
fostered in the past fourteen years
Increasing government’s recognition of the need for more local-specific
development planning
The widening of budgetary and other support also holds the possibility of
working towards meaningful development interventions to harness and
nurture development at the local level
Access to information and communications technologies like cellular phones
are potential tools to make information available to communities that have
hitherto had limited access to such technologies and the information that
can be disseminated through them
The efforts of committed civil servants and politicians who continue to build
systems are important enablers of interventions for local economic development
Programmatic interventions located within government, often with addition
resources offer some possibilities

3.2.7 Current Interventions
Current interventions like the Thina Sinako Provincial Local Economic Development
Support Programme, which offers grants to projects based on a demonstrationand-learning approach, supports existing institutions which foster local economic
development, and provide other learning and networking opportunities, as well as a
broader local economic development integration programme are seen as important
initiatives. Some of the mechanisms employed for LED integration currently are
the institutional development of municipalities, the creation of training of LED
facilitators, district support teams, co-operation by the provincial government with
micro-finance institutions and other training activities for government officials tasked
with facilitating LED. These, and other future activities are seen as key interventions
which could support and entrench a focus on local development, especially through
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the creation of viable and sustainable economically-productive enterprises which
meet local demand for goods and services and foster growth.
3.2.8 Practical Options for the Future
Other policy options recommended include the secondment of officials from
different provincial institutions to municipalities and districts; establishment of onestop information facilitates in all local municipalities, including computer terminals
and internet connections; support by government to set up and strengthen business
associations; support by government for civil society; facilitate the development
of support of local businesses to markets; translation of provincial and national
frameworks and analytical information for use in localities and provision of significant
grant funding that rewards local initiatives.

3.3 Transforming the Structure of the Labour Market (Kimani Ndungu)
3.3.1 Introduction: The Concept of Dual Labour Market
There are issues with the notion of a dual labour market. Much of this strategy is
a conceptual scheme that rests on the assumption that the duality of the labour
market (namely, the formal and the informal sector) mirrors the basic structure of
the economy in developing countries.
In the case of South Africa, economic development planning and the discourse that
underpins approaches to job creation are similarly informed by formal/informal
dichotomy loosely termed the “first and second economy” respectively. According to
this view, developing countries are characterized by two parallel economies, where
the one is formal, regulated (and hence within government reach), well-developed/
organized, and rich, with a second (subsidiary) economy that is informal, unregulated
(outside the reach of the state), under-developed, and poor. However, such an
understanding is inadequate for understanding the linkages between the “two”
economies.  The fact that the so called two economies exhibit different characteristics
does not mean that the two sectors are not aspects of the same economy, or that
they are not underpinned by the same economic forces.
In light of the above, defining the formal and informal sectors as two dichotomous
realms of economic activity not only poses definitional challenges but also distorts
the nature of the relationship between the two spheres of economic activity, often
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leading to an over- or under-estimation of the scope and nature of each. Compounding
the problematic conceptualisation of the formal and the informal was government’s
(specifically StatsSA) emphasis on the registration status of an enterprise as the defining
factor for formal/informal status, rather than an emphasis on the characteristics of
the actual jobs that people had. This definition by StatsSA is both subjective and
deficient. Consequently, concentrating on the nature of the relationship between the
employer and the employee and the legal/enforceable rights, duties, and benefits
that flow from this relationship would be a more appropriate means of determining
whether or not employment status is formal or informal. Provision of pension fund,
leave arrangements, medical aid, formal and written contractual agreement of
employment are some of the key provisions that give a clearer impression of the
status and nature of employment. Redirecting attention to the quality of the work,
as opposed to focusing only on the registered/unregistered status of an enterprise,
paints a picture of the actual scope of the informal sector - a picture which corrects
government’s tendency to underestimate the size of the informal sector.
3.3.2 Real Structure of the South African Labour Market
A more useful way of thinking about and characterising the South African labour
market is to think about it in terms of a “a single domain within substantive [internal]
segmentation”, focusing also on the nature of the work/employment and not merely on
the distinction between formality and informality. As such, a better conceptualisation of
the segmentation within the labour market may be captured by talking about “standard/
typical” versus “non-standard/atypical” employment category and arrangements,
where segmentation of the labour market and the economy is ultimately a reflection
of “zones of inclusion and exclusion.” Drawing on Webster and Von Holdt, Ndungu
argued that these zones of inclusion and exclusion, characterised by a core, a non-core,
and a periphery zone, also correlate to spheres of identity and belonging.  In the core
zone, or the formal zone, workers have the most rights and benefits (through access
to trade unions and other formal forums through which to lodge employment-related
complaints). In this zone, workers have full-time work. In the non-core zone, workers
straddle the core and periphery zone, where they tend to have properly structured
contractual work, though this latter sector, the core zone provides fewer worker rights
on the basis of a non-full-time/outsourced worker status. The three trends in the noncore sector have thus increased casualisation, externalisation, and informalisation.
The periphery zone is constituted of the unemployed as well as those who subsist on
informal economic activities.
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3.3.3 Changing patterns of employment in South Africa
In accounting for the evolution of South African patterns of employment, the
following factors are key determinants and shapers of the structure of the postapartheid economy and the modes of employment which have consequently
emerged, namely: globalisation, liberalisation, and privatisation. Under these
conditions, employers have increasingly sought ways of reducing labour costs by
adopting flexible employment practices, a process that has been further facilitated
by reforms in South Africa’s labour legislation. Owing to its roots in the primary and
secondary sectors, legislative provisions based mainly on a model of an economy
driven by mining and its related manufacturing sector have proved largely
inadequate in structuring employment relationships in an era of an economy that
is increasingly dominated by services, particularly in the financial sector. Existing
regulations and protection provisions thus exclude casual workers from their
protective ambit, failing also to protect and promote the rights of workers whose
services are provided through an outsourcing arrangement with an intermediary
between ‘’employer’’ and ‘’employee’’. The decline in the quality of jobs that are
available has thus been exacerbated owing to this rise of  “non-standard work”, or
what can be seen as the expansion of the non-core zone in the labour market. Not
only have these labour market changes had economic implications for the lives of
workers, but they have also had social consequences, resulting in the emergence of
greater confrontations, antagonisms, and disorder within the family, the household,
and the community.  
3.3.4 Policy Recommendations
The Basic Conditions of Employment Act (BCEA) needs to be amended to promote
and protect the rights of casualised workers, providing them with full labour rights
and benefits.
To address the increasing size of the informal sector, government should support
SMMEs by providing start-up capital, technology, and facilitating access to markets,
while also addressing some of the barriers to entry like onerous administrative
requirements. All of this should be undertaken in conjunction with and within the
context of state promotion of labour-intensive industrial development.
•
•

