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ANC
ARC
ARM
BB-BEE
BEE
CEO
COSATU
CSR
ECD
EFF
EWC
GDP
JSE
MIC
MPRDA
NAIL
OECD
RDP
SOE
TIMSS
UCT
WGl
WMC

African National Congress

African Rainbow Capital

African Rainbow Minerals

Broad-based Black Economic Empowerment
Black Economic Empowerment (programme)
chief executive officer

Congress of South African Trade Unions
China South Rail

early childhood development

Economic Freedom Fighters

expropriation without compensation

gross domestic product

Johannesburg Stock Exchange

middle-income country

Mineral and Petroleum Resources Development Act

New African Investments Limited

Organisation for Economic Co-operation and Development

Reconstruction and Development Programme
state-owned enterprise

Trends in Mathematics and Science Survey
University of Cape Town

Worldwide Governance Indicator

white monopoly capital
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Summary

South Africa was one of the 1990s iconic cases of democratization. Yet starting in the mid-2000s, the
country began to experience a disruptive collision between its strong political institutions and mas-
sive economic inequality. The collision intensified across the 2010s, resulting in economic stagnation
and increasing threats to institutional integrity. Understanding why this collision occurred and
worsened over time is relevant not just for other middle-income countries but also many higher-
income democracies wrestling with similar tensions between a declining tolerance for high or rising
inequality and institutions that seemed strong in the past but find their legitimacy increasingly

being questioned.

Ideally, ideas, institutions, and growth all reinforce one another in a virtuous developmental spiral.
Ideas offer hope by encouraging cooperation and the pursuit of opportunities for win-win gains.
Institutions assure that the bargains underpinning cooperation will be monitored and enforced.
Together, ideas and institutions provide credible commitment, which fuels economic growth. How-
ever, such a benign scenario does not reckon with the ways in which persistent high inequality,
accompanied by unresolved tensions between the distribution of economic and political power, can
both put pressure on institutions and quickly change hope into anger. The result can be a cascading

set of pressures and an accelerating downward spiral.

For the first fifteen years of democracy, South Africa enjoyed the advantages of both effective institu-
tions and a shared willingness of stakeholders to believe in the power of cooperation. This enabled
the country to move beyond counterproductive conflict and pursue win-win outcomes. Growth
began to accelerate, which created new opportunities for expanding the middle class. Increased fiscal
space made it possible to broaden access to public services and to social grants, which reduced

absolute poverty.

There were, however, some stark limitations in what was achieved. Gains for the poorest did little to
alter their diflicult economic and social realities. Less than a quarter of the total population, includ-
ing essentially 2// white South Africans, enjoyed a standard of living that was middle class or better.
There was ample reason for the majority of South Africans to feel that, notwithstanding the promises
of mutual benefit, the deck remained stacked against them. This increased the vulnerability of South

Africa’s political settlement.
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South Africa’s political settlement was built around four distinct subbargains:

1. A deal between the overwhelmingly white economic elite and the country’s new political
leadership. This included commitments to the rule of law (including protection of private
property), and to economic transformation, including through the Black Economic
Empowerment (BEE) program.

2. A deal among the new political elites within the majority political party, the African National
Congress (ANC). The ANC is a broad tent encompassing many ideological proclivities; degrees
of public-spiritedness; and regional, ethnic, and economic interests. Its implicit promise was that
its formal structures, plus the structures of government, would channel this diversity toward a

shared national purpose.

3. A promise of upward mobility. One aspect was a commitment to protect the interests of new
(predominantly black) middle-class insiders. Another aspect was a promise that a combination of
education, job creation, and an end to racial discrimination would open up readily accessible

opportunities for those on the cusp of middle-class status.

4. A promise to reduce extreme poverty through a post-minority-rule redirection of public resources

and services.

All of these subbargains except for the last one, which was pursued at least into the 2010s, were built
on shaky foundations. Pressures on institutions were building. Many BEE transactions straddled the
boundary between rules-based and more personalized deal-making; who should participate in BEE
initiatives became part of the ANC'’s inter-elite conflict. Adapting to a transformed political order
created new pressures for the public sector. Had South Africa been able to enjoy a combination of
visionary leadership and East Asian rates of rapid economic growth for a sustained period, the
expansion of opportunity throughout society might have trumped the limitations of the aspirational
commitments. In reality, the country only briefly reached an annual rate of 5 percent from 2005 to
2008. In 2009 Jacob Zuma became president, having won a bitterly contested struggle for ANC
leadership. Over the course of the subsequent eight years, an accelerating downward spiral of decline
seemed to take hold.

Upper echelons of the ANC competed for control over resources and positions of influence,
further ratcheting up pressure on institutions. After 2009, state-owned enterprises emerged as
an especially lucrative area for powerful and well-connected individuals and factions to engage in

systematic looting.



In Zuma’s second term, per-capita income growth entered negative territory. Zero-sum contestation
over positions and resources at the national, provincial, and local levels became acute. A rising tide of
disillusion across a broad swathe of society further undermined the political settlement. The losers in
elite conflicts within the ANC felt aggrieved. Those on the cusp of the formal economy found
themselves unable to consolidate their middle-class status; job creation in the formal sector was

anemic. Unemployment steadily increased.

Disillusion led to an ideational turn toward anger, fueled by both genuine grievance and political
opportunism. In the face of thwarted opportunity, an increasing number of South Africans came to
see the privilege enjoyed by the mostly white economic elite—and the tide of apparent corruption
that seemed to be the only way that new elites could share in that privilege—as a provocation. In
turn, opportunistic ethnopopulist political entrepreneurs sought to use the disillusion to strengthen

their position within inter-elite political struggles.

All the elements seemed to be in place for a rapidly accelerating cumulative slide, with weakened
economic performance, institutional decay, and anger and ethnopopulism feeding on one another.
While the December 2017 election of Cyril Ramaphosa as leader of the ANC and his subsequent
accession to the country’s presidency signaled a pause to this slide, three years later the country is not
out of the woods. Ramaphosa has not been able to move decisively beyond a promise to stop the rot,
and to also offer a renewed positive vision. The country’s deep-seated, underlying challenges remain,

exacerbated by the economic consequences of the coronavirus pandemic.

South Africa’s experience suggests four potentially useful lessons for the many countries struggling to

maintain a positive social, political, and economic trajectory in the face of high or rising inequality.

1. 'The trajectory of change is a knife-edge. There is potential to create virtuous circles of positive
interactions among ideas, institutions, and economic growth. But there also is substantial risk

that unaddressed distributional imbalances could cause a cumulative downward spiral of decline.

2. Ideas matter—a hopeful vision of change, when combined with a “good enough” responsiveness

to distributional concerns, can be sufficient to launch a positive trajectory.

3. Both ideas and institutions can be shields against adversity—but only up to a point. Hopeful
ideas can evoke positive agency and help mobilize people for collective action. Institutions can
function as shock absorbers. However, both ideas and institutions need reinforcement, including

by addressing festering imbalances in economic and political power.
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4. Initiating a new cycle of renewal requires a set of ideas and actions that address in a “good

enough” way the imbalances resulting from derailment.

What is most important is a credible promise of upward mobility, which would both offer rapid
gains for those on the cusp of the middle class and renew a vision of hope and possibility across
society as a whole. South Africa’s leaders need to mobilize new coalitions capable of overcoming the
vested interests that stymie inclusive change. Can South Africa’s leadership—and the leadership in
other countries where similar disillusion has also taken hold—summon the necessary boldness to rise
to this challenge?



Introduction

For champions of democratic governance, the 1990s was a time of exuberant optimism. A third wave
of democracy was cresting; between 1988 and 1996, the number of electoral democracies worldwide
rose from 67 to 118 countries.! Three decades later, however, the world has gone into a democratic
recession. Between 2006 and 2017, the proportion of countries classified as democracies declined
from 58 percent to 51 percent.” Even within long-established democracies, the tenor of political
discourse has become increasingly polarized. Many democracies are finding it difficult to self-cor-
rect—that is, to use their experiences to reassert democratic norms and practices in the face of

challenges to their systems of governance.

A crucial part of the optimistic outlook of the 1990s was the assumption that democratization and
development naturally would go hand in hand in a mutually reinforcing virtuous circle. Yet the
experience of the past two decades has called this assumption into question: Many developing-
country democracies have confronted both economic difficulties and increasing challenges to their
political health.

This report uses the case of South Africa to explore the proposition that a critical weakness for many
democracies is the complexity of addressing challenges of inequality and exclusion. These challenges
have become pervasive in democracies the world over. Many high- and middle-income democracies
are wrestling with a volatile combination of a declining tolerance for high or rising inequality and
institutions that may have seemed strong in the past but now find their legitimacy increasingly being
questioned. It is no longer feasible to sweep economic and social imbalances under the rug; neverthe-

less, countries find it difficult to address these concerns.

Opver the past quarter-century, the collision between institutions and inequality has been particularly
forceful in South Africa. In the 1990s, South Africa was one of the world’s iconic cases of democrati-
zation. For more than three centuries, the country had been riven by conquest, war, the ravaging of
indigenous social and economic structures by colonial powers and settlers from a distant continent,
and oppressive minority rule. Yet out of this disastrous history, almost miraculously, a “rainbow
nation” of equal citizenship for South Africans of all ethnicities and colors—not merely the white
minority that had long held the reins of power—was born.? Its date of birth was April 27, 1994, the

day South Africa’s voters went to the polls in the country’s first democratic election.
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The 1994 election was a triumph for the African National Congress (ANC), a resolute opponent of
apartheid, whose leadership had come home after three decades in exile. Two weeks later, Nelson
Mandela—seemingly risen from the dead, having been freed in 1990 after twenty-seven years in jail
for his antiapartheid activity with the ANC—was sworn into office as South Africa’s first democrati-
cally elected president. A global icon and recipient of the 1993 Nobel Peace Prize, Mandela was
committed to building a foundation for peace and stability. Racial reconciliation was a centerpiece of

his term in office. But as in many countries, a fairy-tale climax has not been the end of the story.

South Africa is a middle-income country (MIC), with a per capita income similar to that of Brazil
and Thailand and somewhat below that of Mexico and Turkey (for comparative data, see table 3 later

in this paper). Among MICs, it is an outlier in at least three ways that deserve closer examination:

* Its democracy is underpinned by a well-designed constitution and an unusually strong set of
formal checks and balances on its institutions. At the dawn of its democracy, both government
effectiveness and the quality of its judicial institutions rated far higher than those of its
MIC comparators.

*  Of those countries with good-quality data, South Africa is perhaps the most unequal country in
the world—both in the overall distribution of wealth and income and in the ethnic composition
of that distribution.

* Its transition to democracy brought into power a political party (the ANC) with a radically
different and vastly more inclusive political base than its white minority predecessor—and with a

long-standing commitment to building a more equitable society.
These characteristics make the South African case relevant not only for MICs but also for higher-
income countries where strong or at least relatively strong institutions are being threatened by

inequality, civic dissatisfaction, and political polarization.

The country’s mid-1990s political settlement seemingly transformed both relationships among elites

and the modes of incorporation of nonelites. The settlement included implicit promises to
* rebalance political power and economic benefits between established and emerging elites;

* navigate potential rivalries among emerging elites (especially those within the ANC’s broad tent)

in a way that sustained a platform of economic and political stability;



* create opportunities for upward mobility for nonelites, beyond a favored few; and

* address the country’s massive legacy of extreme poverty with the promise (as per the ANC’s 1994

election slogan) of “a better life for all.”

This settlement was underpinned by a combination of ideas and institutions. The central idea was a
shared willingness among stakeholders to believe in the power of cooperation, which would enable
South Africa to move beyond counterproductive conflict and pursue win-win outcomes. Effective
institutions, both formal and informal, provided commitment mechanisms that helped make
promises of cooperation credible. As it happened, however, the daunting challenge of transforming
and redressing the country’s difficult political and economic legacy prevented South Africa’s leaders
from sustaining a virtuous spiral of sustained hope, a rise in confidence, accelerated growth, and
continual gains in inclusion. Instead, failure to deliver on the promise of shared gains contributed to
a cascading downward spiral of pressure on institutions, worsening economic performance, and of an

ideational shift away from cooperation.

Yet for all of South Africa’s difficulties, there also may be positive lessons to learn from its example. In
the early 1990s, South Africans demonstrated their ability to overcome formidable odds and reverse
what seemed to be an inexorable downward spiral. The election of Cyril Ramaphosa, first as ANC
president in December 2017 and then as president of South Africa in February 2018 following
Zuma’s resignation, signaled that a large segment of society (including within the ANC) continues to
be committed to building a thriving, inclusive constitutional democracy. Though the first three years
of Ramaphosa’s presidency have been difhicult, perhaps South Africa can surprise the world again—

and others can learn from the experience.

To better understand how South Africa’s experience with inequality and exclusion has affected its
democratic transition and development, this paper will establish an analytic framework and link it to
the South African experience. It will then examine the evolution of governance and institutions in
the post-apartheid era in three parts. The first part reviews the period from approximately 1994 to
2010, when the cooperative vision was largely intact. The second part involves the acceleration of a
downward spiral under the administration of President Jacob Zuma. The final part looks at how
South Africa was able to pause the downward spiral with Ramaphosa’s December 2017 victory in the
contest to succeed Jacob Zuma as leader of the ANC, and what it might take to set in motion a new

virtuous circle of hope, inclusion, and opportunity.
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Setting the Stage

This section lays out the study’s analytic framework, provides some requisite background detail for
South Africa, and highlights the connections between the framework and the South African case.

The Hirschman Cycle
Albert Hirschman’s reflections on interactions between development and inequality in Latin America
provide a useful analytical point of departure. As figure 1 illustrates, Hirschman frames the relation-

ship as a cycle with three phases: growth, anger, and reform. (As per the bottom row of table 1, the
evolution of South Africa’s democracy tracks closely with these phases.)

FIGURE 1
The Hirschman Cycle: How Development and Inequality Interact

REFORM GROWTH

SOURCE: Authors' interpretation of the cycle.

Reflecting in the mid-1970s on his experience as a scholar-practitioner in Latin America, Hirschman
summarized the previous quarter-century as characterized by a “changing tolerance for inequality.”
The earlier part of the period was characterized by optimism; Hirschman’s classic 1963 book was
titled Journeys Toward Progress, and his 1971 collection of essays was titled A Bias for Hope. But over
time, rising polarization, civic conflict, and military rule spread across the continent. Growth,

underpinned by hope, had transmuted into anger. What accounted for the shift?



Hirschman characterized the growth phase—a period when “society’s tolerance for disparities [is]

substantial”—by comparing it to being stuck in intermittently moving traffic:

Suppose I run into a serious traffic jam in a two-lane tunnel. After a while the cars in the
other lane begin to move. Naturally, my spirits lift considerably. . . . Even though I still sit
still, I feel much better off than before because of the expectation that I shall soon be on the

move. ...

As long as the tunnel effect lasts, everybody feels better off, both those who have become
richer and those who have not. . . . The tunnel effect operates because advances of others
supply information about a more benign external environment; receipt of this information

produces gratification; and this gratification overcomes, or at least suspends, envy.*

Acceptance of imbalances cannot, however, persist indefinitely. In Hirschman’s framing, development
invariably is accompanied by rising imbalances. In South Africa, the apartheid system meant that
inequality already was extraordinarily high at democracy’s dawn; the source of hope was the promise

of a more inclusive economy and society. Either way, as Hirschman put it, tolerance for inequality

is like a credit that falls due at a certain date. It is extended in the expectation that eventually

the disparities will narrow again. But if the expectation . . . does not occur, there is bound to

be trouble and, perhaps, disaster. . . . Nonrealization of the expectation that my turn will
soon come will at some point result in my “becoming furious”; that is, in my turning into an
enemy of the established order. . . . No particular outward event sets off this dramatic turn-
around.’

Potentially, though, the cycle might in time move from anger to a new phase. As seen in figure 1, the
angry phase of the tunnel effect may be superseded by a reform phase involving “efforts at catching
up on the part of lagging sectors and regions at social reforms to improve the welfare and position
of groups that have been neglected and squeezed, and at redistribution of wealth and income in

general.”®
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Table 1 unbundles Hirschman’s depiction of the overall pattern with respect to three variables (ideas,
institutions, and inequality), along with differences across the cycle in the growth orientation of

economic policy.

TABLE 1
Unbundling the Hirschman Cycle

Growth Phase Angry Phase Reform Phase
Hopeful; central role for Conflictual; rise of .
Ideas A . ‘ . Transformational
cooperation identity politics
Institutions Contradictory influences Pressured Contested, with some p955|b|e
reform and repurposing
Inequality Uncertain trend Challenged/contested Promise of.more inclusive
trajectory
Growth orientation . Short-term orientation, with
. Growth-oriented and T . . . .
of economic . potential rise in discretionary, Period of experimentation
- poverty reducing » . L 7
policies punitive, and clientelistic policies
South Africa’s 1994-2007/10 2010-2017 1989-1994; 2018?-
pattern

SOURCE: Authors, based on Albert Hirschman, “The Turn to Authoritarianism in Latin America and the Search for Its Economic
Determinants,” in David Collier, ed., The New Authoritarianism in Latin America (Princeton, NJ: Princeton University Press, 1980).

Ideas

In bringing ideas—specifically, the role of expectations about the future—to center stage, Hirschman

was following the earlier lead of John Maynard Keynes:

We have as a rule only the vaguest idea of any but the most direct consequences of our
acts. . . . By “uncertain” knowledge, I do not mean merely to distinguish what is known for
certain from what is only probable. The sense in which I am using the term is that . . . we
simply do not know. Nevertheless, the necessity of action and for decision compels us as

practical men to do our best to overlook this awkward fact.”
As per Keynes, uncertainty is thus the source of the Hirschman cycle’s volatility:
Our theory of the future, being based on so flimsy a foundation, is subject to sudden and

violent changes. The practice of calmness and immobility, of certainty and security, suddenly

breaks down. New fears and hopes will, without warning, take charge of human conduct.®



Recent analyses of political economy have explored the role of ideas in fostering change—ideas that
protagonists have about themselves, about others, and about how the world works, as well as ideas
and expectations of the future.” As Dani Rodrik put it:

Any model of political economy in which organized interests do not figure prominently is
likely to remain vacuous and incomplete. . . . But a mapping from interests to outcomes

depends on many unstated assumptions about the ideas of political agents.'

Democratic South Africa offers a compelling example of the existence—beneath a political discourse
preoccupied with interests and policies—of an unstated assumption about a central underlying idea:
that a thriving future could be built around cooperation and thus create the possibility of win-win
outcomes with shared benefits. The ANCs 1994 electoral slogan—*“a better life for all”—and its
detailed economic electoral manifesto, the Reconstruction and Development Programme (RDP),
were evidence of this thinking. The RDP took as its point of departure a vision that reconstruction
and development would be achieved through “the leading and enabling role of the state, a thriving
private sector, and active involvement by all sectors of civil society which in combination will lead to
sustainable growth.”"!

