REFLECTIONS ON SOUTH AFRICAN DEMOCRACY:
EVALUATING THE FIRST DECADE:
THE SOCIO-ECONOMIC ENVIRONMENT'

Sampie Terreblanche

DISTRIBUTIONAL SHIFTS OVER THE PAST 30 YEARS AND THE
EMERGENCE OF A CLASS SOCIETY

The performance of the South African economy - viewed from a per capita point of view -
has improved in a meaningful way since 1994. The average annual economic growth rate
was 2,7% and the real per capita income increased by 0,6% annually. This is a much better
performance than what was attained during the previous 20 years. From 1974 until 1994 the
annual growth rate was only 1,7%, while the real per capita-income declined by 0,7%
annually. The period from 1974 to 1994 was a period of stagflation and of creeping poverty.
These 20 years coincided with the struggle against apartheid.

In both these periods - that encompass the past 30 years - the burdens of creeping poverty
and the beneftts of increased per capita growth, were respectively not distributed equally or
proportionally between the different racial class and income groups in South Africa. During
the struggle period the household income of almost all population groups declined with the
exception of the top 25% of blacks. Their income increased by almost 40% to a large degree
as a result of concessions made to them by the apartheid regime in a desperate attempt to
pacify them. Unfortunately, the income of the poorest 50% of blacks decline by almost 30%
while the income of the poorest 40% of whites, also declined - albeit from a much higher
level - by almost 40%.

The distributional shifis that took place during the struggle peried were to a large extent
perpetuated during the past 10 years. The income of the top one-third of the total population
(both blacks and whites) increased by +20%, while the household income of the poorest
45% of blacks declined by a further +10% since 1994.

1t is illuminating to compare the distribution of income in, say, 1973, with the distribution of
income in 2003. In 1973 the South Aftican society was very much a racially divided
society. The whites were 18% of the total population and received 71% of total income. The
Asians and coloureds were 12% of the population and received 10% of income. The
Africans were 70% of the population and received only 19% of total income.

! Paper read at the Black Management Forum Annual Conference in Cape Town, 9 October 2003,

THE RACIALLY DIVIDED SOCIETY OF 1970
AND ITS UNEQUAL DISTRIBUTION
OF INCOME
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This very "skewed” racial stratification of income was the direct result of the systemic
exploitation that took place during the long period of extended colonialism (1652-1994). This
"skewed" racial stratification changed very little during the first 75 years of the 20™ century.
During these 75 years the whites were always less than 20% of the total population and
received permanently more than 70% of total income. The Africans, on the other hand, were
during these 75 years almost 70% of the total population, but received permanently less than
20% of total income. The Coloureds and the Asians were during these 75 years +12% of the
population and received £10% of total income.

The rather dramatic distributional shifis that took place over the past 30 years - i.. during
both the struggle (1974-1994) and the democratic (since 1994) periods - have transformed the
South Affican society from a society stratified along racial lines into a society stratified along
class lines. The most important of these distributional shifts were:

i)  the decline of the whites" share in total income from 71% in 1970 to less than 50%
today;

ii) the increase in the income of the top 25% of blacks by almost 40% from 1975 to 1994
and by a further £30% since 1994;

jii) and the decline in the income of the poorest 45% of blacks (18 million people) by
almost 50% from 1974 until 1994 and by a further +10% since 1994. .

Several factors were responsible for the dramatic decline in the income of the poorest 45% of
blacks. The factor that made the greatest contribution to the ongoing pauperisation of the
poorest £18 million, is the sharp increase in unemployment since 1970. It increased from
+20% in 1970 to +42% today. Unfortunately, the unemployment problem is mainly an
African phenomenon. African unemployment has increased from 24% in 1970 to more than
40% in 1994 and to more than 50% today. In 1970 34% of all Africans (children and elderly
people included) was permanently employed in the formal sector. Today only 13% is thus
employed.
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one would not have been possible without the other. The two black classes are to a significant
degree two sides of the same structural coin,

Several factors contributed to the rather quick embourgeoisement of the black middle class. In
many cases blacks have attained their elite and/or middie class status through merit, hard work
and dedication. This must be acknowledge and appreciated. But what we also have to
acknowledge is that the policy measures of the apartheid regime - during the crisis phase of
apartheid - and the policy measures implemented by the new government, very much facilitated
and stimulated the emergence of the black middle class over the past 30 years.

