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Recommmendations of the Panel chaired by Ricardo Hausmann represent an
outrageous disgrace. The Panel was appointed and made its first visit to
South Africa in January 2006 with three further visits after six month
intervals. It comprises 29 members (20 for the international panel, three other
international co-authors and six South African authors). The Recommend-
ations were released by National Treasury on 8th May, almost two and a half
years after the Panel’s appointment. Over the intervening period, twenty
background papers were drafted, less than one per member over more than
two years (four members of the international panel do not figure as authors
at all). The draft for Final Recommendations itself only covers sixteen pages
of text, the 21 recommendations a mere four pages. In June, the Panel took
their Recommendations on a “road show” in South Africa, providing
briefings that generally did nothing more than offer summaries of their
background papers. In short, irrespective of substantive content, the Final
Recommendations are necessarily totally lacking in depth and breadth, and
certainly by comparison with other reports and assessments of South
Africa’s economy from before and after the end of apartheid. To put it
crudely, there must be extreme doubts, worthy of investigation by interested
parties, over whether those funding or supporting the Panel have received
their money’s worth. In addition, as will be seen, apart from being
extraordinarily narrow in scope and depth in terms of what has been done,
the same applies to the application of the Panel’s analytical framework, even
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on its own terms, as is evidenced by comparison with The Growth Report,
released at the end of May, 2008. This is covered in an Appendix to this
Response.

This does, however, all have to be set in political context. It is generally
acknowledged (and now privately admitted in private by Panel members)
that the exercise was one of legitimising an increasingly unpopular government
for its failure to deliver sufficiently on economic and social welfare for the
majority of the population. The appointment of the Panel symbolised a mild
shift in orientation from what was generally conceived to be neo-liberal
postures on the part of government. In the event, the exercise has proven
to be futile in light of political developments (symbolised by the replacement
of Mbeki by Zuma as President of the ANC), and it must be suspected that
the steam ran out of the Panel’s work both from the supply and the demand
sides. The whole thing has ended in a whimper. This might explain the
carelessness with which the Final Recommendations have been released.
The National Treasury’s press statement lists only nineteen background
papers, the Final Recommendation offers twenty, and two of these have not
as yet been placed on the Harvard web page (although others listed as
forthcoming are available). The press statement divides the papers into six
categories but the numbering jumps from five to seven without a six. This
is probably because Public Administration and BEE have been rounded
together in five, with BEE presumably being separate as six previously. Each
of these six categories, with BEE restored to independence, has its
counterparts in the headings for the Final Recommendations. Crime, though,
as listed in the Press Statement does not appear in the Final Recommendations.

Significantly, the one missing paper in the press statement concerns HIV/
AIDS (and its impact on school attendance). The Final Recommendations
make no reference at all to HIV/AIDS. This is indicative of a much broader
neglect of major issues of compelling concern to the South African economy.
On the one hand, there is at most passing reference in the Final
Recommendations (report not just list of 21 policies) to the role of the public
sector in health, education and welfare and economic and social infrastructure
more generally such as transport, housing, energy, and water and sewage.
There is no mention of agriculture, of urbanisation, regional development;
and the words “poverty”, “gender”, and “race”, for example, do not appear
once throughout the draft for the Final Recommendations. On the other
hand, of the 21 recommendations, even those inclined to be favourable
towards them would accept that at most a handful would have anything other
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than a marginal impact upon the performance of the South African economy
or  contribute to poverty alleviation for the majority of its citizens. How many
of us, for example, would put expediting high-skilled immigration as one of
our top twenty economic policies or adopting ISO-9000-type certification
standards for government entities?

Not surprisingly, then, and equally striking by comparison with other
major reports on the South African economy, is the failure to offer any sort
of quantification of the results of the policies that are recommended. To what
extent will the deficiencies identified by the Panel be addressed in terms of
increased levels of employment, investment, exports and growth? The
answer is one of complete silence. By the same token, there is no consideration
of the relative merits of different policy options – of running a larger fiscal
deficit for greater growth and poverty alleviation for example.

Just probing a little deeper and substantively into the Recommendations
themselves, it is apparent that they are primarily, if not exclusively, informed
by little or no contact with South African realities. Instead, they derive from
three sources: analytical pre-conceptions such as the market must be
corrected where appropriate; purely speculative reasoning (or, to put it more
critically, pure fiction); and careless comparative empirical exercises of
dubious application to South Africa. The one exception is the treatment of
Black Economic Empowerment separately in the last three Recommendations
although, once again, there must be questions over whether the specific
nature of the issue in a South African context has been addressed.

Whilst, as observed, the ultimate deliberations of the Panel may have
been weakened in effort and content by the changed circumstances in which
they were delivered, this is not the only factor involved. Despite token claims
to the contrary, there is very little evidence of consultation with South
African sources whether this be government, trade unions, civil society or
academics. There is a more or less complete failure to acknowledge, let alone
to contest, points of view other than their own. This is a major omission not
only in terms of considering alternative theories and methods but also in
gaining an understanding of the structure and dynamic of the South African
economy even within their own approach. In particular, there are three
crucial features of the South African economy that are overlooked by the
Panel, in part reflecting a failure to disaggregate the economy in anything
other than a token fashion for the purposes of routine empirical exercises and
so get to grips with the realities of the South African economy in a way that
could be gained just from a casual perusal of the business press.
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First, there has been an extraordinary rise of finance over the post-
apartheid period. It has been one of the fastest growing sectors of the South
African economy, and the financial sector is now presumed to account for
one-fifth of GDP. But how is it possible that so much by way of financial
services should be required to move the real economy (and South Africa has
a trade deficit in financial services and so cannot use the UK excuse of
earning foreign exchange by providing services abroad)? The answer is that
it cannot. Rather than finance servicing the real economy, it is the other way
around. One quarter of the real economy is taken to support financial
services which are then added on to the level of real output to make up GDP.
Yet, 40 per cent or so of the population derive no direct benefit form financial
services at all and, despite the extraordinarily bloated role of financial
services in the economy, it fails to deliver necessary levels of investment.
In addition, the SARB is increasing the interest rate from eleven per cent, a
premium over the reduced rate in the US to three per cent, a risk premium of
eight per cent! This is to attract an inflow of short-term capital to cover the
balance of payments deficit and places the macro-economy in a vulnerable
position in relation to the volatility of such inflows (they can be taken out
rapidly at the slightest hint of problems).

