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Abstract

This report, prepared for the National Planning Commission (NPC), provides a
HYAGGI D610t R21IJWet + It aWUqWYnLWEY zdgfihad asntheRH# ¢ k + LU
interconnected web of public, private, and hybrid balance sheets that channel credit,
allocate capital, and govern investment. Drawing on original empirical mapping,
historical analysis, expert background papersand a novel conceptual framework, the

| JGY! qWel Ne It Wa 6 éapaliteid grath kdodal ha? Fhited to ied@rfiguoe
the deep structural inequalities embedded in the inherited monetary architecture.
Instead, the current system continues to produce patterns of financial exclusion,
underinvestment in fixed capital, and economic extractivism, while rewarding shorterm
profit-taking over longterm productive investment in Gross Fixed Capital Formation
(GFCF)

The reportargues that since 1994 South Africa has not benefitted from a system of
macro-financial governance of the financiakecosystem. The latter isunderstood, in turn,
as a complex adaptive system. fie concept offmonetary architecturek LURt WR Gg | YT 2 H1
a means for understanding the architecture of tls complex financial ecosystem to
provide the basis for recommendations for establishing the macrdinancial governance
that is required to address the keyobstacles. It challenges the conventional policy
division between public and privde sector financing, arguing instead for a systemic
approach that places macrofinancial governance at the centre of structural
transformation. Using this approach, the architecture of the South African financial
ecosystem is understood as a web of interlocking balance sheets, in which the assets
and liabilities of banks, development finance institutions (DFIs), pension funds, shadow
banks, households, and stateowned enterprises (SOESs) interact in ways that either
support or constrain fixed investment and inclusive growth.Monetary policy, public
spending and debt, household finance, savings, intermediation and corporate
investment behaviour must therefore, be viewed as interconnected components of a
single complex adaptive system.

The report undertakes an extensive empirical mapping of the South African monetary
architecture at four key historical inflexion points: 1983, 1996, 2014, and 2024. Each
phase is analysed in terms of the evolution of balance sheet reconfigurations,
institutional reforms, and macro-financial trends. This mapping shows that the monetary
architecture has remainedracially structured, both spatially and institutionally, despite
the end of formalapartheid. In particular, the report finds that:

1 In 1983, the apartheid state beganliberalising financial markets while expanding
SOE debt to finance largescale infrastructure and defence. This laid the
groundwork for financial dualism, where elite households and large firms accessed
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sophisticated credit markets, while black households remained excluded from
formal finance.

1 In 1996, with the adoption of the Growth, Employment and Redistribution (GEAR)
strategy, macroeconomic policy shifted toward fiscal consolidation and inflation
targeting. The liberalisation of capital markets and pension funds led to increased
financial deepening andfinancialisation but did not result in significant new fixed
investment in GFCF. Public investment continuedhe long-term decline that had
started in the late 1980s, and household debt grew without corresponding asset
accumulation among poor and working-class households.

1 By 2014 the erosion of public sector investment had deepenedA series of banking
crises had resulted in the consolidation ofa highly concentrated banking sector
dominated by a handful of large banksSOEs had moved toward commercial
models, often relying on expensive corporate borrowing or infrastructure
concessions. However, by 2014 state capture had already started hollowing out
the capacity of SOEs while private fixed investment lagged, with listed
corporations accumulating cash reserves and expanding abroad. DFIs remained
undercapitalised and fragmented, with limited systemic coordination. The
expanding shadow banking sector became thenabler of accelerating velocities of
NnRUcURRcCOWNGYst WsRg6RUWa6 WWnRU¢ec UKRe O W WHEAq

1 By 2024, the post-Covid-19 and Just Transition context created new demands for
strategic infrastructure finance, renewable energy investment, and inclusive
industrialisation. The monetary architecture, however, remained disjointed. While
profitability in the banking and nonbank financial sector recovered, GFCF
remained well belowthe target levelsset by the National Development PlarfNDP)
Public sector balance sheets, including those of municipalities and SOEs,
remained highly constrained, while large corporate balance sheets continué to
reflect significant offshore asset shifts. Small businesses, however, recovered well
from the pandemic and by 2024 were the largest employers and biggest
contributors to gross valueadd. The legacy of state capture meant that SOEs
remained highly dependent on fiscal allocatbns and debt.

The central thesis of the report is that the posapartheid state has not established a
framework for governing the monetary architecture as a complex adaptive system.
Instead, it has attempted to drive transformation through isolated leverssuch asfiscal
stimulus, regulation, subsidies, Black Economic Empowerment BEE or monetary
targeting, without addressing the structural configuration of financial power. This has
produced three systemic failures:

1. The failure to integrate poor households into the financial architecture . Despite
the expansion of financial inclusion (e.g. basic bank accounts and credit access),
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low-income households remain structurally excluded from asset accumulation.
This perpetuates inequality and undermines economic resilience.

2. The failure to coordinate investment across public, private and hybrid balance
sheets. DFIs, SOEs, municipalities, and government departments often operate
with misaligned mandates, fragmented project pipelines, and conflicting
accountability frameworks. As a result, blended finance remainsunderutilised,
and catalytic investment opportunities available to the private sector go
unrealised. In parallel, as growth levels remain low, bank lending the government
has increasedwhile bank lending to the privaé sector flatlines.

3. The failure to discipline or direct private capital toward domestic
reinvestment OWN 6 WWHY I GYI ¢ qUl Wt DHqY! Kkt W 6 Rnagllg Y Wn
regulatory framework around pension fund investment mandatefiave created an
extractive model of capital allocation that prioritises short-term returns and
offshore flows over longterm developmental investments in GFCFwithin South
Africa.

The report develops the concept obalance sheet reconfiguration as a strategic policy
response. This approach draws from international examples and proposes a new
paradigm of financial governance that sees macroeconomic strategy as the dynamic
management of public and private balance sheets across the system. Rather than
limiting policy to fiscal ratios or inflation bands, the state should act as a strategic
orchestrator of financial flows, identifying, negotiating, and unlockingelasticity spaces
where capital and credit can be redirected toward inclusive and sustainale investments

in GFCF in general but in the Just Transitionin particular.

This summarydistils the key recommendationsthat appear at the end of the reportThey
are focused on macro-financial governance and balance sheet reconfigurations to
facilitate a Just Transition and boost GFCF in South Africa, addressing inequality and
underinvestment. The primary recommendation is the establishment of a systerwide
macro-financial governance mechanism o track, model, and coordinate interlocking
public and private balance sheets. This would facilitate missiororiented blended
finance that prioritises public value creation rather than filling in financing gaps with
private sector investments. To this end,the following specific recommendations are
submitted for consideration:

1. DFITSARB Alignment: It is recommended that theE Ye qq6 W n| RH¢ UWA 1t 131
(SARB Prudential Authority(PA)take over supervision of DFIsuch as the Landand
Agricultural Development Bank of South Africa (LBK) Industrial Development
Corporation (IDC) and the Development Bank of Southern AfricdDBSA) The
resultant collective balance sheet expansion could reach R1.4rillion, directly
addressing underinvestment in GFCF.



Pension Fund Reallocation: Consideration should be given to reforming Regulation

28 to reduce the 45per cent external investment limit in tandem with increased

investment in GFCFwithin South Africa As infrastructures are unlisted assets, the

constraints on investments in unlisted assets imposed by Regulation 28 may need to

be relaxed. Wt ! WI UnYlI GWARNEqWHADW qVYW I Yhue RI UW G
RUnl ¢t ql efgqel DWRU21Jt qd WUqWGae Ut x We UT WaqY WRU
guarterly reports to the regulator. Redirecting 20per cent of pension fund assets

could unlock a R1 tillion project pipeline, especially if supported with sovereign

guarantees and stock exchangdisted instruments.

New Guarantee Company: A South African Rand-denominated guarantee

company is recommended, cafunded by National Treasury NT) and DFIs, aiming
to unlock R50billion in infrastructure investment without increasing sovereign deht
which will essentially be a public-private capital mobilisation vehicle. This initiative

the Credit Guarantee Vehiclejs already underway.

Infrastructure Fund Expansion: It is recommended that the DBSAed
Infrastructure Fundbe reinforced and expanded. It currently aims to leverage R100
billion in public finance to secure R900billion in private investment. As of 2025,
R340billion worth of projects had been approved, buit should be accelerated to
meet the Ritrillion target.

SOE Balance Sheet Reform:There is an urgent need for clarity on SOE governance

over the medium-tolong-qj 131 & IOWN 6 DIWGI YGYt WT WhEYaOT RUNWAYC
of the SOEs will not bewell-regarded by investors. It might be appropriate to

consider diversified shareholder models to leverage SOE balance sheets worth
R1.3trillion in order to attract R650billion in capital without diluting overall public

ownership beyond 60per cent.

Bank Sector Risk-Reward Shifts: Regulatory reforms are recommended to
encourage bank lending to productive sectors angmall and medium enterprises
(SME9. A 1per cent reallocation of annual bank lending (~R5%illion) could
significantly raise GFCF and support entrepreneurial activityBanking systems,
however, areinappropriately configured to interface productively with SMEs. The
alternative would be for banks to invest in the intermediaries thatave the relevant
expertise.

Non-Financial Corporat ions (NFCs): Corporate governance reforms are needed to
mandate much higher levels of domestic reinvestment in fixed assets. It is suggested
that Environmental, Social and Governance (ES&glated reforms are aligned with
mandated reinvestment targets, including offering tax incentives for corporates that
support domestic fixed asset expansion.



10.

11.

12.

13.

14.

SME Financing:Targeted support for small and womered businesses is required,
leveraging householdbusiness linkages. This can be achieved by promoting green
finance, cooperative credit models, and publicprivate schemes such as the
Transformation Fund to address gender and income inequality.

Shadow Banks?: It is proposed that shadow banks arenobilised in a way that takes
advantage of their skills and agility in order to increase funding of GFCF through
blended structures (e.g.,RealEstate Investment Trusts REIT$, Credit Guarantee
Vehicle-backed vehicles, listed notes, etc). This will require policy certainty, a
stable regulatory framework and competitive returnscompared to government
bonds.

Project-Level Blended Finance: The various tbuild-own-operate-qi| ¢ Ut n 13l k W Y
h H e-épérrdte-q) | ¢ U madeld auriently being used (e.g. toll roads) and being
considered could raise R80billion, ensuring fiscal neutrality while expanding
infrastructure capacity. An example under consideration is for energy projects in

q6lW ¢cqRYUcoWNRNI¢Ut Rt RYOWOYAGeU! WYNWEYe
Transmission Projects (ITP) Programme to implement part of the R400 billion
transmission investment plan backed by guarantes.

Building a Stable Middle Class: A range of ideasare proposed, including matched
savings, cooperative finance, and support for small formal businesses to rebuild
household wealth, particularly for women-led households. This aligns small
business support with spatial and gender equity.

Gender Equality Measures: Recommendations include credit access and
targeted social services for poor womered households, expansion of grants, and
support for women entrepreneurs to close the economic gender gap and mitigate
associated social harms.

SARB Climate Role:N 6 JWE A7kt WEGARqRYUY WaqYWRUqUNI ¢ ql
policy and banking supervision are supported. Proposed balance sheet
interventions to manage transition risks (e.g., stranded assetsgstimated at R1.8

trillion between 20132035, should be considered.More importantly, the SARB can

reform prudential controls of the banks in ways thaallow banks to enter the riskier
credit-hungry SME space.

GEPF Alignment with GFCF Target:The Government Employees Pension Fund
(GEPBUIIT + WaqVYWl e RNUWRat WaecUT ¢qlWs Raé6 Wad 1JLL
to 30per centof GFCF by funding SOEs, BEE contractors, and domestic productive
companies. Rebalancing away from dualisted, offshore-oriented firms should be
encouraged.

! Defined asnon-bank financial institutions that are not pension and insurance funds
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These coordinated balance sheet reconfigurations aim to unloclkat least R5 trillion in
new investmentin GFCF and the Just Transition. This could result ieduced inequality,

an accelerated Just Transition and foster inclusive economic growth without requiring
fundamental changes to monetary or fiscal policylt canachieve scale through strategic
macro-financial governance of the web of interlocking balance sheets thas at the core
of the wider financialecosystem. However, it would beunwise to ignore the constrained
institutional capacity to absorb additional investments, including weak accountability
and procurement mechanisms. If not attended to,increased capital mobilisation will

result in strong upward pressures on inflation.

Themain! JGY! qW¢ d RNUt W6 Rt W2Rt RYUWs Ra6LWEYeq6 Wl ™
Development Goals, Just Transition Framework, and the NDP. It concludes that a
reconfigured monetary architecture is not only desirable, but necessary to break the

cycles of low gowth, unemployment, widening inequalities and financial exclusion.

Unlocking financial flows for the public purpose defined by the Just Transition
Framework requires a new institutional imagination one that sees money not as a

constraint, but as a tool for structural transformation.
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1 Introduction

There is complete consensus that torealise its economic growth targets, South Africa
needs to substantially increase the levels of investment in GFCFThis refers to investing
in public infrastructures (especially energy, water, transport and digital infrastructures)
as well as the fixed assets that businesses require to expand. TINDPhas set the target
for investment in GFCF at 3(per cent of GDP. Onaverage investment in GFCF has
averaged around 15per cent since 1994 However, it has declined dramatically since

2014. (see Figure 1).

Fixed investment by sector Fixed investment as per cent of G
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Figurel: Gross Fixed Capital Formation, 19822
Source: Stats SsidSARRIata quoted in Development Bank of Southern Africa, 2023

Low levels of investment in GFCFRnd, therefore, constrained economic growth will
mean that South Africa will not have the resources to address the challenge of extreme
wealth inequalities and the just energy transition When the wealth of 0.Iper centof the
population equals twice the wealth of the bottom 9Q0per centof the population,®there is
very little chance that South Africa camealise the infrastructure and climate goals of the
NDP. Raising the levels of investment in GFG§ a necessary condition for successfully
catalysing economic growth and the just energy transition This, in turn, needs to be
achieved in a way thatredistributes wealth so that domestic markets expand, labour
productivity improves, social cohesiondeepens, greatergender equalityis achieved, and
the skills base for advancing the technological capacity of South Africa is significantly
expanded.