When Black Economic Empowerment (BEE), Affirmative Action, Employment Equity,
Preferential Procurement Frameworks are debated, the ANC government regularly motivated
those measures by two arguments: firstly that the exploitation experienced by all 40 million
blacks during apartheid should be rectified, and, secondly, that the sharp inequalities in the
distribution on income should be removed. I am in full agreement with both these arguments.

If we Jook at the manner in which "empowerment" - broadly defined - was implemented over
the past 10 years, it becomes apparent that it is mainly the black middle class - and to a lesser
extent the black working lower class - that are the beneficiaries of these measures, while almost
none of the advantages reaches the wunderclass. At the same time the unequal distribution of
income has became much starker over the past 10 years - especially that between the 35 million
Afficans.

The glaring discrepancy between the motivation of "empowerment” by the government and the
actual implementation of the govemments' "empowerment” programme need our serious
attention.

We should remember that huge costs are involved in all "empowerment™ measures. A large
part of these cost are hidden, for example, the lack of efficiency and waste, the lower economic
growth rate, nepotisin, careerism, corruption, white emigration etc. It is, therefore, important to
realise that resources available for empowerment purposes are scarce and that it should be used
with prudency and wisdom and that it ought to be spend effectively - i.e. in accordance with
well-prioritised and well-balanced programmes and strategies.

T'am not complaining about the size of resources that were transferred - directly and indirectly -
from whites to blacks for "empowerment” purposes over the past 10 years. The size of those
resource could - and perhaps should - have been greater. But I think we have every reason to
complain about the manner - and especially about the priorities - in which the transfer of
resources took place.

The prioritisation of all the different "empowerment” programmes lacked proportionality and
humanity. Too much resources were transferred to people at the top echelon of the black socio-
economic pyramid and too many lucrative opportunities were created for the same group, while
too little resources were transferred to the underclass and almost no new opportunities were
created for them.

6

The attempt of the government to broaden the effect of BEE by the new Broadly Based Black
Economic Empowerment (BBEE) Act is to be welcomed. But if we look at the scorecard by
which companies' black economic empowerment status and their empowerment contribution
will be measured, we still have reason to fear that BBEE will remain "twisted" strongly towards
the top echelon of the socio-economic pyramid. There is no justification for this to continue for
ancther 10 years.

it) The working lower class

This class receives =10% of the total income. Members of this class are poor, but not
desperately poor. This class lives in the twilight of the evening. The socio-economic position
of some in this class has improved over the past 10 years, while the position of others have
deteriorated. It is difficult to determine where to draw the line.

The heads of houscholds in this class have access to job-opportunities in either the formal or
the informal sector. Many have, unfortunately, lost their formal employment and became
"casualised" workers in conditions that are often appalling. The "social income" of this class
has increased due to the water, electricity, telephones, health services, housing and social
security that were supplied additionaily by the govermment over the past 10 years. It was
mainly this class that was the beneficiaries of these services. What has been accomplished by
the government in this regard, is laudable. Unfortunately, many of the new "connections" are
being "disconnected" because the recipients did not have the cash flow to maintain them.

i)

The socio-economic position of the underclass is not only problematic, but has become
critical. The real household income of this class is almost 60% lower than what it was in
1974. It receives 5% of the total income. According to the recent Human Rights
Commission Report, 17 million people live below the poverty line. This class has attained
very little advantage from the new water and electricity "connections®. This class is
uneducated, unskilled and almost completely marginalised from the mainstream of economic
activity. According to the newest census, 34% of all people older than 20 years is illiterate.
(SSA, Census, 2001). The breadwinners of this class have limited access to job-opportunities.
Their structural unemployment is deeply institutionalised. Many of them are unemployable.
It is estimated that +8 million (or 30%) of the potential electorate of 27 million, are not yet
registered for next years election and that many of them are not even in the possession of ID's.
A large percentage of the adults and children in the underclass that qualified for social
security grants do not receive these grants. Civil society organisations in the ranks of the
underclass are either poorly organised or non-existent. The people in the'knderclass are vote-
less, voiceless, pathetically powerless and even faceless.