This is not unrelated to what might be termed the finance-overhang
inherited from the apartheid era, in which South Africa’s extraordinarily
concentrated ownership across all sectors of the economy has given rise to
a concerted strategy to globalise operations in which corporate unbundling,
financialisation, and flight of assets have been prominent. The role of capital
export by domestic conglomerates is simply overlooked by the Panel, even
though some estimates suggest that it has even increased post-apartheid,
and could be running at levels of almost ten per cent of GDP in its illegal
component alone! This is a crucial factor to be addressed in macroeconomic
policy and in deciphering the macroeconomic policy of the past. However
much the Treasury and the Reserve Bank pose the matter themselves in terms
of exchange rate or inflation targeting, the orderly management of capital
export by its own domestic conglomerates has been paramount in South
Africa, necessitating a high exchange rate (so that exported assets are worth
more in foreign currency), a high interest rate (so that long-term outflows are
funded by short-term inflows), and vulnerability to exchange rate crises
(ditto).

Second, as mentioned previously, the role of public services and state
employment is of paramount importance both in relieving poverty and in job
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creation. This matter receives little or no attention in the separate components
of public provision and service delivery. The Final Recommendations do not
mention privatisation at all although there is a general presumption that the
state should engage the private sector to do whatever it can through a
supportive role. These are all major issues of concern, not least in wake of
the electricity crisis in South Africa (and arguably one of more widespread
service delivery). Together with the macroeconomic concerns expressed
previously, these are not matters of short-term perturbation but deeply
rooted in the political economy of South Africa. Significantly, the National
Treasury’s press statement sees the need to excuse the Panel’s apparent
oversights by noting that, “the papers and final recommendations were
written shortly before the current global slowdown, higher global and
domestic inflation, and electricity shortages”.

But it is much more than short-termism and “events” that are absent from
the Recommendations and the rationale that underpins them. For, third, there
is little acknowledgement in the Panel’s deliberations of the extent to which
the South African economy has been, and continues to be, driven by a
powerful conglomerate structure, based within core mineral and energy
production and processing, but extending across the entire economy and
especially into finance. To a large extent, corresponding business interests
have dictated, and continue to dictate, policy as is evident from the
continuing commitment to mega-projects.

As hinted, these omissions around capital export, public-sector delivery
and conglomerate structure were not inevitable had the Panel taken more
care over addressing the specific nature of the South African economy and
the literature that already exists on this. Why did it not do so? One reason
might be that the three members of the International Panel who have had
experience of working in )South Africa do not appear as authors (and there
is little or no evidence of their influence upon the process). But possibly the
most important factor is the underlying method adopted by the Panel. Whilst
chaired by Ricardo Hausmann, its most prominent member is Dani Rodrik.
Much like Joe Stiglitz, he has a reputation for radicalism if only within, or
relative to the stances of, the mainstream for taking a stance against
unadulterated neo-liberalism.

This is, of course, what made the appointment of the Panel attractive to
Government as a legitimising exercise. Yet, it is worth delving into Rodrik’s
method of economic analysis in order to dispel illusions as well as to explain
the origins of the Panel’s deficiencies. Most revealing is Rodrik’s self-



10

Ben Fine

reflection in an introduction to a collection of essays published in 2007 and
appropriately entitled One Economics, Many Recipes.

First, this book is strictly grounded in neoclassical economic analysis.
At the core of neoclassical economics lies the following methodological
predisposition: social phenomena can best be understood by considering
them to be an aggregation of purposeful behaviour by individuals – in
their roles as consumer, producer, investor, politician, and so on –
interacting with each other and acting under the constraints that their
environment imposes. This I find to be not just a powerful discipline
for organizing our thoughts on economic affairs, but the only sensible
way of thinking about them. If I often depart from the consensus that
“mainstream” economists have reached in matters of development
policy, this has less to do with different modes of analysis than with
different readings of the evidence and with different evaluations of the
“political economy” of developing nations. The economics that the
graduate student picks up in the seminar room – abstract as it is and
riddled with a variety of market failures – admits an almost unlimited
range of policy recommendations, depending on the specific assumptions
the analyst is prepared to make. As I will argue in the chapters to come,
the tendency of many economists to offer advice based on simple rules
of thumb regardless of context (privatize this, liberalize that), is a
derogation rather than a proper application of neoclassical economic
principles. (3)

In short, Rodrik offers a method based on the optimising behaviour of
individuals, rejects any other method and, thereby, leaves aside major issues
of power, class, conflict and economic and social transformation other than
through some accidental outcome of “aggregation of purposeful behaviour
by individuals”.

Rodrik’s first principle is complemented by five others. The second is to
sift the empirical evidence, and the motivation underpinning it, is to discover
exactly where there are market and/or institutional failures that might be
corrected in order to allow for more favourable growth and development. The
third is to have some faith in government although it is confined to the role
allowed for by the second. Fourth is to be context specific, although the
meaning of context is confined to the constraints under which self interest
is pursued. Fifth is the need to prioritise. Sixth is to be modest. Now had the
Panel followed through each of these principles, they would have done a
better job and would probably have undermined the first principle in
acknowledging the social forces, structures and processes characteristic of
South Africa. Instead, they have added two more principles, one to engage
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in speculative and idiosyncratic reasoning, and the other to be caught in a
legitimising role.

Policy initiatives
The Panel’s Recommendations are seen as “Policy Initiatives” and are
grouped under headings. Responses to them follow in turn.

Macroeconomic strategy
Underpinning the Panel’s Recommendations is the assessment that the
current and projected goals of the ASGI-SA growth path are unsustainable.
They lead to some combination of a widening current account deficit (more
imports than exports to meet excessive demand), inflation above target as a
result, and insufficient investment to warrant the desired growth rate as
consumption rates are too high and savings too low. They also suggest that
fiscal (if not monetary) policy has been pro-cyclical (expanding the economy
through policy when it is already growing too fast and vice-versa in a
slowdown) whilst the exchange rate had been over-valued (making exports
too expensive and imports too cheap). These are also seen as unsustainable
and, hence, contributing to volatility of the exchange rate as short-term
confidence in the economy becomes fragile.