2Hobongwana, Kapingura & MakhethaKosi(2023)
3 Chatterjee, Czajka & Gethin (2020)



However, the most significant challenge facing South Africa is where the funding will
come from to significantly raise the levels of investment in GFCF. If, as argued in tRék 1
Macro-Economic Trends Repomt* fiscal and monetary policiesare expected to remain
the same; major increases in funding from the fiscus will not be forthcoming, nor can we
expect the equivalent of Quantitative EasingQE) by the SARB. If public funding for
infrastructure does not increase, how can the private sectobe expected toincrease
investments in fixed assets to expand South African businesses? The latter often follows
the former, but only if the appropriate investmentnstitutional vehiclesand mechanisms
are in place.

One response is tamobilise society anduse knowledge, information and datato change
fiscal and monetary policies. This may well be desirable. The point of departure of this
report is that this is unlikely to succeed in the short term. The focus, therefore, is on
alternatives that, if implemented, mayresult in there-evaluation of the current tight fiscal
and monetary policies.

The well-intentioned succession of economic and planning frameworks since 1994

(including the NDP) has not been undempinned by a coherent macrcefinancial

NY211 UcURPDWNI ¢ Ws Yl t WnY! WacecU¢c NRUNTHIE o 6 W n | |
concludes that such a framework needs to benstituted as a matter of urgencyf the twin

challenges of underinvestment in sustainability-oriented GFCF and persistent

inequality are to be addressed This has become even more urgent in light of theapacts

of newgeopolitical dynamics, climate change and the energy transition.

ThsnJGY !l qWG!I Y2RT Wt We O0WwWY201 2RWUs WYNnWagé WWI2YdeqR\
by analysing four historical snapshots in time: 19835, 1996, 2014 and 2024. Each

snapshot is representedas a distinct visualisation of the web of interlocking balance

sheets that existed at each moment in time. fiese visualisations are accompanied by

narratives that describe eachaqqe | URUNWGYRUqWRUWq8 JWt 6 RngqRUNL
financial ecosystem, understood here as a complex adaptive system.

Following the monetary architecture approach (see below), this complex adaptive
system comprises a web of interlocking balance sheets held together by an ewver
changing set of balance sheet configurationsThe report aimsto reveal how and why the
most important balance sheet reconfigurations occurred at specific historical moments
over the 19832024 period and how they, in turn, resulted in the redirection of the flow of
finance. They were not the product of abstract market dynamics but a function of
decisions by people located within key inérsecting nodes of the web of interlocking
public and private balance sheets. If balance sheet reconfigurations have happened
before, they can happen again, butvith the aim of achievingthe goals of theNDP andthe
Cabinet-approved Just Transition Frameworthis time.

4 National Treasury (2024)



The analysis in this report suggests that it is futile to believe that it could be possible to

overcome the path dependencies in the web of interlocking balance sheets via the

classical Keynesian tools of monetary and fiscal policies. These imply using theentral

bank and NT balance sheets to redirect capital flows, essentially by expanding these

balance sheets through open market operations or government debt issuance,
respectively. However,given the scale of the challenge, these interventions on theimmn

sYeOGl WaVYt qWdRY JG! WOYqWeT T WHY Wagb6WWhI IJ¢TK Whne
within the monetary architecture that have reproduced inequality and reinforced
underinvestment in GFCF since 1994.

If these challengesare to be properly addressedit will be necessary to focus on the web
of interlocking balance sheets to imagine and identify the elasticity spaces where
alternative balance sheet reconfigurations may exist. The logic of thiist Transition has
provided a way of thinking abouhow this can be achieved. However, it is important to
point out that this alternative approach cannot be equated with theurrent fashionable
hAGIUOT 3T Wn R U ewhishldriudpba@Ety klaingedt idillions to trillionskwould be
unleashed if the state stepped back in favour of private sector andnultilateral
development bank investments. Instead, as Mazzucato has argued, blended finance
cannot simply be about derisking whatever the private wants to do; it must be directional
and aimed at achieving structural transformation. ®

The Cabinet approved the National Infrastructure Plan 2050 in 202#%hich was South

n | RHEC Kk {-tdi KRrateégg iiestntkx framework forg 6 1J W Y enBrgy| water} LLI
digital and transport infrastructures. The Infrastructure Task Team of the NPC was
mandated to investigate the investment requirements to achievés goals. The result was
cWt DgWwyYnuwl WGY! qt WYUWEYeq6W nl RA¢CKkt Ws ¢aqldl AWwWIU
context of climate change. As the Just Transition Framework approved by the Cabinet in
August 2022explained:

Tackling climate change will require urgent, significant, andransformational
changes across all sectors of the South African economylt will require
innovations in urban and infrastructure planning; a massive shift to clean energy
sources; and changes to how we use our land, water, and obtain our food.
(PCC, 2022:3r emphasis added)
Reports by a research consortium comprising the NPC, PCC, NT and DBSA confirresth
propositions:

i To achieve water security by 2035: R214 billion per annums required to fund the
lowest cost option, which is also the most ecologically sustainable option (R2.1
trillion through to 2035)°

5Mazzucato (2025) _
SDBSA ¢ qRYUcOGWNI W¢t el ! Al ¢qRYUecOWATGe¢UURUNDWOVYGARE RYUOWCQWAI 3t RT WDUqRE G
investment requirements to achieve water security by 2050.
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1  To achieve energy security and net zero by 2050: at least RXRA50 billion per
annum s required;’

1  To enable digital transformation so that South Africa can take advantage of the
global digital transition: R40r R50 billion per annum through to 2035 or R50dlllion
in total by 2035is required.®

The total investment required for these three sectors alone, therefore, is R3.5 to R4

trillion by 2035 or about R400 billion per annum. If current investment levels remain

constant, approximately R250 billionper annum will be spent on water, energy and

digital infrastructure over the next 10 years(R2.5 trillion) The gap, therefore, is
approximately R150 billion per annumor R1.5 trillion over ten yearsif all else remains

equal. The World Bank (2023) recently estimated a funding gap of R4632 trillion for all
infrastructure.

7¢t T WYOWagq6eWWeUca!t Rt WYNWEYeq6lWl nl RAskt WHe O
possible to summarise q 6 W It qRG¢c qlT W2c¢cde JWYnWgqdJWet + Jal
sheets as followsin Table 1

N¢ HiJHNaHEt qRG¢caqUT H tt JgqHéctGeldt HYUHEYeq6H nl

Asset | Value
SARB R1.2 trillion
National Revenue Fund (managed by NT) R2.1 trillion (2024)
Commercial Banks R6.7 trillion
Non-financial corporations (listed) R12.7 trillion
Formal small businesses (unlisted) R2.5 trillion
Shadow Banks R3.2 trillion
Pension & Insurance Funds (Asisa members)|R6.7 trillion
Stokvels R50 billion (11 million members)
GEPF R1.6 trillion
SOEs R1.3 trillion
DFls R345 billion (14 largest out of 45 = 97 percent of assets)
Households R11 trillion, including offshore wealth

SourceAuthorgcalculations

DBSA, ¢ qRYUcaWRNI Wet el ! AW ¢ qRYUedwWAGe OURUNWI YA AR+ RYOWCWAI 3t RT WUqRE
investment requirements to achieve energy security and netero by 2050

8DBSA, ¢ qRYUcaWNI Wet el ! AW ¢qRYUcoWAGe UURUNWIYEG G Rt + RYOWAGAWAI 3t RT WUqR¢
investment requirements to achieve digital transformation by 2030.
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The total ofthese separate amounts would provide an inaccurate picturebecause there is
a degree ofoverlap, e.g. GEPF is part ¢fie pension fund amount, small business is part of
NFCs, etc. However, a report compiled for the NTK + UTEED initiative based almost
BOqRI Wi ! WY201mapa1QUsEerhABulietindlestimated that the total assets in the
South African economy increased from R2® trillion in 2010 to R4 trillion in 2021. This
represents an increase from 67 times the GDHn 2010to 8,0 timesin 2021°

The Just Transition Framewotkormulated by the PCC°and approved by the Cabinet in
SM=ZZWe Ul W6 W A9kt WY ardusdlihatyal niy nidie RoflabatbRE L= M= O
approach to financing the transition is required. This opens the door for a nevegotiated
macro-financial governance approach for financinghe GFCF ina way that furthers the

goals of the Just Transitionby reducing inequalities through innovative financial
arrangements. The monetary architecture approach is fit-for-purpose because it

provides a systems perspective on the dynamics and workings of the web of interlocking

public, private and hybrid balance sheets that comprise the financial ecosystem.

To study poverty and inequality, we define different household categories that broadly
match the socio-economic structure of South African society at different points in time.
The obvious limitation of this methodology is that the data does not reveal the intra
household gender dynamics.According to Statistics South Africa(Stats SA) 42.3 per
cent of all households were headed by females in 202% In the sections that follow, we
show how poorer (mainly womenrheaded) householdswere unequally integrated into
the wider monetary architecture and how this has not changed much with the shift to
democracy in 199413

Investments in GFCF refer to two key flows of capitalinvestments in public

infrastructure (particularly energy, water/sanitation, waste, transport/mobility and

digital infrastructure), and investments by the private sector in fixed assets (machinery,
equipment, premises, intellectual property, operational facilities and systems). The
former tends to crowd in the latter, but only if the appropriate balance sheet
configurations are in place that provide a degree of longeerm certainty.

The poststate capture period has been marked by various strategies tmobilise public

and private sector investments in infrastructure. The most significant contemporary

strategy is the South AfricangyY 2 IJ1 UG W0 qKk t WHY GjhsRand sdislandbie Y W q 6 1L
transition. This will require a massive infrastructure build programme that underpins

economic growth, effective redistribution and sustainable resource use?* Assuming that
conservative fiscal and monetary policies remain into the foreseeable futurghe current

9 Hadji-Lazaroet al. (2025 20)

10 presidential Climate Commission (PCC)
1 National Planning Commission (NPC)

12 Statistics South Africa(2024)

13 Chatterjee, Czajka& Gethin (2020)

14 Krutham (2021)



priority should be to secure massive increases in infrastructure funding via a new set of
balance sheet reconfigurations that effectivelyintegrate private sector investments
more than ever before without compromising development goals, the public interest and
the need for inclusive growth. Without this, it will not be possible to achieve the
economic, social and environmental goals clearly articulatedin the NDP in 2012.
Chapter 5 of the NDPrefers specifically to the need for a just transition.

Fromthe monetary architecture perspective, a key policy failure since 1994 has been the
absence of a macrafinancial governance strategy for configuring the most significant
balance sheets in ways that would have made it possible to achieve the policy goals of
the new government. There was naegotiated balance sheet configuration to createa
more inclusive monetary architecture aimed explicitly at reducing inequalities and
increasing investment in GFCFE more generally, to drive up economic growth rates A
political settlement to give effect to such a policy frameworlcould have, for example,
involved incentives for companies to invest their surplusesn fixed assets and to retain
them within South Africarather than shifting them offshore. ltwould have allowed the
poorest households tobecome financially integrated and given them a chancedo benefit
from the financial expansion of the monetary architectureafter 1994. This, in turn, would
have contributed significantly to addressing gendebased inequalities. It could have
incentivised the investment of the expanding pool of savings in the pension and
insurance funds in infrastructures and fixed assetslt could also have involved taking the
balance sheets of small and medium enterprises more seriouslyin particular those led
by women.

7! WG ¢ GGRUNWAa6 W2 Y U2 aéhinging Yhtedddkivigebaldnde sheetR H e k + LU
this report aims to implement ¢ WG W q6 YT YOG YN! WnVY!l Waqé¢Ht GRUNWEY
hs REt DT W.GWY faldpd 13t 13 W h sareFbefiddd LHsGtheYaddtiiolhé bf katll
inappropriate configuration of balance sheets, it follows that the solution lies in

imagining and then implementing an alternative balance sheet configuration. These

YGGY!l qaURqRIJt WnY! Wl JHEYUnRNaRRAB[IWHE @&quadd 1) LI G B
identification through negotiation and implemengtion by the affected stakeholders.

Good examples include the tax incentives that unlocked bank funding for the rooftop

solar revolution, or the soon-to-be-implemented ITPs that willenable private sector
participation in the transmission build programme.

The report is orgarsed as follows. Section 2 explains the methodology thatvas used.

Sections 3t6analyseEYe q6 W nl RAC Kkt WaYUWqel ! Wel A6RqUHqe
1983, 1996, 2014, and 2024. We systematicallgcrutinise the different parts of the

monetary architecture at respective times beforerespondingto the research questions.

Section 7 concludeswith fourteen recommendations.



2 Methodology

2.1 The Monetary Architecture Framework

Methodologically, this report draws on themonetary architecture framework,*> which, in
line with the Money View and critical macro-finance,!” conceptualises the monetary and
financial system as a web of balance sheets that interlock via credit instruments.

Adopting an institutionalist approach, themonetary architecture framework perceives

monetary and financial systems as historically specificand subject to permanent
transformation processes with substantive path dependencies. It is then possible to
OCGWWNOGGRI RAcCOGWhGYUWqc! ! Wel A6 Ranlamagermedtiofk WY n WI
public and private balance sheets at a given moment in time. The objective is to depict

the way different balance sheets are interconnected via their credit instrumentge.g.

Gold, foreign reserves, deposits, debt securities, loans, equity andghvestment fund

shares, insurance, pension and standardised guarantee schemes, and financial
derivatives)in an idealised manner These interconnections via this range ahstruments

nY!l Wl Rnn I WUOqWh AH¢ 0 ¢ U rshapd addirifuphdEtdntgxt-Bopcfic ¢ q RY Ut
political -economic outcomes that play out on aday-to-day basis.