The idea of gains through cooperation is radically different from an understanding of the world
framed in terms of dominance and oppression. What made South Africa’s “rainbow” miracle so
remarkable was the speed with which one set of national ideas appeared to give way to their complete
opposites. From an essentialist, race-based society marked by internalized patterns of dominance and
oppression—which framed its central conflict in terms of a struggle between competing nationali-
ties—an inclusive, cooperative social order emerged, seeking to embrace the principles of equal
dignity and shared citizenship. It was a turn from a zero-sum to a positive-sum way of understanding
the world.

An ambitious program of cooperation confronts the challenge of time inconsistency. Success requires
ongoing cooperation, but not all participants share the costs or reap the benefits of that cooperation
at the same time. Successful implementation of the RDP called for

 carly upfront fiscal revenues in order to expand the provision of public goods,

* the hitherto oppressed majority to practice political forbearance in order to provide an attractive

business environment,
* awillingness of private companies to commit to the future and invest, and

* both political forbearance and private investment to continue over the long run.
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Ideally, all of these conditions would lead to mutual gains for all South Africans. However, at any
point, one or more stakeholders might choose to withdraw their cooperation. They might have
received an initial set of benefits but now confront a period when their burdens might be at the
forefront. Alternately, they might have lost patience with the delay in receiving the benefits they felt
they were due to receive. Regardless of the situation, those who backed out of the social contract

might easily undermine the entire process.
Institutions

Institutions, as per Douglass North’s classic definition, comprise the “rules of the game . . . humanly
devised constraints for governing human interactions.”? Institutions can be formal or informal;
formalization generally is necessary for governing complex interactions. A paradoxical source of
strength of South Africa’s constitutional democracy was the strong set of formal checks and balances
institutions that the newly democratic country inherited from the apartheid era. For the country’s
white minority, these institutions had long provided a robust economic, social, and political
governance framework; the transition to democracy extended their umbrella of protections to the

population as a whole.

The country’s new constitutional order was built around the protection of political, civil, and social
and economic rights. The political order was based on the principle of equal citizenship for all. The
civic order provided constitutional protection for the rights of all citizens, as individuals—with the
latter consistent with the nonracial ethos of the ANC. The rights established in the new social order
included the rights to education, healthcare, environmental protection, and sexual preference.
Similarly, the economic order protected property rights: South Africa would continue to embrace

market principles.

Table 2 uses four sets of measures taken from the V-Dem and Worldwide Governance Indicators
(WGI) datasets to provide a comparative perspective on South Africa’s governance quality as of 1996
(two years after the political transition), relative to other MICs. For three of the measures, the
country emerges as a strongly positive outlier, though its score on a fourth is more mixed—albeit for

an understandable reason.

* Government effectiveness: The WGI'’s composite measure of government effectiveness captures
“perceptions of the quality of public services, the quality of the civil service and the degree of its
independence from political pressures, the quality of policy formulation and implementation,
and the credibility of the government’s commitment to such policies.” South Africa ranked in the
83rd percentile, well above the MIC comparators in the table and on a par with countries such as
Italy and France."



* Rule of law: V-Dem’s composite measure of the rule of law measures “the extent to which laws
are transparently, independently, predictably, impartially, and equally enforced, and the extent to
which the actions of government officials comply with the law.” Again, South Africa scores well

above its MIC comparators.

e Control of corruption: The WGI’s control of corruption score is intended to capture “percep-
tions of the extent to which public power is exercised for private gain, including both petty and
grand forms of corruption, as well as ‘capture’ of the state by elites and private interests.”'* Cor-
ruption is an outcome of how institutions function; the extent to which corruption is controlled
is a useful proxy for the overall quality of a country’s institutional system. South Africa’s 1996
percentile ranking was similar to that of southern European countries and was well above its
MIC comparators.

* DPolitical party institutionalization: As per V-Dem, the indicator captures “the level and depth
of political party organization, links to civil society, cadres of party activists, party supporters
within the electorate, coherence of party platforms and ideologies, party-line voting among
representatives within the legislature.””® Here, South Africa’s score as of 1996 was higher than
Thailand and moderately above Brazil but well below both Mexico and Turkey. Given both that
South Africa’s democracy was new and that from 1960 to 1990 the ANC had been forced to
operate as an exile/underground movement, the fact that the ANC’s domestic organizational
networks were only moderately well developed as of the mid-1990s is unsurprising.

TABLE 2
South Africa's Governance in Comparative Perspective, 1996

V-Dem Indicators WGls
(statistical composites, based on expert (statistical composites, calculated on a scale of
assessments; calculated on a scale of O to 1) -2 to +2, with country percentile rank in brackets)
Rule of law . P?Iltl.cal p.a'“( Govet:nment Control of corruption
institutionalization effectiveness
South Africa 0.81 0.75 +1.02 (83) +0.73 (76)
Brazil 0.74 0.65 -0.14 (57) -0.02 (57)
Mexico 0.52 0.88 +0.23(62) -0.51(36)
Thailand 0.46 0.29 +0.18 (61) -0.36 (45)
Turkey 0.73 0.89 -0.08 (56) -015(52)
Kenya 0.21 0.59 -0.52 (35) =116 (1)
United States 0.98 0.94 +1.52 (89) +1.57(91)

SOURCES: Fernando Bizzarro, Allen Hicken, and Darin Self, “The V-Dem Party Institutionalization Index: A New Global Indicator (1900-
2015) (May 1, 2017),"” V-Dem Working Paper 2017, 48, https://ssrn.com/abstract=2968265 or http://dx.doi.org/10.2139/s5rn.2968265; and
World Bank, Worldwide Governance Indicators, http://info.worldbank.org/governance/wgi/Home/Documents.
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Though imperfect, South Africa’s strong formal institutions thus seemed to provide an unusually
strong foundation for addressing the country’s daunting political, economic, and social challenges. In
a benign world, positive interactions between the idea of shared gains through cooperation, strong
institutions, reasonable policies, and a broadly supportive global environment might be sufficient to
enable a virtuous spiral to take hold, for mutual trust to grow, and for the country to develop into a
thriving, inclusive affluent society. However, this benign scenario does not reckon with inequality

and its consequences.
Inequality

A useful point of departure for understanding how inequality affects cooperation is the notion of a
“political settlement,” a growing area of focus for development scholarship. Crystallizing a decade’s
worth of contributions, Tim Kelsall and colleagues define a political settlement as “an ongoing
agreement (or acquiescence) among a society’s most powerful groups over a set of political and
economic institutions accepted to generate for them a minimally acceptable level of benefits, and
which thereby ends or prevents generalized civil war and/or political and economic disorder.”*® A
paradoxical implication of this definition is that high inequality need not undermine a political
settlement’s stability. What matters for stability is not inequality itself but rather the alignment
between the distribution of power in society and the distribution of the economic benefits that result
from the settlement. A settlement can be stable if both political power and economic benefits are
concentrated and reproduced within a narrow, dominant elite. This is a reasonable approximation of

South Africa during its years of peak apartheid.

South Africa’s 1994 democratic political settlement had to wrestle with the challenge of realigning
economic and political power. The challenge had two distinct aspects: new bargains among elites and
new modes of incorporating nonelites. To address the former, the settlement provided a platform for
cooperation between established and emerging elites. To address the latter, the settlement seemingly
committed to massively expanding inclusion, thereby enhancing nonelites’ access to resources and
opportunities. Indeed, one of the attractions for apartheid-era elites of the elite bargain was that the
ANC’s certain accession to power via a democratic election would confer legitimacy across society for
a negotiated constitutional order that promised equal rights to all. Going forward, of course, the
challenge was to match the aspirations of cooperation and inclusion with actions to address the
inherited distributional imbalances in a coherent and mutually beneficial (non-zero-sum) way. The

challenge was significant.



Table 3 contrasts South Africa’s inequality in the early 2000s with that of four other MICs. As the
table shows, inequality was far greater in South Africa than in the comparators (including Brazil,
which in the early 2000s was the perceived exemplar of inequality among MICs). A higher propor-
tion of purchasing power was concentrated within the top 10 to 15 percent of the distribution, with
a correspondingly smaller share for everyone else and with especially stark economic exclusion among
the bottom 40 percent.

TABLE 3
Inequality in Selected MICs, Percent of Gross Domestic Expenditure

South Africa Brazil Mexico Thailand Turkey
(2000) (2002) (2002) (2002) (2002)
Top 5 percent 421 337 279 19.8 231
Next 5 percent 15.6 13.6 12.1 i 10.9
Next 5 percent 9.9 9.2 9.0 8.7 8.5
Next 45 percent 269 354 39.6 433 424
Bottom 40 percent 55 8.1 N4 17.1 15.1
100 100 100 100 100
Per ca';'(t)%g'(); 7195 7,449 11,221 5,465 8,093

SOURCE: Compiled from various tables and primary data sources in Brian Levy, Alan Hirsch, and Ingrid Woolard, “Governance and
Inequality: Benchmarking and Interpreting South Africa’s Evolving Political Settlement,” Effective States and Inclusive Development,
no. 51(2015).

The data in Table 3 do not capture the full measure of the challenge at the top of the distribution.
For one thing, wealth generally is more unequally distributed than income, especially in South
Africa. As of 2015, the richest 10 percent of South Africans held 92 percent of all of the country’s
wealth.'” At least as challenging for the stability of the 1994 settlement was the ethnic composition
of the economic elite: South Africa’s apartheid legacy resulted in the commanding heights of eco-
nomic power being wholly dominated by the white minority. As of 1994, only one-half of 1 percent
of the shares on the Johannesburg Stock Exchange (JSE) were owned by black investors.'®
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As Table 4 details, between 1995 and 2010 there have been some changes in the ethnic composition
of the most affluent 10 percent of South Africa’s population. Even so, as of 2010, white South
Africans (who comprised only 9 percent of the population, down from 13 percent in 1995), ac-
counted for 56 percent of the top 10 percent. Six out of ten white South Africans were in the top
10 percent of earners, and all but a handful were in the top quartile. Given South Africa’s history,
these patterns are ethically intolerable, politically unsustainable, and (as will be explored further
below) corrosive to institutions.

TABLE 4
Changes in the Ethnic Composition of South Africa's Top 10 Percent, by Income

1995 2010
Percentage Number (000s) Percentage Number (000s) Total (000s)
White 71 2,938 56 2,805 4,651
Black/African 21 871 29 1,481 40,000
Other black 8 347 15 763 5,771
Total 100% 4,156 100% 5,049 50,422

SOURCE: Brian Levy, Alan Hirsch, and Ingrid Woolard, “Governance and Inequality: Benchmarking and Interpreting South Africa’s Evolving
Political Settlement,” Effective States and Inclusive Development, no. 51 (2015).

Now consider the middle of the distribution. As the data in Table 3 suggest, South Africa confronted
a stark cliff—a missing ladder of opportunity in the middle of the distribution. South Africans were
(and continue to be) either affluent or poor, with few in between. In Brazil, Mexico, Thailand, and
Turkey, income declines relatively slowly within the top part of the distribution—in the early 2000s,
those in the 35th percentile earned about half of those in the 15th percentile. By contrast, in South
Africa the income of those in the 35th percentile of the distribution was less than 30 percent of that
of the 15th percentile.”

A comprehensive assessment of the reasons for the origins and persistence of this income cliff is
beyond the scope of this work.?” However, South Africa’s problems have much to do with the struc-
tural legacies of the apartheid era. The country inherited the rigidities of a political system that
supported an economy geared to generate high incomes for the white minority by using legally
oppressed unskilled labor in mining and agriculture, while limiting upward mobility for black South
Africans. The business insiders whose investments and skills were concentrated in capital-intensive
sectors of the economy—and formal employees (by the mid-1990s, predominantly black) who
enjoyed relatively high wages as a “labour aristocracy” of insiders—reproduced the inequalities of the
past, with little economic incentive to change. Moreover, the inner workings of the ANC alliance
resulted in a pattern of decisionmaking that disproportionately empowered unionized blue- and

white-collar workers at the expense of those of its supporters who were outside the formal economy.



Whatever the origins of the cliff, its continued persistence made it difficult for the ANC government
to deliver on its promise of upward mobility. It faced an especially difficult tension between creating
new opportunities for those outside the formal economy and satistying the concerns of vulnerable
black middle-class insiders, who were an influential block within the ANC. One notable institutional
consequence of the pressure to expand the black South African middle class was that in the absence
of a thriving, market-driven ladder of opportunity, public sector employment became an important
pathway to upward mobility. Insofar as this shift has been combined with a rising propensity to
patronage and clientelism, the public sector has had to contend with growing pressures on the fiscus
and on service quality (see “Transformation of the Public Sector” later in the paper).

Virtuous and Vicious Spirals

Table 5 lists some of the ways in which continuing imbalances between economic and political
power might undermine the stability of the broader political settlement. One mechanism, highlight-
ed by Hirschman’s “cunnel effect,” is ideational—a turn from hope to anger, evoked by a combina-
tion of disillusion and ethnopopulist political entrepreneurship.” A second set of mechanisms works
by corroding institutions. Pressure on institutions can come from a lack of robustness in the elite
bargain and thus ongoing contestation among elites; it also can come from ongoing challenges in

incorporating nonelites.

TABLE 5
How Unresolved Imbalances Can Fuel a Downward Spiral

Source of Pressure
Contestation among elites Incorporation of nonelites

Identity, as well as anger at incumbent elites—
rather than shared gains within a framework of
common citizenship—become a basis for
mobilizing nonelites.

Ethnopopulist political entrepreneurs pursue
influence by rejecting a discourse of gains
through cooperation.

Ideational
conflict

(a) Personalized deal-making—along a
spectrum from “good enough” deals to
predatory cronyism.

(b) Undercutting formal institutions to enable
discretionary deal-making.

(c) Continuing leadership churn in upper levels
of the public sector.

Pressures to politicize the public sector, including
(a) favor in hiring and public procurement, and
(b) targeted and/or unresponsive provision of
public services.

Pressures on
institutions
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Figure 2 illustrates how interactions among ideas, institutions, inequality, and growth can feed on
one another for good or ill. In the benign scenario on the left-hand side of the figure, ideas, institu-
tions, and growth all reinforce a virtuous spiral. Ideas offer hope, encouraging cooperation. Institu-
tions provide credibility that the bargains underpinning cooperation will be monitored and enforced.
Together, ideas and institutions provide credible commitment, fueling economic growth. However,
as the right-hand panel highlights, this benign scenario does not reckon with the ways in which
persistent unresolved tensions between the distribution of economic and political power can threaten
both elite bargains and the credibility of promises to incorporate nonelites. As the solid arrows in the
figure suggest, persistent inequality can both put pressure on institutions and, as per Hirschman’s
tunnel effect, catalyze an ideational turn from hope to anger. The cumulative consequence, as per the
dotted lines in the figure, can be a cascading set of knock-on pressures, a slowdown in growth, and

an accelerating downward spiral.

FIGURE 2
Interactions Among Institutions, Inequality, Ideas, and Growth
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1994-2007: Season of Hope—A Better Life for All

The first dozen or so years of South Africa’s democracy was a season of hope (as per the title of Alan
Hirsch’s book on economic reform under the country’s first two presidents).** In this hopeful phase
of the Hirschman cycle, the country embraced the ANC's electoral slogan, “a better life for all,” and
its vision of realizing mutual gains through cooperation. Realizing this vision was no easy task. As
Hirsch (then South Africa’s chief director of economic policy within the office of the presidency)
summarized in his book, the crucial challenge was to combine a commitment to growth with a
commitment to sharing the benefits of that growth:

Wias there any point in redistributing a shrinking patrimony, with everyone getting poorer?
And, yet, would not fueling economic growth simply put more wealth in the hands of those
who already had it? The big economic question faced by the ANC was: What would be the
ideal relationship between growth and redistribution in South Africa? Or, more precisely how
could it set South Africa on the path of economic growth and at the same time ensure fair,
just and politically necessary redistribution outcomes? Put yet another way: was there a way

in which growth and redistribution in South Africa could complement each other??

The effort to combine growth and redistribution required a collective, society-wide commitment—
one that cut profoundly against the grain of South Africa’s historical legacy. Centuries of exploitation
and oppression had left large residues of suspicion and distrust, along with deeply rooted dysfunc-
tional habits of unequal communication across racial lines. Inevitably, the process of effecting change
was difficult, with many compromises and not a little conflict. Gradually, gains began to be evident;
economic growth accelerated and extreme poverty declined. However, achieving gains in growth and
poverty reduction turned out to be the relatively easy parts of the agenda of building a thriving
inclusive society. Addressing other dimensions of exclusion and inequality turned out to be more

dificult—and the lack of resolution in these other dimensions placed new pressure on institutions.

The pressures on institutions were particularly substantial in two aspects of the ANC’s agenda:
initiatives to transform the elite through proactive efforts such as the Black Economic Empowerment
(BEE) program, and initiatives to use the public sector as part of a broader agenda of transformation.
As will become evident, even though some gains were achieved, these initiatives came with internal
complications that would set the stage for accelerating difficulties in the 2010s. Before examining the
complications, it is worth reviewing South Africa’s achievements in reducing poverty in the

post-apartheid era.
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Poverty-Reducing Growth—Some Achievements

Table 6 summarizes South Africa’s real economic growth rates since the dawn of democracy. By the
end of the apartheid era, the economy had stopped growing. In the first dozen years of democracy, as
confidence in the new system took hold, growth began to accelerate. Indeed, signaling the private
sector’s rising confidence, private investment gradually rose as a share of GDP from an average of
about 14 percent in the 1990s to 17 percent in 2007. Growth provided the fiscal means for address-
ing absolute poverty; the growing economy also offered new opportunities for expanding the middle
class and for upward mobility via the private sector. In the absence of growth, however, everything
else would become more difficult—as South Africa would discover in time.

TABLE 6
South African Real Annual Economic Growth, 1990-2018

Growth Rate Per Private Sector
Year Growth Rate* Capita Income# Fixed Investment+
1990-1993 -0.56% -2.97% 13.81%
1994-2000 2.90% 1.06% 13.89%
2001-2004 3.48% 2.18% 13.20%
2005-2008 4.86% 3.52% 17.00%
2009-2012 1.75% 0.25% 16.86%
2013-2019 118% -0.29% 16.21%

SOURCE: World Bank national accounts data and Organisation for Economic Co-operation and Development (OECD) national accounts
data, 2020.