It is crucial to recognise that the analytical basis for these conclusion, to
be found in the background papers, is totally unsatisfactory. First and
foremost, it depends upon assessing past economic performance at a highly
aggregate level, even going back as far as 1960, as if following a set pattern
but subject to deviations whether due to supposed “shocks” on the supply
or demand sides, vagaries of policy, or other shifts such as transition to
democracy. Significantly, in its road show briefing, the macroeconomics
team of the Panel deploy a limited degree of lateral thinking by explaining
their position by the analogy of the economy as the speed of a car going
down a road. There is the quality of the car itself and its driver as well as the
unforeseeable nature of road and its obstacles and hazards ahead. To a large
extent, this is not a bad analogy for the Panel’s macro approach. It pretty
much sees the road ahead as continuing in much the same direction as in the
past. But, extending the analogy, it does not allow the road to lead to the
airport where the journey might become one of a new form of travel attached
to take-off!

In other words, subject to the deviations of the past and those that might
be anticipated in the future, the prospect for macroeconomic performance are
heavily circumscribed by projections from the past. Significantly, whilst the
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Panel refers to pro- and counter-cyclical policy, it offers no theory or account
of cyclical behaviour itself (why do economies tend to display both growth
and fluctuations) in the South African economy other than as above or below
estimated trend. As they put it in the road show brief, “‘Overly pro-cyclical’”
means ‘over expansionary’” (2), by which is meant over expansionary
relative to trend. But it is precisely the shift in such trends to higher levels
that should be the object of developmental (macro) policy. In other work,
some members of the Panel have precisely emphasised development as
contingent upon how to initiate and sustain growth spurts above historic
trend but this is not present here.

The most obvious source of such higher levels of growth in South Africa,
as paradoxically noted by the Panel itself, is through higher levels of
employment in labour-intensive industries. It is significant that
Recommendations for, and analysis of, the labour market (see below) and
macroeconomics should be so rigidly separated from one another. Generating
higher levels of employment should surely be the first call upon any
macroeconomic strategy for South Africa and, correspondingly, for any
policy framework. And any understanding of macroeconomic performance
in the past, and projection for the future, should pay appropriate attention
to the economic and social transformations that have characterised South
Africa. This cannot be done through otherwise more or less mindless
modelling exercises on traditional macroeconomic aggregates. The Panel
even offers a background paper teasing out what really underlines the
targets of monetary and exchange rate policy whether the monetary authorities
are aware of it or not whilst, as previously suggested, totally overlooking the
role of capital flight. This oversight simply invalidates the macro-economic
modelling and policy prognostications for the factors that are brought into
consideration. It would be like tinkering with the miles per gallon you can get
out of your car without taking account of the level and availability of petrol
along your route!

Second, even if the Panel’s projections could be taken seriously, their
remedy to lack of sustainability to the current growth path is unduly
conservative with responsibility for adjustment placed entirely upon fiscal
policy (for which predominantly read cuts in government expenditure or
increase in levels of taxation to reduce consumption). In a sense, this is a form
of Micawberism in which only one item in the macro-balance is targeted for
adjustment. In their road show brief, the Panel’s conservatism and narrowness
are made explicit, especially in seeking to pay for an increased programme
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of infrastructure provision. The Panel first makes clear that there is a long-
run path, given road, from which the economy can only (dysfunctionally)
deviate and against which deviations are measured. For then, “The structural
fiscal balance (SFB) is defined as the budget that would have prevailed if the
real economy had been at its long-run trajectory” (3). They, then, seek to
exclude social or infrastructure expenditure from contributing to future
output in the sense of requiring that it be totally compensated for in taking
a fiscal stance (although recognising that others are not so extreme. For
them, “The methodologies for estimating the structural balance … some
authors exclude capital expenditures. This is a key issue in South Africa,
which faces a large increase in investment. We recommend including them,
to ensure more substantial counter-cyclicality [ie fiscal conservatism] ... If
increased spending is deemed truly necessary, for example on infrastructure
or social goals, then the government must be prepared to raise taxes to pay
for it”, (4). As argued above, South Africa’s macroeconomic performance is
highly contingent upon how it deals with capital flight and, on this, the Panel
is at best unaware and at worst irresponsible. Indeed, in its road show brief,
it makes the remarkable suggestion that to target a competitive (lower)
exchange rate, “One way to contribute toward this objective is to further
liberalize capital outflows, or even potentially to force pension programs to
invest abroad”, emphasis added, (4). This is despite the acknowledgement
that there are low levels of saving/investment within the country, and these
policies move in exactly the opposite direction than what is required. Capital
controls need to be re-introduced and strengthened, and pension funds
deployed for domestic investment (although the use of force in relation to
the financial system might be an unwitting if welcome advance).

Panel Recommendation 1:
Fiscal policy should make a greater contribution to national savings in order
to bring down the growth of domestic demand. In addition, this should permit
the Reserve Bank (SARB) to achieve the inflation target with a lower interest
rate and hence with a more competitive exchange rate. We recommend a
larger fiscal surplus target for 2008. Given current conditions, it should be
at least one to two percentage points of GDP, depending on cyclical
considerations (see the next recommendation).

Response to Recommendation 1:
The focus on the role of fiscal policy as essential to adjust national savings
up and domestic demand down to the required levels is misplaced. Meeting
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inflation targets, lowering the interest rate and adjusting the exchange rate
to competitive levels are all contingent upon a total redesign of the foreign
account and, in particular, the re-introduction of capital controls and
mobilisation of domestic financial resources for domestic investment other
than in finance itself.

Panel Recommendation 2:
Fiscal policy should be set in a clearly counter-cyclical fashion. This can be
achieved by targeting the structural fiscal deficit. A methodology should be
adopted to calculate the structural deficit taking account of the business
cycle, the position of the current account (which affects tariffs and VAT
revenues) and the level of export prices. This may involve the creation of an
independent commission to propose the relevant calculations, as is done in
Chile.