Any empirical monetary architecture i.e., the web of interlocking balance sheetsonce

it has been mapped for a specific moment in timeis a snapshot of a complex, adaptive
system!®that is subject to idiosyncratic evolutionary processes, eludes the control of

cU! Wt RUNGUWEHqY!I AaWe UT Wre UWe qlAt ofdPEblicHhda 13131 13T
private actors can exercise some influence on parts of the monetary architecture, in

2¢l RYet Ws¢!t WeUT Wedse! t WROWI WerHgqRYULWqY Wa 6 13N

Themonetary architecture framework allows mapping the arrangementof the historically

contingent monetary and financial system at different points in time to grasp the
transformation the system has been subject to and to provide a common ground for

TRt #et t RUDWWUq! ! WGYRUqt WaqVYWRUN O eanbtomatidha 6 13 WG Y
Due to the logic of doubleentry bookkeepings 6 RES6 WWIRUNY! Gt Wqd JWt '+ qld
single actor or balance sheetcan exercise influence on the system and change system

behaviour. It always require the collaboration and coordination of at least two balance

sheets. If conscious steering is absent, the most likely evolutionary trajectory of a
GYOUqgel ! Wel #HE6RqUHge | IEIRRIYWAX WieVY0 GRG2 0 RUDIMNEeé
inherited from the past. There is little reason to believe that the existing monetary
architecture can generate the desired plitical outcomes. A new set of balance sheet
configurations that are more conduciveto these desired political outcomesis required.

5 Murau (2020; Murau, Haas& Guter-Sandu (2024)
6 Mehrling (2011)

7Dutta, Kremers, Pape& Petry (2023) Gabor (2020
18 Arthur (2015)

19Schwartz (2013)



The methodology to generate empirical maps of a monetary architecturbegins with

monetary jurisdiction as a legal category subdivided into four financisdegments: central

banks, commercial banks, nonbank financial institutions, and a fiscal ecosystem

comprised of treasuries and offbalance-sheet fiscal agencies. In addition, we need to

consider the non-financial segments, which comprise households and firms (non

financial corporations). Each of the four segmentsplus the non-financial corporations

and households, comprises institutions represented as balance sheets andhat have a

hierarchical relationship with each other. Households are represented as clusters along

a spectrum of richer and poorer balance sheets. All these balance sheets interlock

through theinstruments they hold as assets and liabilities. This adds up to eompletely

self-l In 1 WUqR¢aWRI DT RaqWwt 't qUG WRUWs 6 RAG WIJC HGE WCt
the financial system is conceptualised this way, the definition of money is relative rather

than absolute.22W6 ¢ qWH Y2 Uqt Wet WwaYU! wi 3euoi+ wyOWe WAHe
hierarchy and can change over timé! Each balance sheet configuration between two or

more balance sheets has its owrelasticity space for balance sheet expansion within the

constraints of the other balance sheets that it is dependent on within the hierarchical

structure. TheT IIN1 WIJWYnWWGc¢ct qRARq! WRUWaq6 It DWW Ge HIIt L
and liabilities at its disposal. These are backstops provided by hierarchically higher to
hierarchically lower institutions. When reconfigured, they lead to the creation of new
heRgrelEct t gt Wanictidid &nd IRV Rrattie lidlaxation of the 'survival
constraint,' payments coming due in case of a credit crunch (cf. the template balance

sheet inFigure 21).

Assets Template balance sheet Liabilities
(explains the categories of financial instruments)

€ Actual assets € Actualliabilities
Held on-balance-sheet over time; Held on-balance-sheet over time
commitments for future cash inflows; commitments for future cash outflows
typically financial claims but also
physical assets can be seen as bonds Equity capital
as they generate future cash inflows Residual category, difference of

actual assets and actual liabilities

€ Contingent assets € Contingent liabilities
Potentiality for balance sheet Potentiality for balance sheet
expansion & cash inflow in a crisis; expansion & cash outflows in a crisis;
then they become actual assets; then they become actual assets; can
can be explicit or implicit; as be explicit or implicit; as counterfactual
counterfactual instruments it is often instruments it is often not clear if they
not clear if they exist or not exist or not

Figure2-1: Template balance sheet
Source: Murau (2020)

20 Murau & Pforr (2023)
21 Mehrling (2012)



In principle, the modern credit money system is global in scope. Natiostates like South
Africa are not the constitutive building blocks of the international monetary system but
are embedded within global credit relations over whichEYa q6 Wl nl RAC Kt Wt Y2 1J
has little control. 22 Monetary architectures are therefore, situated in a monetary
jurisdiction as a legal space, not one that is primarily defined by territor§2. Thisrequires
2UT Wl Yt qeUT RUDWEYeqd6W ml RAcCkt WaYUWqe!l ' Wel HEF
architecture dominated by the U, with each segment of the South African system
incorporated into this global system in a different way and to a different degree. The
balance sheets that are part of a monetary architecture have multiple international
entanglements with balance sheets loated in other jurisdictions. The assets and
liabilities involved must be denominated in a currency or unit of account, represented in
the template balance sheet in a column to the left of each instrument. While the unit of
account is conventionally assocated with a nation-state, i.e., the South AfricanRand
(ZAR) or the US dollar (USH) is by no means necessary that instruments denominated
in one such unit of accountare held or even created in the monetary jurisdiction of this
nation-state. For instance, the USD functions as the global key currencysed to create
large volumes of credit instruments offshore, outside of the United State$' The vast
majority of cross-border financial flows, including in South Africa, are denominated in
USD. Thanonetary architecture framework allows depicting the usage of different units
of account onshore and offshore, which helps conceptualise the international
entanglements of different balance sheets.

It is important to note that the way balance sheets are represented in thenonetary
architecture framework deviates from international accounting standards or the

traditional system of national accounts. This is deliberate. Both accounting standards

and the system of national accounts aren our view,legitimate ways of representing what

happens in the underlying web of interlocking balance sheetsn an idealised way

Accounting standards provide norms for regulated entitiesstating how they should

report to their regulators on their micrelevel activities. The system of national accounts

seeks to quantify theex postdynamics of the systemon an aggregated levelSince it is
ROGYtt RHGWWqYWNWUWI ¢qlWe Wneddwe O Whal ek Wl 1J
system, both are established and certainly legitimate ways afationalisinga; 6 13 LWt ! + q 130 K 1
dynamics.

For the monetary architecture framework, it is primarily of interest to map out the
different types of institutions that actually exist in the web of balance sheets and
understand how they interlock via different credit instruments. This is a much more
gualitative approach to interrelationships of institutions than for international

accounting standards or the system of national accounts. In addition, the Monetary

22 Murau & van & Klooster (2023)
2 Avdjiev, McCauley& Shin 2016)
2 Murau, Pape& Pforr (2023)



Architecture framework is interested in how the structure of institutions and instruments
changes over time. It focuses on institutional instabilityand transformational dynamics.
The established accounting frameworks must necessarily abstract from thafThey need
to assume institutional stability and continuation to measure quantitative volumes
within that setting.

Due to its focus on qualitative relationships and institutional transformationof financial
power, the Monetary Architecture framework is a politicaleconomic approach and, as
such, is appropriate as a methodology to study questions of inequality, underinvestment
in infrastructure, and the governance of the financial ecosystem. The empirical monetary
architecture at a given moment in time is the realorld institutional setting on which the
economy operates. Credit (money) creation, investment financing, ad the making of
payments take place within this historically specific monetary architecture.

On the one hand, themonetary architecture framework helpswith the study of questions

of inequality because any given balance sheet configuration determines who has access
to which forms of credit and which types of backstops. Historically inherited positions in
a balance sheet configuration can keep some balance sheets trapped ia situation
where an increase of wealth is impossible, whéd macro-financial dynamics increase the
wealth on other balance sheets without them doing anything. Pd dependencies
perpetuate inequalities, and it becomes difficult, despite the best of intentions, to
influence such processes and turn them around.

On the other hand, themonetary architecture framework helps us generate insights into
underinvestment in GFCEin general and infrastructure, in particular. The historically
specific web of interlocking balance sheets is the setting within which public and private
entities issue different types of debt and find counterparties to expand their balance
sheets. This is what determines the ability d finance investments, which in this
framework, refers to nothing else but the capacity to expand balance sheett create
new monetary instrumentsthat can be subsequently used for directing activity in the
hl JedWIRYUYa! IOK

The web of interlocking balance sheetsisualised in a monetary architecture map is
FYGUW@qRGWE W Wndl I T WgYWet WagdWWhnRUec URRE O WGT 2 @
outcome of countless political and economic processes butcan normally not be directly

observed. Like realworld plumbing systems, it eludes the eye of the beholder. Many

people have an understanding of some parts of the plumbing, but hardly anyone can see

q6 W hARNLW GRHAq 2 | ,IXeOkndtaRdR,npolidymkkers; Lbusifessieodle or
technocrats, who all have limited possibilities of influence are tinkering with the

financial plumbing and are frustratedwhen theyrealise, time and again that the system

is still not responding to their influence in the way they had imagined.
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This is precisely the situation that South Africa finds itself in. Despite various honest
efforts to overcome its history ofapartheid, entrenched path dependencies within the
financial plumbing show up in balance sheet configurations that perpetuate South

nl REHCKkt Wt gqcaget Wet WaqdlJWa VYt opihaudghlitegustiadd =Y 2 Uq |
sustainable transition is currently the policy focus of the South Africargovernment,
everything depends on how this will be financed in a way that does not result in an unjust
transition that leavesthe current extreme inequalities intact.

2.2 Adapting the Monetary Architecturéramework for the South African context

Adapting the monetary architecture framework to the specific South African context

requires a range of conceptual choices on how to depict the institutions and instruments

configured into the evolving balance sheets thatonstitute EYa q6 WU Nl RAEC Kt WA Y
architecture.

NYWe UT DIt q¢UT W6Ys WEYeq6W mnl RAckt WaYUWqel ! We
state of play of these eveichanging balance sheet configurations at foucritical historic

moments in time that best characterise a phase of changing balance sheet
configurations around:

1 1983, a setting that illustrates the balance sheet configurations undeapartheid
when South Africaexperienced international sanctions, the debt standstill, and a
State of Emergency as mass uprisingsngulfed the country.

1 1996, when the democratic transition after 1994 was largely accomplished and a
new post-apartheid balance sheet configuration wasestablished.

1 2014, when a series of crises had consolidated bank balance sheets, state capture
set in, and South Africavas more deeplyintegrated into the BRICS.

1 2024, when the focus is on overcoming the legacy of state capture and
unsustainable debt levels, reestablishing a viable growth path and implementing
the just and sustainable transition.

We map outa monetary architecture figure for each of the four periods toprovide an
idealised representation of the balance sheet configurations at the time. To achieve this
is a methodical challenge which requires, in some respect, squaring a circléfhe visual
representation must necessarily be static, but it is alwaynly a snapshot within wider
transformational dynamics. In line with the research questions of this report, we are
interested in both the snapshot and the wider dynamics around it. We sob/this problem
by providing a narrative and data thatonsiders what happened before those inflexion
points (how did we get to this balance sheet configuration?) and shortly after those
inflexion points (what outcomes did these balance sheet configurations eventually
generate?).

11



In that sense, it is important to stress that the four snapshots are connected to broader
historic inflexion points, when significant changes were taking place in different ways
across the different segments of the monetary architecture. They are, in other words,
markers along an institutional evolutionary pathway that reveal how the system has
evolved over time. As rdécted in Figure 22, these moments correspond more or less to
economic turning points over the 19792022 period. In some cases, the drivers were
crises, while for 199496 and even 2014they werepolitical shifts in state power.

/\.
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Figure 2: Annual GDP growth in South Africa,-2922 (in%)
Source: World Bank (2024)

Tomap the four monetary architecture figures, the report adopts a range ohductively

developed classifications, consideringEYea qé6 Wl nl RA¢C Kkt WIIHYUYAaRHWe U
and the framing of the research questions. We look at nine different categories of
HecadcecURNDWE 600 qt WagécecqWnWdcecagel JWRUWEY2q6W nl RHC
from a bottom-up perspective, beginningwith households and firms and ending with the
quintessential balance sheets of the state, theCentral Bank and theTreasury.