*ANNUAL percentage growth rate of GDP at market prices based on constant local currency.

#GDP per capita growth (annual %).

+GROSS fixed capital formation, private sector (% of GDP).

Table 7 summarizes the gains in reducing absolute poverty in South Africa. In the early years of
democracy, the extension of services was a major focus. Between 1994 and 2003, as a central part of
the RDP implementation, more than 1.5 million houses were built for the poor. Access to potable
water grew from 60 percent to 80 percent of households between 1998 and 2003, and access to
electricity grew from 50 percent to 70 percent of households between 1994 and 2000. Immunization
coverage also grew.

Beginning in the latter 1990s, as government finances strengthened, South Africa greatly expanded

its social grants. Pension payments (which during apartheid years had been generous for white South

Africans) were universalized and equalized. A Child Support Grant, the main form of support for
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indigent families, was introduced in 1998 and had reached 3 million children by 2003. By 2010,
after the maximum eligibility age was raised several times, more than 10 million of the poorest
children in a country with a total population of less than 50 million at that time were receiving child
support grants. Social security transfers rose to 3.5 percent of GDP by 2009, representing a concert-
ed attempt to ameliorate severe poverty.

TABLE 7
Changes in the Provision of Public Services

1996 20Mm

Absolute poverty, with daily hunger 28% 1%

Access to electricity 58% 85%

Access to piped water 56% 91%

Immunization coverage 68% 98%

Secondary school enrollment 50% 75%
Access to social grants 2 4 million 15 million

(old age, child support, disability)

SOURCES: Brian Levy, Alan Hirsch, and Ingrid Woolard, “Governance and Inequality: Benchmarking and Interpreting South Africa’s Evolving
Political Settlement,” Effective States and Inclusive Development, no. 51 (2015). The data, drawn from official statistics, were collated in Gold-
man Sachs, “Two Decades of Freedom: What South Africa Is Doing With It, and What Now Needs to Be Done,” November 4, 2013, https:/
www.goldmansachs.com/insights/archive/colin-coleman-south-africa/20-yrs-of-freedom.pdf.

For all of the above gains, there were some stark limitations on the progress experienced by those at
the bottom of South Africa’s distributional pyramid. The poorest four deciles are largely unemployed
or underemployed and are found mostly in rural areas (designated as “reserves” or “homelands” in
the apartheid era) and informal settlements around towns and cities. Many of these informal settle-
ments are poorly integrated into the social life of the towns and cities. Social grants are the principal
source of livelihood. Gains for the poorest 40 percent were achieved without much alteration of their
difficult underlying realities.

Elite Transformation via Black Economic Empowerment
South Africa’s transition to democracy brought a far-reaching shift of political power from a white

minority to the majority of its citizens. However, the economy continued to be structured along lines
built by apartheid: white economic elites dominated ownership and control of the private sector.
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Newly empowered political elites were unlikely to be satisfied with a shift in formal political authori-
ty if there was next to no change in economic power. On both moral and pragmatic grounds, the

status quo of South Africa’s economic power was untenable.

BEE efforts to increase the proportion of black South Africans in the country’s economic elite have
been part of South Africa’s policy agenda since the end of apartheid. Initial efforts were cautious and
wary, but momentum soon accelerated. A strong platform of formal institutions capable of monitor-
ing and enforcing carefully negotiated (and codified) agreements offered a seemingly straightforward
path: codify a carefully constructed set of rules to govern the process of change. At the outset, the
ANC indeed mostly proceeded in this rule-governed way. But this approach, in turn, posed a further
dilemma: the “rules-deals” conundrum.

As mentioned earlier, the combination of a well-constructed set of formal rules and credible enforce-
ment mechanisms were a key underpinning for cooperation in South Africa. However, formalism
alone could not be a sufficient condition for success: rules cannot be written to cover every contin-
gency.” Both private and public spheres require tacit understandings, or norms, that facilitate coop-
eration.” A 10-year retrospective, issued by the South African presidency in 2003, pointed out the

issue:

One of South Africa’s characteristics . . . is the fact that the political leadership in government
is quite distinct in terms of race, culture, background and lifestyle from the economic leader-
ship. This has had some benefit in that the political leadership is not beholden to an estab-
lished “Old Boys Club.” The disadvantage is that the kind of trust needed between the
economic and political “elites” for high levels of investment was missing [in] post-1994
South Africa.?

As Alan Hirsch and Brian Levy examined in depth, South Africa’s so-called bargain between estab-
lished economic elites and new political elites lacked these tacit understandings.” Beyond agreement

on the formal rules, any cooperation had high transaction costs.
Operating within a tightly circumscribed set of formal constraints is an especially unnatural act

within the political realm, where deal-making and alliance-building are at the heart of any activity. In
a rapidly changing polity such as South Africa’s, in which elite transformation (including internal
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contestation among aspirant elites as to who would be the new “insiders”) was central to the agenda,
the strains became apparent before long. As a recent wave of scholarship has underscored, deals and
decisionmaking within personalized networks are not necessarily antithetical to development. Infor-
mal commitment mechanisms can provide robust credibility. Loyalty is key to building political
machines of all types.?® There is, however, a gray area between the developmental and the predatory.
Likewise, there is an associated risk that deal-making processes can corrode a country’s sense of
public purpose and undermine the norms and formal institutions that support development struc-
tures. Initially, South Africa tried to avoid this slippery slope, but as the process unfolded the hazards
loomed larger. Multiple distinct waves of BEE were evident.

A first wave was shaped by a combination of proactivity by established economic elites and caution
from newly empowered politicians and policymakers. In a common scenario, established elites would
transfer (usually minority) shareholdings in large companies to a consortium of black investors, paid
for with debt that would be wound down as dividends flowed in. (The voting power of these shares
often was compromised.) An early example of such proactive initiatives was the privatization of the
government-owned sorghum beer industry in 1990 and its transfer to the hands of black entrepre-
neurs, forming the National Sorghum Breweries Ltd.” Soon after, in 1993, the Afrikaner-dominated
conglomerate SANLAM sold 16 percent of the Metropolitan Life insurance company to a black
empowerment consortium, New African Investments Limited (NAIL). NAILs founder, Nthato
Motlana, was a Soweto-based medical practitioner who built a hospital from his practice and had
been a brave political leader in the 1970s. NAIL subsequently purchased, at a discount, the industrial
conglomerate Johnnic from the Anglo American Corporation. In 1998, before things subsequently
turned sour, NAIL had a market capitalization on the Johannesburg Stock Exchange in excess of $1
billion.”® Some initiatives involved creating entirely new businesses, as in the case of the mobile
telecommunications company MTN, founded in 1993 by private Afrikaner and Anglophone busi-
ness interests, the British company C&W, the outgoing Nationalist government, and the incoming
ANC. By the early 2000s, MTN’s ownership structure had stabilized; it had emerged as the high-
est-profile BEE-controlled firm in South Africa. Cyril Ramaphosa would be chair of the MTN
board.’" Box 1 presents a detailed case study: the emergence of Patrice Motsepe, the brother-in-law
of Cyril Ramaphosa, as a mining magnate.
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BOX 1
The Rise of Patrice Motsepe

Patrice Motsepe, whose current net worth is approximately $2.1 billion, is a successful BEE entrepre-
neur who, contrary to the politician-turned-businessman stereotype, built his track record within the
private sector. After earning a law degree from the University of the Witwatersrand in 1988, he
commenced his career as a lawyer at Bowman Gilfillan, becoming the first black South African
partner in 1994. Having specialized in mining and business law, he took advantage of the changing
political and business climate in 1994 by founding Future Mining, which provided services to
mining companies.** As gold prices plummeted in 1997, Motsepe secured his first opportunity in
gold mining by buying marginal, low-performing mines being shed by AngloGold.** He was unable
to secure a bank loan of approximately $8 million to back his purchases, and so he entered into an
agreement with AngloGold to repay the price through the company’s profits—which he did within

three years through restructuring and skillful mine management.*

In 2001, Motsepe ventured into platinum mining by winning a bid to be a 50-50 partner with
Anglo Platinum to develop the Modikwa platinum project, a deal worth $164 million.* These early
successes placed Motsepe on a firm footing to go public, listing his consolidated assets as ARMGold
on the JSE in 2002, with market capitalization of $492 million.*® During the same year, the Menell
family’s Avmin mining company, which had platinum, nickel, and gold assets, was in financial
difficulty. Through a complex BEE transaction, Motsepe sold ARMGold and absorbed Avmin into a
new company, African Rainbow Minerals (ARM), launched in 2004.”” ARM became Motsepe’s
vehicle to expand his assets in mining through a number of BEE deals, reaching a market value of $8
billion in 2008.% By 2011, almost 80 percent of ARM’s revenue was drawn from iron ore, manga-
nese, and platinum.* In 2014, Motsepe used the proceeds from another long-term BEE deal to
found African Rainbow Capital (ARC), which listed on the JSE in 2017 with a diversified portfolio
valued at $350 million. Through ARC, Motsepe intends to build black capital along the lines of
SANLAM, historically the capital vehicle of the Afrikaner business class.*

For newly empowered politicians and policymakers, the challenges raised by the need for elite
transformation were formidable. They had to contend with an incumbent (white) business class,
which recognized the necessity of diversifying the ethnic makeup of ownership and control in the
South African economy but sought to do so on its own terms. Equally challenging was the task of

navigating among disparate ideological factions within the ANC. As so often happens with transfers
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of power, South Africa’s rising waves of political leaders had strong incentives (paralleling those of an
earlier generation of white Afrikaner politicians) to use their newfound political power and control
over state resources to open up business opportunities for their allies.

The initial response of policymakers and political leaders was to try and contain the struggle over
ownership within a broader discourse around economic transformation. They sought out ways to
address the seemingly contradictory interests of the various protagonists without undercutting the
momentum of efforts to reincorporate South Africa into the global economy, as well as more broadly
to foster inclusive economic growth and development. Efforts generally focused on new firm devel-
opment, affirmative action in the workplace, and measures to support the enhanced education of
black South Africans who had the potential to be professionals, managers, and business leaders.*' In

ANC economic policy documents before the 50th National Conference in Mafikeng in December
1997, the ANC called for the following:

National Empowerment Policy: The ANC should clearly articulate a National Empowerment
Policy that will focus on those who have been historically disadvantaged and particularly
black people, women, youth and the disabled and rural communities. The empowerment
process must constitute part of a more radical and profound change in social relations.

Changing ownership and workplace relations are part of this wider process of empowerment.

Within the National Empowerment Framework government should establish a National
Empowerment Fund which must lead to the stimulation of saving, shift people from the
informal to the formal sector, and from predominantly retail to more manufacturing SMMEs
[small, medium, and micro enterprises].

The ANC government should ensure the implementation of a vigorous affirmative procure-
ment policy which will ensure that government and parastatals facilitate awarding of tenders

to our people through approved mechanisms.*

Subsequently, though, it increasingly became apparent that lower-key approaches to transformation
were doing little to transform the ethnic hue of ownership. Thus, subsequent to 1997 the BEE
process accelerated—spurred in part by a 1998 economic contraction and stock market decline that
left many black South African beneficiaries of initial rounds of deals without the cash flow needed to
meet their BEE-related financial obligations. During this period, black South African ownership on
the JSE declined from 8 percent to less than 4 percent.”” BEE became increasingly central to the
objectives of the ANC, and its protagonists and beneficiaries became increasingly influential within

the party.
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A central pillar of this accelerated response was an effort to establish a system of rules within which
to manage BEE expectations and pressures.* This effort had a number of notable milestones. In
1998, at the urging of the Black Management Forum, the government established a BEE Commis-
sion with the task (as then president Thabo Mbeki put it) of promoting “the formation of a black
bourgeoisie which will itself be committed and contribute to black economic empowerment.”* The
commission produced a final report in 2003 and released an official strategy document, which led to
the promulgation in 2004 of the Broad-based Black Economic Empowerment (BB-BEE) Act. Also,
in 2002, the government passed the Mineral and Petroleum Resources Development Act (MPRDA),
which required owners of “old-order” mineral rights to convert to “new-order” rights subject to

conditions of meeting BEE imperatives (see box 2).

BOX 2
The Struggle Over Mining Rights

In the mining sector, the efforts to introduce BEE ratcheted up uncertainty. Between 2001 and
2008, the longest sustained commodity boom in recent history, South Africa’s mining industry
contracted at a rate of 1 percent per year, even though its closest competitors grew an average of

5 percent per year—notwithstanding a 2010 valuation by Citgroup of South Africa’s proven mineral
resource wealth at $2.5 trillion, the largest in the world.* The MPRDA-mandated process of con-
verting old-order to new-order mineral rights proved to be rife with ambiguity and scope for ministe-
rial discretion as to what entailed a BEE-compliant conversion, resulting in numerous instances of
conflict (resolved juridically) involving incumbent and BEE companies, and discretionary govern-
ment action. An attempted revision of the legislative framework via a 2013 Mineral and Petroleum

Resources Amendment bill added to the ambiguity.

An especially thorny sticking point concerned a specific question: Would a new round of BEE be
required if a mining company had reached a required minimum threshold of 26 percent black-
owned equity but some of the black South African shareholders subsequently chose to sell their
shares? Ongoing disputation and revisions continued. In 2018, a compromise seemingly was reached
to ramp up BEE to 30 percent ownership within five years of the charter, including a contentious

10 percent free-carry for communities and employees as part of ownership structures.”” In December
2019, draft amendments to the regulations were published. The mining establishment saw the draft
as an improvement but expressed reservations regarding whether some obligations were unduly
burdensome; as of the time of writing, the regulations had not been finalized.”® Unless the question

of mineral rent rights is resolved decisively, South Africa may miss the next minerals boom as well.
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As per its name, the 2004 BB-BEE Act went beyond a narrow preoccupation with ownership. Its
implementing framework laid out a balanced scorecard that set targets for ownership, management
control, skills development and support for subcontractors and other small and medium enterprises,
and socioeconomic development more broadly. The expectation was that each economic sector
would detail a quasivoluntary sectoral charter aligned with the framework laid out in the legislation.
The only enforcement mechanism was that to have access to public procurement opportunities,

companies would need to be BEE compliant.

The construction sector illustrates the results of these efforts. Immediately following the passage of
the BB-BEE Act in 2004, the sector began negotiating its own sector-specific charter, which was
finalized a few years later.”” Four of the largest firms have complied with some of the provisions of the
charter in exemplary fashion.”® As of 2014, the black South African ownership percentage in both
Murray & Roberts and Wilson Bayly Holmes Ovcon was above 45 percent. (The other two, Group
Five and Basil Read, also were above the target of 30 percent.) All four firms had met the charter’s
BB-BEE targets for providing capacity-building support to their subcontractors and for enterprise

development.

However, the construction sector’s BB-BEE program was not an unambiguous success. For one
thing, as of 2014, all four firms had fallen well short of targets (which ranged from 30 to 60 percent)
for black South Africans” inclusion in senior, middle, and junior management positions. For another,
the major construction companies repositioned themselves as global companies, with only a minority
of their business in South Africa. There also was domestic scandal. South Africa’s 2010 hosting of the
World Cup soccer championship was a bonanza for the construction companies who built the
stadiums and related infrastructure. Subsequently, following an in-depth investigation by the inde-
pendent Competition Commission, all of the companies confessed to extensive World Cup construc-
tion-related price-fixing.”' Finally, in part as a consequence of the World Cup scandals, and in part as
a consequence of broader economic stagnation, the industry went into the doldrums, with a major

decline in share prices.

For all of its limitations, the combination of voluntarism and rule-focused BEE was consistent with
the continuation of strong formal institutions. But there was also a shadow side to the new govern-
ment’s use of economic power. Top political leadership wanted trusted allies to be the beneficiaries of
ongoing efforts to change the racial hue of business. The ANC also needed support to finance its
activities. Inevitably, some influential insiders went further, seeing an opportunity to use their politi-

cal influence as a platform for private economic enrichment and empire building.
The problems began almost as soon as the new government assumed office. When the ANC first

came to power, it found that the South African armed forces had set up an arms-purchasing deal,
with suppliers identified. It quickly torpedoed this initiative. After a defense review was completed,
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requests for proposals were issued for a range of conventional naval and air force equipment. The
exercise was muddied by several kickbacks and side-deals under the cover of helping the ANC and
supporting empowerment, including one that implicated then deputy president Jacob Zuma.>* This

was the first major set of transactions tainted by corruption.

South Africa’s state-owned enterprises (SOEs) also provided opportunities for murky deals. In the
early 2000s, the newly formed SOE PetroSA and a little-known BEE consultancy company were
involved in a questionable deal related to the United Nations Oil-for-Food Programme in Iraq.
This deal also appeared to be connected to the ANC'’s efforts to raise finances for the 2004 election
campaign.”® Similarly, in 2004, a multi-billion-dollar procurement contract for the boilers for the
massive coal-fired Medupi electricity generation plant was awarded through an obscure process by
the state-owned electricity company, Eskom. The contract went to a joint venture between Hitachi

Power Systems and Chancellor House—the investment arm of the ANC.>*

The telecommunications industry also saw some questionable transactions. In 2004, a BEE “elephant
consortium” group headed by the former director general of the Ministry of Telecommunications
and dominated by close allies of Mbeki acquired a controlling share of South Africa’s leading fixed
line telecommunications operator, Telkom, with subsidized support from the state-owned Public
Investment Corporation. The equity was purchased from an international consortium, which had
entered South Africa as part of a 1997 partial privatization deal but exited just seven years later.”
Between 2007 and 2009, a series of deals by Vodacom—one of South Africa’s two largest mobile
telecommunications operators (at the time a joint venture between Telkom and UK-based

Vodaphone, controlled by the latter)—resulted in the following:

* A massive windfall to the elephant consortium (as part owner of Telkom, which sold some

of its equity);*®

* Establishment of a new BEE consortium to partner with Vodacom—to be headed by Bulelani
Ngcuka, a close ally of Mbeki and, as the director of public prosecutions, a lead actor in efforts to

prosecute Zuma for corruption;’” and

»  After Thabo Mbeki lost an ANC leadership struggle to Zuma, the setting aside of the
Ngcuka-headed consortium in favor of a more politically neutral BEE arrangement with

Royal Bafokeng Holdings.*®

In sum, the inclusion of black South Africans into the capitalist class began through an ad hoc set of
private initiatives in the early 1990s and transformed into a rule-based set of programs during the
Mbeki presidency in the early 2000s. Notwithstanding the ambiguous character of BEE and some

signs of its corrosive effect on formal institutions, the balance between rules and deals was good
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enough to provide a reasonably robust platform for the economy. Though it might be argued that the
seeds for a more anarchic series of deals and maneuvers to enrich black South Africans (and others)
were planted during the Mandela and Mbeki presidencies, prior to the assumption of power by
Zuma, legitimate order remained dominant. The prospects seemed positive for accelerating growth

and continuing declines in extreme poverty.
Transformation of the Public Sector

A long-standing idealized Weberian vision of public sector governance draws a sharp boundary
between, on the one hand, the acknowledged necessity for political control over the apparatus of the
public sector and, on the other, a professional bureaucracy that has the technocratic skills to solve
public problems as prioritized by political leadership. Reality almost everywhere falls short of this
idealized vision. In the case of South Africa, elements of Weberianism had been visible in public
sector governance since early in the twentieth century. However, the objectives that this bureaucracy
was charged with pursuing were set by the globally condemned apartheid political leadership. Since
the mid-1920s, employment in the public sector had been used as a political tool of targeted employ-
ment creation, acting as something of an employer of last resort to address the “poor white” prob-
lem.* The policing arm of the public sector was the mechanism for ruthless enforcement of apart-
heid controls. Puppet quasi-independent bantustans—complete with explicitly patronage-oriented
bureaucracies—became a key mechanism to deny black South Africans their citizenship. The politi-
cal-bureaucratic interface was in practice governed through the influence of a secretive parallel
organization, the Broederbond—good standing in which was necessary for both political careers and

careers within the public bureaucracy.