Response to Recommendation 2:
As previously suggested, the thrust of these Recommendations is to tie
South African policy making to the potential for growth projected from the
past rather than using policy to break with that past. To cement such policy
making in an independent commission is particularly disturbing.

Panel Recommendation 3:
The National Treasury should eliminate the existing restrictions on capital
outflows. These restrictions play no useful role in the current context. It is
an open question whether there may be some use in maintaining a legal
framework to re-impose controls on outflows in the future if need be, but this
should be done in a way that does not creates transaction costs today.

Response to Recommendation 3:
There is limited or no rationale offered in the background papers for the
elimination of existing restrictions on capital outflows. The Panel seem to be
totally ignorant of the role played by capital outflows, have not investigated
it themselves, do not suggest it be investigated (and SARB have also been
unduly negligent if not permissive), effectively wish capital to move freely
(ie long-term outflows) , and simply assert that remaining “restrictions play
no useful role in the current context”.

Panel Recommendation 4:
Maintain the current inflation targeting regime but adopt a strategy that pays
more attention to the level and stability of the real exchange rate. This
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involves the use of SARB statements on the exchange rate when it deviates
from what it considers compatible with external and internal balance. In
addition, it should be willing to intervene to back up its statement. This can
be coordinated with the National Treasury that can consider other
interventions, such as paying down the foreign dollar denominated debt or
changing the regulations on pension funds regarding foreign asset holdings.
There should be an explicit statement of the SARB announcing the change
in policy emphasis to maximize the impact of the new strategy.

Response to Recommendation 4:
The main issue is not whether SARB makes announcements on outcomes,
targets and policies for inflation and the exchange rate to gain credibility with
private investors but how it manages the long-term outflow of capital. As in
Recommendations 2 and 3, to some extent unwittingly, the Panel is seeking
to remove discretion from government policy and, hence, to give the highest
priority to sustaining the potential for capital outflows.

In short, the Recommendations on macroeconomic strategy completely
misread the dynamics of the South African economy through neglect of the
problem of capital outflow that is peculiar to the economy; they impose more
or less orthodox, neo-liberal adjustment strategies; and there is a
predisposition not to trust government to be fiscally responsible in the push
towards locating policy in an independent commission or more or less fixed
policy rules.

Trade and competition policy
The Panel’s treatment of trade policy is heavily based on the idea of reducing
effective rates of protection (the putative impact on competitiveness taking
account of tariffs, etc, on both outputs and imported inputs). However, the
notion of effective protection is flawed in all respects even on its own terms
of comparative statics (unchanging technology). It is theoretically ambiguous
in definition, empirically ambiguous in calculation, and a reduction in
effective protection cannot be shown necessarily to lead to efficiency gains.
The problem in relying upon effective protection as a guide to assessment
and policy is that it depends upon unrealistic assumptions, such as at most
two goods in the economy (or limited substitution between goods), perfect
competition, and absence of differential risk and transport costs across
sectors, and of multinational corporations with global strategies (and intra-
firm trade which now accounts for the major part of international trade in
manufacturing goods). There must be doubts over applicability to any
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economy let alone to South Africa, and effective protection has been
deployed as a major analytical weapon and policy tool in promoting neo-
liberalism.

However, the Panel does appropriately point to the apparently arbitrary
and complex patterns of protection despite some recent simplification. The
tariff structure clearly reflects piecemeal response to economic imperatives
and political expediency. The latter cannot be wished away although the
Panel accepts the case for the limited retention of tariffs for reasons of infant
industries and cushioned adjustment to lower levels. What is overlooked is
the extent to which reform of the tariff structure appears to have been
relatively highly favourable to core capital-intensive sectors. This suggests
that reform of trade policy needs to be situated in the context of economic
policy as a whole, including industrial policy. Instead, the Panel essentially
proceeds as if each sector is isolated from others except as far as tariff-
affected pricing is concerned. Significantly, trade and industrial policy are
treated separately from one another although competition policy is rounded
up with trade policy. For competition policy, the Panel’s background paper
suggests that there is limited competition in the South African economy,
leading to high mark up on costs and lower levels of entry and productivity
increase. The reasons for this, and direction of causation, are not fully
established but more or less taken as self-evident without examining levels
of investment, sources of technological change, levels of skills, etc, across
different sectors. Consequently, the idea of a simply increasing competition,
reducing effective protection and being cautious over BEE as a remedy for
South Africa’s poor economic performance across many sectors is
unconvincing.

Panel Recommendation 5:
Southern African Customs Union (SACU) trade policies should be reformed
using a strategy that focuses on liberalizing input tariffs so that tariffs on
final products can also be reduced and exports stimulated through the
creation of a competitive input base. The tariff structure should be radically
simplified using just two or three rates, although a limited number of
temporary measures could also be implemented for infant industry and
safeguard purposes.

Panel Recommendation 6:
The SACU tariff revenue-sharing formula should be renegotiated with
distinct revenue-sharing and development components.
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Panel Recommendation 7:
South Africa should take the lead in encouraging African economic
integration but avoid entanglements in unrealistic customs union agreements.
Instead, it should promote free trade areas and focus on physical and
institutional integration issues.

Panel Recommendation 8:
Adopt a pro-active rather than a complaints-driven competition policy in
order to reduce barriers to entry. Entry can also be encouraged by adjusting
the BEE policy and reducing tariffs on inputs as described above.

Response to Recommendations 5-8:
These Recommendations and the background papers underpinning them do
not begin to address the variety of more general issues involved in formulating
trade and competition policy and, as a result, nor do they deal, as is
necessary, with the specifics of particular sectors, not least because of
detachment of trade and competition policy from industrial policy more
generally. Thus, for example, policy for the steel, auto and furniture sectors
need to be both sector-specific and not separate trade and competition
policy from other measures that might be taken to promote and restructure
their role in the economy.

Labour market policies
For all but those at the extremes of neo-liberalism for which all unemployment
must be voluntary, South Africa’s level of unemployment is such that it must
be considered to be “structural”. The Panel is no exception but its notion of
structural is limited, confined either to the level of real wages (being too high)
or to barriers to access associated with labour market “imperfections”. Thus,
in the background papers, we find the following explanations for
unemployment – “firms may be unwilling to hire recent school leavers
because they need training and, once trained … the better workers may leave
for other jobs”; “due to negotiated union wages … wages are too high to
clear the market”; in presence of high levels of unemployment, crime may be
a self-fulfilling outcome “with the feeling that one has nothing left to lose
and little for which to hope”; and “the State Old Age Pension system
mitigates the necessity of employment in some households”.