Households: The report adopts a classification of four household classes
interconnected in different ways to the rest of the monetary architectureand which

therefore have differential access to credit and financing opportunities. The focus of this

report is on household balance sheets (i.e. their assets and liabilities over time) rather

than income. This means for each historic momentan analysis is provided that connects

evolving household wealth (i.e. assets minus liabilities) with access to financiaervices

¢cUT Wl 13t Yel #8ic IOWIR WG FWAMG Y@ + D6 YaTl + « W YWOY q W6 ¢
as money, they are only able to hold what few bank notes theycan access by various
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G¢cUt WeUT Wéec20WUYWeHADH  WaqYWYq6Jl WnYl Gc¢dWHI
GYet DoVYOltkWT YWEc2WWeHADHt WqYWHeUt WT JGYH R
instruments, micro-lending, or retail debt. Third, middleclass households are
characterised by their access to formal bank and nonbank lending and the ability to

accumulate savings, for instance by accessing pension funds. Fourth, elite households

occupy the top-end of the wealth and income spectrum, with access to pension funds,

and a variety of financial instruments such as bank loans and sophisticated products

including MMFshares, bonds, or stocks®

General class structure Derivation of probability thresholds that allow CLASS
accordl{lg to absolute for a finer subdivision of classes according to STRUCTURE
expenditure thresholds predicted poverty exit and entry rates

POOR --- Average probability of EXITING poverty ---==-s+sssssssemmeemamnnannn

<_33!_-> Chronic Poor

ABOVE Transient Poor

— Poverty Threshold

ABOVE Vulnerable
MIDDLE CLASS < --=- Average prob. of FALLING into poverty «-====:=ssssesemsomecacannanes
I T > Middle Class
—  Elite Threshold
ELITE > Elite

Figure 23: Social stratification of households based on living standards
Source: Schotte, Zizzangideibbrand (2018)

The definition of household classes via their characteristic balance sheet configuration
initially abstracts from properties of individuals such as race and gender. However, we
can approximate how different races and genders are proportionally representeth
different household classes over time. As a general tendency, black households and
female-led households are more likely to belong to poorer classes than white
households and maleled households.?®

Firms (non-financial corporates): Replicating the approach to households, the report

I Rt qRUN2Rt 610t WTI RnnlJI DUqWhHEGCH T Wt kWYnWnRI Gt LW
international connectedness. In ouridealised depiction, we start withthe predominantly

women-ledh ROUNYIl G¢cak Wt GcaawWIUql GI Rt Ut Ws Rq6 YeqllcF
He Ut RUDWH '+ quUGWe Ul WhnVY! G¢dk WE~E} Ws Rageésdic HHE I |
bank credit. In addition, we have different classes of large enterprises thataditionally

formed part of the widerminerals-energy complex. For theapartheid era, we distinguish

hT YOGt qRAcOG! WHY UL ql ¢ RUJEIX L ¢Ul el m R oM | UG Yo ReYald
balance sheet structure differs regardingthe types of currencies they hold. For the post

% Data on South African households often follows the System of National Accounts and look at the aggregated household sectae(s

e.g. Aron& Muellbauer 2006 Kuhn 2010), which does not allow distinguishing different types of households. A notable exception is

Daniels & Khan (2019) who address inequalities in wealth as well as in asset and liability structures between different percentiles of

EYaq6lWl nl RA¢C Kk WRUARYQ W Rt ql R HA-8)aqQuVclAdsitichtitn driRsibitiecwlorl By iSendite, IZidtanddA d 1+ WY U WG
Leibbrand (2018)& Zizzamia, Schotte& Leibbrand (2019) who develop a dataset based on five classes that start with poor, middie

class, and elite households andadd probability thresholds to define the transient poor who have a chance of exiting poverty and the

vulnerable middle-class that is at risk of falling into poverty

26 Muthwa (1995)
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apartheid era, this distinction morphs intopredominantly dual-listed large, financialised
corporations with largely externally based operations and locally listed less
financialised corporations whose operations are largelyor entirely, located within South
Africa.

State-owned enterprises: TheSOEsinherited from the apartheid era play a crucial role

in the South African economy. Some of them have been privatisesince 1994, but the

majority of themhaveremained in public ownership. The value of their collective balance

sheets has consistently been equal to around 3@er cent of GDP. They play a central role

in the provision of major economic infrastructures, including energy, water, rathased

freight, ports, passenger transport, airports, telecommunications and digal
infrastructures. They are all owned by the state via a disparate set of authorities. From
SMMoOAWe WUz GHIDI WY Wadé 34 W6 ¢ 2 1JkwhidEhistalsolbffeetétT 1J H q LW
their asset and liability structure. ManySOEshave required equity injections over the

years to remain financially viable.

Banks: The structure of the South African banking system has changed profoundly over
time and is reflected in the categorisation adopted in the visualisations. During and
shortly after apartheid, South Africa hadseveral smaller banking institutions, including
merchant banks and mutual banks, which have disappeared through bankruptcy or
mergers over the last three decades. The collective value of the balance sheets of South
African banks is around R& trillion. South African banks arein general well-capitalised
and benefit from a stringent regulatory regime that favours stabilisation and risk
reduction over innovation and broadened access to finance. For the contemporary
structure, the report merely distinguishes between large and small banksUsing the
Money View’ definition, banks are regarded as both intermediariesand creators of
money via decisions to allocate credit reflected as deposits on the balance sheets of
their respective counterparts.

Development finance institutions: The three largesDFIsinherited from the apartheid era

arethe IDC, DBSA and the LBK. A range of smalgovincial-levelso-R ¢ G G 1JT WhT 132 10 Y G
HY! GY | wag R hhertdd from the apartheid era. Since 1994 the number of DFls

has increased substantially, and all the DFIs inherited from thepartheid era have been

restructured and re-oriented to serve the policy goals of the posapartheid government.

However, they have never beenapitalised well enoughto play a major, high-impact policy

role. The fourteen largest have a collective balance sheet approximately R345 billion, a

fraction of the value ofthe collective balance sheets of the banks.

Pension funds: The number of members of pension funds increased from 9.2 million in
1994 to over 18 million by 2023. The number of pension funds increased from 35 to over
800 for the same period. Furthermore, their collective asset base increased from R171

27 Mehrling, 2011
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billion in 1994 toR5.6trillion in 2023. South Africa has the 16th largest pool of pension
fund savings, larger than countries with much bigger populations (India, Ireland, France,
Spain and Chile).Pension funds are generally divided into three categories: (a) large
state-controlled defined benefit funds, such as the GEPF, as well as the Eskom and
Transnet funds. These funds are ultimately underwritten by the tax payer thus enabling
an indirect link betweenbenefits and assets which, in turn, reduces the risk of patient
long-term investing; (b) large private sector defined contribution funds sponsored by
employers and trade unions that could potentially invest more capital in longerm
investments that generate dividends; (c) smaller private sector employesponsored
funds, umbrella funds and personal pensions where demand for liquidity transformation
is high and therefore more constraints on longerm investing exist.

Shadow banks: Shadow banks are used asan umbrella term for quite a wide range of
different financial institutions that provide credit but are not regulated in the same way as
commercial banks or pension funds Although the term was first coined in 2007, it can be
used to refer to financial institutions that perform credit intermediation functions without
access to central bank liquidity or public sector credit guarantees® Often classified
internationally as asubset of other financial institutions (OFIs), most shadow banks in
South Africa are regulated by the Financial Services Conduct Authority. Shadow banks
include a diversity of institutions, including Collective Investment SchemegCIS)(often
referred to asunit trusts), Money Market Funds (MMFs), participation bond schemes,
Personal Banking Services (PB)iFs, Multi Asset Funds(MAFs) and various otherCISs
Beyond these, there are finance companies,securitisation schemes, REITs, trust
companies, stokvels and certain types of brokers. Althoughhe stokvels, almost all of
which are led by women are usually not regarded asshadow banks because of their
informal nature, we include them in our understanding of shadow banks. The fundamental
difference between banksand shadow banks is that the former are licensed to take
deposits from the public, whereas shadow banks rely on individual and institutional
investors who invest purely to generate higher returns than theyouald otherwise secure
from commercial banks oreven conventional investing inthe JSE.In the South African
context, shadow banks typically refer to long-term lenders who also offer liquidity
transformation to short-term investors. This definition can include components of the CIS
industry (e.g. someMMFs or illiquid corporate bonds), but it excludes some instruments
that are not prone to run risks in the near cash and credit market¥Vhile valid, this fine
distinction is difficult to operationalise in this qualitative analysis.Unfortunately, the data
on shadow banks before 2010 is limitedwhich means we are unable to provide much
detail for the 1983 and 1994 periods. Instead, our focus for these early historic periods will
be the emergence and proliferation of the unit trusts that came to be managed by a wide
variety of shadow banks.

By 10 CGWLIZMNT b IOWS 21 WE GGl YeHEWqYWE U7 Wi WnRORGRYUWY Wt 6¢T Vs WAHe Ut + W qlddt
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Central Bank: The SARB is the apex institution of the South African monetary

¢l HERqqUWAgqea | JWe UT We Wt 3! WhnRI INnRNEqRUNK WRUY qRa
throughout the apartheid and post-apartheid eras, but significant policy advances made

after 1994 resulted in the transformation of the SARB into a powerful regulator of all

banking and nonbanking financial institutions.?

National Treasury and the fiscal ecosystem: The report divides the public core budget

into the NT and municipal treasuries. While both have a tax base, they are interconnected

with the rest of the monetary architecture in different ways that have changed over time.

The NT is théinchpin of the fiscal ecosystem. Although strictly speakingthe NT does not

have a balance sheetin terms of the Constitution, it is responsible for managing the

National Revenue FundNRF) into which all revenues collected fromthe public must go.

The balance sheet of the RFis the de facto balance sheet of the NT. The broadest

GYtt RAGUW WnRURqRYUWYNnWa6 JWh Ge HORHLW WHEqY! WHE
sheets of all the SOEs, municipalities, Sector Education and Training Authoriti€SETAS)

and various other state agencies.

fOWl WEcORaq! AWEYa2 q6 W nl RAcCkt WaYUWqel ! Wel A6 RqUIH
fiscal hierarchies, with the SARB at the apex of the monetary hierarchy and th&@ &t the

apex of the fiscal hierarchy. Both these national hierarchies, in turn, fit into wider US
dollar-denominated global hierarchies with the US Federal Reserve at the apex. We

I UNel T Wg6WWE A7weU0T W NWet WgbWWhnRI InRNEqII
balance sheets that do the heavy lifting lying at lower levels of the hamchy. The
workhorses are those institutionsbest placed to expand their own balance sheets and

therefore the balance sheets of their respective counterpartieso unlock new funding

flows. 6 13t JWe |l DWagdWWhHecGe URPDW 63 0qWl IHYUNnRN21 ¢ q
HCOanNecOWIWhEGEY qRARQ! Wt GeHIJY k Wel WWs 6131 DWa6 1J
sheet reconfigurations to unlock significant flows of public and private capital. The

m R 1 1J'n RH2 SARB ladd tNTmust have sufficient strategic space to move quickly to

stabilise the financial system when potentially threatening imbalances arisewhich, of

course, they will. Overburdening either with the exclusive task of financing future
development runs the risk of constraining the strategic space they need falfil their fire-

fighting roles whenrequired.*°

As far as the financial instruments are concerned, these building blocks include a range
of different credit instruments reflected as both assets and liabilities on at least one
balance sheet each. They indicate the interconnectedness of different entitieand how
this evolved and changed duringand after, the apartheid era.

Monetary instruments: The key monetary instruments comprise bank notes, reserves,
and deposits. Notes are issued by the SARB and cam principle, be held by anyone.

2 For an elaboration of these three analytical angles, see Naidoo, Meerha$zL ehmann-Grube (2024)
30 Murau, Haas& Guter-Sandu (2024)
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Reserves are also the liabilities of the SARBut only banks can hold them as assets.
Deposits are liabilities of commercial banks constructed as promises to paythe central
bank money. Deposits are accessible to anyone who has a bank account.

Longer-term instruments: Loans and bonds are the typical reverse entries to the
balance sheet operations that involve money creation. Loans tend to be nemarketable
debt; bonds are debt instruments that can be more easily sold on. Bonds tend to be more
prominent in larger instiutions, while loans can be found on the balance sheets of
smaller DFIs and SOEs. Generally, the international and national DFIs tend to extend
loans to their counterparts.

Instruments of the Non-Bank Financial Institution segment: To conceptualise the
activities of South AfricanNon-Bank Financial Institutions N\BFI9), this report looks at
different instruments, such as contributions to pension funds and pension liabilities
shares of different collective investments or derivatives such as credit default swaps.

For the contingent instruments, the report distinguishes three types ahsurance?! that
hierarchically higher balance sheets grant to hierarchically lower balance sheets and
that can be either explicit (for instance, via a law or established practices) or implicit
(based on shared expectations or theras-no-alternative rationales):

1 Liquidity insurance refers to the guarantee of the central bank to some other

HeacecURDWE 61 0qt WagVYWl DGGWURt 6 WaqdécqllYaqddl WHE

money in a moment of scarcity. A straightforward example is the discount window,
but there can be other ways of prowing such insurance.
1 Solvency insurancecomprises mechanisms to guarantee the nominal value of a

HecadeURDWYE 6 J0qKkt WIREHRIRQRIY WRNWRqWIT Uneé e

deposit insurance, which is often aformalised scheme around a specific Off-
Balance Sheet F3cal Agency OBFA.

1 Capital insurance refers to the, usually implicit, guarantee torecapitalise Y | Wh A¢ R T LW
Yeqk WecUYqo6Wl WH¢eG¢c URIIWE 6 1313 g, MiRdd 4l pecceivédlis n WU 1 N ¢

endangering systemic stability. The capital insurer of last resort in a monetary
architecture is the Treasury, but it may also use existing OBFAs or set up hew ones
for this purpose.

7t welc¢ca!'t RUDWaq6WWeAHY2WWHe RGT RURWHGYHt WYnuw

bottom-up perspective emerges that provides the basis for assessing the changing
relational dynamics of the South African monetary architecture over time. Specifically,
this means revealing how different balance sheet reconfigurations emerged and
declined, resulting in the changing nature of financial flows over the 1983024 period.
This provides the basis for addressing the current conjuncturavhich is characterised by
many finance-related challenges, foremost of which is the apparent severe shortage of

31 Alessandri& Haldane (2009)
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funding for largescale infrastructure investments needed to reignite economic growth
and drive the just transition. Without this, it will be impossible toaddress the triple
challenge of(class- and genderbased)inequality, unemployment and poverty. However,
it needs to be accepted that this secalled rshortage of fundingito address infrastructure
backlogs is a function of the current configurations of the web of interlocking balance
sheets. It follows that there may well be opportunities for reconfigurig selected clusters
of interlocking balance sheets in ways that could unlock new funding for investing in
infrastructure. These opportunities for balance sheet expansions are what we refer to as
felasticity spacestOk

In general terms, we will show that the monetary architecture of South Africahat was
constructed during the apartheid era for the benefit of the elite has not been
fundamentally transformed during the democratic era to support the developmental
aspirations of the 1994 Constitution, other than to broaden access to financial capital
for the black elite (via EEErequirements) and, in line with the Financial Charter, to basic
banking facilities and fiscal transfers for the poor majority. The inequalities remain intact
including increasingly serious gendetbased inequalities that translate into the power
dynamics that foster genderbased violence Policy intrventions to address this
systemic challenge are required. Unfortunately, to date, a systems view of the financial
ecosystem has not been compiled which means there is no adequate evidence base for
considering a range of policy options that could catalyse change. The report is aimed at
addressing this knowledge gap.