The coming of democracy presented public governance with both opportunities and challenges. The
challenges included asserting political control over a public service that had been instrumental to
implementing apartheid laws; deracializing the bureaucracy; reincorporating the quasi-independent
bantustans into a new, nonracial semifederal system, with responsibilities aligned across national,
provincial, and local levels; and providing equitable public services, which to date had disproportion-
ately benefited the white minority population. A representative bureaucracy was a key element in
transforming the post-apartheid public service. It was rooted in the ideal that a bureaucracy that
represented the demographic diversity of the country could help rebuild citizens’ trust in govern-
ment. In practical terms, this meant increasing the employment of black South Africans in the
hierarchy of government departments. This contributed to the broader goal of accelerating the

emergence of a black South African middle class.
With these historical realities (rather than a benchmark of perfection) as a backdrop, this daunting

transition was, for the most part, quite well managed. Contrary to a familiar domestic catastrophiz-

ing narrative of bureaucratic collapse, post-apartheid South Africa maintained relatively tight control
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over the economically sensitive aggregates, with continuing (though certainly imperfect) focus on the

expansion of public service provision to the population as a whole.

To be sure, the transition of political control brought new opportunities for politicizing public sector
employment. Over time, the impact this situation had on bureaucratic performance was one of
decay, accelerating during the Zuma era. Even so, as of 2020, South Africa’s bureaucracy remains
largely functional—if strikingly inefficient in terms of its delivery potential and outcomes—and is on

the better-performing end of the spectrum of bureaucratic performance among MICs.

Employment and economic aggregates. A useful place to begin to understand what has happened to
public sector governance in the quarter-century of democracy in South Africa is with the big picture:
the role of the public sector in the expansion of an emerging black South African middle class. Tables
8 and 9 provide estimates of the magnitudes. Table 8 uses 1995 mean per capita income as a thresh-
old minimum for being characterized as middle class.® (Per capita income as of 1995 was roughly
$5,500; 23 percent of the population earned above that mean.®!) As the table shows, in 1995, ap-
proximately 3.9 million black South Africans earned above that threshold; by 2010, the number had

risen to 7.5 million—an expansion of 3.6 million.

TABLE 8
Growth of the Black South African Middle Class
1995 2010
Number Percentage Number Percentage
(000s) & (000s) &
Black South Africans (total population) 31,727 40,001
Included in top 10 perceljt of per 871 27% 1481 4%
capita incomes
. Income above'mean per capita 3028 95% 3883 10%
income but not in top 10 percent
Income above mean per capita ) ) o
income in 1995 but below 2010 mean 2199 >%
Income below mean per 27,828 87.8% 32,439 81%

capita income in 1995

SOURCE: Brian Levy, Alan Hirsch, and Ingrid Woolard, “Governance and Inequality: Benchmarking and Interpreting South Africa’s Evolving
Political Settlement,” Effective States and Inclusive Development, no. 51 (2015).

Against that backdrop, consider table 9. The table consolidates data on trends in public sector
employment, disaggregating by level of government, race, and job classification; the job types
highlighted in the table comprise those that might be characterized as middle class (and elite) jobs.
Between 1995 and 2005 (and continuing between 2005 and 2018), there was a large shift in the
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racial composition of management and other skilled positions within the bureaucracy. Already in
1995, and factoring in the integration of public servants from former bantustan bureaucracies, nearly
360,000 black South Africans were employed within the public sector at levels that supported a
middle-class (or better) lifestyle. Between 1995 and 2005, middle-class employment of black South
Africans in national and provincial government increased by nearly 115,000 positions. This increase
enabled approximately 344,000 additional black South Africans (assuming an average household
size, within the top third of the distribution, of three people) to enjoy a middle-class status. These
numbers are not small. Even so, increases in public employment accounted for only a modest

proportion of the total expansion of South Africa’s black middle class.

TABLE 9
Middle-Class Employment in South Africa’s Public Sector, 1995-2018

1995 2005 2018

Number of % Black Number of % Black Number of % Black
Employees Employees Employees Employees Employees Employees

Senior management

. - 3,449 33% 6,975 56% 10,020 74%
(national + provincial)
Highly skilled
supervision 21149 30% 95,301 60% 212,91 71%
(national + provincial)
H'g'(‘r',’;;';'r'lﬁdf:)’x‘i‘::;:l'; 613,675 57% 562,424 73% 566,695 79%
Total
(including other 1,267,766 1,034,868* 1,373,984
salary classes)
Managers Data not Data not 65%-
(local) available** >383 available 12,268 77%***
All other employees Data not Data not
(local) available 204,261 available 259,593

SOURCES: R. Cameron and C. Milne, “Representative Bureaucracy in the South African Public Service,” African Journal of Public Affairs 4,

no. 2 (2011): 18-35; Public Service Commission (PSC), Evaluation of the Effectiveness of the Recruitment and Selection System of the Public
Service (Pretoria: PSC, 2018). Data for “black” is limited to “African” only and excludes “Asian and Coloured"” public servants, as defined in
Employment Equity legislation. Local government data from Statistics South Africa, nonfinancial census of municipalities, various years.
*Ebrahim-Khalil Hassen and Miriam Altman put this figure marginally higher at 1,035,748 for 2005; see Hassen and Altman, “Public Service
Employment and Job Creation in South Africa,” Human Sciences Research Council, January 2010, https://www.gtac.gov.za/Researchdocs/
Public%20Service%20Employment%20and%20Job%20Creation%20in%20South%20Africa.pdf.

**Debbie Budlender, based on a sample survey of local governments in 1997, noted that 64 percent of municipal workers were black, but

94 percent of black workers were concentrated in the bottom half of the salary scale; see Budlender, “Race and Gender in Local Government
Employment,” Development Southern Africa 15, no. 4 (1998): 679-687. In contrast, 57 percent of white workers were clustered in the top half.
These scales are not comparable with those used for provincial and national officials.

***The Commission for Employment Equity, which uses different categories to define local government managers, reported that black
employees constituted between 65 and 77 percent of middle to top management; see Commission for Employment Equity Annual

Reports, various years. Commission reports prior to 2009 do not provide a demographic breakdown of local government employees or an
occupational level.
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Consistent with the data in table 9 and the pattern evident in figure 3 below, control of the econom-
ic aggregates associated with public employment—numbers employed and wage levels—largely has
been robust. Strikingly, between 1995 and 2005, there was a decline in aggregate (national and
provincial) public employment, resulting from a transitional period of public sector rationalization.
Subsequently, there was some increase, taking employment back to and beyond 1995 levels. Howev-
er, as per table 9, throughout the 1995-2018 period, employment in the single largest middle-class
employment category—highly skilled production, where jobs are predominantly at the provincial
level and mostly in the education and health sectors—actually declined. There is no sign of any effort
to cater to middle-class aspirations by expanding the number of posts in job-rich, highly skilled areas

of frontline public service provision.

FIGURE 3
Public Service Personnel (National and Provincial Departments)
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SOURCE: All data cited from PERSAL: for 1995-2009, see Ebrahim-Khalil Hassen and Miriam Altman, “Public Service Employment and Job
Creation in South Africa,” Human Sciences Research Council, January 2010, https://www.gtac.gov.za/Researchdocs/Public%20Service%20
Employment%20and%20Job%20Creation%20in%20South%20Africa.pdf; for 2010, see R. Cameron and C. Milne, “Representative
Bureaucracy in the South African Public Service,” African Journal of Public Affairs 4, no. 2 (2011): 18-35; and for 2011-2016, see National
Treasury, Budget Review, 2017.
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The number of middle and senior managers has experienced significant growth.®® The National
Treasury put this into perspective by reporting that in 2006/2007, 31 percent of public servants were
employed in salary levels 1-4, with 10 percent in levels 9-16 (middle and senior management).* By
2017, the share of public servants employed in levels 1-4 had dropped to 19 percent, whereas the
share of officials employed in levels 9-16 had increased to 21 percent.®® The most striking outlier in
the expansion at management levels has been in the number of “highly skilled supervision” (middle
managers) positions at the provincial level. The bulk of the increase occurred over a three-year period
between 2006 and 2009, crowding out growth in the number of skilled production staff. (Over this
three-year period, the number of positions in this category nearly doubled, reaching just below
131,000.%) This increase, which has constrained service delivery performance at subnational levels,

may have been exacerbated by political interference in senior staffing processes.

Local government appears to have experienced a more rapid increase in employment than other
levels of government. Total employment increased by about 30 percent between 2005 and 2018,
with managers accounting for the largest share of growth.

There have been increases in the aggregate amount the public sector spent on wages. Occupa-
tion-specific wage settlements have enabled employees in the provincially concentrated education
and health sectors to enjoy increases in real earning that to some extent have outpaced both inflation
and expansion in public revenues, with relative increases greatest between 2010 and 2017. The result
was that compensation spending as a share of total provincial budgets had risen to nearly 70 percent
in 2017/2018. However, as of 2019, labor costs had not spiraled out of control. Between 1995 and
2019, spending on personnel ranged between 32 and 40 percent of total government spending and
remained between 32 and 36 percent from 2002/2003 onward, creeping up to 38 percent in 2019.%”
Total government consumption, including the wage bill, amounted to approximately the same
percentage of GDP (20 percent) in 2006 as prevailed in 1994. In 2010, in the wake of the global
financial crisis, it rose modestly to 21.5 percent of GDP and subsequently restabilized at marginally
below that level.®®

In its 2020 budget, the South African government expressed an intention to aggressively address the

public sector wage bill by moderating cost-of-living increases, pay progression, and other benefits in

order to alleviate the country’s fiscal burden and crowding-out effect on other government spending.”’
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The upward trend in public sector earnings had become an acute problem politically, given that it
had not been driven by a dramatic expansion in aggregate personnel numbers (which, as figure 3
showed, peaked in 2012 and have leveled off).” Rather, the increases seem to have benefited public
servants in the more highly paid supervisory/managerial ranks, whose numbers have grown dispro-

portionately compared to highly skilled frontline public sector workers.

Trends in the quality of public management. Two pathways embraced by the incoming ANC govern-
ment had far-reaching consequences for how the public sector was managed. One of these was the
government’s experimentation with New Public Management, a concept popular worldwide in the
1980s and 1990s. This is not the place for a comprehensive review of the impact of New Public
Management on public governance in South Africa.”" What is relevant for present purposes is that its
introduction weakened centralized control over the administrative processes of government as a result
of the extensive contractualization of service delivery through public procurement and supply chain
arrangements. The use of limited-term contracts was extended to the employment of top public
servants, in order to engineer the entry of politically pliable officials as well as to discourage compe-
tent career-oriented officials from taking a principled stand against various forms of abuse of authori-

ty for fear of falling out with their political principals.”

A second and related pathway embraced by the ANC government in 1997 was cadre deployment.
The image of the party cadre has a long history in the ANC, initially conceived as part of a strategy
to develop the political, ideological, and operational discipline of party members (then in exile) in
preparation for political leadership. The deployment of party cadres as an ANC policy imperative was
resurrected post-1994 as a way of actualizing that goal and was articulated as part of the wider public
service transformation agenda. It was closely aligned with the goal of representation and was justified
on the basis of the need to reassert political control over a potentially recalcitrant bureaucracy, which,

only a few years earlier, had constituted a repressive state apparatus.

Opver the past twenty-five years, the ANC has struggled to reconcile the contradictory pressures
associated with its efforts to internally manage the deployment process. This has seen the practice
degenerate into factionalized contestation, rent-seeking, and patronage-driven appointments across a
wide range of institutional sites in the public service and SOEs. In this regard, cadre deployment was
perhaps less of a shift than it might superficially appear. South Africa has no history of using an
examination system as a nonpolitical means for merit-based recruitment; good standing within the
Broederbond was the Afrikaner Nationalist government’s own form of cadre deployment. After

1994, senior positions generally have been subject to more rigorous competency criteria and tertiary
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qualifications. Nonetheless, the explicit embrace of cadre deployment has added to the difficulty of
instilling professional norms and capacity in the public service. South Africa’s National Development
Plan, produced in 2012 during the early period of Zuma’s presidency, recommended reforms to the
appointment of senior bureaucrats by instituting more independent checks in the selection process to
reduce the scope for political manipulation. These policy reforms failed to materialize in the ensuing
years of the Zuma presidency, or subsequently.

What impact did the combination of loosened process controls and cadre deployment have on the
quality of public services? Table 10 reports the trends in South Africa’s performance for two widely
used indicators: the WGI measures of governance effectiveness and control of corruption between
1996 and 2017. As the table shows, over the course of two decades both measures declined steadily
but modestly. Surprisingly, there is no evidence of an accelerating decline from the Mbeki to the
Zuma eras. For both measures, South Africa’s score as of 2017 was at least as high as the scores of the

MIC comparator countries featured in table 2.7

TABLE 10
Trends in South African Governance, Post-1996

Government Control of Government Control of
Effectiveness Corruption Effectiveness Corruption
Score Percentile Rank
1996 0.88 0.76 79 79
2003 0.68 0.34 74 67
2008 0.52 0.16 69 63
2013 043 -012 67 55
2017 0.28 -0.01 65 57

SOURCE: Worldwide Governance Indicators, https://info.worldbank.org/governance/wgi/.

To better understand what lies behind the WGI’s patterns for South Africa, including why they seem
so out of sync with South African perceptions, the following paragraphs (and Appendix A) report on
changes over time in indicators on the quality of public management processes and public service
provision. Box 3 highlights a set of five inflection points in the character of public sector manage-
ment between the Mbeki and Zuma eras.
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BOX 3
From Mbeki to Zuma: The Changing Character of Public Management,
2008-2018

In South Africa’s discourse, it is common to catastrophize public sector performance and to ascribe

blame for the declining quality of the public sector to Zuma’s mode of governance. The Zuma

presidency was indeed associated with predatory actions, especially with regard to the governance of

SOEs. However, an analysis of trends in service quality over the Zuma and Mbeki eras does not

reveal a dramatically accelerating decline. Rather, what appears to have happened is a gradual erosion

of core public management practices; five of these are highlighted here.
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Acceleration of growth in the managerial class (middle and senior) of public servants to the
detriment of highly skilled frontline staff, especially in provincial and local governments. This
shift constrained subnational service delivery, increased pressure on the wage bill, and failed to
instill desired levels of professionalism in the public service at the cost of political interference. In
a briefing to parliament, the Public Service Commission recounted various problems associated
with management-level officials that continued to frustrate efforts to professionalize the public
service. These included excessive turnover of officials (also linked to interference by political
heads below the senior management level) without demonstrating requisite job proficiency, a lack
of preparedness among officials entering middle management, and insufficient checks and
incentives to prevent manipulation of the performance management system.”* Advocacy groups
have highlighted how politicization can affect public sector managers: “Regardless of the system
of delegations that pertains . . . political appointment of a politically-allied head of depart-

ment . . . enables political preferences to extend to their subordinate, and so on as politicization

cascades down the hierarchy.””>

Deteriorating trends in public finance management, marked by an almost endemic continuity
in contracting/supply chain violations and increasing irregular expenditure, as expressed in this
statement by South Africa’s Auditor-General’s office: “[O]ver the past four years since 2014-15,
there has been a similar pattern with more audit outcomes regressing than improving.” Auditor
General Thembekile Kimi Makwetu said that for years his office had reported weaknesses in
internal controls and the risks that needed attention at national and provincial governments: “As
our latest report reveals, various role players have been slow in implementing and, in certain

instances, even blatantly disregarded our recommendations.””®



3.

4.

A more pernicious strand of political interference in senior municipal staffing, often tied to
contestation over service delivery contracts, resulting in a deterioration of financial governance
and severe instability in municipal management: “[A]lthough in the municipal sphere, too,
political criteria are formally excluded from appointment decisions, in fact they figure promi-
nently. A vacancy in the post of municipal manager is often a pretext for some of the most
vicious and debilitating factional conflicts in councils. Political appointment and control of a

municipal manager enables politicisation of personnel practices right down to the lowest grade.””’

An increasingly inflated and fragmented government machinery, especially at the national
level.”® A stable peak of twenty-nine ministerial departments in the Mbeki period rose to a high
of thirty-nine under Zuma, frustrating coordination, fueling policy uncertainty, and facilitating
the rewarding of political allies.

Significant turnover of cabinet ministers and senior bureaucrats.” This trend has exacerbated
leadership instability, strained political-administrative relations, and enabled appointments
suspected of facilitating corruption: “The essential mechanism of ‘state capture’, where adminis-
trative decisions regarding procurement and other matters are effectively externalized into un-

democratically-constituted and opaque fora, thus comes into view.”®

Figure 4 reports on trends in a process indicator: the magnitudes of irregular expenditure at the

national/provincial level and at the local government level. These measures are collected as part of a

mandatory audit process, required by South Africa’s Public Finance Management Act, for all units

across all levels of government. Both sets of measures increased between 2009 and 2018, illustrating

a growing propensity across government to flout procurement processes. However, for both sets, even
at the end of the period (that is, at the peak of the increases shown in figure 4), the total amount of

irregular expenditures was only about 10 percent of total nonwage, noninterest spending.®!
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FIGURE 4
Irregular Government Expenditures
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SOURCE: Auditor General, consolidated general report on national and provincial audit outcomes, various years; Auditor General, consoli-
dated general report on the local government audit outcomes, various years.