Irrespective of the merits of what are little more than clichés in explaining
unemployment, the Recommendations for labour market policies are, as a
result, extraordinarily weak as the major genuine structural impediments to
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higher levels of employment have been overlooked – restrictive
macroeconomic policy (that would be retained or strengthened), inadequate
levels and composition of investment, and failure to expand public sector
employment to deliver basic services on a larger scale.

Panel Recommendation 9:
Facilitate the school to work transition and encourage employers to experiment
with younger workers by a once-and-for-all wage subsidy card of a fixed
amount (eg six months of minimum wage) to all South Africans when they
turn 18-years old. Employers would deduct part of their payments from this
subsidy. The subsidy should allow employers to recoup part of their salary
payments to young workers from the card. This will allow for a subsidised
trial period that is portable between employers while it lasts. Students
continuing their education past the age of 18 can use it years later when they
decide to enter the labour market. During the subsidised trial period there
would be no-questions-asked job termination.

Response to Recommendation 9:
It proposes a subsidy to all eighteen-year olds as and when they enter the
labour market. This is simply a R3.75 billion subsidy per annum to employers
to allow them “to experiment with younger workers”. There is no assessment
of the extent to which this will simply pay employers to do what they would
have done anyway, of what the net impact on employment will be, and the
knock-on effect to older workers displaced. No comparison is made with
alternative uses of the same level of funding and the costs and capacity of
administration if deployed for other purposes such as public work programmes
(the R3.75 billion excludes costs of administering the scheme). In principle,
the underlying stance on labour markets is that cheaper means more
employment. But labour markets do not work in this way as is plain from the
extensive work on the impact of minimum wage legislation in the United
States (raising the level at most marginally decreasing employment and even
seemingly increasing it). In practice, younger workers are liable to be heavily
exploited over the period of the subsidy before being dismissed rather than
employers experimenting other than in corrupt practices around shadow
workers. The bargaining position of other workers will be undermined, and
worker solidarity will be eroded by the proposal for “no-questions-asked job
termination”.
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Panel Recommendation 10:
Facilitate the creation of new SETAs by eliminating the requirement that it
be constituted from organized labor and organized employers and the need
for nomination by NEDLAC. Allow firms to move to the SETA of their choice.
Allow firms to belong to more than one SETA. Have the moneys provided
by the levy move with the decisions of affiliation taken by the firm.

Response to Recommendation 10:
This suggests that training is made more flexible for employers on the
presumption that they know best. This fails to connect training to other areas
of policy, especially industrial policy, and is a move in the wrong direction.
Broad training needs should be identified and guaranteed by state funding
rather than be contingent upon firm choices and flexibility.

Panel Recommendation 11:
Encourage high-skilled immigration to South Africa. A simplified fast-track
for all work visa applicants with a postgraduate degree from a reputable
institution would help ease the skills shortage while at the same time create
more jobs for less-skilled South Africans.

Response to Recommendation 11:
This focuses concern over levels of skills in light of measures to expedite
immigration. There is no account taken of the existing disposition and
remuneration of skills, nor of the far more pressing issue of immigration of
the unskilled to South Africa.

Industrial policy
The Panel’s thinking on industrial policy is in one major part motivated by
an extraordinary emphasis upon the idea of “self-discovery” through
entrepreneurial initiative. This is offered as so important that it is difficult
not to lampoon. Can it really be that “the acid test for an industrial policy
framework is whether there exist institutions that engage policy officials in
an ongoing conversation with the private sector”? So much is this seen to
be the case that the entire history of East Asian industrialisation, and its
associated developmental state literature (a concept entirely overlooked by
the Panel), is rewritten to conform in a single sentence:

The most important lesson from East Asia is industrial policy is a
mindset – one that rejects big-bang, all at-at-once reforms in favour of
experimentation, gradual, but cumulatively transformative change
through identification of bottlenecks and self-correction: small
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investments at the outset of projects (even when they involve strategic
bets) but continuous, well-organised attention to making them work.

This reflects the simple notion that all will be well if entrepreneurial talent is
sufficiently supported and coordinated. It fails to distinguish between the
struggling isolated entrepreneur with a local market and the large-scale
conglomerate seeking to globalise (although it is the former that serves as
the model, akin to a patient on the psychiatrist’s couch). It all involves an
explicit rejection of state intervention to target industries with definite
policies and, instead, offers an “open architecture”. There is, though, no
account of the levels of entrepreneurial talent and where it has or has not
been successfully applied in South Africa, with or without state support, in
finance and capital-intensive projects for example, and why it has not
otherwise prospered more widely. With one (autos), possibly two
(beneficiation), exceptions, this vague and idiosyncratic approach to
industrial policy never descends to any level of sectoral or other detail in the
Recommendations. What are we to do with steel, heavy chemicals, clothing,
textiles, furniture? Silence. Not surprisingly, there is little or no attention to
the history, structure and dynamic of industrialisation within South Africa
and, in particular, the failure of state and/or private capital to have engaged
a strategy of diversification out of core strengths into related sectors.

Panel Recommendation 12:
Focus the activities of the Industrial Development Corporation (IDC) in the
financing and incubation of activities that explore the possibilities of new
products, new processes, new geographical zones or new forms of
organization and that can crowd in significant additional investment through
imitation and replication of the identified business model. The IDC should
also look at specific infrastructure projects that can address industry-
specific needs, such as industrial zones. The IDC should allocate part of its
profits to funding substantial exploratory and pre-investment studies. The
IDC should be evaluated not in terms of the returns it receives on old
investments – it should not see itself as an asset management firm – but on
its ability to crowd in investment and structural transformation. It should be
encouraged to turn over the portfolio by disinvesting in old assets to finance
new activities. It should not focus on financing small and medium enterprises
per se or black economic empowerment (BEE) deals.