Practices like labour-broking should be outlawed
A national minimum wage should be introduced
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•

•

Government should support the unionisation initiatives in those sectors
that render workers most vulnerable by lowering the required threshold for
representivity and trade union recognition
Trade union representation should be extended to non-standard
workers, to more closely monitor enforcement of labour legislation and
regulations, and become more actively involved in the formulation of
industrial and economic policy

3.4 The Provincial Government Development Plan (PGDP) Reviewed and
Re-Conceptualised (Andrew Murray)
The PGDP was initiated in the understanding that the provincial government would
be able to engage with the national government and that it will enable the provincial
government to feed provincial interests and priorities into the national development
policy agenda.
Unfortunately, however, the PGDP has not been able to get buy-in from national
policy makers. The structure of the different levels of government makes it difficult
for the PGDP to assert itself and to secure the levels budgetary support and transfers
necessary to reach its targets.  The PGDP was well branded, but attempts at dealing
with structural backlogs to development have been stalled - if not completely
stemmed, partly due to the failure of national government to buy-in to the plan. This
problem needs to be understood within the context of an absence of an overarching
national development framework.
The above raises another important issue that needs to be addressed in the context
of a potential developmental state in SA, namely:  the future of provinces.
Another problem with the implementation of the plan is that municipal authorities
have limited capacity to negotiate, package, and manage infrastructure projects.  
Consequently, it may be argued that there is a need for national and provincial
government to provide technical support to municipalities. What are the
characteristics of the developmental state, especially in terms of the relations and
mechanisms of interaction between the various levels and spheres of the state? A
related issue is the types of mechanisms and accountability at national and provincial
levels for them to play their developmental role.  Addressing these questions would
be an important step in creating a developmental state in South Africa.
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3.5 Discussion
One of the key constraints to development in the Eastern Cape is that even where
the province has resources that are in demand globally, it has not been able to
create the physical and financial infrastructure to support the development of
these industries.  This is partly explained by the lack of political will and leadership.
Another problem identified was the lack of co-ordination of development initiatives
between the underdeveloped and developed parts of the province.  This in part has
contributed to a lack of a common vision for equalising and maintaining certain levels
of development. Furthermore, the structural underpinnings (especially as these
relate to the spatial distribution and allocation of resources, including labour) of the
economy have not been changed, which has continued to hamper the development
potential of the province.
For the province to become developed, there is an urgent need for greater
infrastructural investment and co-ordination of investment/development initiatives
between the less developed and developed parts of the province. Furthermore,
policies and strategies need to be put in place to eradicate poverty and deal with
the country’s historical legacy. These need to take place within the context of a
broad industrial strategy rather than sectoral transformations. In doing so, emphasis
needs to be given to labour absorbing methods of production. Importantly, industrial
development needs to be spatially dispersed. This is because provincial industrial
policy is likely to be more beneficial in a context where it stimulates already existing
industries or has the potential to develop in specific industry in geographical locations
where they have comparative advantages. The provincial government would then
have to balance out different industrial interests, as national policy may not be
sensitive to location and the particular industrial and economic characteristics that
are specific to each region/locality in the country.
Similarly, there is an urgent need to rethink BEE and the paradigm in which it
is predicated. It was pointed out that BEE has been located within the dominant
paradigm of SA capital, which is very risk adverse. Consequently, it does not have
a long-term view of the SA economy, and does not want to venture into labour
intensive investment, improvement of skills, etc.
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4.1 The Developmental State and the Challenge of Rural Development
(Gilingwe Mayende)
It is important to undertake decisive and bold steps towards addressing rural poverty;
there is a need for “accumulation from below”.  A green revolution should constitute
a central component of this initiative. In the context of the Eastern Cape, green
revolution will facilitate greater integration and inclusive development. This calls
for integrated and sustainable rural development. It should be a production-based
approach - emphasising the empowerment of beneficiaries to become producers, not
consumers. It might be underpinned by land reform.  Integrated rural development
should promote a culture of entrepreneurship. Central to this is the expansion and
development of rural infrastructure as an element of the promotion of sustainable
rural development. Emphasis needs to be given to the promotion of co-operatives,
which will become a key means of poverty reduction.
Sustainable rural development should have the improvement of rural livelihoods as
its primary goal. The emphasis should not be on social grants, but to make people
producers as a key means for rural livelihood. This does not imply doing away with
social grants but it needs to be combined with improving the productive basis of rural
people as part of a sustainable rural development strategy.
4.1.2 Policy Proposals for sustainable rural development
There is a need to harness the contributions which can be made by research institutions
- their technical expertise should assist rural communities in order to enhance rural
livelihood. In this regard, the higher institutions in the Eastern Cape province have a
central role to play.
•
•
•
•
•