From the perspective of citizens, the quality of service provision matters most in assessments of
public sector performance. In the current, catastrophizing narrative, the perception is one of wide-
spread, rapidly decaying quality. However, the data on service quality exhibit a more complex story
of longer durée, revealing demonstrable long-term efforts to broaden access to public services.
However, these initiatives have been constrained by spatial/regional and sectoral unevenness and
underperformance. Urban/rural disparities, as well as divisions within urban areas between more
affluent historically white community areas (with much wider access to private services) and formerly
black community areas that are predominantly dependent on public service providers, are additional

factors. Appendix A presents detailed sector-specific information. Here are some highlights:

* For education, where responsibility for provision is located at the provincial level, there is anec-
dotal evidence that in the mid-2010s teacher recruitment and promotion began to be subject to
purchasing-of-posts corruption. It was a symptom of long-standing abuses in the management of
teacher allocation stretching back to the amalgamation of new provincial governments following
the end of apartheid. The response to these latest reports was a high-profile ministerial investiga-
tion that, although questioning the perceived scale of the problem, found more widespread
nonmonetary irregularities and undue influence in appointment practices—all of which threat-
ened to undermine professional standards in teaching.®” Despite these challenges, the aggregate
pattern is not one of accelerating decline in sectoral performance. The best available systematic

measures of trends in performance over time come from global standardized tests. As of 2015,
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South Africa was the poorest performer among all participating countries in the Trends in Math-
ematics and Science Survey (TIMSS). However, between 2003 and 2015, South Africa achieved
the most rapid gains in test scores of any country, with substantial gains achieved across all
provinces. The big picture summary is that overall performance improved from catastrophic to

only comparatively disastrous.

For health (also a provincial responsibility), the public sector wage bill has had to absorb an
increasing number of higher paid managerial officials. This has led to a growing shortfall in the
availability of nursing staff within an already overloaded public health service, which caters to the
vast majority of citizens who cannot afford private health insurance and care. However, South
Africa has also succeeded brilliantly in meeting what was (before the coronavirus pandemic) the
largest challenge of the public health system over the past decade: the adequate stocking and
provision, countrywide, of antiretroviral medications for the roughly one-quarter of the country

adult population who are HIV-positive.

For road maintenance, a service provided by local government and a key enabler of social and
economic activity, in both 2004 and 2015 the majority of respondents to the Afrobarometer
survey expressed dissatisfaction with quality (with marginally less dissatisfaction in the later
survey). The trends vary across provinces: two provinces show significant improvement, two show

significant decline, and in five there is no trend.

For water and sanitation provision (also a local government responsibility), despite consistent
progress in expanding service access to low-income households following the first democratic
local government elections in 2000, municipalities have struggled to keep pace with the complex
scale of urban demand for these services. These issues are made more complicated by a crisis of
formal housing in formerly black metropolitan areas; and only marginal progress in improving
rural access. Overall expenditure on repairs and maintenance is inconsistent, a problem caused in

part by a lack of internal technical capacity.

In sum, public sector quality at the end of the Mbeki era remained good enough to sustain a season

of hope—a continuing virtuous circle of gains along the lines illustrated in figure 3. The data sum-

marized above and detailed further in Appendix A show some continuing decline over the subse-
quent decade in the quality of public sector governance and performance. However, the overall
picture suggests that a “good enough” characterization continued to apply even at the end of the
Zuma era. Note, though, that a focus on quantitative indicators of performance likely
underestimates the damage done to the integrity and performance potential of the public

sector during the Zuma period.

CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE | 39



2011-2017: "Becoming Furious”

In May 2009, Zuma was sworn in as South Africa’s fourth president. He inherited an economy that,
though buffeted by the 2007/2008 financial crisis, seemingly was fundamentally sound. Over the
course of the Mandela/Mbeki era, economic growth had been accelerating and absolute poverty
falling. Indeed, in the initial years of Zuma’s presidency—which included the wildly successful,
celebratory atmosphere of South Africa’s June 2010 hosting of the soccer World Cup—it seemed
likely that the country would continue on a positive trajectory and might even begin a new phase

of renewal.

However, a hopeful scenario was overtaken by a combination of events and of deep-seated ongoing
challenges caused by South Africa’s continuing extreme inequality. The events comprised Zuma’s
accession to leadership and South Africa’s weak, undisciplined, and uncoordinated response to the
global financial crisis, which short-circuited a virtuous circle of an economy and society on the
mend. As a result, despite South Africa’s resilience immediately after the global crisis, it failed to
build momentum and (contrary to other MICs) stagnated, signaling that the global shock is not

sufficient to account for the subsequent reversal. This divergence is shown in figure 5.

FIGURE 5
South Africa's GDP Growth Relative to Upper Middle-Income Countries, 2008-2019
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SOURCE: World Bank national accounts data, https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?locations=XT, and OECD na-
tional accounts data.
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The deep-seated ongoing challenge was the country’s extreme inequality. As per table 11, two decades
after the dawn of democracy, half of South Africa’s population remained mired in chronic poverty,
with limited upward mobility into the middle class. Less than a quarter of the total population, but
essentially #// white South Africans, enjoyed a standard of living that was middle class or better.
Moreover, even though white South Africans comprised only 9 percent of the total population, they
were two-thirds of the country’s high earners and accounted for 37 percent of all spending. There was
ample reason for the majority of South Africans to feel that, notwithstanding the promises of mutual
benefit at the dawn of democracy, the deck remained stacked against them. The stage was set for a
turn of the Hirschman cycle—for “nonrealization of the expectation that my turn will soon come

[to] at some point result in my ‘becoming furious’ that is, in my turning into an enemy of the
established order.”®

TABLE 11
South Africa's 2014 Population Distribution, by Ethnicity and Class

Total (%) Black South African (%) Other Black (%) White South African (%)
Chronic poor 49.5 46.9 25 0
Transient poor 12 10 2 0.1
Vulnerable 15 13 2 0
Middle class 20 9.5 4 6.5
Elite 35 0.6 0.5 24
p?p?xflail:;:)ar: 100 80 n 9

SOURCE: Simone Schotte and colleagues detail the conceptual basis for the subcategories and generate the estimates on the basis of
careful empirical modeling of panel data from the South African National Income Dynamics Study; see Simone Schotte, Rocco Zizzamia,
and Murray Leibbrandt, “Social Stratification, Life Chances and Vulnerability to Poverty in South Africa,” SALDRU, no. 208 (2017), http://
opensaldru.uct.ac.za/handle/11090/883?show=full.

By the mid-2010s, South Africa’s nascent virtuous spiral had gone into reverse. As per the conceptual
framework laid out earlier, the downward spiral was characterized by growing recourse to personal-
ized deal-making, rising pressure on institutions, a turn from cooperation to conflict, a rise in ethno-
populist politics, and (as per table 6 and figure 5) a stagnant economy. To better understand how and
why each of these trends took hold, and how they reinforced one another, this section will probe
three pivotal aspects of the process: the conflict over leadership succession that brought Zuma into

power; the repurposing of SOEs; and the drivers of the ideational turn from hope to anger.
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What Happened at Polokwane

South Africa’s embrace of constitutional democracy resolved two key aspects of the question of who
would lead politically. Leadership would be selected by the country’s (black) majority via competitive
elections. Given the ANC’s political majority and role as the party of liberation, it would emerge as
electorally dominant, with sustained loyal support from the majority of the electorate. However, this
left open the question of who would lead the ANC. In South Africa’s constitutional system, voting is
by proportional representation; the leader of the governing party becomes the country’s president.
Thus, contestation for ANC leadership has a huge impact on the polity more broadly. The ANC’s
electoral conferences can be pivotal moments in shaping the country’s future. The 2007 Polokwane

conference was such a moment.

The conference, at the height of South Africa’s growth boom, marked the defeat of the ANC’s post-
1994 governing establishment and its guiding vision. Prior to Polokwane, South Africa’s center
largely had held, albeit messily. The expectation had been that a vision of mutual gains through
cooperation would be sustained and that programmatic, developmental purpose generally would be
decisive in government decisionmaking. (Specifics would, of course, be contested on both techno-
cratic and ideological grounds.) Though he was not eligible to serve a third term as the country’s
president, Mbeki proposed that a close ally would succeed him as the country’s president and put
himself forward as a candidate for a third term in office as president of the ANC. In this he was
decisively beaten: 1,505 delegates voted for him, and 2,329 for Zuma.

There were many reasons why Mbeki lost and Zuma won. They included hubris, unforced policy
errors, ideological disputes, and the emergence (fueled in part by the BEE agenda) of a political
culture in which developmentally driven decisionmaking began ceding space for more narrowly
personal goals. Disentangling their relative influence is beyond the scope of this discussion. Instead,

Hein Marais’s vivid depiction of what happened en route to Polokwane will be sufficient introduction:

Polokwane was to be the stage for a mutiny Mbeki could no longer avoid—or survive. . . .
He and his circle stood accused of abusing their power and authority, sidelining the ANC
and inflaming tensions inside the organization, humiliating key allies, mismanaging major
issues and using state structures to settle scores. The AIDS fiasco had squandered goodwill
inside and beyond South Africa, as had Pretoria’s indifferent response to Zimbabwe’s descent
into despotism and misery. . . .[Internally] he was deemed guilty of cardinal sins: ramming
the 1996 Growth Employment and Redistribution (GEAR) plan into policy, steering South
Africa onto a neoliberal course and supervising the emergence of a bumptious black elite

while jobs vaporized and inequality deepened. . . .
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An underlying frailty in the ANC’s dominance was becoming evident. . . . Perhaps most
galling has been the sense of rampant unfairness—that the fruits of liberation are not being
distributed fairly. Not only does daily life reiterate the scandal of inequality, but rightful
access to elementary sources of wellbeing too often seem to require connections, payoffs

or favors.

In the run-up to the conference, supporters were abandoning Mbeki in droves. Overnight,
many were converted into ardent champions of Zuma. . . . In key respects, the succession
battle was an undignified jostle for positions, leverage and influence. Individuals who had
been slighted, wounded or marginalized during the Mbeki years now found common pur-
pose with “comrades” nursing old grudges, those whose entrepreneurial or political ambitions
had been thwarted, whose ineptitude or greed had upended their careers or those who had

been shut out for their politics or principles.®

Jacob Zuma acceded to South Africa’s presidency in 2009, following another (decisive) ANC victory
at the polls.® Over his nine years in office, he governed in an increasingly personalized way, with
increasing recourse to polarizing rhetoric. This increasingly personalized mode of governance was in
part a consequence of deeply rooted pressures emanating from South Africa’s unequal society. But the

quality of political leadership also was crucial for what transpired.

When Zuma took office, many who backed him hoped that he would bring an inclusive, coali-
tion-building, popular touch to leadership—a contrast to Mbeki’s remote, technocratic, and some-
what imperious style. In the event, Zuma proved to be a cunning, ruthless, and charismatic tactician.
The Moscow-trained head of intelligence of the ANC in exile, he was said by many to live up to the
meaning of his middle name, Gedleyihlekisa (“the one who laughs, while grinding his enemies”).
Had Zuma, instead of deploying his skills to loot the economy on behalf of his friends and clients,
used his credibility with the poor and the organized working class to recast the social contract there

could well have been a different outcome instead of steady decline.

A Turn Toward Personalized Governance: South Africa’s State-Owned Enterprises

During the Zuma presidency, the focus of efforts at elite transformation shifted away from BEE
initiatives to reshape ownership and control of the business establishment and toward the repurpos-

ing of SOEs. This change created new pressures for South Africa’s institutions of accountability.

SOE:s have a long history at the center of South Africa’s political economy. State-owned railway,
electricity, and steel companies date back to the early 1920s. SOEs were an integral part of the
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country’s import-substituting industrialization strategy in the 1940s and 1950s, and new SOEs were
established in the 1960s and 1970s in response to anti-apartheid economic boycotts.* The way in
which these enterprises have been governed since 1994 encapsulates both the best of the earlier and

the worst of the later democratic era.

With the issuance in 1997 (revised in 2002) of a Protocol on Corporate Governance in the Public
Sector, South Africa promulgated a best practices set of institutional arrangements. These arrange-

ments feature in a 2006 World Bank publication, Held by the Visible Hand, which was intended to
provide a global template for SOE governance. As the publication details:

In South Africa, the Department of Public Enterprises has issued Protocols on Corporate
Governance in the Public Sector that apply to the six SOEs it supervises, but other SOEs as
well. These protocols provide detailed guidance on the board and financial oversight of SOEs
as well as their obligations to stakeholders and social objectives. . . . A shareholder compact is
agreed between the SOE and its shareholders.

It is a joint responsibility of the SOE board and the government (and other shareholders) to
ensure that the shareholder compact is developed . . . all SOE boards are required to issue Di-
rectors Reports [which include] a review of the financial performance of the past year, infor-
mation relating to internal and external factors influencing SOE performance, stressing risks
and opportunities and strategies to manage them. . . . [F]inancial and other effects of direc-
tions from the Executive Authority or other political body.*”

It is easy to overstate the practical impact of this protocol in the years immediately following its
issuance: both the PetroSA and Eskom/Medupi examples noted earlier happened during this sup-
posed good governance heyday. Nonetheless, the way in which SOEs were governed before the 2010s
was part of the Mbeki-era “good enough” balance between rules and deals—one which enabled

confidence in the future to rise, growth to accelerate, and poverty to fall.

In retrospect, the moment when SOE governance turned from largely benign to something different
can be identified: the November 2010 resignation of the minister of public enterprises, Barbara
Hogan, and the appointment of Malusi Gigaba. The 2016 Szate of Capture report issued by Thuli
Madonsela, the determinedly independent head of South Africa’s Office of the Public Protector,
provides details.®® According to that report, Hogan’s resignation came after repeated efforts by Zuma
and ANC Secretary General Gwede Mantashe to intervene in the appointment of board members in
the two largest SOEs, Eskom and Transnet. The final straw was a conflict over whether South African
Airways should cede the potentially lucrative route to Mumbai to an Indian-owned airline champi-

oned by the Gupta family.
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How and why the governance of South Africa’s SOEs took a different turn is spelled out in compel-
ling detail in the 2016 Betrayal of the Promise report.*’ Here is how the authors put it:

Jacob Zuma’s presidency has been aimed at repurposing state institutions to consolidate a
Zuma-centered power elite. . . . These [Zuma-centered] networks are pursuing two aims. The
first is to drive a transition from traditional BEE, which was premised on the possibility of
reforming the white-dominated economy, to “radical economic transformation” driven by
groups disguised as a black capitalist class independent of white monopoly capital. The
second is to drive a transition from acceptance of the constitutional settlement and the “rules
of the game” to a re-purposing of state institutions that is achieved, in part, by breaking those

rules. . . .

The battleground for economic transformation was shifting away from the economy itself to
the state and, specifically, to SOEs that outsourced massive industrial contracts to private-sec-
tor service providers. . . . [This required] preferential procurement from black-owned compa-
nies . . . [but] the existing constitutional and legal environment constrained this model of
economic transformation by insisting that bidders for state contracts satisfy more than racial

conditions. Price and experience were also considerations.”

Once constraints of price and quality are eased, the boundary between a political agenda of radical
economic transformation and a corrupt private agenda of state capture becomes paper-thin. The role

of the Gupta family business empire during the Zuma presidency is one illustrative example.””

The Guptas venture into South Africa began in 1993 when Atul Gupta, having failed to find an
entry point for business in China, arrived in South Africa in search of opportunities. He was joined
there by his brother Ajay in 1995 and other brother Rajesh in 1997. Within a short time, the broth-
ers began associating informally with senior ANC figures. They apparently first met Zuma in 2002.
In 2008, the year after Zuma was elected ANC president, his 26-year-old daughter Duduzile was
invited to join the board of one of the Gupta family’s companies; his son Duduzane joined a Gupta
company a little later on. In 2010, the Gupta family started a media company that quickly received
major advertising buys from SOEs. The extended Gupta family prudently left South Africa in April
2016. Between June 2015 and December 2017, there were “known outflows from Gupta-linked

companies and individuals to a group of Hong Kong companies amounting to R4.9 billion (some-
what under US$500 million).”*?
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Tracking the governance and operation of South Africa’s SOEs from 2010 to 2017 reveals the formu-
la used to try and repurpose them to serve the overlapping agendas of radical economic transforma-
tion and private enrichment. This formula had the following steps:

* Putin place a supportive minister of public enterprises.
e Reshuffle SOE boards of directors.
* Appoint a compliant/supportive chief executive officer (CEO).

* Override established rules governing decisionmaking, especially those concerning procurement—

including via direct board intervention in operations.

Overriding the rules requires not only capture of the SOEs but also compliant institutions beyond
the SOEs themselves. This is why sustained and sometimes successful efforts to deploy loyal
functionaries in both the justice system and the National Treasury have been part of the state

capture agenda.

The examples of South Africa’s two largest SOEs, Transnet and Eskom, indicate how this process
played out between 2010 and 2017.” To give a sense of scale, Transnet’s procurement in 2010/2011
amounted to R70 billion and Eskom’s to R74 billion; between them they accounted for 70 percent
of total procurement of R204 billion in that year by South Africa’s thirteen major SOEs. (Over the
2009-2012 period, the exchange rate was approximately R8 per dollar.)

Transnet. Transnet comprises rail, port, and pipeline divisions. The story of how the SOE was built
and the ongoing challenges posed by its unwieldy divisional structure (cobbled together from multi-
ple distinct entities) is outside the scope of this discussion. Rather, the focus is on some aspects of its

governance and operation subsequent to 2010.%

In February 2011, three months after Gigaba had become the overseeing minister of public enter-
prises, Brian Molefe was appointed Transnet CEO.” During both Molefe’s tenure as CEO and that
of his successor Siyabonga Gama, there were multiple reports of questionable contracting arrange-
ments.”® Molefe’s appointment was accompanied by significant reshuffling of the Transnet board.
These included the resignation of Juergen Schrempp, who had been appointed as a nonexecutive
director only a few months earlier; and the appointment of Igbal Sharma, a former official in South
Africa’s Department of Trade and Industry (from which position he had come into contact with the
Gupta family).
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This reshuffle would have consequences that seemed beyond coincidental. In 2012, Sharma was
appointed to chair a new Board Acquisitions and Disposals Committee to supervise the planned
pipeline of future infrastructure spending. A central part of the committee’s work was supervision of
a massive (R51 billion) tender for over 1,000 new locomotives. China South Rail (CSR), which had
apparent ties to the Guptas, had an inside track in the locomotives deal and was one of the four
winning bidders.”” Even beyond the initial tender, a separate contract for one hundred locomotives
was carved out and awarded to CSR—ignoring the recommendation of the technical team responsi-
ble for the program and notwithstanding the fact that CSR’s winning bid of R4.4 billion was R1.2
billion higher than a technically better-aligned and lower-cost (R3.2 billion) bid by Mitsui. Local
sourcing was a key aspect of the locomotives deal; the winning bidders were required to source up to
60 percent of their components from South African contractors. Prior to the bid award, all four of
the winning bidders had visited VR Laser, a local metal-body construction company. A few weeks
before the announcement of the winners, “a company in which Igbal Sharma, Rajesh Gupta and

Duduzane Zuma were partners, acquired a stake in VR Laser Services.””®

Eskom. State-owned Eskom is South Africa’s dominant supplier of electricity. It accounts for the vast
majority of electricity generated in the country, controls the transmission grid, and supplies power
both to municipally owned distribution networks downstream and (where there is no independent
municipal provider) to its own distribution network. In 2001, Eskom was named “power company
of the year” at the Financial Times Global Energy Awards in New York. Subsequently, things
changed.”” In June 2011, six months after becoming minister, Gigaba dismantled the long-standing
Eskom board, replacing all but two of its nonexecutive directors. Soon thereafter, he imposed the
requirement that, by 2018/2019, all of Eskom’s coal supply contracts would be from mining compa-
nies with more than 50 percent black ownership.