2.3 Generating content and collection of empirical material

To generate the empirical material for this report, the NPGathered a group of financial

experts who met repeatedly for workshops andwrote background papers to compile

DG GRI RACOWRUNYI G¢cqRYUWEHYeaqW2¢l RYet WGel qt WY™n
Severalexperts provided commissioned working papers based on various qualitative and
guantitative sources that formed the basis for the reportAndrew Donaldson wrote on the

GEPFE?®*? Roy Havemann on the South African banking systef Makhiba Mollo on the

Public Investment Corporation (PIC)3* Nthabiseng Moleko on pension funds® Chantal

Naidoo, Yasmin Meerholz, and Patrick Lehman-Grube on the 2ARB3¢ Mlondi Ndovela on
non-financial corporates;*’ Zeph Nhleko onDFIs* Kate Rushton and Avril Halstead on

32 Donaldson (2024)

33 Havemann (2024)

34Mollo (2024)

35 Moleko (2024)

36 Naidoo, Meerholz& Lehmann-Grube (2024)
%" Ndovela (2024)

38 Nhleko (2024)
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SOEs?® and Pieter van der Merwe oNBFIs#® In addition, we have carried out semi
structured interviews with Andrew Donaldsori® and Nimrod Zalk#?

Mark Swilling and Steffen Murawvrote this reportbased on secondary literature, primary
sources, the commissioned working papers, and the interviews. The monetary
architecture visualisations have been compiled by Friederike Reimer.

3% Rushton & Halstead (2024)
“Ovan der Merwe (2024)

41 Donaldson (2024)

42731k (2024)
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N6 Rt Wt DAqRYUWRU21Jt qRNCcqt WadJWHAHc ¢ URIIWLE 6 131Jq
architecture in 1983 as depicted inFigure 31. During the last decade of theapartheid

era, the South African economy was split into a small and informal sectpand a large

formal sector dominated by the sacalled minerals-energy complex that entailed the

collusion of both large private and SOEs Still, reforms in line with the spreading

neoliberal ideas were being adopted by reformersSOEss 1J | 1J LU lddinerdlalisbd K

liberalised capital markets were introduced, shadow banking activities were on the rise,

cUT Wqé6 W UIHYUYOGRHW HI Rt Rt W s ¢t W napdrtifeid-Ba3dd #6 ¢ UN |
monetary architecture.

At the time, South Africa operated a dual currency system that comprised two different
units of account: the Commercial Rand feferred to as ZAR) and the Financial Rand
(referred to asZAL). As the monetary architecture figure indicatesn the columns to the
left of each instrument, in the balance sheets, the ZAR was used to denominate the
majority of instruments for the domestic use of South African residents. It existed both
as printed money in the form of notes and as instruments on ledgers such as rases
and deposits. The ZAL, by contrast, did not exist in a printed form but only on ledgers. It
could only be held by a limited number of institutions that operated at the interface of
the global economy andwere not eligible for the purchase of domestic goods and
services. The South African monetary architecturetherefore, had a low level of
international financial integration, with severe government restrictions on crossorder
capital flows in place.

The dual currency system originated in 1961. Just as South Africa declared independence

from the Commonwealth and phased out the usage of the South African pound, the

apartheid government introduced, what was then called q 6 JWh 7 0 Y&Ht 137 WA ¢ 0T k U
impose controls on financial outflows and counteract capital flight that had set in after

the Sharpeville Massacre of March 1960when the South African police killed 69

protestors. The Blocked Rand system sought to prevent both South African residents and
non-residents from shifting their funds outside of the South African monetary jurisdiction.

To achieve this, sales proceeds from foreigners in South Africa had to be invested in

special h [6cked Randkaccounts at South African banks. Moreover, if foreigners wanted

to exchange foreign currency for South AfricaiRand, they had to acquire the local

currency by purchasingBlocked Rand stocks instead of exchanging money at the regular
DEHE6cUNUW ¢quowf UWNSTZAWq6 W7 ayYHt IT WAE @iuwt ! 4
mechanism, 5 6 RESGWHGct + RnRIJT Wt ¢ 013t SHeEitiss eI DT + €W & 6l oy L
could be traded on the Johannesburg Stock Exchand@SE) Following a major report of

the Central Bank governor De Kock in November 1978, the Securities Rand was
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replaced in 1979 by the Financial Randvhich offered a more favourable exchange rate
to non-residents to attract international investments. The Financial Rand could not be
used to purchase goodsor services. The Exchange Control Department determined its
exchange rate. This was the system in plade 19834

Theapartheid state system is depictedexplicitly in Figure 31 via theillustration of South

nl RHEHC Kkt Wsatdh dhahi kY right of (e monetary architecturevisualisation.
The fiscalorganisations ¢ + Wt 2 AT UHqWaqVY Wt 2 Ht qc¢ UqRcaWnl ¢ NG I1JL
E't qUOGk Wagdbc¢cqlls ¢t WRUWGGCECHIUWCE qWaq6IWaqRGGIALWS 6 RA
idealised manner. Following the logic of themonetary architecture framework, South
Africa had a hierarchically highesfirreasurjkbalance sheet and severatypes of lower
l ¢cUt RUNDWNRt HecOGWHeacecURDWE 61 013qt OWi 6 RGNVWa6IWHG
whites as well as urbanised black Africans, coloureds and Indians) 6 1J Wh q| RAC¢ @ W6 Y 4 L.
YI WhHc¢Uqet q¢c¢ Ut k Ws W31 WWaqWl I RaqYlI RUt WqYWs6RAS W
removed between 1960and 1983. Four of these homelandsTranskei, Bophuthatswana,
Venda, and Ciskej were declared fully independent between 1976 and 1981. These
nidecagel JWet WhRUT WGWUOT WU q Wt qc¢ & damplakdrédistioptve) W ¢ G 1J L
system was in place fetween the Department of Finance andthe Department of State
Budget, the provinces, and homelands that nevertheless favoured the white provinces.
Tax revenue and debt issuance took place mainly via the maimeasury balance sheet,
andtoalesserextentY Ul 6 Yt DWY nlWaé DWGI Y2RUAIIt ALK G 136 ¢ O
local level, white provinces wereorganised¢ t Wh G2 URARGE G RqRIJt k Wn Y1 Ws
x YHcOW 2q6VYl RgRIt Kk WnY!l WHGecH W mnl RAc UL Awe UT W
Indians.
By the early 1980s, the reform wing of Afrikaner Nationalism discovered a convenient
ideology for justifying firee marketsk itll neoliberalism and therefore reduced state
intervention, privatisation, the regulatory deracialisation of labour markets, and the
removal of restrictions on the urbanisation of black Africans.However, intensifying
international isolation and sanctions prohibited the inflows of foreign direct investments
q6cqWEYeqdb6lWl nl RHckt WI ¢HRcOW21JI t Ristddd, e WU IJY T F
government faced an international sanctions regime that intensified in 1983 as mass
protest movements gathered strength and impact The United Democratic Frontwas
founded in that year, and the mass-based industrial trade union movement that had
begunto form in the early 1970shad consolidated its workplace base by 1979and by
1985, the Congress of South African Trade Union€OSATU)the largest trade union
federation, was formed In response, two states of emergency were declared in 1985
and agan in 1986. These also ended the shottved attempt to suspend the dual
currency system and replace it with a unified Rand exchange rate.

4 Gidlow (1976); Lewis (1990); Bhana (1985); Havemann (2014)
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The 1983 South African monetary architecture indicates the balance sheet configuration
that would lead to the 1985/86 debt crisis. In 1985, global banks delivered a devastating
blow when they refused to continue funding South African banks and triggerednaajor
domestic debt crisis,5 6 RHSG WI 32 ¢ G T WaqdIWI+qldUqllyYnWad IJLWL
financial institutions with the global monetary architecture. In the context of growing
pressures for financial sanctions against South Africa and the imposition & State of
Emergency in July 1985, 081 July, Chase Manhattan Bank announced that it would not
extend any new credit to South African borrowers, nor would it roll over shet¢rm loans
that were to fall due in late August. Security Pacific Bank immediately followed suit, as
did most other intemational banks. At the time, around 8%er cent of USbank exposure
to South Africa, 57per cent of UKbank credits, and 31per cent of German credits were
short-term. Furthermore, most of the scheduled debt repaymats fell due in the second
half of 1985. This meant that if all these banks refused to roll over their debts as they fell
due, South African borrowers would be unable to meet their obligations.

f oW Ut GYU+ WY WAL 3+ RT DUqWAT W7 Y q6 ¢ kwhitalied Yzt LA
ruled out majority rule, there was an immediate 2@er cent drop in the value of the Rand

and a substantial capital outflow. By27 August, the Governmentvas forced to close the

foreign exchange and stock markets. Before reopening the markets @September, the

government announced that the twaotier currency would bereintroduced, thus giving it

the power to limit outflows through the capital account of the balance of payments
Furthermore, it was announced that the government had decided to declare a four

month moratorium on the repayment ofUSD 10 billion of shortterm debt owed by the

banks. Thegovernmentproclamation, made in terms of the relevant legisl&on governing

the dual exchange rate, specifically excluded 8uth African government debts owed tq

or guaranteed by other governments from the moratorium. The moratorium was,

therefore, limited to debt owed by the South African private sector to private lenders.

Reflecting the extent of ®uth Africak t W Uqc¢ UNG G W UqWs RaéingRUqldl U
apartheid, the banks set up acommittee that included twenty-nine international banks

that represented the interests of 233 international bank creditors.

For many business leaders, the writing was already on the wall by the ri®80s. It was

clear to them that there was a certain inevitability about releasing political prisoners and
negotiating with the exiledAfrican National Congress ANC) leadership. As a result, they

began their own unilateral engagements with the internal and exiled oppositional

GIET It 6 RGIOWI 6 WU Wa 6 Presidénty FW Bethiee watledlatksbétdr ReH 1 ¢ a k LU
had a stroke in 1989by FW de Klerk, international and enlightened sections of the local

corporate sector embraced what followed the release of political prisoners, the

unbanning of the liberation movements,the return of exiles and the commencement of

formal negotiations in 1990 that led to the first democréc elections in 1994.FW de Klerk

made his intentionclearq Y WI &G Y2 I Wqdé WWht Urel YHRI ¢cqt « Wnl Y
establishing the political leadership of the National Party.
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The global and economic dynamics of the time reinforced the political pressures for
change. Compared to the early 1970s, the early 1980s were challenging times for South
African economic policymakers. Average annual growth rates dropped to 1f8er cent
between 1974 and 1985compared to the average of 4.9er cent between 1946 and 1974.
Fixed investments were declining, unemployment was rising, the average per capita
standard of living was deteriorating, and sanctions were having the desired effect. The
decline, however, was temporarily halted by the brief gold price hikes between 1977 and
1980 and good rains. The world recession of the early 1980s and resultant inflationary
pressures reinforced the rising levels of domestic political discontent. In particudr, the

oil shocks of the late 1970s and early 1980s triggered inflationary pressures, resulting in
inflation levels well above 12per cent for most of the 1980s and steep increases in the
money supply.

The remainder of this section will explore the balance sheet configurations of South
nl RACKkt WaGYUWqel ! We | FghrR gllinryopatdr tetdié FollbivingGhe H a 1JT LU F

analytical logic of the conceptual framework, we adopt a bottoraup approach that starts

with households and private nonfinancial firms as well as their public counterparts, the

SOEs We then address the financial institutions: private banks, publicDFIs, pension

funds, as well as unit trusts and other shadow banks. We complete the séon by

addressing the two quintessentialinstitutions in charge of monetary and fiscal policy,

the SARBand the NT, with their sub-balance sheets.
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3.1 Households

By the early 1980shousehold wealth as a percentage of national incomdiad peaked.

This was almog entirely made up of white male-headed households. The top Ser cent

of households held nearly 90per cent of all wealth. The large bulk of this household
wealth was held bywhite-owned banks, which, in turn, were the primary lenders to
(white-owned) non-financial corporations. This was theapartheid monetary architecture.

Tooutlineq 6 I WT Y& Wt qRALWY WJage GWYn WE Y 2 qib1983meeledirc k + WA Y
by defining the four household categories ithe household sector. the non-banked poor,

banked poor, middle class, andthe elite, which differ significantly concerning the actual

and contingent assets and liabilities on their balance sheets and thus interconnections

with other institutions in the monetary architecture. The wealthier the household, the

more extensive and complex its Blance sheet structure and interconnectedness.

By 1982 household wealth (which, of course,was almostentirely white) as a percentage
of national income had peaked at over 350 parent; it has never been higher since. Non
financial assets (mainly property) made up more than half at over 200er cent, and
household debt was less than 5Qper cent of national income; it has never been lower
since.** However, this does not indicate the race-, class- and genderbased inequalities
of household wealth.

Unsurprisingly, by the early 1980s, South African society was extremely unequal. An early
study using estate duty returns in 1974/75 found that the top per centof the population
owned 88per centof total household wealth®> and that 94per centof all wealth was held

by the white population. It is safe to assume nothing fundamental had changed by the
early 1980s Any form of private wealth was concentratedn a comparatively low number
YnlWs éRRIGILKAL G Y et 136 Y T linaibblyi ¢thebet ktable ndiddIg-gjdss@nd
upper-income households were centred around a classic suburban nuclear family with

a male head.

One outlier to the class division along racial lines was the emergence of a small rent

seeking group within the black urban population that was able to generate large

economic benefits and thus chose to collude with theapartheid system rather than

openly oppose it. Thisgroup comprised HY q6 Wh YOl k WaYUW! dlls 6 RAS L
agricultural and commercial activities stretching back to the late nineteenth century, to

hUOWs kWG YOWU! Alls 6 RAS WRUHG 2 1 13 larit 8ppdrtdhigts reswling UT + WY T
from the elites created by theapartheid policy, and even local warlords.