Encourage greater participation of citizens in local government
Mainstreaming of gender and disabilities in all the aforementioned interventions  
Government should establish a Rural Development Bank to provide support
for farmers
Government should establish a superministry of rural development
Review of the willing seller, willing buyer principle which has informed land
reform thus far
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4.2 Farm Workers and Dwellers (Lali Naidoo)
4.2.1 Introduction
Two impacts on farm workers and dwellers were identified: labour and tenure, and
the impact of social protection measures in post-apartheid South Africa.
4.2.2 Categories of People on Farms
Two groups of people on farms were identified, (a) farm workers and (b) dwellers.
Farm workers were defined as those employed on the farm on either a full-time,
part-time, or seasonal basis. Male workers are often employed in the ‘core’ aspects
of the production process, while women are employed as seasonal, casuals and in
‘non-core’ activities. Workers may live on the farms where they are employed, or
they may live on a separate farm from their employment.
Farm dwellers were defined as those not employed on farms but residing on farms.
They rely mainly on social welfare grants and odd jobs as their primary means of
livelihood. Farm dwellers are mainly elderly, women, young adults and children.
This recognition of heterogeneity among people living and working on farms is necessary
in order to pursue effective socio-economic redress strategies. This distinction reveals the
layers of vulnerability and differentiated impact of poverty and discrimination on farms
in the country.
4.2.3 General characteristics of Agriculture in South Africa
There are 1 million farm workers and 13 302 farmers/owners nationally and 6 million
people are directly dependent on 1 million jobs. A total of 2.9 million people live on
commercial farms.
62 000 farm workers are employed in the Eastern Cape, meaning that 10% of
the province’s labour force is employed in agriculture. Skilled agricultural labour
accounted for 3.2% of the provincial workforce in 2001.
4.2.4 Socio-Economic conditions of farm workers and dwellers
• Farm workers have the lowest rates of literacy in the country
• 33% of farm workers do not have formal education
• Low union density/lack of widespread organisational structures
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•
•
•
•
•
•
•
•
•
•
•
•

Farm worker wages are the lowest in the formal sector (the average farm
worker earned R544 per month in 2001)
Farm workers’ living conditions illustrate a cycle of poverty more severe
than in any other sector
Children living on farms are more likely to be stunted and underweight than
any other children
Only one in 4 children on commercial farms has a secure source of food,
and almost a third are at risk of hunger
Farm workers generally do not receive any compensation for working overtime
Some farm workers do not get annual leave
There is widespread employment of children aged 14 years and younger
Pregnant female workers do not get paid maternity leave and few are
members of the Unemployment Insurance Fund (UIF)
There are stark gender differences in the allocation of employment benefits
There is of a cycle of debt, together with high interest rates, either to farm
shops or directly to the employer on many farms
Paternalism, unilateralism and informality of labour and tenure relations systems
Landlessness with precarious tenure conditions and unstable sources
of livelihood

4.2.5 Forms of Social Protection for farm workers and dwellers
Farm workers and dwellers do, however, enjoy some forms of social protection. Some
of these are contained in the Labour Relations Act (LRA), UIF, Skills Development Act,
and Basic Conditions of Employment Act.
Problems with existing social protection measures
Inequalities, income differences and differences in employment status mean that social
protection does not benefit the poor equally and evenly. These are compounded by existing
labour regulations and weak enforcement methods, as well as gap in scope and applications
of policy and legislation. These in part have contributed to further marginalisation.
To highlight this, it is necessary to examine the contrast between protectionist measures
applying to labour standards and the weak measures around tenure and land rights.
Workers have some protection from unfair labour standards if they are enforced.
Tenure and land redistribution policies have had little or no impact on precarious
tenure conditions.
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The critique of the latter is based on the fact that land redistribution and access to
basic services are determined by the market, which effectively inhibits rural workers
from acquiring rights to land and improving their living conditions.  Secondly, that
post-apartheid land policies and legislation tend to have narrow provisions and
poor enforcement mechanisms, which in a sense discriminate against certain social
categories such as women, young people and the un-and under-employed.    
Land, Tenure and Living Conditions
Reviewing the adverse implications land tenure has on the living conditions of farm
workers and dwellers, several factors can be noted.  Farm worker housing is tied to
a job on the farm, with clear gender differentiations. The common practice is for
male workers to acquire housing. Access to housing for women on farms is therefore
tied to a male - a husband, father, son or brother. Vulnerability is increased when
legislation, like ESTA, make housing on farms conditional on employment. Another
problem is that lawful dismissals, retrenchments and any other legitimate reason for
job losses are substantive reasons for evictions. One unfortunate gender implication
of ESTA is that it empowers farmers to evict the wives and families of deceased
workers within a year of a death.  
ESTA places greater emphasis on regulation of tenure conditions than on
redistribution.
•
•
•

People’s movement on farms is restricted; gates are often locked by farmers
who keep the keys
Permission must be sought to keep pets, livestock and grow vegetables
Permission must also be sought to receive visitors

The overall implication of the existing land tenure regime is the erosion of the
freedom, capabilities and rights of farm workers and dwellers. The erosion of gender
rights to land (in general the high gender disparities in wages among farm workers),
undermines efforts to address the racially skewed land ownership and access
patterns, and the erosion of farm workers’ and more especially dwellers’ access to
tenure security and dignified quality of life.
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4.2.6 Conclusion
There have been some changes with continuities - marginalisation and incorporation.
In particular, existing social protection measures have had uneven results.
Recommendations:
• A discussion which focuses on the extent to which social structures and the
market enable and constrain the freedoms and capabilities of farm workers
and dwellers
• It is necessary for land reform measures to focus on the enhancement of
capabilities, and mechanisms should be put in place which enhance the
capabilities of the poor and which would also narrow the gap between the
poor and the rich
• Review the objectives, scope and application of social protection for the low
paid and poor
• Strengthen the role and capacity of the state to implement effective social
protection measures