The next few years were times of continuing challenge for Eskom governance. Gigaba refused to sign
off on a R4 billion tender to replace steam generators at South Africa’s only nuclear power plant,
which had been competitively awarded to Westinghouse. He also intervened to mandate that Eskom
work with a specific audit firm. The board was deadlocked over controversial contracts, including a
contract with the Gupta media empire, and a set of (technically sound) proposals to insource
management of Eskom’s information technology systems—proposals that were estimated to save

R1 billion. “From 2013 onwards, Eskom began to hemorrhage executives and senior staff, many

of whom were suspended on trumped up charges (without proof) and refused fair disciplinary

hearings.”'%

Following this upheaval, 2014 was a watershed year, and not least because of the onset in November

of an unexpected new round of large-scale “load-shedding” that had plagued South Africa’s electricity
supply in 2007. Back in March, CEO Brian Dames, no longer able to weather the continuing
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governance storm, resigned. Shortly thereafter, the nuclear steam generator contract was awarded—
and not to Westinghouse—and the Guptas received a new, expanded media contract. In May, Lynne
Brown was appointed minister of public enterprises, and in December she “made sweeping changes

to the board, bringing in at least six Gupta-connected members.”*!

In March 2015, in the midst of the load-shedding crisis, South Africans were treated to the spectacle
of an Eskom governance circular firing squad. This involved, in short order, the announcement of a
so-called forensic inquiry into Eskom governance, the suspension of senior Eskom executives at
explicit order from top political levels, and the downgrading of Eskom bonds. In addition, the board
chairman, who had resisted political pressure, was removed and replaced with Ben Ngubane, who
was alleged to be close to Zuma. In April 2015, Molefe was redeployed from Transnet to become
Eskom CEO. In August, Transnet’s chief financial officer, Anoj Singh, also was redeployed to Eskom

to take on a similar high-level role.

Accompanying the governance issues was a series of actions on the coal supply front.'” Coal is
Eskom’s largest procurement line item at 120 million tons per year for around R50 billion.'” A
Gupta-owned company, Tegeta Exploration and Resources, purchased the Brakfontein coal mine in
2011. However, coal from the mine was reported to be substandard, and purchases were not ap-
proved by Eskom’s technical team; only in January 2015 did Eskom sign its first contract with the
mine. Meanwhile, back in July 2013, a major supplier, Glencore-owned Optimum Coal, had in-
voked a hardship clause; it claimed that its per-ton supply costs had escalated to R300, too high to
be covered by a R150 per ton fixed-price contract. In March 2015, Eskom’s executive procurement
committee approved a cost escalation, but this increase was rejected by Molefe immediately upon
becoming CEO. Glencore subsequently sold Optimum Coal to Tegeta, a sale facilitated by a direct
intervention by South Africa’s new minister of natural resources, Mosebenzi Zwane, and an April
2016 prepayment by Eskom to Tegeta to enable the company to complete the purchase transaction
after it had been unable to raise money for the transaction on financial markets. A variety of coal
supply arrangements were restructured: in December 2015, Tegeta coal was redirected from a power
station where it had been paid R150 per ton to a different power station through which it earned
R467 per ton.'” More broadly, once the Optimum deal was completed, “the price of coal supplied
by Tegeta rocketed from the R161 per ton paid to Glencore to R550 per ton.”'%

Nuclear power. Beginning in 2011, Zuma, having met with Russia’s then prime minister Vladimir
Putin, signaled his desire to conclude a nuclear power deal with Russia.' In September 2014, a few
weeks after yet another meeting between Zuma and senior Russian officials, a nuclear cooperation
deal between South Africa and Russia was signed in Vienna with the Russian company Rosatom. The
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details as to what was binding and what was not remain obscure, as does the proposed magnitude of
the deal, which was reported to involve a suite of up to eight nuclear plants, at a cumulative
estimated construction cost of $40—$50 billion.'”” What was not obscure was that the entire process
unfolded outside of both South Africa’s procurement and energy supply planning processes. The
resulting furor consumed South African politics. It featured centrally in the Public Protector’s 2016
State of Capture report.'® Once Zuma vacated the presidency, momentum for the nuclear deal
seemed to have dissipated.

Although the series of deals with the Gupta family epitomizes the Zuma era, the Guptas were not the
only private sector participants. The investigations that began with the public protector and continue

to date have identified a range of facilitator beneficiaries, including international companies such as
KPMG, Bain, and McKinsey.

Shifting Ideas: A Turn to Ethnopopulism

Along with growing predation on public assets and increasing pressure on public institutions, the
2010s also witnessed a stark turn in the tenor of South Africa’s political discourse. As a prelude to
exploring the reasons for this turn from hope to anger, it is important to reiterate that the deep
underlying cause was continuing economic inequity. But ideational drivers are not simply an inter-
mediate step in the causal chain of inequality, institutional quality, and development outcomes. Ideas
can have an independent impact; they are an important currency of political persuasion. As Rodrik
puts it:

Policy arguments in the real world rarely rely on a naked appeal to narrow economic inter-
ests. In public discussions what we might call ‘ideational politics’ seems at least as important
as interest-based politics. . . . Ideas [can] shape interests [by] altering voter preferences and/or
shifting their worldview.'"

Ideational politics play out across many different domains. Where inequality is the domain of inter-
est, the ideational challenges are different for political entrepreneurs who support the status quo and
those who challenge it. Politicians selling “hope” must persuade citizens either that inequality is
irrelevant or that they will bring greater inclusion. Politicians selling “anger” focus on the injustices
of the status quo. South Africa’s turn in the 2010s from hope to anger comprised, in part, a necessary
effort to further reckon with the country’s difficult history. However, as has been the case in many
countries in recent years, political entrepreneurship also was at play, often with more than a little
self-interested opportunism in the background.
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Reckoning with the ideational legacy. Hirschman’s analysis of the tunnel effect provides a useful point
of departure for understanding why, in accounting for a turn from hope to anger, it is not enough to
focus on the economic dimensions of inequality. Hirschman understood that the turn to an angry

phase of the tunnel effect was driven by more than the reaction of those left behind economically:

The upwardly mobile do not necessarily turn into pillars of society all at once, but may on
the contrary be disaffected for a considerable time. . . . They may have risen along one of the
dimensions of social status, such as wealth, [but] find that a number of obstacles, rigidities
and discriminatory practices still block their ascent . . . and consequently feel that in spite of

all their efforts and achievements, they are not really ‘making it.''

Unsurprisingly, given the country’s fraught history, there was a distinctly racial flavor to South

Africa’s angry turn.

Racial tropes have long been central to South Africa’s political discourse. The promise (or perhaps
illusion) of the “rainbow miracle” was that racist tropes had been left behind. Although the country’s
racist past needed to be addressed, such as by a Truth and Reconciliation Commission, this factor did
not need to derail the cooperative endeavor as a whole. One all-too-easy way of addressing this—an
approach unsurprisingly embraced by many white South Africans—was through a form of amnesia,
taking the view that South Africa’s transition to democracy had washed the country’s history clean.
Another more challenging but also ultimately hopeful approach to resolving the seeming contradic-
tion between a racist past and an inclusive new beginning was captured in Stephen Biko’s classic
dictum from the 1970s: “Whites must be made to realize that they are only human, not superior.

Same with blacks. They must be made to realize that they are also human, not inferior.”'!"

For the first two decades of democracy, the amnesia approach seemed largely to have won out,
especially among elites. But in 2015, after two decades of quietism, South Africa’s university campus-
es erupted with the emergence of a “Fallist” (“Rhodes Must Fall”; “Fees Must Fall”) student move-
ment. The movement began at the University of Cape Town (UCT), the country’s premier universi-
ty—admission into which seemingly offered a ticket into the elite, including for black South
Africans."? The movement was precipitated by a controversy over the pride of place given on the
campus to a statue of arch-imperialist Cecil John Rhodes. This protest resulted in the removal of the
Rhodes statue in April of that year, then quickly morphed into a national “Fees Must Fall” student
movement, protesting the continuing economic and social obstacles that confronted the supposed
next-generation black elite. This movement also had a successful outcome, with an agreement by
government in 2018 to radically expand support, including the elimination of all university fees
(plus some grant support for living expenses) for households with family incomes below approxi-
mately $25,000.
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The Fallist movement combined an assault on continuing inequities (at least within those strata of
young people who aspired to post—high school education) with an assault on the ideational structures
associated with these inequities. Student activist Rekgotsofetse Chikane, the son of Frank Chikane
(an eminent figure in the struggle against apartheid and subsequently director general in Mbeki’s

presidential office) vividly captures the spirit of the early Fallist movement:

Chumani Maxwele, for some, will be remembered as the man who threw shit on a statue. . . .
Though protests had taken place at UCT before, none had ever been as visceral as Chuma-
ni’s. Standing shirtless in front of the statue of Rhodes, which he had desecrated with human
faeces . . . Chumani held up a sign that read: “White arrogance @ UCT. . .’

Many, within the university and across the country, had fallen into the trap of believing that
the protest was about the statue and not what it was actually about, namely the pervasive
nature of institutionalized forms of racism on campus. . . . We had become orators of our
circumstances and warriors of its change. We were disciples of the message of decolonization

and teachers of its practice. We learned how to love ourselves as black children of South
Africa.'?

Ethnopopulist political entrepreneurship. In parallel with the Fallist movement, a variety of South
African political entrepreneurs became more inclined to embrace a newly racialized discourse. Before
turning to the details of this discourse, it is helpful to step back and consider more generally how
populist discourses take hold.

A useful point of departure is Sharun Mukand and Dani Rodrik’s distinction between two dimen-
sions of ideational ethnopolitics. In the “worldview” dimension, political entrepreneurs work to
“shape the electorate’s understanding of how the world works, which in turn alters its perceptions of
the proposed policies and their outcomes.”"' In the “identity” dimension, advocates focus on “shap-
ing or priming voters’ self-identity. . . . Individuals have a multiplicity of identities—revolving
around ethnicity, race, religion or nationality.”'" The identity and worldview “memes” reinforce each
other:

Voters who share an identity with the political challenger [may] want to support him because
of the tug of shared identity. However, supporting the policies of the political challenger
could economically hurt the low-income voter . . . recalcitrant low-income voters can be
targeted using a combination of policy and identity memes (where neither would have been

sufficient to switch voter allegiance on its own).'¢
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The political discourse embraced by South Africa’s Economic Freedom Fighters (EFF) is a textbook
example of ideational politics in action. The 2012 expulsion from the ANC of Julius Malema, the
firebrand head of its Youth League, and his creation the following year of a new political party, the
EFF, was a turning point in the emergence of South Africa’s contemporary ethnopolitics—both for
its direct effects and for its subsequent influence on the mode of discourse employed in the ANC’s
internecine conflicts. At the core of the EFF’s strategy for mobilizing political support was an angry
rhetoric that targeted both the country’s continuing inequalities and their ethnic correlates. Malema
outlined the EFF’s economic vision as follows: “Soldiers and the police are not our enemy; our
enemy is white monopoly capital and their political co-optees. . . . [The party’s] plan includes the
non-negotiable principles of land expropriation and nationalization of mines, both without compen-

sation. The EFF seeks to move away from a discourse of reconciliation to one of justice.”'"’

The EFF has become the third-largest political party in South African politics. In 2014, it won 6.4
percent of all votes cast; in 2016 (in municipal elections, held nationally), it won 8.2 percent; in
2019, 10.8 percent. Figures 6 and 7 track the use in three major media outlets (none aligned with
the EFF) of two EFF memes that combine worldview and identity politics:

*  White monopoly capital (WMC), which fuses the long-standing radical critique that the
continuing dominance of “monopoly capital” is the root cause of South Africa’s poverty and
inequality, with the proposition that capital is “white,” and thus part of the colonial past that
needs to be expunged.

* Expropriation without compensation (EWC), which identifies the colonial conquest of land as
the country’s original sin and calls for Zimbabwe-style expropriation of land without compensa-
tion. Although this call is seemingly narrowly focused on farm land, given that two-thirds of
South Africa’s population is urban—and that the movement pushing for EWC is urban, not
rural—EWC is widely interpreted as a proxy for a broader questioning of constitutionally pro-
tected property rights.
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FIGURE 6
Trends in the “White Monopoly Capital” Meme
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SOURCE: Data collated by Media Monitoring Africa at the authors’ request. Three media sources were used to estimate the number of
references of the meme in each period: Sunday Times, Mail & Guardian, and ANC press releases.

FIGURE 7
Trends in the “Expropriation Without Compensation” Meme
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SOURCE: Data collated by Media Monitoring Africa at the authors’ request. Three media sources were used to estimate the number of
references of the meme in each period: Sunday Times, Mail & Guardian, and ANC press releases.
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Although both memes were part of the EFF’s economic manifesto, the manifesto was not the driver

of their usage in the period covered by the tables.

The WMC meme was fueled by a British public relations consulting company, Bell Pottinger. The
following summarizes some of the findings of news investigations of this “strange bedfellows” part-
nership:

Bell Pottinger took on the Gupta family as clients in 2016 to try to improve their image, and
the chosen strategy was to target white business leaders as a distraction from serious allega-

tions of state capture.

One of the strategies was apparently to drive a predominantly social media narrative that
‘white monopoly capital’, the SA Communist Party and National Treasury have been stand-

ing in the way of transforming the South African economy.

The Bell Pottinger plan reportedly involved using, among other things, Twitter bots involved
in a fake news campaign to support messages critical of white monopoly capital and be
defensive of the Guptas.'"®

In the wake of the exposure of the Bell Pottinger campaign, dissemination of the WMC meme
slowed but did not end entirely. In November 2017, in the run-up to the ANC’s elective conference,
Zuma said the following about WMC:

It is a fact, it’'s not manufactured. We are telling the truth. We fought, they took everything,
political power which we now have. They took economic power and land. Let us take the
mines, companies who dominate in mines, few are benefiting. You will find the same compa-
nies in charge. That means they are dominating. They are monopolising, they are not

black. . . . You have companies that are white. . . . They are monopolies, they should be called
by what they practice. There is monopoly capital and in SA it is white. Because of our history

it does have a colour and it is white.'®

In 2017, the EWC meme accelerated as well. In February, Malema proposed a constitutional amend-
ment to allow for EWC. In March, Zuma added his voice to the call.”*® In subsequent months, EWC
was furiously debated within the ANC. A motion to support EWC was added to the roster of items
for consideration at the ANC’s December elective conference; it passed, following heated debate.'”!
The ANC continues to struggle with how to square the circle of a renewed commitment to reconcili-

ation, with a continuing push for EWC by some of its influential members.
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In sum, Zuma rode to power on a wave of discontent with the able but imperious Mbeki. Various
groups with differing motives articulated their anger and frustration over large continuing inequali-
ties during the Zuma era with slogans such as WMC/EMC, “Rhodes Must Fall,” and “Fees Must
Fall.” These slogans represented real grievances, but they also were used and abused by political
entrepreneurs within and outside government as a populist vehicle for furthering political and
personal ambitions. In particular, some political leaders used them as cover for a regime that was no
longer focused on building a pact for growth and redistribution but had been redesigned to channel
patronage to an increasingly greedy machine. The outcome was a steady decline in trust between
economic and political elites and a steadily deteriorating economy. Since 2014, every year has seen a
decline in the real average per capita income of South Africans. The current government, hampered

by indecision and the coronavirus pandemic, has not yet been able to reverse the downward drift.

Patterns and Implications

In December 2017, Ramaphosa narrowly defeated Zuma’s preferred candidate as his successor as
ANC president. In February 2018, Ramaphosa became president of South Africa. His victory helped
to press a pause button on what might have seemed an inexorable, continuing spiral down from
South Africa’s extravagant hopes in the first decade of democracy.

What were the strengths that put a halt to accelerating state capture? What can be learned from the
experience that can help craft a way forward to a more thriving, inclusive hopeful trajectory? What
lessons from South Africa might be more broadly relevant? Before considering any of these questions,
it is helpful to summarize the findings to this point as to what went wrong in South Africa after the
high expectations at the dawn of democracy in the early 1990s.

Unmet Aspirations and Their Consequences

At the root of South Africa’s reversal was a failure to address adequately the challenges of inequality
and exclusion. This section provides an overview of the channels through which continuing high

levels of inequality can influence development outcomes.

Certain aspects of inequality influence the shape and robustness of a country’s “elite bargain,” and
others influence the mode of incorporation of nonelites. If South Africa was to realize its aspiration
at the outset of democracy to a cooperative way forward, each of these aspects needed to be addressed

in a “good enough” way. Achieving this goal turned out to be beyond the reach even of the visionary
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leadership with which South Africa was endowed in the first dozen or so years of democracy.

For South Africa’s putative elite bargain to be robust, three distinct subbargains all needed to

work effectively:

A subbargain between the established (overwhelmingly white) economic elite and the
country’s new political leadership. This involved four sets of commitments: (1) an overarching
commitment to cooperation (with political power in the hands of the electorally dominant ANC
and economic power continuing to be overwhelmingly in the hands of the white elite); (2) a
commitment to sustaining the rule of law, including the protection of private property; (3) a
commitment to ongoing economic transformation (including via BEE); and (4) given that white
elites comprised the predominant source of public revenues, a commitment to support pro-poor

fiscal restructuring.

A subbargain among the new political elites within the ANC. Although political power had
shifted to the ANC, the questions of how it would be exercised (and who among the new elites
would benefit) remained unresolved. Not only does the ANC explicitly describe itself as an
alliance, including the Congtess of South African Trade Unions (COSATU) and the South
African Communist Party, the ANC itself is a broad tent encompassing many ideological procliv-
ities; degrees of public-spiritedness; and regional, ethnic, and economic interests. The ANC’s
implicit promise was that its formal structures, plus the structures of government, would channel

this diversity toward a shared national purpose.