The organisational powerlessness of the wunderclass must be appreciated against the
background of the highly organised character of the rest of South African society. While the
rest of South Africans have access to highly organised pressure groups to bargain for
privileges, patronage and services, the underclass is living in an organisational vacuum, We



-apqeydasoeum s1sfyy 1ySu sspuim Sunsepeas L|Sunnoes
£ JO SSOUP[OD PUB SSID{IEp U} Ul SUIAI] SI SSPJapun YL "WSISAS o1woucos-oxed
Mo Jo SY2USq BY) CIUI SSTfAspun AY) IpndUl 0F - sYIys Aorod pue wordojoap! ‘emod
[BUOTIPPB PUE - UCHEBULIOJSURE) [EUOLIPPE U pAdU A[JUsSI opy -ajapdwooul 51 uoneuLIOjSURL
mo “ApEunuojun  -uoppuuoysuen jeonljod ogmjmwar ' poysndwosoe oaRy oM

“BOLY INOS UI SISSE|D SUION02-01208 70 JO J[BYaq U0 Amuonoun/ srexsdo flim
JeU} PISIBUCIIMNSUL o] [[14 WaISAS B TRLR ABM B JONS Ul WNSAS OTWoucas-0onrod mau mo Jo
sued anwoucos pu [eonijed S Woq wuoffupy 0] 9q [IM SPEISP 1X3U a1 Jo SaFUS[TeYo AL,

* SSE[o13pUN,, }oB|q paysuaacdiny s aAlss o} ,paresd, fou pue
(ssejo-a{ppiur 2)1ym S Pire JOBIq S UIOG) SSE[D S[PPIU YL 31 AL 0} ,paress, AfFuons
00 S| M 9SNBOA [PUONOUNJSAP SI WNSAS MU ], -UISISAS moU Ino Jo Aupuoysunisip
pesieuonmusul  A[dasp A 0) onp papojfau pue popnjoxa AppotwalsAs SI SSe
STYL "M SAISS JOULED PUB sspposapun o) Smalas jou sI wasds snuouose-comiod mau mg

* AWIOU02S pHOM paIL,,
Q11 JO MOABJ Ul J39]J3 UMOP IP{OLL B JABY AJ[eonjeuiome [[im ,AWOUcdd pliom 1815, Fuons
% 78] 1oadxo j0uued om Je1p) A[JuUs0al a3pIMOIDIR SeY DYRqIN "SI UIAT "SSppasapun J4) o)
199]J3 UMOP-OPoLY i ,PRISAISP,, ST ‘A[jenuie potne)e sem fey) Mol SIHoussd 5477 3y
mou [} dnng Mo SuIouss WO uns Suot syt 4340 11JIUSG [[1m 11 e ostmold 2y sem
661 W SSopapun A 0) ,USALS, sem 1B [V -A[3e[dwon jsowe ssppogspun s papnjoxe
1 nq “Ajeiped sseps samo] Sunpom aup Jo wed B sapnjoul ) “WIBISAS mau i Jo seniunpoddo
pue syjausq S oym suna) aamen] o (opdosd uoymu [| mou) SSEIO S[PPIW NOR[Q )
sapnjout £[{nJ - paseq St U YIIYM U0 UOHEIURLI0 Ted130j0apl pue jamod Jo 1edwod sy pur -
LIBIUOD [B190S, SIY] ‘uodn paaufe sem ,10RNU0D [R1208, MU ¢ suoneiodios [eqold pue uoo
19pes] AyM € DNV UB UaoMI] 50661 Aea o I 2oejd Yoo Jey suonenodeu ayy Juung

"o Jo pouad yoys B 1940 1o £]1582 ,pojea1d,, 5q JOUUED SUOLHPUOD 353U} pUe
B Y [nog pratprede-1sod w aoeyd ur jou are ‘conendod ppyor oy 94195 URD AWOU0DS 133EW
30Q © au0jaq Soppd Ul oq s jey; - uneu [eUCHMNSUL puR [Ralpnf etcos ‘Uewiny Sy Jo
- SUOHIPUOD |RIUSSSS ING wmuipau oY ] “proyuede pue wsieInooo jo deay yse sy) uo wa)sAs
JWouoss pasljeqo[d pue ¥R 93)) pur [eIaqi-02u & asoduniadns o3 An o Suoim sem 1