Nevertheless, using household survey data, van der Berg and Louw found thay 1985 78
per centof all income from property accrued to white peoplewho made up only 14.5er
cent of the population (i.e. R64 billion out of a total of R82 billion of property assets). Per

4 Chatterjee, Czajka,& Gethin (2020: 7)
4 McGrath (1982) quoted in Chatterjee eal. (2020)
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capita incomes were also extremely unequal. Between 1980 and 198fhey increased as
follows: black people T from R5107to R5 423; colouredsr from R8822to R9 855; Indians
T from R13 296to R15 113; white peoplet from R46 670to R48 370. As a result, the
percentage of the black population living in poverty in 1985 was the highest at 49dr cent;
followed by coloureds at 28.3per cent, Indians at 10.6per cent, and whites at 1.8per
cent.*® This data does not reveal the gender dimension of these inequalities.

As shown inFigure 32, recessionary conditions in the early 1980s were reflected in
significant declines in personal consumption and even negative growth in household
debt as interest rates started to climb? However, as access to credit was liberalised,
from about 1983 onwards a pattern of expanding personal consumption and rising
household debt levels was initiated that has continued ever since.
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Figure 2: South African Personal Consumption and Household Debt Relative to Personal
Disposable NoiProperty Income
Source: Aron and Muellbauer (2013: S163)

Three dynamics arising from the creditliberalisation measures of the early 1980swere
set in motion, which resulted in this longterm trend.*® Firstly, households wkhch, for
whatever reason expected income growth to occur in the future were able to more easily
access credit to finance their rampup to a higher level of consumption in anticipation
that future revenues would pay down debts. Secondly, easier credincluded lower
deposit requirements for firsttime home buyers who could afford the repayments.
Finally, easier credit increased the availability of debt finance for households that could
provide the required collateral. For Aron and Muellbauer, these three dynans enhance

4van der Berg& Louw (2003: 19)
47 Aron & Muellbauer (2013: S163)
48 Aron & Muellbauer (2013: S163)

26



q6 lWhacl NRUC T WG lerRHBUERUET, dvan thEaataliithé Previous paragraph,
in the early 1980s,these three dynamics were applicable to wealthier (and therefore

overwhelmingly white) householdsas they could expect to earn more, afford mortgage

repayments, and provide collateral. Most of the rest of the population had none of these
attributes.

There was, however, a fourth dynamic that contributed significantly to widening
inequalities, namely the rapid rise in pension assets and corresponding decline in liquid
assets as wealthier households realisel that the new pension productsbeing created by
the finance sector offered better returns than bank deposits (Figure-3). Indeed, liquid
asset ratios were negative from 1990 and onlypeganan upward climb from 1996, while
housing wealth steadilydeclined for a decade anda half, initially in responseto the
worsening political and economic environment after 1985.
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Figure 38B: South African Debt, Liquid and llliquid Assets relative to personal disposable non
property income, 1978005
Source: Aro&Muellbauer (2013: S170)

The fundamental inequality of apartheidera South Africa, as reflected in the balance
sheet configuration of its monetary architecture, was most striking in the household
sector, which was subject to stark class divisions. As noted, the gender dimensions o
these inequalities are not reflected in this data. However, as the section on shadow
banks reveals, poorer women (but not the very poor) set up stokvels to pool their meagre
resources to survive their marginalised status in the white and maldominated labour
and financial markets.
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3.2 Firms
[ YI WEYeq6lWl nl RACKt WnRI & W UHqY | Fylle3 pravidesU 1 g ¢ | !
a stylised representation of four types of balance sheets.

The first two types of firm balance sheets depict small and medium enterprises inoth
the formal and informal sectors. These firms leld the straightforward forms of money,
notes and deposits, denominated inthe commercial Rand and financed themselves in
various ways. The overwhelmingly whitewned formal small businesses tended to
source debtthrough banks, whereas small informal businesses, which were mainly run
by black people sourced finance provided by other informal sources.Women have
always playeda leading role in this business sector A major difference lies in their
contingent instruments: Small formal businesses had contingent assets, which we
broadly refer to as capital insurance, and a tax burden to the fiscal authority as their
contingent liability. Small informal businesses by contrast, dd not have access to
contingent assets andfell through the cracks of tax revenue collection.

These two categories of balance sheets broadly match firms in fields such as agriculture,
commerce, light industry, or services. In principle, both types of firms were present the

provinces¢ UT Waq6 WWAHc Uqet q¢ Ut Wl RUHAG 2HoRdvd dbagprdidd LA RUT 1
informal businesses dominated the economic structure of the bantustans and
independent states, these areasthus had a very low tax base. A number small formal

and largefirms, predominantly in the independent states, received contingent asses

from specific DFIs that sought to support economic development particularly in the

hARUT 2t ql Red Wl W200YGGWUqUWAYUt Kk Waqdeqlls I JWIIt g

The four white provinces comprised three essential zones, namely the white cities and

towns with cities dominated by large corporations and small formalwhite-owned

businesses; urban townships for black, coloured and Indian people dominated by a

small retail-based SMEowning elite; and vast rural areas comprising large white
commercial farmers and agribusinesses interspersed here and there with what were
referredtoc + Wh AHG ¢ HE W GYqt Kk Wit GcadWl 2l ¢cGWGYGedc¢cqRVI
elite). The bantustans (both independent and norindependent) comprised rural villages,
dcOdWaqVYs Ut WeUT WeWace! NIJW aq BantUstHre ¢ dddy 121 8) £ O €136 dpHD
Bantustan-based firms were largely SMEs rooted in the agricultural and urban
commercial areas.

The research on small businesses in South Africa deploys many different terms to

describe various subsectors. Our preference is to make a primary distinction between

the balance sheets of smallformal businesses and smallinformal businesses/informal

enterprises (used interchangeably).Small informal businesses or enterprises are often

referred to as microenterprises, most of which comprise an owner/operator and no

employees, but someemployn Ye | WWGWY GO WY Wt t Wet YGWqRG It L
enterGl Rt Ut b OWEYGWqRAGWUt Wacecl NI WRUnYI GecaWUqll G
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small informal businessesk W[ Y1 G¢aWt G¢caaWHat RODH YT I, WaqlUT L
registered in some wayfpr Value-Added TaxYAT), and with Companies and Intellectual

Property Registration Offic¢ and employ anything between 5 and 250 people, often

I R2RT T W R@ )Y rdédiumet cRUATUSIResses. The literature also makes a

IRt qRUAqRYUWAHUqs D0 Wq6 VWE~EWCUT WE~~EW DHEHqVY

I 13n 131 | RU-BridopiYselsbOok R 1 Y

Based on a review of 45 quantitative assessments of the size of theformal economyk A
Kirsten estimated that in 1985, 23er centof the 7.9 million economically active people
(i.e. 1.8 million) twere making a living out of the informal sector*¥®he average annual
income generated from these informal small businesses was estimated to be R&28,
thus contributing R5.9 billion to the GDP in 1985. This equated to 5pkr centof GDP in
1985, which, Kirsten observes, wasftcomparable to the figure calculated for other
countrieskin the mid-1980s.*°

Due to the constraints imposed byapartheid, most of the people engaged in these

informal small businesses did not have bank accounts, nor did they access debt from

any formal financial institutions. Their balance sheets were largely sefunded, with at

Y4t gt & ¢ d Ukimifycanbtfriéiadt VeiyLiisiv would have owned property, but
FYGUWGeE! WEe23WYs U W 21 RAKICOnngent liabllitidsssacR asWh + a1 1
rentals payable to private or public landlords (e.g. for municipal housing and/oresvices)

would have existed.

URI + qUUkt WT Ut #I RGaqRY U LW Y, whitkR toweYs! adwide Lthhgé oft G LW H e |
activities that continue into the present, some of which may overlap with more formal

small businesses with a larger impactdistinguishes four categories. The first was trading

and hawking, which included hawkers and street vendors offruit and vegetables,

flowers, hand-made articles, shebeens, spaza shops and foodstuff& Second,

production and construction activities, which included the production of food, light
manufacturing (e.g. of furniture), as well as making clothes, shoes and baskets.
Construction activities included window-making, fencing, plumbing, painting and sek

help housing. Third, services such as pandbeating, hairdressing, photography, child

minding, car-washing, roomletting, pirate taxiing, beer brewing, and traditional healing.

[ Yel q6 AW hRGGY!| cKilk &Y RIR IRRIRAJIID MR aeRA Gpiidking, G| Y1 q R
pornography, illegal lending forex racketeering, and gamblingu R1 + qlJ Uk t+ WIT ¢ q¢ WI
provide the gender profile of these activities, but it is not hard to imagine thatomen did

some of the lowestvalue and risker work.

It is necessary to make two distinctions: firstly, between informal sector employment
and the balance sheets of informal sector enterprises; and secondlybetween the
balance sheets of informal sector enterprises and more formagmall businesses. While

4 Kirsten (1991: 156)
S0Kirsten (1991:157)
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most of the latter could be expected to be formally registered in some way, thiwas not
true of informal enterprises. Unfortunately, national datafor both these sectorsare only
available for the post1994 period. Nevertheless, the results of a set of case studies of
informal, mainly women-led enterprises, published in 1991, found that informal small
businesses employed 2.1 peopleon average;over half had employees of which 38per
cent were paid, and the remainder were unpaid family members. Working badwvards
from data provided by Fouri¢? it is possible to estimate that there were approximately
400 000 small informal businessesin 1985.

The other two types of balance sheets depicted in Figure Bare large enterprises. It is safe
to assume that these only existed in the financially developegrovinces, and the white
cities, in particular, with some factories located in industrial development zones adjacent
to some of the bantustans where they could secure cheap labour, low rentals and
decentralisation incentives. We distinguish them by their level of international integration.
One type is internationally active and holds its instruments in ZA&s well asUSD and ZAL.
For instance, at some point, the AngloAmerican Corporation conglomerate was the
largest foreign investor in the United States. The other type is domestically constrained and
only uses ZAR. Compared to themall businesses, their actual assets and liabilities are
much more complex.

The financially constrained environment of the 1980s resulted in a highly concentrated
corporate sector that sourced two-thirds of its capital from externalfunds (i.e. not retained
earnings) and onethird from retained earnings. Over half of this external capital was equity
raised via the JSE from the five main finance houses (see belpafd the other half of the
external capital camemainly fromunlisted debt provided by banks. The result was balance
sheets with an unusually high debt/equity ratio, a cals flush environment, cheap debt and
limited opportunities for exporting capital into more profitable international investments.
Roughly a third and, at times, up to half of the delsburced outside South Africawvas short-
term debt, much of it raised from international banks. The remainder of the external debt
was longterm debt raised from a range of international and local sources. Howevet,was
mainly the shortterm debt, provided bythe international banks, that was a risk factor,
which, as discussed &ove, triggered the 1985 debt crisisFrom the 1980s through to the
late 1990s, no corporate funding came from listed debt (i.e. bondsit was still only at 2per
cent by the late 1990s following the first listed corporate bongdwhich was issued bythe
South African Breweriesin 1994.

The two large firm categories comprisevhat has come to be known as the minerals

energy complex which characterisedE Y2 q6 W nl RAC Kkt WR Ulagaithgid R ¢ O LW a
era.>? Thisapartheid-based balance sheet configuration involves firms in the mining and
manufacturing sectors, which exercised dominance over all other sectors via a tegown

51 Fourie (2018: 113)
52 Fine & Rustomjee (1996)
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hierarchy of balance sheets that locked them into the mineralsenergy complex.
Financially, mining relied mainly on equitywhile manufacturing relied mainly on a mix of
retained earnings and debt. The crucial raw materials produced by mining corporations
were gold, increasingly platinum in the 1980s, diamonds, and coal. Manufacturing firms
contributed products such as explosves, chemicals, or drill steel, as well as
earthmoving equipment, mine winders, or other mining equipment. Mining companies
were organised via the centuryY G T WA 96 ¢ G A WYnW~RUIIt OK

To illustrate the dynamics of the mineralsenergy complex balance sheet configuration,

Figure 34 depicts the relative contributions of the mining and manufacturing sectors to
EYeqd6lWl nl RAckt W] 2AAWRUWTe+q¢cGYt RgRYULWs Ra6 Wa
series shows a steady increase in the share of manufacturing and a decreaseagriculture.

Mining witnessed a sharp uptick in the 1970s budecreasedin the 1980s. Figure &, taken

from the seminal book by Fine and Rustomjee on the mineraksnergy complex, depicts

the number of employees in the mining and manufacturing sector. It also conveys the trend

of an everincreasing influence of the mining sector.
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The mineralsenergy complex was dominated by six mining conglomerates: Anglo
American, Rand Mines, Gencor, JCAnglo Transvaal (Anglo Vaal), ar@dold Fields South
Africa (see Table 31). By the early 1980s, extensive state interventiong particular via
SOEs to provide the necessary energy, transport and water infrastructureshad
succeeded in consolidating a wide range of Afrikaneled firms in the mineralsenergy
complex balance sheet configuration, underpinned by a white middle class and white
(unionised) labour aristocracy.

Table 3L: Market Concentration of Major Mining Houses in Mineral Production, 1988

Anglo Rgnd
American Mines Gencor JCI Anglo.VaaI GFSA % of total
(AAC} (SA (Sanlam)  (ACC) (family) (family) market
Mutual)

Gold 39 8 14 6 6 18 91
Coaf 23 20 21 3 4 71
Diamonds 100 100
Ferro-chrome 27 42 13 8 90
Platinum 49 1 39 2 91
Vanadium 77 77
Copper 69 29 2 100
Iron Oré ? ? 30
Chromite Ore 3 30 42 9 84
Antimony 100 100

'Ultimate controlling shareholder in brack&surceMcGregor (1990)

21989 statistics used for market share.

1984 statistics used for market share.

* Information not available. Iscor is the largest consumer of iron ore, owning most of its mines. Since priva
clear ownership control, of Iscor has emerged, but ACC, SA Mutual and the IDS hold significant stakes.