As part of the subbargain within the ANC, a commitment to protect the interests of new
(predominantly black) middle-class insiders. This is highlighted as a third subbargain because
of the distinctive economic and political dynamics involved. This insider middle class is defined
broadly. It ranges from white-collar middle managers and skilled production workers within
government to unionized blue-collar workers to formal sector employees earning somewhat

above a formally mandated minimum wage.

In the initial years of democracy, the ANC’s credibility as a broad-based liberation movement en-

abled it to incorporate nonelites into the bargain. Indeed, one of the attractions to apartheid-era

elites of negotiating with the ANC was that its certain accession to power via a democratic election

would confer legitimacy across society for a new, negotiated constitutional order that promised equal

rights to all. Beyond the promise of equal rights, two sets of promises to nonelites, inherent in the

ANC’s electoral slogan of “a better life for all,” were key:
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* A promise of upward mobility. For those on the cusp of middle-class status (the “vulnerable
middle” and the “transient poor” as per table 11), a combination of education, job creation, and

an end to racial discrimination would open up a readily accessible pathway into the middle class.

* A promise to reduce extreme poverty. A post-minority-rule redirection of public resources and

services would benefit the population as a whole.

With the exception of the commitment to reduce extreme poverty, which was unequivocally pursued
at least into the 2010s, each of the subbargains and promises identified above was less than realistic.
Each is better described as an aspirational commitment—anchored, to be sure, within a carefully
negotiated democratic constitution and strong formal institutions but falling short of being a robust
deal. The ANC’s implicit commitment to align its contending interests around a shared national
purpose came more from faith than from experience governing a country. The promise of upward
mobility and the commitment to protect the interests of existing middle-class insiders were in direct
conflict with one another. The BEE initiatives to transform the ethnic complexion of the economic
elite, both ownership and managerial, offered less than it might have seemed on the surface. The
initiatives did not address in any systematic ways the country’s extreme concentration of wealth

and income.

Had South Africa been able to enjoy East Asian rates of rapid economic growth, averaging 6 to

10 percent annually for a sustained period of time, the expansion of opportunity throughout society
might have trumped the limitations of each of the various aspirational commitments. In reality, an
annual rate of 5 percent was reached only briefly from 2005 to 2008. Even so, for the first fifteen
years of democracy, these aspirational commitments, however vague, seemed to provide a “good
enough” platform for a hopeful way forward. The ideational dimension of South Africa’s “rainbow
miracle” remained intact. Indeed, as of the latter 2000s, it still seemed possible that a collective
aspiration to build a better society through cooperation could hold. There was hope that Zuma’s
accession to the presidency could help reignite confidence and set in motion a renewed cycle of
growth. However, as the 2010s progressed, it became evident that the trend was going in the oppo-
site direction. In the absence of rapid growth, the limitations of the promises made for addressing the
various dimensions of inequality became apparent. New tensions surfaced and fed on one another.

Four successive turns set in motion what looked to be an accelerating downward spiral of decline.
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The first turn in the spiral was rising pressure on institutions. This pressure was sparked by the
continuing ambiguities and unresolved tensions within the elite bargain, and Zuma’s personalized
and sometimes predatory approach to leadership added fuel to the fire. Within the upper echelons of
the ANC, various subgroups engaged in increasingly relentless, uncompromising conflicts for control
over resources and positions of influence, as seen in the vicious internal strife of the ANC’s 2007

conference at Polokwane.

Decisions as to who would participate in BEE initiatives became part of the ANC’s interelite conflict.
Private companies began making decisions as to who would be their BEE partners on the basis of
their political influence networks. Around this time, SOEs emerged as an especially lucrative area for
the most powerful and well-connected individuals and factions to engage in systematic looting.
Control over key political and management positions within provincial and local government be-
came a means both of responding to the promise made to middle-class insiders and of building
personalized networks (and opportunities for self-enrichment) across the country. As per-capita
income growth entered negative territory, insiders within the ANC became enmeshed in zero-sum
contestation over positions and resources at all levels of politics and government, whether national,
provincial, or local. Institutional and governance decay undermined confidence in the cooperative

vision of the future, lessening the possibility of a renewal of growth.

The second and third turns in the direction of a downward spiral are the ones highlighted by
Hirschman in his “tunnel effect” metaphor: a rising tide of disillusion, followed by a sudden ide-
ational turn to anger. Disillusion took hold across a broad swathe of society. The losers in elite
conflicts within the ANC felt aggrieved. Those on the cusp of the formal economy found themselves
unable to consolidate middle-class status; job creation in the formal sector was anemic, except for a
few years in the mid-2000s.'” Unemployment steadily increased. This economic malaise fueled
dissatisfaction not only among those who felt directly thwarted despite their best efforts but also
among the population in general. Meanwhile, income and wealth remained massively concentrated,
disproportionately in the hands of the white community. BEE involved no systematic changes in tax
structure; indeed, throughout the first quarter-century of democracy, South Africa’s taxes on assets
remained below those of the United States. Even on its own terms, the gains from BEE were limited:
as of 2018, 69.6 percent of top management within the private sector was white (down from

73.7 percent in 2008), as was 60 percent of senior management (down from 67.9 percent in 2008).'*

Disillusion resulted in the third turn in the spiral, an ideational turn toward anger. The angry turn
was catalyzed by both genuine grievance and political opportunism. In the face of thwarted opportu-
nity, an increasing number of South Africa’s population came to see the privilege enjoyed by the

mostly white economic elite—and the tide of apparent corruption that seemed to be the only way
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that new elites could share in that privilege—as a provocation. In turn, opportunistic ethnopopulist
political entrepreneurs sought to use the disillusion to strengthen their position within interelite
political struggles.

As of 2017, while formal institutions remained mostly functional, they were under increasing strain.
All the elements seemed to be in place for a fourth downward turn in the spiral: a rapidly accelerat-
ing cumulative slide, with weakened economic performance, institutional decay, and the ideational
shift toward anger and ethnopopulism feeding on one another in an accelerating race to the bottom.
Then came the election of Cyril Ramaphosa as president.

South Africa’s Surprising Strengths

Going into the ANC’s December 2017 elective conference, Zuma was confident that he was in
control of events, and that his ex-wife Nkosazana Dlamini Zuma would be elected as his successor.
In the event, Ramaphosa won by the slimmest of margins. The blow-by-blow details of how he
achieved victory are not relevant here, though it is worth noting that his victory was secured by the
defection of one of Zuma’s more senior allies, David Mabuza—and that Mabuza is now South
Africa’s deputy president. Of broader interest is the way in which the ground for Ramaphosa’s success
was laid by the determined pushback of a combination of civil society, including the media, and
those official checks-and-balances institutions, including the judiciary, that largely remained uncap-

tured during the Zuma era.

Underlying most of South Africa’s fail-safe mechanisms as it entered a spiral of self-destruction was
the far-sighted constitution that was agreed to in the South African Parliament on May 8, 1996.
Through its effective separation of powers and protection of freedoms, the constitution provided the
space in which critics and rebels could challenge the government. Even though Zuma defanged the
police and prosecutorial system by inserting his supporters into the leading positions, he was not able
to do significant damage to the judiciary and to some other constitutionally created and protected

checks-and-balances institutions.

To begin with the judiciary, when Mogoeng Mogoeng was proposed by the Judicial Service Commis-
sion, confirmed by parliament, and appointed in 2011 as chief justice by Zuma, some feared that
this socially conservative self-professed religious Christian might be too timid to pursue justice with
vigor.'?* This fear was unfounded; the Constitutional Court and the other key courts largely retained
their integrity throughout the Zuma era and beyond. Prosecutions and judicial enquiries were able to
proceed, albeit within the limitations of a damaged prosecutorial system.
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Among the other formal checks-and-balances institutions, the most important was the Office of the
Public Protector, which was set up by South Africa’s constitution to investigate complaints against
government agencies or officials and to propose remedial actions. The force of this office depends on
the courage and stamina of the public protector. During this vulnerable period, South Africa was
fortunate to have its toughest and most effective public protector, advocate Thuli Madonsela. Of her
many important investigations and reports, the best known is the State of Capture report late in
2016, shortly before the end of her term, which drew on whistleblowers testimonies and a cache of
private emails to reveal the abuse of state institutions for personal gain. The Auditor General’s office
also played an important role reporting on abuses of state funds and assets.

The role of media was critical, amplified, and supported by a variety of nongovernmental activist
organizations. Some of the findings of the Office of the Public Protector were anticipated by investi-
gative reports in the media. According to the Reporters Without Borders’ Media Freedom Index,
South Africa has one of the freest media environments in the world.'? It is second in Africa, behind
Namibia, but ahead of “free” countries such as France, Italy, the United Kingdom, and the United
States. South Africa also has a tradition of courage in journalism, stemming back to the apartheid era
when reporters risked their lives and personal freedoms to uncover stories of oppression and some
brave editors carried their stories. Courageous whistleblowers helped the media and other investiga-
tors with personal testimonies, documents, and memory sticks loaded with confidential emails and
other data. Although the commercial media is in decline, investigative reporters banded together in
in-depth reporting groups to secure funding from foundations supporting freedom of information.
Many of the illegalities and transgressions of the increasingly corrupt government were first exposed
in the print and internet-based media. Academics dug deeper and verified and expanded disclosures
made in the media. Civil society organizations provided vehicles for mobilizing against encroaching

state capture.

Parliament itself was an important site of protest. Opposition parties used the freedom that parlia-
ment allowed to voice objections vigorously and theatrically. The populist EFF disrupted several
State of the Nation addresses by Zuma and forced the speaker of the house to call on parliament’s
security officials to expel them. Their protests were broadcast on national television. Opposition
parties could also pose challenging parliamentary questions and make speeches that publicized

government abuses.
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What finally proved to be decisive was Zuma’s progressive loss of support from some key factions
within the ANC. For a long while, the ANC alliance remained firmly behind Zuma, with some
exceptions. Former COSATU general secretary Zwelinzima Vavi, then a powerful ally of the ANC
and instrumental in Zuma’s rise to power, broke early on with Zuma over ethical issues. He was
forced out of COSATU and started a rival trade union grouping. A group of ANC veterans of
stature, if not political power, banded together and spoke out strongly. After many revelations,
including the State of Capture report, some leaders within the Communist Party (part of the ANC
alliance), the parliamentary ANC, and even the remaining rump of COSATU became openly
critical. As the rise of David Mabuza signals, it would be a mistake to characterize the narrow elec-
tion of Ramaphosa as ANC president in December 2017 as an unambiguous triumph of principle
over capture. Even so, there is no doubt that the cumulative clamor against Zuma-era corruption and
the continuing reputation that Ramaphosa generally enjoyed as a committed constitutionalist

contributed to the outcome.
Crafting a Way Forward

Notwithstanding Ramaphosa’s accession to South Africa’s presidency, the country is not out of the
woods. To date, the number of prosecutions of corrupt insiders has been limited, though there are
signs that court actions are beginning to accelerate.'”® Ramaphosa has not yet been able to move
beyond a promise to stop the rot and offer a renewed positive vision as to how South Africa might
move forward. The country’s deep-seated, underlying challenges remain.

Beyond the immediate tasks facing South Africa—including how to respond to the COVID-19
crisis—it is worth exploring three divergent scenarios as to what the country’s future might hold.
The most positive scenario would be an inclusive development option, anchored in a renewed
societal commitment to cooperation and the pursuit of win-win outcomes. A second, less optimistic
scenario would involve more muddling through. A third scenario could be a renewed ethnopopulist
push. The inclusive scenario is framed along the lines that Hirschman suggested were key to Latin
America turning the corner from anger to renewal: “efforts at catching up on the part of lagging
sectors and regions, at social reforms to improve the welfare and position of groups that have been
neglected and squeezed, and at redistribution of wealth and income in general.”'*” (Appendix B

details some key elements of a putative South African agenda for fostering inclusive reform.)
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Table 12 uses simple arithmetic to depict the three scenarios schematically, in terms of changes in
aggregate income and in the distribution of that income. The bottom row of the table suggests, for
each scenario, the potential magnitude of real income changes (against a baseline set at 100 points)
over a five- to ten-year period; the middle rows depict associated changes in the distribution of that
income. In the muddling-through scenario, aggregate income rises by 20 percent. In the ethnopopu-
list scenario, it falls by 20 percent. In the inclusive scenario, it rises by a hypothetical 40 percent.

TABLE 12
Going Forward: Some Ways in Which Growth and Distribution Might Interact

Baseline Distribution 2010s Future Distribution Under Three Potential Scenarios
(percentage) (5-10 years, percentage)
Population Income ,\:‘:rclilg;lg Ethnopopulist del\?:llc;‘:rl\":znt
Black South African 80 47 56 53 82
- poor 57 8 10 7 14
- vulnerable 13 17 19 16 30
- middle 9.5 17 20 20 31
- elite 0.5 5 7 10 7
Other black n 16 20 13 18
White 9 37 44 14 40
TOTAL 100 100 120 80 140

SOURCES: Author calculations. Baseline data from Simone Schotte, Rocco Zizzamia, and Murray Leibbrandt, “Social Stratification, Life
Chances and Vulnerability to Poverty in South Africa,” SALDRU, no. 208 (2017), http://opensaldru.uct.ac.za/handle/11090/883?show=full.

The muddling-through scenario is the path of least resistance for established elites, and unsurprising-
ly has emerged as the preferred option of many. They have advocated for the country to return to
“the basics,” to reembrace the trajectory of the Mandela and Mbeki presidencies. Such a back-to-the-
future approach would give renewed priority in decisionmaking to pro-growth economic policies
and to improved public sector performance, while addressing other social and political concerns on

the margins.

However, this muddling-through scenario is unlikely to have the broad-based political support
needed for it to be sustainable over the medium term. To be successful, a pro-growth strategy needs
credible commitment that a business- and market-friendly policy regime is sustainable. Credible
commitment requires that a critical mass of elites in the private, government, and political realms
support and voluntarily comply with the rules of the game, with compliance underpinned by credi-

ble mechanisms of enforcement. The contested reality of South Africa’s fraying elite bargain falls far
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short of any robust commitment to such mutually agreed rules. Muddling through also does not
address the question of how nonelites are to be more effectively incorporated into the economic and
political order. There is no shared understanding among elites—Ilet alone agreement or acquiescence

among nonelites—as to how such incorporation is to be achieved.

In 1994, the halo effect of a negotiated constitutional democracy, the sweeping electoral victory of
the ANC, and the promise of “a better life for all” were sufhicient to paper over the limitations in
both the elite bargain and the promises made to nonelites and to usher in a season of hope. Yet by
the mid-2010s, the limitations of the aspirational promises of 1994 had become all too evident.
With Ramaphosa’s accession to the presidency, relief at disaster averted might perhaps have provided
space in the short term for a narrow growth-focused approach. It might have been good enough to
paper over, for a few years, the widening cracks in the country’s political, institutional, and social
foundations. But it would only be a matter of time before a deepening downward spiral reasserted

itself—with the COVID-19 crisis adding to the risk of decline.

The second scenario in table 12 is ethnopopulism. In this scenario, opportunistic political entrepre-
neurs leverage the elite/nonelite relationship as a weapon in interelite contestation. In the resulting
economic crash, the losses fall disproportionately on the preexisting predominantly white elites. The
poor and vulnerable also lose as a consequence of declining fiscal revenues, which have been key to
supporting incomes in the bottom half of the distribution. However—and this is the economic basis
for the strategy’s attractiveness among ethnopopulist political entrepreneurs—in such a scenario, it is
plausible that black elites could reap large real gains in income. Depending on the details of imple-
mentation, the effect on incomes of the black “insider” middle class could be quite modest. (This
ethnopopulist scenario is a fairly good approximation of what has transpired in Zimbabwe since the
early 2000s.)

The right-hand column of table 12 summarizes a third, more optimistic scenario—one that renews a
platform of cooperation with a commitment to shared benefits. The outcomes associated with this
scenario include the following:

* High growth, with real income rising by 40 percent over the period.

Substantial declines in absolute poverty, with a near-doubling of real incomes for the poorest

50-60 percent of the population.
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*  Very modest gains in the real incomes of white South Africans—marginally above zero as a way
of encouraging cooperation but proportionately less than for any other subgroups, implying a
substantial decline (from 37 percent to 28 percent) in their share of total income.

*  Major gains in upward mobility on the part of the approximately one-quarter of the population
who are at the cusp of middle-class status or struggle to hold onto it.

The centerpiece of a next-generation inclusive development strategy for South Africa is a credible
promise of upward mobility. Such a promise would, of course, be crucial for those already on the
vulnerable cusp of the middle class. Beyond that, a credible promise of upward mobility would offer
a vision of hope and possibility for better lives across society as a whole. In its absence, anger and
despair could metastasize. But if promises of upward mobility were seen to be real (and if a mini-
mum threshold of basic needs was met), then perceptions could be renewed as to the legitimacy of

the social and economic order.

A crippling weakness of South Africa’s development trajectory over the past quarter-century has been
a failure to address the distributional cliff described earlier. In the first fifteen or so years of democra-
cy, the elimination of racial barriers and the country’s accelerating growth concealed the reality that
the economy was not geared to support broad-based upward mobility. However, once the low-hang-
ing fruit of the opportunity opened up by the end of apartheid’s racial privileges was gone, the

limited economic prospects of those outside the elite became evident.

It is easier, of course, to write down the optimistic arithmetic of an inclusive development strategy
than it is to spell out what such a strategy might entail. As described here, a strategy capable of

delivering on a promise of upward mobility would have four interdependent aspects:

* Improved public governance as key to renewing citizens’ perceptions of the legitimacy of state
institutions. In the absence of improvements in public sector governance, none of the tasks set
for the public sector would be achievable, nor would the cooperation necessary for compliance

with a higher tax burden be forthcoming.

* Bold initiatives to strengthen the supply side of upward mobility. Along with expanded
investment in learning (including in early childhood and postsecondary education), such efforts
could include a capital endowment grant, payable at adulthood, as a way to address historical leg-
acies of massively unequal wealth and to ease the constraints on upward mobility that can come

from precarious financial situations.
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* Bold initiatives to strengthen the demand side of upward mobility, with job creation as

central, by private and public actors and by small as well as large firms.