‘JusmAojdwaun paseaioul SpIemo) pusx) ) H [ilm pue - {[Fuons
aunb AJIAB[OUD SPIEMO} pUAn SI) PAEMUNS SmE] Imoge| Mol o) pue Lofjod uonesi[BqolS
pue [eqI-cou Y] smod ] Jsed S I9AD CNEISIUI SNOLIDS B SeM SIf] CSUBOLGY
yInos 7o 30O 150U 1} 34195 03 ajendoadde s yeup WOISAS 2 131 J1 5B pUB AWIOUCDD JoMJew
-0axj ® 51 31 Y3nom se LWOU0sd URILYY qINoS Ay pedat 0) pue Lorjod JMWIONOIS PABNLLIO
[EqoiS pur [eIaqi]-0ou € 1dacoe 0} DNV U1 PIOUIAUCD 103035 91830d100 A1) - 101008 ajeiodios
31 pue 2100 Japes] DNV e usamiaq 308[d 300y Jey) - Lorjod pue wspsds o1wouods amgny
a1 uo suonenoSau feuuLojuy ) Suungg "2010§ Inoge] }oujq Sy Jo ped 8| v wWog s
YOO 1BYl 2anpouR iSyoidos priom ssatf uado we oy wustpidd [PUCI0) pup (PEOPL JO TIRISAS
v woly pautiofiuny sem AWOU0ID UESLIY YINOg oy} JO JAIBIEYD AP £O0T OF pLGI wory

-kuanod Sumoid 10§ spqisuodsas st Juawfodiuaun Sumosd pue ‘quowiojdmsun Smmord
103 ajqisuodsar st uonpaduico [Bqojd Jo dHomourely ol UM Ajsuojul endeo paseason]
-3010] Moqe] wruszed o Jo odeorad JaqEws pur Joj[ews v Suikoydwa sI pue spoyaw
vononpoid i w Aysuoym [eNdeo posealdul SPIEMO) SALID SI [iM ABp SIYL 01 SINURUCD
10103 opelodion ay] fended [ anoqe| wesyy aoeida o) popes pue sdajs salsusjep
Yooy Jops eiodioo 2 ‘SpL6T 243 W ANI90P 51 pue s5aLdEalD S]1 15O INOqR] URDIGY USA,

-a{danms sy Jo smnolA
[eas a1p S8 popredal 5q ued> Asy], "ssejd sIY) uo SIS BuneIsBASP PRY 4Ry (P661-FLE1)
Anonod Suidaaio Jo pue o[33nns Jo s1eak gz Ay ‘poaldop yomw A1oa pue sood Apedsje azom
sspposspun 2y ul ydood - YUz s; poyoeal ploede UM - OL61 U TXRIUGD [EILOISY
sadoad sy mpm nonisod SIUIOUE9-0K00S [BWSIP JISY) JOPISUGD 0] wrepodwl st 1 yuIg) |

JSSEpPIapun

37} Jo uonisod JNDI033-01308 oY) U] UONEI0NoPp Suloau0 oY) UIB[IXa oM UEY MO

"WHLSAS JTWONODI-0DILITOd MAN HNO 40
ALITVONILONAASAd dTHL CGNV NOILVINJOJSNVIL ALTTINOONI NV

"SINISIGAPE 2541 JO §109)]0 aandrusip syt 1surede saajaswidy) 109101d 0) Anessaaou
SIUNOS3I O} 9ABY JOU Op Aoy} 9s5MEddq ISESSIP SNOIBLIUCD JO PUB 3DUS[OIA PUB DUILD
JO S[2A9] YS1Y oY} JO STNDIA |BAT JU} AXE SSDIILIpLN ) JO SISQUISW 3Y ], “}oBN S} Ul {[eqMOUS
Apoaod o dops 03 ySnous ApzBau jOU JNQ “SIDIAIS [RIIOS UO 10W spuads jJuAUNLZACE
ayy -odo]s B WOI WMUDLIOW UMo S) 18 [;01 18t [Jeqaous & 1] st Apaaod sssefaiapun ayj,
-ssppa.apun oy Jo wisjqoid Auoaod a1 Jo I15)0RIEYD JIWBUAD SNOUSFOPUD 31 pUR apRpIUSew
oyy ‘samxoduwios Syl PUEISIOPUR 10U S0P JUBWNAA0F AU Jey uorssaxdu o 2aey |

~10193s atjqnd a1 o s]24A2] JUAIILIP AQ
pue JuawIA0g aiy) £q patoajFau yomw KA s1 55812 Sty 38y} as1IdIns 3q 10U ‘I ‘PNOYS

L



THE FAULT LINE IN THE
SOUTH AFRICA ECONOMY

Sampie Terreblanche
An outstanding characteristic of the SA economy is
the fault line that divides the “first” and the
“second” economy in two separate worlds.