4.3 Discussion
Prof Luswazi, Centre for Rural Development, Walter Sisulu University
A new rural development strategy should assist the country in general and the
Eastern Cape in particular to define rural inequality. A broad rural development
policy needs to understand the various aggregated rural - impoverished and rich
municipalities. Rurality is not only where black communities are. In effect, rural
communities are not homogeneous. Consequently, a disaggregation of rural areas
is important in order to target policy and programmes that will meet the diverse
communities that constitute the region.
Rural development strategies should draw in researchers and women. Also, it
should guide and advise how resources should be shared between improvised and
rich rural municipalities.
In addition, there is a need to bridge the gap between municipalities and rural
communities. This relates to the knowledge and administrative gaps between the
former and the latter. Rural communities find it difficult to access municipalities.  
The community development worker is an important step to bridge the gap
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between municipalities and rural communities. However, there is no national
training programme or consensus for what a community development worker
is.  Consequently, there is a need to train the community development workers to
become the kind of professional who can interface between government and rural
communities.  Higher education institutions and FETs, as well as NGOs need to be
given a stake in the training of the rural development worker.  
A solution could be the establishment of a structure to implement and co-ordinate
rural development policy. This could be a rural development superministry - because
rural development is a cross cutting issue - or a commission on rural development.
If the option of a commission is adopted, it needs to be more clearly structured
than existing commissions in South Africa.  A rural development commission would
need to be seen at two levels, namely: a broad commission that brings coherence
among various government departments, and a commission that focuses on policy
and implementation.
Another governance mechanism suggested was a Rural Development Committee,
which would set priorities for the delivery of services in communities.  This would
need to be accompanied by another structure, namely a Local Committee Action
Group, which should involve local communities, academics and other sectoral
interests groups.
These various structures would ideally ensure communication from the top to bottom
and down to bottom, and will also ensure vertical co-ordination.   
A precondition for the success of rural development strategies is the capacity building
of all levels of government, empowerment of local communities, evaluation systems
focusing on outcome indicators and the targeting of specific areas that take account of
regional dynamics.
In some countries, there is a move away from hierarchical to more co-operative relations
between the state, business and CSOs in promoting rural development.  This approach
could work for South Africa in general and the Eastern Cape in particular.
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Zolile Ntshona, ECSECC:
Land needs to be seen as a right and a resource. The first problem regarding
communal land is access. This arose because traditional leaders, who play
important roles in communal land, are not democratic. In some rural areas,
land is accessed through traditional leaders, who in the past marginalised their
people. This constitutes problems, even under the democratic dispensation.
There is a need to recognise that in some communities there is very limited land
available and therefore access to land should constitute a central element of any
rural development strategy. In addition, support for existing livelihood strategies,
such as harvesting of medicinal plants - the support indigenous knowledge - must
constitute a central element of rural development.
MK Mazibuko, RuLiv
Rural communities are not homogenous, so rural development policy must take
various rural contexts into consideration. Therefore, while calling on the Eastern
Cape government to develop a rural development strategy, such a strategy needs
to take various regional dynamics into consideration.
Policy recommendations:
•
•
•
•

•

Reform of agrarian policy and strategy
Provide evidenced based policy  (intensive research is required)
Close the gap between policy makers and policy auditors (researchers)
Policy and programmes for rural development and agrarian reform must
reflect the fact that there are both big and small farmers. Therefore policy
interventions need to respond to the needs of both sets of farmers
Co-ordination by the different government departments on their rural
development policies
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5.1 The Unequal Impact of HIV/AIDS (Hein Marais)
5.1.1 Introduction
The HIV/AIDS pandemic has had a severely unequal impact on South Africa’s future socioeconomic development. The poor and women are most adversely infected and affected.
5.1.2 Background
The AIDS pandemic in South Africa, within the broader context of Sub-Saharan Africa
shows 24.7 million people living with HIV, accounting for more than half (64%) of
all HIV/AIDS sufferers globally. In 2006, 1.9 million Africans died from AIDS related
illnesses, which represents 71% of all AIDS deaths in this period globally.
One in every seven persons infected with HIV/AIDS lives in South Africa, and accounts
for 20% of HIV infection on the African continent. Specifically, between 5.3 million
and 5.5 million people living in South Africa in 2005 are HIV positive.  Of these, 1.3
million are under the age of 25 years.  In 2006, there were 571,000 new infections.
5.1.3 AIDS related deaths in South Africa
South Africans are dying in unprecedented numbers, at exceptional rates, and at
unusually young ages. 18.8% of those aged between 15-59 years are infected, with an
estimated 70% of all the deaths in 2006 among this age cohort being AIDS related. Of
the 600,000 deaths recorded in South Africa in 2006, almost half (47%) were due to
AIDS related illnesses. The above points to the dire HIV/AIDS situation in the country.
These chilling statistics in reality mean that while in many other parts of the
world, evidence for advancements in human development are illustrated by rising
life expectancy at birth. In contrast, in South Africa, as in many other parts of the
Sub-Saharan Africa, the scourge of the epidemic has dramatically reversed these
upward trends in life expectancy. Although since 2004, there has apparently been
a stabilisation and a slow decline in the number of antenatal clinic patients testing
positive for the virus, current infection levels, though declining, are nonetheless
alarming. Worryingly, most people who are HIV positive often are not aware that
they have been infected.
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Unfortunately, less than a third (230,000 of 700,000) of all those who need ARV
treatment are receiving it.  Given the current situation, more than half of those who
are 15 years old will not live up to the age of 60 years.
5.1.4 Economic impact of HIV/AIDS in South Africa
Adverse economic impacts of HIV/AIDS in South Africa:
•
•
•

Shift to labour-saving work methods and technologies
Outsourcing of jobs and shift to casual and contract workers
Reduction of employer contributions to medical benefits which are now far
too low to cover costs of serious ill health and injury