Source: Fine and Rustomjee (1996: 100)
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Market capitalisation on the JSE at the time reveals that fiv@inerals-energy complex
related finance houses dominated the JSE, namely Liberty Life/Standard Bank, Old
Mutual, Sanlam, Rembrandt/Remgro, and Anglo Americarwho together accounted for
more than 80 per cent of the value of the JSE. However, despite decades of interventions
to favour Afrikaner capital,the English-led AngloAmerican Caporation remained the
leading mineral-energy-complex related finance house accounting for 60 per cent of
market capitalisation on the JSE by 1987.

Although South African firms could access shorterm international funding in the 1980s,
the international isolation because of apartheid meant that South African firms had
limited access to international value chains and capital marketswhich, in turn, induced
the consolidation of a balance sheet configuration comprising a few large inteinked
multi-sectoral conglomerates dependent on a limited racially skewed domestic market
cUT wavyscaWt ¢c2RUNt WOWEY2qd6W nl RHACIK thidlpeddd, Gt WG ¢ R
which made them vulnerable to global price fluctuations. At the same time, their
manufactured products tended to be uncompetitive on world markets. Unsurprisingly,
by the 1980s they wanted a very different balance sheet configuration, resulting in the
initial embrace of neoliberalism by reformers who thought this could depoliticise racial
capitalism, who eventually supported democratisation when reforms failed in the face
of mass uprisings.

The early signs of widening class divisions within the black population became apparent
from the early 1980s. While the vast majority suffered from extreme poverty, a small
business elite emerged, supported by businesslinked institutions such as the Urban
Foundation, and urban wages of black workers started to move marginally upward in the
face of pressures from an aggressive industrial trade union movement. In line with the
emerging neoliberal narrative, combinations of loan and grant financéegan to help
build up the balance sheets of these emerging black elites and for housing projects that
benefitted newly unionised working-class households. While women-led stokvels and
burial societies had existed previously, it was from the 1980s onwards that they started
to grow stronger as black people were recognised as permanent urban dwellers and as
bona fide workers withthe right to join trade unions. Thecredit union movement also
emerged alongside the union movement at this time.

Notwithstanding these changes, it is important to note thatlabour markets are not
gender neutral Unequal pay and higher unemployment levels amongst women forced
unemployed women to find alternatives in the informal economy.

Ingenerad Waq 6 JWHec G ¢ UMW 6 0 qUWAEYUNRN21 ¢qRYUWY N WE Y
apartheid era social structures. Informal small firms dominated in black areas; the

formal economy was largely white. Theminerals-energy complex wasthe apartheid
statek + LWt 13! WHea t.Raiga ffirmdlineré divddied between those who managed to
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benefit from the apartheid era arrangement and those who found themselves
constrained, particularly due to the internationalsanctions regime.

3.3 State-owned enterprises

In addition to privately owned firms, South Africa has traditionally hadbig SOEs,
established primarily to support the growth of theminerals-energy complex that

operated in the energy, transportation, water, telecommunications, and mining sectors.
This was the case in 1983, exhibiting aignificant path dependency that currently

continues to exist The five quintessential SOEsthat are included in the monetary
architecture figure are the electricity provider Esom, %3 the South African Transport
Services (SATS), th&outh AfricanPost Office (SAPO) the South African Roads Board
(Roads Board) as well as the Iron and Steel Corporation (Iscor).

SOEshave been central to the evolution of the South African political economy and
should be seen as complementary toDFIs.>* These two groups of entitiesare the main
types of off-balance-sheet fiscal agencies. Their balance sheets have been reconfigured
during different historical periods in ways that reflected changes in the character of the
political regime in response to changing economic conditionstealignments of ruling and
business elites and shifting political settlements.

Although these SOEstended to operate as commercial enterprises, the railways, road,

and telecommunication entities were not separate legal entities in 1983. However, this

legal status would gradually change later. By the late 1990s, the majority of the major
state-owned entd G| Rt 1t W6 ¢ T UsH U K EIUN & Y0 LUEG ¥ Esa it Riddvigiii | WG| R
Iscor during the apartheid era. From 1998, the state would gradually reduce its
shareholding in the telecommunications sector. Beyond that, other than some
institutional restructurin g, the SOE sector has remained relatively stable over the period.

To explain the 1983 setting of the SOE sector as well as the patkpendent balance
sheet configurations involved, it is helpful to look at the historical evolution of the key
institutions.

The oldest SOE was South African Railways and Harbours. Formed in 1910 to coincide

with the birth of the Union,the entity was the new UniongY 2 IJ1 UG D0 qk t WGl RG¢ | !
crafting the imaginary of a white South African nationhood that became coterminous

with its romantic notion of aracially exclusive image of the South African landscape, from

the Cape to the Limpopo> Inspired by a desire to replicate the modernist socie

technical infrastructural vision of rail-based mobility that had emerged in nineteenth

century Europe and North America, the balance sheet configuration that underpinned

SR WWT Yre aWU0qllet Ut WAE #YGR Wn Y W6 WWEWI RYT WAKWNY! WWNOY T ALWeEt Wgé 3Wwie Gl
abbreviations

54Clark (1994); Freund (2019); Magubane (1996)

55 Foster (2003)
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the political settlement linked together Capebased agricultural export businesses and
the mining houses from the interior, enabled by influential engineering professionals and
a section of the new Union bureaucracy committed to knitting together the railay and
harbour authorities of the pre1910 states>®

Until the Pact Government in 1924, despite the political significance of the agricultural
sector, white minority rule and foreign capital colluded primarily in the extraction of rents
nl YOWGRURUNDWeUT WRat Wt 2HY RT Re ! Wt I1dfvasytd + HOW N6
reproduce a specific colonially-oriented balance sheet configuration that, in turn,
enabled the externalisation of the vast bulk of mining profits in exchange for access to
finance to fund inward industrialisation.>” This political settlement reflected the mutual
interests of ruling elites and businesses for longerm benefit in that pre1924 period.
However,the mining-centred balance sheets of the goldfields started to undermine the
English-Afrikaner political alliance as mining profits continued to enrich foreign
shareholders with little reinvested to stimulate local industrial development. This
eventually led to the formation of the Nationalist Partyled Pact Government in 1924
which, in turn, created new conditions for SOE and DFI formation. The transformation of
the Electricity Supply Commission (Escom) from a mere facilitator of electricity fathe
mines to a key driver of impoHsubstitution industrialisation (ISI) is a case in point.

The decision to establish the Escom (now Eskom) was takdry the Smuts Government
during the height of the Rand Revolt by white workers in 1922 to facilitate the provision of
cheap electricity in return for raising the wages of white workers. It came into being in
1923 to facilitate the provision of cheap electricity to the expanding ilvays (which
required cheap energy for the new electric trains), increasingly deefevel mines, and
nascent secondary industries. Erest Oppenheimer, the founder of AngleAmerican,
personally brokered the balance sheet reconfiguration that underpinned the new
political settlement between mining magnates, key industrial plannerslike Hendrik van
der Bijl, railway planners and Escom itself. The result was the complete integration of
the electricity industry by 1948 under the auspices of Escom, a public entity. The
formation of Iscor in 1928 reinforced the ISI programme by providing the booming mining
and secondary industries with reliable and affordable energy and steel. Aftet924, the
Pact Government used these two SOEs as the core pillars of a balance sheet
configuration that unlocked the funding needed to drive the highly successful ISI
programme, especially during the war years?

As WWII loomed and as antBmuts pro-Nazi Afrikaner nationalist sentiment mounted,
the pro-British, Smuts-led United Partygovernment enabled the formation of the IDC in
1939.5° As a stateowned capital investment agency, the IDC became thdéinchpin of a

56 Foster (2003)

57 Clark (1994); Magubane (1996)
%8 Freund (2013)

59 Clark (1994)
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new balance sheet configuration: it was able to access public funds faeinvestmentinto

South African-owned industrial enterprises, marking the start of a period of expanded

inward industrial development for the benefit of white elites and white worker&? The IDC

helped fund major industrial clusters, including Anglo & IJ1 R#¢ Ukt WT R21J1 + Rnl
industry, the Suid-Afrikaanse Steenkool, Olie- en Gasmaatskappy (South African Coal,

Oil and Gas Company) S%asol) and the growth of Afrikanerowned industrial
conglomerates after 1948 such as those associated withSanlam. Without explicit state

support for this kind of balance sheet configuration, the formation of a white industrial

class would not have been possible, and it is unlikely that a substantial South African

owned industrial sector would have energed !

However, despite his efforts to the contrary, the broacbased white political settlement
that Smuts attempted to broker between English and Afrikaner interests, underpinned
with ISI policies, failed. Fuelled by the Afrikanenationalist sense of exclusion from the
succession of white political settlements since 1910, the National Party won sufficient
support to win the white general electionin 1948 This marked another turning point in
the role of the SOEs and DFls as balance sheets were once again recgafied, but this
time to explicitly favour the Afrikaner nationalist alliance between white workers and
Afrikaner business elites.

SOEs were a central pillar of the statduilding project of Afrikaner nationalism after the
formation of the Nationalist Party government in 19482 Capitalising on the rapid state
directed industrialisation programme, initiated after 1924 and reinforced during the
1940s by war conditions® the post-1948 governmentfocused on supporting the alliance
between Afrikaner capital andorganisedwhite labour. SOEs proliferated and prospered
in the food, fuel, arms, forestry, chemicals, housing, networked infrastructure, and even
the family holiday sector. Balance sheets were purposively engineered to favour the
growth of Afrikaner industrialists by reallocating state contracts in ways that gave
apartheid its rent-seeking characteristics that were carried through into the post
apartheid period.®

Rapid industrialisation depended on cheap electricity. In 1948, Escom became the
primary supplier to the mines after the Victoria Falls and Transvaal Power Company was
bought and nationalised with cainvestments from AngloAmerican.®® Despite the post
1948 Afrikaner nationalist focus, the Engliskoriented AngloAmerican corporation
managed to establish a balance sheet configuration that underpinned the minerals
energy complex. This included &sol, which was formed in 1951 with financing from the
IDC, to drive investments in the nascent fuel from coal technologies. Global oil markets

80 Freund (2019)
51 Freund (2019)
62 Clark (1994)
8 Freund (2013)
54 Clark 1994)
% Freund (2019)
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spiked in 1971 after the fall of the Bretton Wood#greement and surged again in the
wake of the 1973 oil crisis, propelling &solinto a dominant position in the liquid fuel and
chemical sector in South Africa®

After the cataclysmic Sharpeville shootings in 1960followed by the banning of the
liberation movements, the consolidation of white minority rule led by Afrikaner interests
was coupled with the bantustans political project to counter black nationalist
aspirations within an ethnically fragmented paradigm. The focus shifted from employing
urbanised labour to employing migrant labour, coupledwith forced removals to expel
black South Africans from the urban areas.

By the late 1970s, the postl948 state-centric economic project had run its course.
Reflecting the rise in popularity of neoliberalism in Western countries following the
electoral victories of Ronald Reagan in the US and Maggie Thatcher in the UK, a new
pol RqRHECOT W Dagqd a0 qWUGU! NUT Ws RaéWeWnY#Het WYU
interventionism. A massive reconfiguration of balance sheets began, spurred by the
economic crisis, local and international political pressures for reforms and the
emergence of influential reformers in the (now welestablished, mainly Capebased)
Afrikaner business and academic communities. A set of government commissions
triggered policy reforms with respect to labour (Wiehahn Commission, 1979) and urban
rights (Riekert Canmission, 1979). The underlying reassessment of the role of the stagte
reflected in the reports of these two Commissionsset the stage for a rethink of the role

of SOEs and DFls, including privatisation narratives.

The turning point came in 1985 when, at the height of a State of Emergency, the De Villiers
Commission recommended farreaching changes to the governance of E®m. The
hHEYGOGGOG U HRC O RdmsapR fBllowedMWitn mbot ripple effects into the present,
most of them negative®’

By 1983, the biggest SOEs included Esom, SATS, South African Posts and
Telecommunications (Telkom, thefixed line phone operatok predecessor),®®, the Roads
Board, and Iscor® At this stage,although Iscor was corporatised, Escom and the Roads
Board were not, and remainedindependent juristic persons. While SATSfunctioned as
an independent entity,it remained part of the Department of Transport.

At this time, E£om was financing the building of severalarge new power stations to
address electricity shortfalls that had arisen during the 1970s. Most of the financing was
long-term financing raised in the local capital markets (around R9 billion) in the form of
bond issuances and direct placements.Short-term financing came mainly from banks in
the form of revolving credit facilities, a bank overdraft and shoiterm advances.

5 Roberts & Rustomjee (2009)

57 Johnson (2021)

58 South African Posts and Telecommunications (SAPT)

59 SASOL wagrivatised in 1979, though it continued to enjoy state subsidies and support during th&partheid era. Theprivatisation
was precipitated by the need to fund the two oifrom-coal plants in the aftermath of the oil shocks during the 197Qs

37



International financing came from Export Credit Agencies (ECAS), especially those of

Germany and Japan. The SAR8ubsidised the forward cover on the international

financing, bringing the cost in line with the government borrowing rate (a discount of
approximately 4-5 per cent). At this point, the electricity consumer (i.e., households and
non-financial corporate sector)waslJnn IJARqR2 1JG! W6 WS YaTl I WYnWEL

Escom launched an ambitious build programme in the early 197Qsesulting in four large
coal-fired power stations (Kendalr 1982-1993, Matlat 1974-1983, Duvhar 1975-1984,
and Lethabot 1980- 1990)." International and local capital markets were tapped to fund
a build programme premised on ovdy optimistic assumptions about economic growth
rates. Escom even created its own bond market, with Esom bond rates reported daily
on the evening news as an indicator of economic health. E¥ G k + WH¢ G ¢ URIILWE 6 131
regarded as so safdhat it even borrowedadditional funds from international lenders on
behalf of the fiscus to avoid sanctions. However, as recessionary conditions set in from
the early 1980s, overcapacity and debt burdens began to affect Esm. It was saved by
democratisation in the 1990s thatresulted in fiscal support for a mass electrification
programme that benefitted unelectrified black communities and resolved the
overcapacity problem. By 2001 Eskom was one of the largest electricity utilities in the
world and in that year won the covetedPower Company of the Year Awargt the Global
Energy Awards ceremony in New York.