*  Growth-compatible redress and revenue-raising, which are key to providing the additional
revenue needed to deliver on the expanded public initiatives and to strengthen the platform of
legitimacy (and fairness) of the economic order. This approach could be a preferred substitute for
BEE and its unintended corrosive consequences. Relative to comparators, South Africa’s taxation

of assets is not disproportionately high.
Appendix B provides some additional detail on each of these aspects.
Some Broader Implications

South Africa’s mid-1990s political settlement reconfigured radically the space occupied by political
elites and the ways in which they interacted, but its inherited extreme inequalities were addressed
only on the margins. The country’s experience over the subsequent quarter-century thus may offer
useful insights for the many countries struggling to maintain a positive social, political, and econom-
ic trajectory in the face of a declining tolerance for high or rising inequality. Four connected lessons,
applicable beyond the South African case, are of broad interest.

First, the trajectory of change is a knife-edge. Subsequent to the initial settlement, the country’s
trajectory of change has been shaped by interactions among ideas, institutions, and distributional
concerns. There is the potential to set in motion virtuous circles of positive interactions. But at the
same time, there is a substantial risk that unaddressed distributional imbalances can result in a

reversal, setting in motion a cumulative downward spiral of decline.

South Africa embarked on its democratic journey with a bold political and institutional realignment
and a strong platform of formal institutions but also with massive misalignments between the politi-
cal dimension and the economic/distributional dimension. Resources remained disproportionately
concentrated within established white elite communities. For a while, though, a potent ideational

platform seemed sufficient to paper over the continuing distributional disconnects.

Second, ideas matter. A hopeful vision of change, when combined with a “good enough” response

to distributional concerns, can be sufficient to launch a positive trajectory.
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The South African experience suggests that a positive trajectory can be sustained as long as influential
interests and citizens more broadly remain hopeful that preexisting legacies of inequality and injus-
tice are being addressed. In retrospect, the promise to turn around these legacies in South Africa was
more aspirational than realistic. Even so, at least for a while, the promise to address them was sufhi-

cient to set in motion a season of hope. Not everything needs to be addressed all at once.

However, positive narratives can also be lost. Within a decade, the cracks in the foundations of South
Africa’s democracy began to be evident. Over the course of the 2010s, things seemed to be falling
apart, at an accelerating pace.

Third, in different ways, both ideas and institutions can be shields against adversity—but only
up to a point. Hopeful ideas can evoke positive agency and help mobilize for collective action.
Institutions can function as shock absorbers. However, both need reinforcement, including ongoing

attention to festering imbalances.

South Africa’s reversal mirrors the ideational turn depicted in Hirschman’s tunnel effect: an initial
season of hope; rising disillusion in the face of continuing (and in some aspect growing) imbalances;
and then an ideational shift, an eruption of anger. In the South African case, pressure on institutions
came first and the ideational shift came later. Plausibly, in other contexts, a turn to anger could

precede, indeed catalyze, a subsequent attack on institutions.

Once a positive trajectory has been lost, what does it take to achieve renewal? As noted earlier, while
Ramaphosa began the task of rebuilding the damaged state early in his tenure, he chose an incremen-
tal and legalistic path to reform. Unlike, for example, U.S. president Theodore Roosevelts assault on
corruption and abuse of power in the United States nearly 120 years ago, Ramaphosa did not choose
to ignore party bosses and rely on public support for reforms.'?® He chose instead an incremental
path, relying largely on hastily repaired prosecutorial authorities to clean up the state. The ANC
remains divided, with the formerly Zuma-led faction led by Ace Magashule, who has been able to
control the party machinery through his position as general secretary. Resistance remains strong in
many regions, cities, and towns, and Ramaphosa’s hold on power remains conditional. As seen in
figure 6, in the two (pre-COVID-19) years subsequent to Ramaphosa becoming president, there was
no economic growth recovery. Table 13 summarizes what has changed in South Africa’s political
economy during 2020, the coronavirus year.
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TABLE 13

What Has Changed in the South African Political Economy During 2020

On the Downside

On the Upside

By the end of 2020, the coronavirus had infected more than
1 million South Africans and incurred huge additional
unanticipated expenses due to the costs of combating the
pandemic and the costs of compensating losses for
individuals and firms during economic slowdowns and
shutdowns.'®

Since a severe five-week lockdown in March/April, the
government has employed a risk-adjusted strategy to
balance shutdown versus economic survival, which has
produced reasonably credible medical and policy responses.

This has exacerbated a major government debt concern;
debt was high before 2020 and increased rapidly
throughout the year. Gross loan debt of the national
government grew by more than 20 percent by September
30, 2020, to 75 percent of GDP and is expected to continue
to rise sharply at least until 2024.'* The main causes of the
debt are high government bills due to salary increases, the
costs of corruption, and the costs of refinancing the SOEs
damaged by corruption.

In December 2020, the government won a court case to
allow it to reduce the public sector wage bill increases. This
is an important step in reducing government debt but also a
key credibility marker.

Capital outflows on South Africa’s financial account of the
balance of payments grew to R38.6 billion in the third
quarter, following a revised outflow of R24 billion in the
second quarter.”™

The rand stabilized and even strengthened toward the end
of 2020, signaling some degree of rising confidence.

Five consecutive years of very low or negative growth were
followed in 2020 by a —8.2 GDP growth rate.'?

Confidence indices are rising steadily and growth in 2021 s
expected to be around 3.7 percent, the highest since 2007.33
SOEs are being reformed slowly but steadily.

The result of poor economic performance has been rising
unemployment and poverty. The economic slowdown
caused by efforts to reduce the spread of the virus has
produced desperation and hunger for many.

The government has mobilized support to individuals
through social transfer and unemployment insurance
systems, but many people are not reached, such as

undocumented immigrants. Social solidarity through
charities has been positive, but resources are limited.

The ruling ANC remains deeply divided between the faction
associated with Zuma and Magashule and the grouping
around Ramaphosa. Showdowns have been postponed, and
the outcome remains uncertain.

Under Ramaphosa, the ANC has continued to accumulate
popular and electoral support as shown through polls and
by-election outcomes.” This should strengthen
Ramaphosa's reform hand.

The opposition parties remain weak and divided and have
not been effective in providing a democratic counterbalance
at the national level and in many regions and towns.

The courts and the media continue to be effective pillars
supporting democratic freedoms and accountability.

Corruption continues to affect service provision in all levels
of government, including the procurement of personal
protective equipment to combat the virus.

Corruption is being exposed, and some perpetrators or
suspects have been charged and suspended by their
political party. The National Prosecution Authority
continues to prepare and institute cases against corrupt
public officials and co-conspirators.

The state apparatuses damaged through the appointment
of corrupt or compliant officials and through the election of
corrupt politicians have not yet recovered, and an effective
state apparatus will take years to rebuild.

Senior appointments in political and administrative roles
have been increasingly merit-based in many government
departments and agencies since the Ramaphosa presidency
began.
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Muddling through, without addressing festering imbalances, can fuel disillusion and cannot contin-
ue indefinitely. Ramaphosa has sought to govern in a high-minded way and tried to rekindle the
aspirations of the 1990s, but more is needed than nostalgia for past promises that may once have
offered inspiration but have passed their sell-by date and are broadly seen by citizens as inadequate to

address contemporary challenges.

Fourth, initiating a new cycle of renewal requires a set of ideas that address in a “good enough”
way the imbalances that had resulted in derailment—including a readiness to challenge incumbent
interests that had blocked change.

It is imperative that South Africa strengthen the governance and effectiveness of the public sector.
The country needs to raise the revenues to finance a credible commitment to upward mobility and to
confront the rigidities that block mobility. It needs to renew a sense of fairness and of opportunity.
Leadership needs to take the risk of mobilizing new coalitions, capable of trumping the vested
interests that stymie inclusive change. Can South Africa’s leadership—and can leadership in other
countries, where a similar sense of disillusion has taken hold—summon the necessary boldness to rise
to this challenge?
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Appendix A: Sector-Level Trends in Public Service Provision

This appendix reports some empirical patterns with regard to trends in the provision of four sets of
public services: education, healthcare, local road maintenance, and water and sanitation. The first

two are implemented by provincial governments; the latter two are local government responsibilities.

In terms of performance, South Africa’s education system is an extreme negative outlier globally in
measured learning outcomes relative to expectations. However, using a global standardized measure,
the Trends in International Mathematics and Science Study (TIMSS), Table Al shows that South
African students have made major gains in performance since 2003 across almost all provinces.

Indeed, the gains achieved (from an extraordinarily low baseline) were unprecedentedly rapid.

TABLE 14
TIMSS Performance by Provincial Comparisons Across Years

TIMSS 2003 TIMSS 2011 TIMSS 2015
(Grades 8 and 9) (Grade 9) (Grade 9)
Province Average math score Average math score Average math score
Western Cape (WC) 414 404 391
Gauteng (GP) 303 389 408
Eastern Cape (EC) 250 316 346
Free State (FS) 291 359 367
KwaZulu-Natal (KZN) 278 337 369
Limpopo (LIM) 244 322 361
Mpumalanga (MP) 287 344 370
Northern Cape (NC) 341 366 364
North West (NW) 280 350 354
South Africa 285 348 368

SOURCE: Brian Levy, Robert Cameron, Ursula Hoadley, and Vinothan Naidoo (eds.), The Politics and Governance of Basic Education: A Tale of
Two South African Provinces (Oxford: Oxford University Press, 2018), chapters 6 and 10.

NOTE: TIMSS = Trends in International Mathematics and Science Study. The maximum TIMSS score is 1,000; most students’ scores range
between 300 and 700.

Incremental gains in other sectors of provincial service provision must also be viewed in a wider
context of long-term net underperformance, resulting from a disproportionate failure to expand the
frontline highly skilled segment of the public sector workforce at the expense of a burgeoning mana-
gerial class. This is evident in only a modest growth in the nurse-to-population ratio in South Africa
between 1998 and 2018, including a stable rise between 2009 and 2017.'*> Moreover, any net
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benefit for the nursing workforce in the public sector would have been diminished by the doubling
of nurses working in private healthcare between 1994 and 2014. Gains from this incremental rise in
the nursing workforce are also offset by South Africa’s considerable disease burden. Despite impres-
sive rates of antiretroviral rollouts, South Africa’s improvement in the nurse-to-population ratio is

marginal at best compared with other MICs, taking life expectancy at birth into account.

Figure 8 summarizes trends in performance across two sets of key local government functions: local
road maintenance and water and sanitation services. The data on road maintenance, from the per-
spective of citizens, remain generally negative and highly variable across provinces. Nearly 57 percent
of respondents to a 2004 Afrobarometer survey perceived the quality of local road maintenance by
municipalities to be “very bad/fairly bad.”'*® Eleven years later, the prevailing view remained negative
but moderated somewhat to 53 percent. At the provincial level, in two provinces local governments
were viewed as having significantly improved road maintenance between 2008 and 2015, and in two
provinces local road maintenance declined; there was no trend evident in the majority (five) of
provinces. According to the South African National Roads Agency, a state entity created to manage
the country’s national road network, it has assumed responsibility for some provincial and municipal
roads, including in the Eastern Cape, Mpumalanga, Limpopo, and North West provinces.'” The
latter are among the provinces that showed either a decline or no trend in improved public percep-

tions of local road maintenance, underscoring the level of deterioration in municipal management.

The water and sanitation services data in figure 9 show a consistent expansion in the number of
billed household units being provided with these services. Despite steady gains in expanding access
or connectivity, other perspectives reveal a less sanguine picture of municipal performance. The
nationally representative Afrobarometer survey found an increase in the percentage of respondents
saying that the government was handling the delivery of water and sanitation “very/fairly badly,”
from 37 percent in 2002/2003 to 53 percent by 2018.'%
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FIGURE 8

Performance of Municipal Maintenance of Local Roads, Provincial Subsample, 2002-2018
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FIGURE ©

Number of Households Receiving Water and Sanitation Services From Municipalities
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SOURCE: Water, sewerage, and sanitation data from Statistics South Africa, nonfinancial census of municipalities (2002, 2005, 2010, 2015,

and 2018).

NOTE: Number of households is determined by the billing or consumer unit/delivery point, as defined by municipalities.
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One explanation for the discrepancy between aggregate expansion in the municipal delivery of water
and sanitation and the public opinion response is that broader measures of household access encom-
pass settlement patterns (as well as multiple unit connections, a byproduct of South Africa’s
long-standing crisis of urban housing). They show virtually no long-term change in urban access,
which hovers just below 90 percent, and only a marginal rise for rural access, which remains well
below urban areas.'® Moreover, the rural subsample of respondents from the Afrobarometer survey
was consistently more critical of water and sanitation delivery. Finally, despite increasing (audited)
expenditure on repairs and maintenance of water and sanitation infrastructure between 2008/2009
and 2016/2017—an important indicator for gauging the qualitative impact of improved access—
employee-related costs as a proportion of overall municipal spending on infrastructure repairs and
maintenance were highly uneven between 2007/2008 and 2018/2019 and consistently were out-
paced by contracted services.® These facts intersect with two problematic dynamics discussed earlier:
the significant growth in the managerial segment of the local government workforce at the expense of
nonmanagerial staff (which includes technical officials involved in infrastructure maintenance) and
the heightened political contestation over an increasingly large contracted-out budget for public

service delivery in a context of increasing financial mismanagement.

72



Appendix B: Fostering Inclusive Development

Four elements are central to a strategy capable of credibly fostering inclusive development, focused
especially on proactive support for upward mobility: (1) improved public sector governance, (2) a
strengthened supply side of upward mobility, (3) a strengthened demand side of upward mobility,
and (4) growth-compatible redress.

Improved public sector governance. This is a foundational concern; without improved governance,
the public sector would not be able to deliver on any proposed development strategy, nor would the
public be willing to comply with the higher tax burden required to support these improvements.
One useful innovation would be to move beyond the hierarchical (“government should deliver”)
perspective on the public sector common to most South Africans and instead focus on “active citi-
zenship” in governance processes. This revised approach could be key to renewing citizens’ percep-
tions of the legitimacy of state institutions. As South Africa’s 2012 National Development Plan puts
it, “To build an inclusive nation, the country needs to find ways to promote a positive cycle, where
an effective state, inspirational leadership across all levels of society, and active citizens reinforce and

strengthen each other.”'"!

A strengthened supply side for upward mobility. This consideration is principally about filling key
gaps in South Africa’s currently uneven ladders of opportunity. Improved education and financial

support can help to create an environment where upward mobility is possible.

The quality of basic education is an obvious area of continuing focus for South Africa. Schooling
resources are more or less in line with what is available in other MICs, and any criticism of South
African students’ performance must keep the historical legacies of apartheid in mind. Even so,
governance remains a critical challenge. Careful theoretical and empirical analysis of data from
countries around the world has indicated that expanding investment in high-quality early childhood
development (ECD) may have the highest return of all development investments. However, a much
lower proportion of South African children under the age of six are in ECD programs compared
with other MICs.

Postsecondary-school adolescents and young adults also need expanded investment in higher educa-
tion and vocational training. The proportion of South Africans between ages fifteen and twenty-four
who are in tertiary or vocational education is below that of comparator countries. In 2017, in re-
sponse to the “Fees Must Fall” student movement, South Africa made some steps to address these
shortfalls, but there is much more to be done in terms of financial and quality improvements. Inno-

vation is needed.
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A few countries have considered direct financial supports such as “capital endowments” and “baby
bonds” (payable at, say, age eighteen) as ways to simultaneously address historical legacies of massive-
ly unequal wealth and ease the constraints on upward mobility that can come from being one pay-
check away from disaster. As Anthony Atkinson put it in his 2014 book Inequality: What Can Be
Done?, “There should be a capital endowment paid to all at adulthood. . . . A case can be made for
imposing a degree of ‘prudence’ on its use. . . . Possible permitted uses could include education or

training . . . down payments on houses or flats, or the establishment of a small business.”'*?

A strengthened demand side for upward mobility. This is an arena with which South African
policymakers and academics have long been preoccupied.'® The demand side of upward mobility is
overwhelmingly about job creation—Dby private as well as public actors, in the informal and formal
sectors. Survivalist informal sector jobs, and temporary employment of the kind provided by South
Africa’s Expanded Public Works Programme, barely qualify as opportunities for upward mobility. A
major push for infrastructure could be a potent and productivity-enhancing way of creating jobs and
is likely to require major additional public resources.

South Africa also has been experimenting with a variety of modalities for subsidizing wages, as a way
of helping to turn borderline-subsistence employment into a viable pathway to upward mobility.
This should be expanded. Furthermore, in the context of a shifting global economy, especially
including a changing role for China in global supply chains, South Africa may have an opportunity
to insert itself in the global economy in a new way. Efforts should be made to accelerate implementa-
tion of export zones, including by streamlining regulation within the zones, in coastal regions where

there is good port infrastructure and high unemployment.

Growth-compatible redress and revenue-raising. Additional resources will be needed to follow
through on the bold initiatives to accelerate upward mobility. Especially in the South African con-
text, increased taxation is about more than meeting fiscal needs. In the face of South Africa’s legacy of
extreme historical injustice, with the honeymoon of the country’s “rainbow miracle” long over and
with growth having slowed, the continued concentration of income and wealth at the top of the
distribution fuels a sense of unfairness, of salt on a still-festering wound. For similar historical rea-
sons, redress is likely to have to include continuing attention to the difficult challenges of land
redistribution, an area where the Ramaphosa government has been moving forward deliberately, and

with due sensitivity to the hazards.

Strikingly, notwithstanding almost three decades of effort to reverse South Africa’s legacy of extreme
historical injustice, relative to other middle- and high-income countries, as of 2018 the country’s
taxation levels were in a middle range. At 38 percent, revenue collection as a percentage of GDP was
above the United States (31 percent), similar to Australia (37 percent), and below Brazil (41 per-
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cent), Germany (46 percent), and Sweden (51 percent). South Africa’s marginal tax rates currently
are not disproportionately high, and taxes on wealth are relatively low. In its 2018 budget, South
Africa increased its maximum inheritance tax on wealth from 20 percent to 25 percent. By contrast,
from the mid-1930s until the early 2000s, the top inheritance tax rate in the United States consis-
tently was over 50 percent. South Africa’s property taxes currently are below those in the United
States. Evidently, South Africa has ample room for revenue-raising—all the more so given the coun-

try’s history of wealth accumulation and exploitation.

Although the hazards of increased taxation on assets are obvious, there could also be a win-win
dimension politically. In the first two decades of democracy, pro-poor fiscal reallocation and BEE
efforts were the principal ways of addressing South Africa’s historical legacy of injustice. The combi-
nation of heightened attention to upward mobility along lines laid out above, plus increased taxation
to fund opportunities, add up to a major new, sufficient, and growth-compatible set of initiatives to
achieve redress for the country’s historical legacy—including perhaps as a preferred substitute for

BEE and its unintentionally corrosive consequences.
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