These are some of the most disturbing economic impacts of the pandemic, not least
because of the already dire situation of workers, especially the unskilled and semiskilled, in the South African labour market.
Worse still, companies have resorted to other cost-saving plans. These include the
introduction of provident fund schemes that are based on defined benefits, as opposed
to defined contribution funds, where the benefits that are due to the beneficiary are
determined by a chosen package, rather than by a standard set of benefits. This has huge
implications for those who are forced into premature retirement by ill health and the
effects of the virus and will continue to place workers in a precarious position with regards
to income levels once out of work. These and other similar arrangements have made it
possible for the companies to shed responsibilities vis-à-vis work and financial security
for their employees. Those in the informal and casualised labour market, for whom even
these piecemeal benefits are not available, are in an even more severe predicament.
For them, the complete responsibility for survival and sustenance is one that they
unfortunately have to assume, with limited capacity and financial means through which
to do so.  In light of all the above, the sort of adjustments that companies have resorted
to, have enabled them to sidestep the worst impacts and aspects of the pandemic.
5.1.5 Household impact of AIDS
Some of the impacts of HIV/AIDS at household level, include impoverishment
through loss of earnings, loss of a family breadwinner, and an increased burden on
the aged and the young to care for those who are sick and orphaned as a result of
parental death caused by HIV/AIDS related illnesses. In addition, since the effects of
the pandemic are different, depending on employment status, employment and skill
level, the disease is likely to lead to the deepening of inequality in South Africa.
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Households that are most adversely affected by the pandemic are those with the least
resources, lowest incomes, the least entitlements, and the weakest social networks.
Within these households, women are the ones that are most affected, having to
carry the burden of care while trying to sustain existing livelihoods.
5.1.6 Home-Based Care

The added stress on women and girls is further exacerbated
by the state’s emphasis on home-based care as the primary
means for the alleviation of pressure on the public health
care system.
The added stress on women and girls is further exacerbated by the state’s emphasis on
home-based care as the primary means for the alleviation of pressure on the public health
care system, which is suffering from a lack of capacity and resources given the extent of
the epidemic. This home-based care model, centred on the notion of strengthening and
extending the “continuum of care”, spanning households, communities, NGOs, and the
state, while seemingly salient, in many ways lends itself to the kind of shift that has seen
women bear the brunt of the epidemic within the household.
Proponents of home-based care points to the fact that it is cheaper, more costeffective and more flexible.
The benefits are outweighed by some of its negative consequences, namely:
•

•

•

The rhetoric of cost-effectiveness of home-based care masked the shifting
of costs back into the realm of the household, where 90% of the role of
caregiver is assumed by women
“Patients and caregivers subsidise care provision”. This subsidisation,
however, takes place in a context where households lack the infrastructure,
skills, and other resources to support this role of caregiver
Existing institutional supports have been “scant, inconsistent, and poorly-coordinated”. In Kwazulu-Natal alone, which is one of the provinces that has
been most adversely affected by the epidemic, the departments of Health
and Social Welfare only provided 0.2-0.3% of its budget for home-based care
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•
•

Home-based care concentrates material and emotional costs of care in
homes and neighbourhoods of the poor, especially women
Home-based care has resulted in hyper-exploitation of women’s labour,
financial and emotional reserves

Among the often neglected aspects of home-based care is how it further relegates
women to the private sphere, a process that in turn compromises their social
networks and hence has a longer-term effect on their capacity to manage the
financial and other costs of the disease. It is also a process that leads to women’s
isolation and thus erodes important coping mechanisms through interaction with
others that enables mutual support. In effect, these and other processes result in
the hyper-exploitation of women and their labour, as well as their emotional and
financial reserves.
There is therefore a need to address both the explicit and latent costs occasioned by
the epidemic, as well as a revision of the models of mutual care and social capital that
underpin the notion of home-based care and other processes in the labour market
that have shifted the burden of care to the household, specifically, to the women as
primary care-givers.

5.2 Gender Mainstreaming - Has It Worked? (Lesley-Ann Foster)
One of the key questions about South Africa’s transformation process over the
past few years relates to women’s economic empowerment and how it can be
achieved. This is particularly relevant, because poverty in South Africa is not only
characterised by urban-rural differences, but it is also gendered in nature. Poverty is
more prevalent in women living in rural areas and female-headed households. The
economic position of women has deteriorated over the past fifteen years, because
women tend to be forced to rely on casual and unstable work, with lower real wages
and reduced benefits and protections within the workplace.   Given this situation,
economic empowerment through sustainable livelihoods strategies and access to
the means of production (like land in the rural areas) should be an urgent priority on
the national, provincial, and local agenda. Although the South African government
has signed a number of United Nations Protocols and Declarations on the rights of
women and has set up a Gender Commission, there are still huge disparities with
regards to the full protection and promotion of women’s rights.
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Women have minimal access to productive resources - an area that demands urgent
attention. In particular, issues relating to women’s economic empowerment such
as access to land, credit markets and sustainable employment require urgent
policy attention.
In addition to the economic empowerment of women, which is in need of urgent
national policy attention, the questions of gender-based structural and individual
violence also pose a threat to the social and economic well being of women, and
therefore demand urgent attention not only within the Eastern Cape but also in the
country generally.
South Africa has a progressive constitution and a number of legislations are in place
to advance the well being of women. However, the realisations of the intentions of
both the constitution and legislative provisions would be dependent on investment
in programmes, campaigns, and other actual interventions to give effect to those
provisions in order for women to be economically empowered and to be free from
any form of violence. Violence against women, militarism, and the global anti-terrorist
concern are all issues that impact on women, their livelihoods, and the violence
to which they are subjected. In SA particularly, expenditure on the Arms Deal has
clearly diverted expenditure from social services and this has had a negative impact
on women’s social and food security, since it diverted funds to military spending that
has no immediate value to the lives of those who are impoverished.
Part of the failure to address and resolve the plight of women, was linked to the fact
that substantive equality and the political and administrative machinery for enabling
this has hardly changed the position and status of women because of the emphasis on
single-issues.
An approach to women’s empowerment that considers and deals with women’s
challenges as part of a complex of cross-cutting themes and concerns is recommended;
that is, an interrogation and treatment of women’s issues on the basis of the
intersection between gender, class, race, and culture.
Moreover, while the focus on extending adequate social protection mechanisms
to protect women is laudable, it has been pursued in ways that do not empower
women. What is needed, is a social protection model, which is, pursued towards
both social ameliorative and empowerment/promotive ends, so that the gains made
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today can be sustained and built upon towards even greater empowerment. The
ways that food crises and insecurities are addressed and how relief is rolled out are
important in understanding how women’s empowerment is addressed.
Programmes that aim to empower women should be carried out in a manner that
treats women as agents of change and partners in the development process, rather
than as subjects/targets of aid and development.
Although rarely considered, there are important factors directly militating against
women’s subsistence. Climate change and the political manipulation thereof are also
important factors which should be addressed when dealing with women’s socioeconomic rights and livelihoods. Also, bio-fuel production, while heralded as a cheap
and environmentally-friendlier energy source, ignores the adverse impact thereof on
women’s livelihoods where it affects the input costs, for instance, that are necessary
for subsistence farming. In addition, the move towards bio-fuel energy could also
exacerbate the food crisis (by introducing upward pressures in the cost of staples).
The economic inclusion of women is hampered by the political and democratisation
impulse of particular political parties. These do not focus on the general nature of
gender relations in society and how they are institutionalised in a manner that is
disadvantageous to women within available political spaces. Lastly, the fact that
current gender analysis within dominant policy and ideological positions is insufficient
to address gender imbalances in South Africa.  One solution is a women-only political
party that would help to fight for gender equality.
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6.1 Prospects for a Developmental State in South Africa: Current Debates
and Policy Implications (Omano Edigheji)
6.1.1 Introduction
It is important not to label the South African state as developmental or nondevelopmental. Rather, the focus of policy-makers and scholars needs to be on what
South Africa should do to become a developmental state.  
6.1.2 Scholarly and Policy Issues for Consideration
Some of the scholarly and policy issues that require consideration if South Africa is to
become a developmental state:  
•