The fault line was originally drawn between the
privileged whites and the exploited blacks and was
introduced and maintained by colonialism
segregation and apartheid.

When gold was discovered in 1886 it was only
possible to exploit it profitably if cheap and docile
black labour was available.

The Africans were at that time still economically
independent as sharecroppers in maize production
on white farms and also as traditional farmers in
their own areas.

The South African Native Affairs Commission
(SANAC) (1903-1905) proposed that African
should be deprived of their economic independence
and turned into an impoverished proletariat with
no choice but to seek contract labour in the white
economy,

The Land Act (1913) prohibited sharecropping on
white farms and restricted the native reserves to
only 8% of South Africa’s territory

5.

THE POLITICO-ECONOMIC
SYSTEM OF SA FROM +1880

UNTIL +1980™

The joint politico-economic system of SA was:

® a political system of white political dominance

@ and an economic system of racial and colonial

capitalism.

A close symbiotic relationship existed between the
whites that control SA pelitically and the whites that

control!l it economically.

The successive white governments enacted several
black labour repressive laws - on request of the
the employers
docile and

white employers classes - to satisfy

almost insatiable demand for cheap,
unskilled black (and especially African) labour.

The politico-economic system that was in place was
an highly dysfunctional system because it did not -
not even nearly - served the interest of all the

different population groups.

This  politico-economic  system

because it exploit many blacks
population) systemically.

was
dysfunctional, because it discriminated against the
blacks (both politically and economically) and

8

0%

highly
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THE FAULT LINE OF 1973

In 1973 the fault line in the South African
economy was already deeply institutionalised.

The African Homelands were underdeveloped
reservoirs in which cheap labour was
recruited and the Africa townships were
sleeping in ghost towns.

The population was divided between a middle
class  (bourgeoisie) of 20% and an
impoverished lower class of 80%.

The middle class was composed of almost all
the whites and a small black (mainly Coloured
and Indian elite.

The lower class was almost exclusively black
and rather poor.

In 1973 SA was very much a racially divided
society with a very umequal distribution of
income.

FROM 1974 TO 1994 THE FAULT

LINE SHIFTED AND DEEPENED

The 20 years from 1974 to 1994 was a period
of stagflation and creeping poverty amidst.the
struggle, sanctions and disinvestment.

The annual growth rate was only 1,7% and
the per. capita income decline by 0,7%
annually.

The per capita income of the top 25% of
blacks increased by more than 40% because
they were pampered by whites in a desperate
attempt to convinced them about the alleged
merits of apartheid.

But the income -of the poorest 60% of the
blacks declined by almost 50% as a result of
increased unemployment.

In 1995 34% of the total African population
(of 15 million) was permanently employed in
the formal sector, in 1994 18% was thus
employed and in 2003 only 14% of the total
African population (of 35 million) was
permanently employed
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WHERE SHOULD WE DRAW THE
POVERTY LINE ?

The percentage of the population living in income
poverty (or absolute poverty) declined from 51,1%
in 1995 to 48,5% in 2002, but the number of the
poor increased from 20,2 million to 21,9 million.

According to the SAHDR (2003) the depth of the
poverty - or the so-called poverty gap - has also
increased, i.e. the poor becomes poorer.

The South African Human Development Index
(HDI) improved from 0,715 in 1990 to 0,730 in 1995,
but deteriorated quite considerably to 0,680 in 2002.

The unequal distribution of income as measured by
the GINI- coefficient increased from 0,596 in 1995 to
0,635 in 2001 - indicating larger inequality. This
coefficient continues to place SA in the ranks of the
most unequal societies in the world.,

Although service delivery has improved over the
past 10 years, 38% of households were still deprived
of “good” access to four to six of the following seven
basic services in 2001: Health, energy, sanitation,
education, communication, housing and drinking
water.