Response to Recommendation 12:
No analysis is offered of the reasons for the past and continuing role of the
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IDC in promoting mega-projects. Instead, it is effectively abolished and
given a major new role corresponding to the Panel’s speculative and abstract
reasoning around “self-discovery”. Significantly, whilst employment policy
asserts the need to take conditions as we find them, little or no account is
taken of the way in which the IDC is currently integrated into the economy
and how this can be shifted.

Panel Recommendation 13:
Substitute or complement the current Department of Trade and Industry
(DTI) policy of developing Customized Sector Programs with a strategy
based on an open-architecture approach with self-organization of relevant
actors. This should relieve the DTI’s capacity constraints by mobilising the
energy and resources of the rest of society. The strategy should focus on
the provision of industry-specific publicly-provided inputs, such as
infrastructure, property rights, regulation, research and development, market
studies and market access conditions to be identified by a myriad of self-
organising bodies. The government should encourage the self-selection of
these bodies taking into account their willingness to co-finance the initiatives.
The government should also ensure that activities undertaken by these
bodies be monitored, with the aim of continuously improving the way
projects are selected and adjusted to knowledge generated by their
implementation. DTI or other sector ministries should certify that resources
are used for activities that qualify as either public goods or inputs that
cannot be provided by the market either because the government has taken
on the responsibility of the activity (eg ports) or because it is impractical for
markets to do it. The resources of this program should not go into subsidies,
which should form part of a different initiative.

Response to Recommendation 13:
This simply applies the same principles to the DTI as for the IDC. It is
essentially a recipe for business to tell government what to do with little or
no account of why business has done what it has done in the past, why it
has not done what it will ask the DTI to do, and it does not address the issue
of an overall strategy for industrial development (it rejects that there should
be one) with a corresponding framework of supporting individual
components.

Panel Recommendation 14:
We propose that a special central budget for structural transformation be
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created and announced. This budget will be allocated to public entities that
are responsible for providing the public inputs identified through the
process described above. This should facilitate the coordination between
the departments in charge of leading the dialogue with productive activities
and the public entities in charge of the provision of the requisite public
inputs, thus alleviating the intra-governmental coordination problem and
allowing a dynamic adaptation of the budget to evolving needs.

Response to Recommendation 14:
This recognises that any industrial policy, including the Panel’s, will require
stronger coordination across government agencies to meet well-defined
goals. But there is a failure to recognise that such coordination and power
has previously been concentrated in the Ministry of Finance over the post-
apartheid period (together with the Presidency more recently). There is a
presumption that self-discovery, coordination and provision of unidentified
public goods will suffice. There is a complete lack of discussion of technology,
investment, linkages, markets, finance, etc.

Panel Recommendation 15:
The existing Motor Industry Development Programme (MIDP)  has fulfilled
its goal of retaining and growing an auto industry that has the potential of
becoming competitive in the global industry without government support –
but the industry is not there yet. The central issue faced by the sector is one
of large-scale coordination. Many (but not necessarily all) of the Original
Equipment Manufacturers (OEMs) can see a path of scaling up to a level at
which they can be competitive, but they are in need of a well-developed
domestic supplier base for this to become a reality (in view of the logistics
cost of importing components from great distances). Potential first-tier
suppliers, on the other hand, have themselves to operate at large scale to
meet the needs of the OEMs, but are hesitant to make the investment in South
Africa if that means that they will be tied to a single OEM and therefore left
hostage. The solution is to focus the incentives away from exports and
towards incentivizing capacity expansion and generation in supplier industries
directly. We recommend a gradual phasing out of the IRCC scheme, and its
replacement by a supplier-base promotion scheme that consists of two
“windows:”

a. A standard incentive that takes the form of a subsidy on the wage bill or
the capital cost for new capacity by first-tier suppliers to OEMs.
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b. An ‘open window’ where the support depends on specific needs of the
firms in question.

Qualifying firms would be asked to choose between the two windows. The
idea is to give firms the option of making specific demands that fit their own
requirements best. The scheme has the added advantage that it would allow
the government to learn about the obstacles faced by investors in the
industry.

Response to Recommendation 15:
This suggests that the MIDP has been worthwhile and should continue to
allow the auto sector to situate itself on a firm-by-firm basis in relation to the
evolving global industry. But there is a failure to recognise the extent to
which the sector has failed to broaden out of its narrowly confined strength
in catalytic converters and leather seats. And there is no account of the
extent to which success in these has been contingent upon what would
appear to be a temporary shift across the global industry in favour of
components manufacturers and against assemblers. The longstanding
issue within South Africa of proliferation of models and companies is not
addressed.

Panel Recommendation 16:
Beneficiation should not be used as the basis for selective intervention and
industrial promotion. Greater processing of natural resource exports does
not constitute either an easy or a natural next step in the process of structural
transformation, especially in South Africa. Downstream sectors already
benefit from proximity to inputs and South Africa’s remoteness from the rest
of the world. If these sectors have not developed on their own, it is prima facie
evidence that either they face low social returns or confront obstacles similar
to those of other sectors. We find that in South Africa there are many other
activities that appear to be either “closer” or potentially more valuable than
downstream processing. Privileging beneficiation is unwarranted and it
takes government’s attention away from other opportunities that may have
more potential to create export jobs in South Africa. The idea, currently under
discussion, to allow firms the ability to discharge their BEE equity obligations
through beneficiation should be expanded to include any additional
greenfield diversification activities undertaken by the mining industry.