•

•
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Constructing indicators of a developmental state. This would enable policy
makers to focus on the types of institutional structures that have to be
constructed and policies that need to be formulated and implemented for
South Africa to become a developmental state. Such indicators would also
enable scholars to assess whether or not it is a developmental state.
Contextualising the developmental state in SA in the age of globalisation:
Given that most of the current developmental states, especially the Asian
developmental states, were constructed at a time when the world economy
was less open and there was much more leeway for economic state
intervention, South Africa needs to be cognisant of the challenges posed by
globalisation. However, the current global economic crisis and the response
of governments in the developed world, especially US and Europe, reinforce
the need for an active state intervention in South Africa.
Predicating/embedding a developmental state in South Africa on
democratic principles: That most of the Asian developmental states were
constructed in the context of authoritarianism does not compel South Africa
to follow the same route. We can learn from the Scandinavian countries
where developmentalism and democracy were jointly undertaken. In effect,
a developmental state and democratic governance are not incompatible.  
In constructing the developmental state  in South Africa, there is a need to
reassess the role of parliament as well as the need to ensure greater citizen
participation in the development and governance processes.

•

•

State-society relations, tying government incentives for capital to
performance targets, and disciplining capital: Strong state-society
relations are a necessary condition for a developmental state, and such
relationships should be based on reciprocity. In forging such relations,
the South African state should not limit its relationships to capital,
but needs to include citizens and local communities. Furthermore,
government incentives to capital need to be tied to performance targets,
and government should be able to punish firms that did not meet such
targets by withholding support. In the post-apartheid period, government
support to capital has not been reciprocated.   
Putting social policy at the heart of the developmental state:
Developmental states have strong social policy components. Unfortunately,
in the dominant literature, not much emphasis has been given to the social
policy orientation of the developmental state.  As a consequence, some
scholars and policy makers in South Africa call for a growth-only focus.
While taking a critical stance against such a position, in constructing a
developmental state in South Africa, emphasis needs to be given to skills
training, provision of public housing, and the universal access to healthcare
and education. This would not only become a means for the enhancement
of human capabilities but also of the socialisation of risks that will be
associated with economic development.  

6.1.3 Conclusion
If these policy initiatives were undertaken, South Africa would be on the path to
becoming a developmental state.

6.2 A Developmental State for Whom? (Chris Malikane)
6.2.1 Introduction
The Alliance’ transformation agenda is summed up under the rubric of the National
Democratic Revolution (NDR). This agenda aimed at fostering a common national
identity, founded on the principles of democracy (i.e. rule by the people), with the
mandate of fundamentally altering a historical legacy of exclusion and marginalisation
on the basis of race, gender, and, most importantly, class. The NDR represents “the
confluence of the revolutionary nationalist and the socialist traditions”. Noble as the
fundamentals of this revolution are, specifically in as far as they relate to addressing
South Africa’s historical legacy, all the other aspects of the NDR are subsumed
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- and at times subordinated to - a “national agenda”, without due regard to the
processes and mechanisms by which a coherent national agenda of transformation
is institutionalised and implemented. It is necessary to look at the economics of the
NDR. That is, what is the set of economic priorities that should underpin the politics
of the NDR?
6.2.2 The Economic Policy that should underpin the NDR
The NDR should use the following three sets of economic policies as a foundation:
•

•
•

A congruent set of macroeconomic policies, which advance the political
mandate of the transformation agenda. These macroeconomic policies
must therefore advance economic growth, or the rate of capital
accumulation (the material basis of society).
Policy must address the issue of income distribution or inequality, what he
termed the rate of exploitation or the social character of accumulation.
Policy must absorb the country’s labour surplus, thus enabling increased
levels of economic participation.

Without a clear and coherent articulation of all of these key policy areas, there can be
no coherent theoretical or policy response to South Africa’s socio-economic malaise,
which the NDR is designed to address.
Against the three economic stances that should underpin the NDR, it must be asked
whether the current macro-economic policy, which gives prime place to inflation
targeting of between 3% and 6%, has achieved the intended goal of a developmental
state as represented by the transformation agenda of the NDR?  Within the context of
the NDR, what should the role of the South African Reserve Bank (SARB) be?  Similarly,
what does this mean for National Treasury’s mandate; that is, what ought to be South
Africa’s fiscal policy?   
There are therefore three policy areas for consideration, namely, (a) the current
inflation target of between 3% and 6%, (b) the role of the SARB, and (c) the role and
mandate of the National Treasury.
6.2.3 The Key Policy Challenge
The key policy challenge is to identify how these different elements, accumulation
strategy, employment and income distribution should cohere and be integrated
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towards an appropriate (macro) economic policy framework that reflects the
fundamental concerns of the NDR.
6.2.4 Relationship between employment, accumulation and income distribution
In the relationship between unemployment, accumulation (the rate of growth/
economic output), and the distribution of income from economic output, the main
determinants of income distribution (and hence of the level of inequality in society)
are price inflation and wage inflation.