WHY HAS THE POOR BECAME
POORER OVER THE
LAST 10 YEARS?

The ANC spend more on social services and poverty
alleviation than the NP government, but by far not
enough.

Social spending as a % of non-interest government
spending increased from 51% in 1992 to 58% in
2004.

In 1994 poverty was already like a snow ball rolling
in its own momentum against a slope - it continues
to role over the past 10 years and it becomes bigger.

The poor is exposed to several poverty traps:
® Increased unemployment

® A lack of bargaining power - civil society is
almost non-existent in poverty circles. (This is
quite a problem because the ANC government’s
policies is moulded by pressure).

® A large part of the poor are the captives of a
sub-culture of poverty and has already
developed a poverty mentality that perpetuates
and aggravates poverty.

® A mutually reinforcing dynamics exists between
violence, criminality, and ill health on the one
hand, and the pauperization process on the
other.
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WHAT HAPPENED WITH THE FAULT
LINE OVER THE PAST 10 YEARS?

The fault line continues to shift and it continues to
become deeper.

The trends from 1974 to 1994 - i.e. growing capital
intensity, growing umemployment, the upward
mobility of the top 25% of blacks and the
downward mobility of the poorest 60% of blacks -
continues unabated.

market economy, globalization,
neoliberalism and the ANC’s policies were all
conducive for shifting the fault line and for
deepening it.

Consequently, the black middle-class-in-making,
became part of the new non-racial middle class of
15 million people - this class represents 1/3 of the
population and receives +85% of total income.

We can divide the lower 30 million of the
population in two classes:

® a working lower class of 15 million receiving
+10% of income — they are poor but not
desperately poor.

® and a non-working underclass  (or
lumpenproletariat) receiving +5% of income —
they are desperately poor.

1.

3.

WHY IS THE ANC
NOT SPENDING MORE
ON POVERTY ALLEVIATION?

In the early 1990s a new compact of power was
forged between the corporate sector (and its global
partners) and a leader core of the ANC - agreement
was reach on several Elite Compromises.

For the ANC, the agreement implies three things:

® Firstly, it committed itself not to restructure
the modern sector (or the enclave),

® Secondly, it accepted the idea of redistribution
through growth, Le. the “trickle down” scenario.

® Thirdly, it accepted the ideology and systemic
approach of global corporatism towards matters
economic - i.e. neoliberalism, the idea that SA
is (and ought to be) a free market system,
globalization and export promotion.

The corporate sector agreed (somewhat reluctantly)
to the policies of affirmative action (AA) and black
economic empowerment (BEE). (Cooption has been
a part of British colonialism).

Both AA and BEE were very instrumental in
promoting the interests and the enrichment of the
rising black middle class.
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If the ANC maintains its present policy zpproach
and if a growth rate of 2,7% per annum is ziso
maintained, then the fault lire may shift further,
but it will certainiy also become decper.

The size of thke middle ciass may imcrease
marginally.

.. But, given that £3 miilien workers wili enter the
labour market and given the declining absorptive
capacity of the enciave, it is highiy likely that the
poor wiil get ever poorer, that the HD] will decline
further and that the GINI coefficiens wili increased
further.

The ANC has promise¢ the eiectorate that bo
poverty and unemployment will be cut by half

L Q0N

To cut unemployment from 42% tc 21% will
necessitate the creation ¢f 5,6 million new jobs.
That is simply not attainabie.

As Iong as the present politico-economic system -
and the power relations and ideclogical orientation
on which it is based - remzins in piace, the system
will remain dysfunctional, the f{auit line will
become deeper and tize rich will become riciier and
the poor poorer,

It is mecessary that the Elite
Compromises on which agreement was
reached im the earty 1990s, be
renegotiated.

The compact of power that was
instituticnalised in the early 1990s is at
all mot sympathetically orientated
towards the plight f the poor.

It will, of course, not be easy fto
convince the privilege middie class -
and @mw.mnmm:% the new black elite — te
enter into a renegotiations of the Klite
Compromises and to accepi a different
ideological approach.

Consequently, the highly needed
restructuring of our political sanrd
economic systems will not take place for
a long period of time.
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