Response to Recommendation 16:
The rejection of “beneficiation” is in part based upon the presumption,
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scarcely supported by evidence, that this is a major policy proposal. The
Panel uses beneficiation itself in a very narrow technical sense of immediate
processing of raw materials. Policy debates within South Africa are more
concerned with the extent to which there has been limited diversification out
of core primary sectors as the potential basis for industrialisation. This is not
simply a matter of differences in meaning but also over the role of the state.
It is crucial to recognise, however, that the argument by the Panel against
“beneficiation” is totally different, and inconsistent with, the one concerned
with self-discovery although they both lead to the same conclusion of
minimal state intervention. For the beneficiation argument is based upon an
extraordinarily crude technological determinism. However legitimately, it
argues that beneficiation has not been characteristic of successful
industrialisation and, so, South Africa should not seek to break with such
an iron law. Yet, the self-discovery argument is one that suggests that there
are no such iron laws and entrepreneurs should be induced to find their own
way forward. More substantively, by reducing industrialisation to narrowly
defined physical integration of inputs and outputs, the Panel’s rejection of
beneficiation fails to take account of the different factors that promote
industrialisation out of existing capacity and activity (as listed in response
to Recommendation 14, for example) and also fails to descend to an appropriate
level of detail across different activities and sectors – policy towards
SASOL, for example, cannot be read off from grand statistical work across
other countries and sectors. In a sense, the Panel is correct to reject
beneficiation, narrowly interpreted, as a general, universal policy – we must
process all our minerals. But this is open to misinterpretation as a stance
against targeted policies for diversification on the basis of existing industrial
activity, of which beneficiation as such is just one possibility. Indeed, in its
road show brief, the Panel is more qualified in suggesting that, “The
generalization that countries should beneficiate as a development strategy
is rejected by the data and it suggests that rather than presuming that
beneficiation provides an appropriate development path, those advocating
such an approach in any given situation, need to provide a case by case
justification of their reasoning”, (1). But what is sauce for the goose is sauce
for the gander, and this argument can be turned around to suggest that the
Panel ought to provide a case by case justification for why targeted
beneficiation in the South African context is not the way forward rather than
to dismiss it with data from other countries.
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Public administration
Panel Recommendation 17:
Adopt ISO-9000-type certification standards for government entities that
provide economically-relevant services. Leverage the rich experience of the
South African Bureau of Standards (SABS) to create standards of service
and feedback mechanisms that will allow over time the gradual improvement
of selected government processes. Given the strategy delineated above,
some examples of critical services are the work visa procedures in the Home
Affairs Department (to alleviate the skills constraint through immigration),
the Companies and Intellectual Property Registration Office (CIPRO) (to
facilitate firm creation and entry), the Medicines Control Council (to facilitate
the development of a safe and sustainable medicinal drug industry), the
Customs Services (to minimize international transaction costs) and the
South African Revenue Service (to make sure that taxation is as efficient as
possible).

Panel Recommendation 18:
Require municipalities rated by National Treasury as “poor” in capacity to
use central bodies (e.g. National Roads Agency, Department of Water and
Forests, IDT) for procurement or provision of municipal services such as
water, electricity, roads, housing, and sanitation. Municipalities would
continue to make the strategic choices about what mix of such services they
wish to pursue, which maintains the decentralization of decision-making.
But such decentralization would now be cognizant of the administrative
limitations of many municipalities.

Response to Recommendations 17 and 18:
The Panel’s approach to, and limited scope of enquiry around, public
administration is extraordinarily technicist and lacking in any sensitivity to
political context and influence. Improving technical services is always to be
welcome but needs to be set in a framework of why they have not been made
available previously, what are priorities, how these relate to policy itself and
how this is formulated, implemented and monitored. The Panel’s approach
is further, at least implicitly, driven by the notion that the market works best
most of the time and, where not, a sort of pseudo-market in terms of
decentralisation is to be preferred where public provision is concerned, with
the presumption that this is both more efficient (because better informed by
local knowledge) and more democratic (because decisions can be taken more
closely by those affected). There is a significant theoretical, empirical and
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policy literature that is much more critical and rounded in its approach to
decentralisation, pointing to the extent that it can be used to reflect both
centralised political goals (in terms of allocation of resources and devolving
responsibility but not resources to lower levels) and localised political goals
(in which resources are received as patronage and deployed for elite
advantage). Thus, whilst there may well be a technical case for deploying
national agencies for the delivery of services locally, this needs to be
differentiated by service and set in a political context. Nor can it be presumed
that, even where local capacity does exist, the economies of scale and scope
attached to public sector delivery of basic services should not continue to
depend upon a national programme of provision. In short, the Panel does
usefully point to the need to balance the relationship between national and
local delivery of services, and to draw upon national organisations that have
the capacity to support local delivery. But their approach is too general,
abstract, narrow and technicist, and too biased towards local delivery as a
virtue in and of itself. Most important of all, though, is the acceptance of
continuing lack of capacity at local levels without explanation for this nor,
tellingly, any mention of a programme for training and capacity building.
This should not be seen as something separate but as built into, and an
outcome of, the continuing process of service delivery. In this and other
respects, the relations between national and local delivery of services may
be seen less as a matter of either/or and more as an evolving pattern of
interaction between layers of administration.

Black economic empowerment (BEE)
Panel Recommendation 19:
Add elements to the existing scorecard, giving firms flexibility to decide
where to focus their empowerment initiatives. The new elements should
focus explicitly on bottom-up empowerment interventions and economic
growth elements such as employment or firm creation, learnerships,
apprenticeships and training and spatial development. Firms should be
required to explain in a succinct plan the elements and targets they choose,
given the context of their sector.

Panel Recommendation 20:
Eliminate the equity participation requirement for all (truly) new firms so as
to facilitate firm creation and to clarify that the implicit tax associated with
BEE deals will fall on the capital accumulated in the past and not in the future.
Provisions should be made to make sure that “old equity” firms do not use
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financial engineering to elude the equity requirements.

Panel Recommendation 21:
Develop a credible system to collect information on BEE, and put in place a
mechanism that uses that information to evaluate progress and signal the
future directions of the policy. The currently available information on BEE
performance is neither credible nor sufficient. Such information has to be
collected, and then systematically used to evaluate BEE as a policy. There
is clear potential for the current situation of little information, little evaluation,
and uncertainty about the future to harm both investment and empowerment.