Price inflation: the rate of change - increase - in the price of
goods and services in the economy over time.
Wage inflation: the rate of change in the wages of workers.

Where prices rise at a faster rate than wages, the impact on workers (consumers)
is negative, since this translates to decreasing purchasing power. Where the wage
rate rises faster than the price level, the real effect is an increasing basket of goods
that workers can purchase. The relationship between these two factors, however,
tends to be mutually reinforcing, in that a wage increase is likely to lead to price
inflation, while higher prices are likely to see worker demand for higher wages.
Income distribution, in turn, is related to the share of economic output that accrues
to capital. In a context of rising wage demands and/or price inflation, the likely effect
is the laying off of workers, so as to ensure a stable (and preferably increasing) share
of income/profits accruing to capital.
6.2.5 Proposed Policy orientation of NDR’s accumulation model
An appropriate accumulation model would be one that “increases the rate of capital
accumulation [economic growth], lowers the unemployment rate and increases the
workers’ share of the income.” Such an outcome would require a 20-year NDR vision,
composed of a 10% unemployment rate and a 0.54 Gini coefficient, in a context of an
economic growth rate of 5% and above.
Given such a scenario, where the priorities are decreasing the unemployment
level while simultaneously increasing the workers’ share of economic output, an
unavoidable increase in inflation would emerge in the short to medium term. This
upward trend in inflation would decrease in the long run due to capacity effects.  
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Recommendations:
Given the inevitability of upward inflationary pressures as a result of this kind of
growth path, the SARB policy cannot adopt a strict inflation-targeting macroeconomic policy. The better policy strategy is a target range of more than 6%.
To this end, macro-policy should encourage exchange stability; that is, alignment to
a growth path that prioritises increasing employment levels, rather than adhering to
the current dominant view.
The challenge, then, is to align fiscal and monetary policy, by reformulating current
monetary policy objectives, and rethinking fiscal policy vis-à-vis tax rules and
expenditure of the national budget. With regard to tax rules, government policy
would have to be geared towards income distribution (ensuring that the tax burden
is more onerous on those in higher income brackets) and the management of
aggregate demand.
In terms of fiscal policy and expenditure, the objective should be demand management
and the socialisation of capital; that is, ensuring that capital invests and operates in
keeping with/subject to the social and economic priorities of the country.
In addition, this growth path would require, inter alia, financial market stability and
sound fiscal management rules built into fiscal policy so as to ensure the sustainability
of government spending to avoid an onerous fiscal deficit.
Furthermore, exchange rate policy would have to prioritise competitiveness,
depreciation of the Rand, and the management of domestic inflation. This would
necessitate government management of the rate by and to which the currency
appreciates, state control over a segment of the consumer basket price (high taxes
on imported luxury goods, for instance), and the development of exchange rate
controls that run in congruence with flexible inflation targets.
6.2.6 Conclusion
In conclusion, tax breaks in South Africa have not been effective in incentivising capital
to increase investment in capital projects. In light of the argument thus far, the most
substantive alteration to the current mode of capital accumulation is perhaps best
pursued through policy interventions geared towards employment creation for the
largest groupings of the unemployed.
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6.3 The Developmental State - Implications for Provincial and Local
Government (Neva Makgetla)
6.3.1 Introduction
The literature on the developmental state is largely focused on the national level
to the neglect of other levels of government and also ignores the implications of
a developmental state for sub-national level. The implications for a developmental
state in South Africa on provincial and local governments need discussion.
6.3.2 What is a developmental state?
• A state that vigorously and effectively pursues development?
• A state that ensures co-ordination around national priorities?
• A state that implements effective industrial planning?
What are the implications the various designations for the South African decentralised
system of governance?
These typologies might be useful, but their persuasiveness for policy choices in
the real world is questionable. They are ideal types and thus render much of the
discussion abstract or lead to a lack of clarity, since different people subscribe to
different notions about the definition and character of a developmental state.
6.3.3 Thinking about the DS in the South African context
The context in which to frame discussion and attempt to clarify what a South African
developmental state ought to do and be, is one characterised by several factors. It
should be seen against a backdrop of a flawed and highly exclusionary historical legacy
and an inherited system characterised by lack of accountability and consultation,
as well as a provincial and local government regime that was administrative rather
than representative (especially in the ‘black areas’). There is limited planning for
the transformation of the system, lack of coherence and integration, an economic
mandate to ensure economic growth in the face of international isolation.
In contrast, the post-1994 system has attempted to transform this legacy by introducing
a broadly representative parliamentary system and the establishment of consultative
structures and processes, including forums like NEDLAC.   The problem is that this
new culture of consultation has not extended to the level of individual government
departments and that policy decision-making and implementation processes remain
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largely outside this sphere of consultation. With regards to provincial and local
governments, there has been a move towards representative governance, enshrined
in and protected by the constitution.
Given the historical legacy, the new planning system is unfolding in order to ensure
rapid changes such as social and economic transformation. However, there is no
planning centre, which has led to a situation where policy making and implementation
are not adequately co-ordinated nor are there processes through which to monitor
and evaluate the quality of delivery and implementation. Other than the National
Treasury, there are limited - if any - other sources of planning authority and quality
evaluation. Although this new transformatory mandate should inform the policies
and programmes of all departments and state-owned enterprises, it nonetheless
lacks the capacity and systems to fulfil the mandate, departments and SOEs are still
largely independent within their portfolios.
In terms of specific goals and mandates towards which the new government is
working, however, there seems to be far greater clarity around the priorities of social
delivery and provisioning, as compared to economic policy, where little attention
is directed at employment creation or increasing the country’s industrial and
manufacturing base.
6.3.4 The challenges of federalism for SA
The federalist structure of the South African system, was ultimately a constitutional
compromise, where national government was given the main responsibility for
security policy and economic development, with provincial government having
core functions in the areas of health, education, and welfare, however, with limited
resourcing power (i.e. raising substantial amounts of own revenue) or economic
policy initiation (except perhaps in the area of agricultural policy). At local government
level, core functions include household infrastructure and cultural activities and
programmes. Unlike provincial governments, municipalities tend to have somewhat
greater room for raising and spending their revenue, a factor that has contributed to
the widening inequalities in inter-municipal revenues and hence expenditure. Both
spheres of government have to support national programmes through infrastructure
development, without the freedom to develop their own economic activities. Existing
planning systems between the three spheres have tended to be about control of
implementation rather than empowering lower levels of government to facilitate and
initiate quality service delivery, with a focus on producing Key Performance Indicators
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within an excessively hierarchical management structure rather than allowing for
flexibility and the exchange of different views on alternative strategies and policies.
The idea behind much of this planning design has been to manage existing processes
rather than to transform them and to develop new ones where necessary.
This is coupled with the problem of lack of capacity, evidenced by the huge reliance on
consultants and experts; limited systems to consult within and outside of government;
the lack of a clear strategy to manage capital and weak feedback and accountability
systems. The new planning systems are meant to control implementation rather than
to improve them, and are based on structures designed to manage processes rather
than to change them or develop policy. These factors not only lead to failures but
also reflect the inadequacy of the South African federal system.  
There are, of course, other problems, including budget problems. There are difficulties
in procuring project funding from national government for provincial projects and
difficulties associated with taking risks using public funds. These are also contributing
factors to the problems within the existing model of government planning. It is thus
important to think about what kind of alternative planning structures would be
required by departments to solve these problems.  
There are benefits to a federal system such as the proximity of government to the
people. As such, provincial and local governments are more likely than national
government to know and understand local conditions.
There are however challenges, which relate to, inter alia, the size of the provincial
and local authorities relative to the constituencies they serve (the average local
government services 200,000 people, while provincial governments easily have to serve
5 million) - they therefore remain too remote to have much effect on the communities
that they ought to serve. Moreover, the amount that is then spent on each person
by municipalities thus becomes an important issue, especially when one looks at
municipal government spending in the Eastern Cape. In the province, the bottom 40%
(composed almost entirely of blacks) of the population receives less than 10% of what
the municipal authorities spends on the top 15% of the population, the majority of
those falling within this income quintile being white residents. Just under R20m of
total municipal revenue (just over 50% of all municipal revenue) that is used towards
municipal spending on the top quintile of the population comes from total service
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payments and regional levies, meaning that little redistribution from the services and
levies paid by this upper quintile takes place.   
Compounding the problems of the federalist system in South Africa is the issue of
attempting to extend and transform the state machinery in a context of limited
capacity and time within which to effect the necessary changes. Furthermore, a federal
system makes spatial transfers and redistribution more obvious and therefore creates
potential for political backlog. A federal system might also make it more difficult to
mobilise resources around national priorities, since a decentralised system is likely
to encourage the prioritisation of regional/local agendas instead of the national
agenda. Furthermore, in the South African context, national economic departments
do not have systems to communicate with provincial and local counterparts,
making it difficult to cohere activities and programmes towards a national agenda
without necessarily compromising regional/local responsiveness. The result is that
little consultation between the different spheres of government takes place before
national projects are adopted, and these tend not to be adequately and consistently
communicated to other spheres. An example of the lack of communication between
the three spheres was the national electricity emergency.
6.3.5 The impact of SA federalism on economic development
• Difficulties in co-ordinating economic policy and infrastructure provision,
given the lack of communication about key interventions at the national,
provincial and local levels
• Differences around priority projects and sectors
• Difficulties in increasing budgets for provincial or local projects with
national implications
These factors cause long delays and inconsistencies across regions - with the most
developed continuing to have access to more revenue, exacerbating spatial inequalities.
Given the challenges and problems, key questions have yet to be resolved regarding
the following issues: does representative democracy at the local and provincial
level substantially strengthen democracy and responsiveness? Does South Africa
have capacity for three spheres of government, and if not, are there alternatives
to the current model? How should the proposed new planning system incorporate
local and provincial views? How should systemic problems with the economics
departments at national and provincial level be addressed, other than through a
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stronger planning function? Answering these questions would go a long way in
ensuring that a developmental state has positive social and economic impacts at
provincial and local levels.
6.3.6 Conclusion
MEC Mr. Phumulo Masualle opened the conference with the hope that it would
assist in the formulation of responses to the developmental challenges in the
Eastern Cape. Throughout the papers and discussions there is remarkable unity in
the suggestions of steps be taken towards creating a developmental state in South
Africa and consequently in the Eastern Cape.
Poverty, inequality, unemployment and the lack of economic growth have grown
from South Africa’s history and are perpetuated and aggravated by the increasing
financialisation of the economy. The establishment of a developmental state would
necessitate changes in macro-economic policies to alter the dominance of the resource
based Mining-Energy-Complex.
The failure of the current BEE model was identified, as was the inaccessibility
of central government structures to rural populations. At local level the need for
capacity building, skills development, planning, financial planning and the facilitation
of access to markets are pinpointed. A strong and clear agricultural policy for the
Eastern Cape is pivotal to the development of the region. The knowledge and
administrative gap between municipalities and rural communities is highlighted.
HIV/AIDS, the role and rights of women in society and associated programmes were
reviewed from the developmental state perspective.
In seeking to address the trophic cascade resulting from the inequalities of South
Africa’s past, a succinct conclusion to the papers and discussions of this ECSECC
conference was made by Omano Edigheji- ‘social policy must lie at the heart of the
developmental state’.
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