Response to Recommendations 19-21
(Note that one background paper, Acemoglu et al, still remains unavailable
at time of drafting, mid-June, 2008): More through speculative reasoning
than close examination of the evidence from South Africa itself and the way
in which BEE has transparently been used for elite enrichment (BEEEE, Black
Economic Empowerment as Elite Enrichment), the Panel does acknowledge
that BEE has the capacity to enrich a few at the expense of economic
performance and, hence, reducing inequality and enhancing growth. As with
public administration and more generally, the Panel’s account is highly
technicist, depoliticised, and somewhat removed from South African realities.
Thus, there is the welcome attempt to refocus BEE at lower levels, with well-
defined if flexible criteria and appropriate monitoring of results. But there
seems to be insufficient recognition that South African BEE is being defined
as, and focused upon, elite enrichment through asset transfer as corporate
capital undergoes financial restructuring in part for purposes of globalisation
of their operations. Instead, to quote the road show briefing on BEE, this is
put in the following bland terms from a case study of examining annual
reports of twenty-five JSE listed firms, “while firms are actively responding
to BEE requirements they are also doing so within a static structural context,
where firms keep looking to established networks for solutions. This limits
the number of beneficiaries of BEE. It also exacerbates constraints on the
number of people in these groups – especially manifesting in added pressure
on skilled groups” (1). Such static limitations can only be redressed through
an alternative politics and a corresponding alternative set of policies related,
especially but not exclusively, to the financial sector. As detailed above, the
Panel does not seem to be aware of the factors underpinning the current
structure and dynamic of the South African economy, and offers policies
that will only consolidate the factors underpinning the worst forms of BEE.
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As a result, its virtuous aims for BEE to be pitched at lower levels and growth-
enhancing will be undermined.

Appendix
The World Bank’s Commission on Growth and Development began its work
in April 2006. Its members comprise leading government officials (including
Trevor Manuel) and a number of academics. It also had the benefit of input
from 300 academics and twelve workshops. It finally reported in May 2008.

Not surprisingly, in view of its origins and composition, the Commission
adopts a very similar analytical and policy framework as the Panel and, as
such, is not without considerable weaknesses. The purpose here, though,
is not to offer an assessment of the Commission’s work but to point out how
its more rounded approach, even within a similar framework as the Panel’s,
allows it unwittingly to bring the latter’s deliberations into question on its
own terms.

One difference is in its starting point with the Commission seeking to
discover how a small number of developing economies have been able to
sustain high rates of growth over an extended period. This is in contrast to
the Panel insofar as the latter perceives the future path of the South African
economy to be heavily constrained by how it has performed in the past, with
the presumption that a higher growth path is not on the agenda. A second
difference is the extent to which the Commission does not rely exclusively
on the current individualistic market-and-institutional-imperfections
approach to growth, even displaying an exaggerated respect for insights of
what would now be perceived to be heterodox development economists
such as Lewis, Schumpeter and Hirschman. Economists on the Commission,
such as Solow, belonging to an earlier generation of orthodoxy, have also
displayed a much more modest view of what can be achieved by mainstream
economics in the absence of other methods and contributions from the other
social sciences.

It might be suggested that the Commission is implicitly pessimistic over
the Panel’s potential to offer sound advice, given the short time over which
it has been in existence, for it is much more modest about what it could itself
achieve. For “We, however, refrain from offering policy makers a recipe, or
growth strategy, to follow. This is because no single recipe exists. Timing
and circumstance will determine how the ingredients should be combined,
in what quantities, and in what sequence. Formulating a full growth strategy,
then, is not a job for this Commission but for a dedicated team of policy
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makers and economists, working on a single economy over time” (16).
Further, the Commission is also more sceptical about the sort of
macroeconomic and other modelling that has informed the Panel’s work.
Indeed, “in recent decades, economists have acquired a deeper appreciation
of the underlying institutions that make mature markets work. These
institutions define property rights, enforce contracts, convey information,
and bridge informational gaps between buyers and sellers. These institutions
and capabilities may not be fully formed in a developing economy. Indeed,
the immaturity of these institutions is synonymous with underdevelopment.
That makes it harder to predict how an economy will respond to, say, the
removal of a tariff or the sale of a public asset. Uncertain about how to model
developing economies, we also suspect that the correct model changes over
time” (29).

The Commission is much more explicit, and different, in its priorities than
the Panel favouring the role of the public sector in bringing about economic
development. In its own “Highlights”, it “recommends that the first claim on
resource rents be adequately funding public sector investments”. This is
because, “public spending on infrastructure – roads, ports, airports, and
power – crowds private investment in. It expands investment opportunities
and raises the return to private investment. By paving the way for new
industries to emerge, it is also a crucial aid to structural transformation and
export diversification” (36). In the case of South Africa, it is arguable that
resource rents are being ploughed into allowing for the export of capital. In
this respect, the Commission is unwittingly more sensitive to South African
realities than the Panel. For, “None of the sustained, high-growth cases that
we know about were [sic] particularly quick to open their capital accounts.
Yet developing countries have come under considerable pressure from
international financial institutions and economic commentators, urging
them to unlock the financial gates. Whether this is good advice seems to us
to depend heavily on whether the economy is diversified, its capital markets
mature, and its financial institutions strong” (52). South Africa does not
satisfy these conditions, certainly none of them for the vast majority of its
population, suggesting that the economy is being run for that segment of
the economy, and those who draw upon it, where capital markets are mature
and financial institutions strong!

Interestingly, the Commission does explicitly draw upon the Panel’s
notion of “self-discovery” as a way of promoting industry. But it remains one
amongst a number of other elements, most notably the Schumpeterian notion
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of creative destruction and the benefits to fast growth that can accrue from
catch up. These are not, of course, necessarily mutually consistent. To what
extent, for example, do we need self-discovery for catch-up given that the
latter is beneficial because it can draw on what others have done before, and
more quickly and effectively? In addition, relative to the Panel, the
Commission takes a wider view of the role of other factors than trade and
competition as part of industrial policy for, “Finally and importantly, export
promotion is not a good substitute for other key supportive ingredients:
education, infrastructure, responsive regulation, and the like” (49). And the
Panel’s view of subsidy to no-questions-asked-dismissal youth employment
should be set against the Commission’s more rounded view that, “Some
rules and institutions exist to safeguard the rights of labor, defending
workers against exploitation, abuse, underage employment, and unsafe
working conditions. In some countries, these rights are protected by unions
or government regulations. But in others, no such protections are in place.
The Commission feels strongly that these rights should not be sacrificed to
achieve other economic objectives, including growth. Besides, labor
violations can have a commercial cost, thanks to growing international
scrutiny of employment conditions and the threat of consumer boycotts”
(45-6).