Until around 1981, SATS (renamed Transnet after 1994) was only permitted to borrow
offshore. International funding came primarily from commercial banks located in
Germany, Switzerland, France and the UK in the form of bank loans. Domestically, SATS
raised the majority ofits funding in the capital market.

In 1983, the other major borrower in the local capital markets waSAPQ In addition,
financing for equipment was also raised internationally, with the support of ECAs. During
the 1970s and early 1980stelecommunications was the main area of growth, with
investments focusing on improving telephone servicesthe introduction of electronic
exchanges and computerisation of the systems and the development of a data
transmission and optical fibre network. SAPOwas also responsible for investing in the
television network.

During this period, longterm insurers and pension funds were required to hold a large
portion of their investments’?in the form of prescribed assets, i.e., public sector debt or
cash. Consequently, just over half of the SOE bonds (R8 billion) were held by funds

“When the company was in a sound financial position, equity could be paid out to electricity consumers throughiower electricity
tariff (and vice versa).

" The dates refer tahe start of construction and final commissioning.

2 Long-term insurers were required to hold 33 percent of their liabilities at an actuarial valuation. Pension funds were required to
hold 53 percent of their assets at book value. The bond portfolio was valued at the lower of cost or redemption value. Theas a
tendency to hold bonds to maturity, as selling the bonds below cost or par would create the obligation to buy additional bantb
make up the difference. Shoriterm insurers were also subject to prescribed investmentequirements butdid not play such a
significant role in the bond market.
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administered by the SOEs, with another third held by insurers and pension funds (R5.2
billion). Banks (R808 million) and other companies and households (R1.4 billion) held the
remaining bonds and listed notes.”

By December 1983, EsY U Kattual assets were at R16 billionThis was financed through
a mixture of domestic loans, extended credit, import financing facilities, shorterm
advances, bank overdrafts, various government funds and reservé€$able 32).

Table 2: Balance of Eskom borrowings, 1882

Borrowings | Dec-83 | Dec-82
Local registered stock, bond issues and direct pla¢in@ 844 6 831

Import financing facilities and extended credit 1686 1547
Revolving credits and short-term advances 810 566
Bank overdrafts 34 38

TOTAL 11 374 8982

SourceEskom Annual Financial Statemewrtsmpiled byrRushton & Halstead (2024)

This new Esom model became the template for the future role of the state in the
economy (even after 1994) and marked a decisive break from the pe$948 conception

of the role of SOEs and DFIs as enablers of economic development (albeit for the benefit
of white people). This ideological shift would be reflected in the setting up of th€rans
Caledon Tunnel Authority TCTAin 1986, the conversion of SATS intardnsnetin 1990,
and the establishment ofthe Airports Company of South AfricaACSA shortly before
democracy in 1993. Democratisation in 1994 did not result in a fundamental change in
this overall trajectory.

3.4 Banks

ThevisualisationYn WWEYza2 q6 W nl RACcC Kkt WaGYUWDqcl ! Wel #6RqlIHQ
sheets representing the two main types of banks: large banking groups and smaller

banks. By the mid1980s, there were two main examples for each type.

EYeqd6ll nl RA¢CKkt WHecUt RUNWY 't qUGWG6Et WRat W YYaqt
consolidated after the Union in 1910 to benefit the newly created English/Afrikaner

minority regime, which lasted until 1994. By 1926, there were two dominant banking

groups whichmaintained their status until the 1980s: Barclays (incorporating Natal Bank,

National Bank of Orange Free State and Bank of Africa) atite Standard Bank of South

Africa (incorporating African Banking Corporation). The other two smaller banks were the
Afrikaner Cooperative Bank,Volkskas (which eventually became the heart of the largest

73 Jacobs(1988)
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banking group in the 1980sthe Amalgamated Banks of South AfricaABSA), and De
Nederlandsche Bank (which became Nedbank).

These four major banking groups remain dominant today, even though the banking
system underwent significant changes over time, particularly after 1983. By the mid
1980s, five main banking groups controlled97 per cent of total commercial banking
assets and 98per cent of commercial banking deposits. These were First Nationdank
(or Barclays until September 1987), Standard, Nedcor, Bankorp and Volkskas.
Barclays/[FNBwas the largest, with total assets equal to R30.3 billion in 1989.

As reflected in Table 33, compared to the 1950s, bank assets grew tenfold in constant

prices by the 1980s (or 1840ld in monetary terms). As a percentage of GDP, the average

was 100 per cent until the economic crisis of the mid1980s, when the denominator

shrank without a concomitant shrinkage of bank assets?® During this period, the large

bulk of bank lending went into the mineralsenergy complex, particulaty mining
conglomerates, ExY Gkt WH2 RGT RUNWGI YNI ¢ G UWRUWaS JWN®T M
heavy industries.

In the early 1980s, Barclays was already in the process of disinvesting. In 1986, it was
sold to AngloAmerican and subsequently renamed NB. In 1998, it would become the
FirstRand Group when it merged with Rand Merchant Bank. Projecting forward, two
relatively new large banks would appearin the post-1994 period when banks
experienced massive expansions, namely Investec (that started in the 1970s as a
financial services company but expanded into merchant banking in the 1980s and later
into asset management) servicing the corporate sector and gst-1994 BEEdeals, in
particular, and Capitec in 2001 (that exploited the opportunity of providing poor people
with ultra-low-cost banking services).

74 Skinner et. al. (199262)
5 Jones (19925)
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Table 33: The assets of the financial sector, in current and constant prices, and their proportion
of GDP, 19589

Year Current prices Constant prices  Proportion of GDP
'31 Dec (millions) (1950 levels) (%)
1950** £1,067.80 £1,067.80 106.5
1955 1,496.70 1,090.10 100.1
1960** £3,027.60 £2,217.80 125.4
1965 R6,767.40 4,310.40 90.1
1970 11,730.40 6,506.00 100.6
1975 25,237.00 8,175.30 97.6
1980 54,390.00 9,307.00 93.8
1985 131,013.00 12,489.00 104.0
1989 395,578.00 20,830.00 191.1
* Assets include the banking sector, the building societies and the life insuran
companies.

** The rand was introduced at the rate of two to the pound in 1962, so that the
for 1950 and 1960 are in pounds

Source: Jones (1992)

Given the colonial origins of South African banks, the primary function of the core

banking groups (mainly Barclays, Standard, BQBplus a few smaller banks and some

building societies) through to the early 1980s was essentially to transfer savings of white
households into the loans that sustained the expororiented minerals-energy complex.

Easy convertibility into Sterling until 196 reinforced this imperial orientation of the South

African financial system. However, after 1948 and after the transitiondm Sterling to ZAR

in 1960,in particular, the rise of Afrikanerlinked banks (like Volkskas and Nedbank), the

expansion of the DFIs, the growth ddanlam, and the direct subsidies for SOEs (that were

a key source of employment for white workers and the drivers of industrialisation)

resulted in the growth of AfrikanerY s UIJT WRUT 2t ql RIJt Wqé6 ¢ qlls I JWHY
RUT 2t ql R¢ Rt ¢ qR Yo Wa 6 JWEYe qbll nl RAC

Bank assets fluctuated around 90 to 10@er cent of GDP from 1966 to the early 1980s,

rising dramatically after 1985 through tdhe late 1980s, and again dramatically after 1994

to 120percentYn W] ? AWA! W=MMYWWEYza qdéW nl RA¢kt WH¢ Ut R
concentrated: By the early 1980s, Barclays and Standard held g¥er cent of all bank

assets. Their savings and loan instruments served primarily white households and
businesses, while largescale credit servedthe minerals-energy complexprimarily.®

Following the recommendations of the 1985 Commission of Inquiryled by Gerard de
Kock, Governorof the SARBand theVan der Horst Committee, the Financial Institutions
Amendment Act was gazettedn July 1985, just three days before the State of Emergency
was declared. ThisAct provided for significant reforms to the capital markets in the lead

8 Fine & Rustomjee (1996)
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2GWqYWaqd Wl DAqUW qc¢UTt qROGWRUWENGqUGHDI WY Wa d
financial system in line with global trends (despit@partheidE Y2 qq6 Wl nl RHC¢ kKt WGe |
the Act removed the explicit divisions between banks created by the 196%\ct,

substantially increased capital requirements in line with the Basel Committee
requirements, abolished prescribed assets, and freed up access to capital markets (both

domestic and, in particular, international markets). These reforms, as recommendedy

the De Kock Commission, were in response tothe negative impacts on capital flows

caused by volatile earnings from gold exports (after the dropping of the Gold Standard in

1971 and subsequent boombust dynamic), the volatility of the inflationrprone exchange

rate system (due to global inflationary dynarits), balance of payments disequilibrig and

#HYUt ql ¢cRUqt WYUWq6WWHYIGUqRqR2UIUWJt t W YnWEYeq
monetary policies.””

f OWORUNWWs Ra6 W6 IWNI Ys RUNWRUNG 2 WURDWY nWUOWYORF
community, the overall aim of the de Kock Commissiorreports (1978, 1985) was to

| 0t ql eAqgqel JWEYaqd6lW ml RACKt WAad&IDld & Y eadiwmlil Hi6 IR 1
markets so that they could become more competitive, includingthe removal of

constraints on interest rates and outward investment flows. In 1980interest and credit

controls were removed, and between 1983 and 1983he liquidity ratios of the banks

were ggnificantly reduced. The temporaryeinstatement of the financial Rand in 1985 in

| Jt GYUt JWqYWEYeq6W nl RACKt WGYTIRqRACOG! W I R21J
glitch in this neoliberal financial vision, resulting in the real prime ratbecoming negative.

However, while international isolation ofapartheid South Africa contradicted Gerhard de

uYHRt Kkt WORWYOGRADI ¢cdW2Rt RYUALWE Wt 13! WIUeHG I WYn Waq
by the passing of the 1986 Building Societies Actvhich effectively converted these

mutual funds into banks with huge financial benefits for the new shareholders. All these

building societies were eventually subsumed by the large banks. Théransformation of

the balance sheets of thesebuilding societies should not beunderestimated. AsTable

3-4 shows, by 1985 the assets of these building societies were nearly as large as the
commercial banking sector. As mutual funds that had been incrementally built up over

decades from the savings oimainly white households, these assets strictly speaking,

belonged to the members of those mutual funds and were reinvested mainly in

residential properties owned by white people. When they were converted into banks,

these savings pools became the asset base of the new shareholderaho were rapidly

bought out by the banks. Thisambitious balance sheet reconfiguration contributed

significantly to consolidating the banking sector that was in place by the early 1990s.

" Bhana (1985)
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Table 34: The assets of the banking sector, of the commercial banks, of the building societies
and of the life insurance companies, 1:89Qin millions)

Year Banking Commercial Building Life insurance
30 Dec Sector banks societies companies
1950 £596.60 £405.30 £242.90 228.3*
1955 737.70 517.40 418.90 340.1*
1960 907.10 649.30 643.50 526.3*
1965 R3,430 R1,667 R1,860 R1,477
1970 6,150 2,511 3,032 2,549
1975 14,401 5,443 6,028 4,808
1980 30,210 9,657 12,153 1,202
1985 71,340 31,117 23,108 36,565
1989 162,244 109,254 30,020 94,060

* Year ending 31 March 1952,1956 and 1961
Source: Jongd.992: 9)

Overall, by 1986 the balance sheet configuration of pre-democratic South Africa
exhibited a bankcentric financial system in which only a handful of banking institutions
dominated. This was enhanced whera rule change allowed thento effectively subsume
their only rival after the passing of the Building Societies Act of 1986namely the old
building societies. These financal institutions were privileged by the balance sheet
configuration that apartheid structures enabled but were themselves vulnerable to
international pressure arising fromapartheidE Y2 q6 Wl nl RAC Kkt WGE | R¢ 6 W q «

3.5 Development Finance Institutions

The private profitoriented banking sector is complemented by a number of publi®FIs.
DFls are a type of ofbalance-sheet fiscal agency within the South African monetary
architecture. There arecurrently 45 DFIs, most of them created after 1994.

By 1983, there were only three financially significant DFIs, which are depicted in Figure
3-1:Thex 7ulls ¢t WEYe qd8W nl RACKt WnRI + qW?2[ f AWt gq¢ AHC
whites-only Union in 1912; the IDC, which was created in 1940 to invest in South African

industrial companies, both private and stateowned; as well as the DBSA, set up in 138

qYWGI YGYqUWaIWIHYUYGRHW 2006 YGGUWUqWYnWaé6 WA
in financing white minority rule for most of the 20 century. The LBK was central to the

building of Afrikaner agricultural capital, and the IDC played a key role as the funder of

inward industrialisation strategies spearheaded by whiteowned industrialists and SOEs

like Sasol, Exom and kcor. The DBSA was set up to fund separate development by
mobilising investments into apartheid-created bantustans, particularly into the so-

called homeland development corporations. In addition to the DBSA, these homeland
development corporations were quastDFIs established to support the balance sheets
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of businesses in the independent and norindependent homelands. These included

Ithala Bank linked to the KwaZulu homelandestablished as the Bantu Investment
Corporation in 1959 the Ciskei Development Corporation established in 1968that later

2UT DI GRUUNDT W q6 W HhRUT WGUWUT UARDKW Ynll 9Rt £ WRW
Corporation in 19655 6 RHG WRUWgea | UWle UT 31 GRUUWI W6 WWh RUI
1976; and finally the Bophuthatswana Development Corporatin, established in 1968

that underpinned thefindependencekof Bophuthatswana in 1977.

Although their respective balance sheets have traditionally been relatively small, the
three DFIs played a key role in enabling the financing tife fracial capitalistk balance
sheet. ® While the mineralsenergy complex largely depended on foreign funding,
throughout most of the decades up to 1994the state provided a steady stream of
funding to support specific local interests of significance to theapartheid political
project, namely the LBK financed white farmers (located mainly in the four white
provinces), the IDC financed whiteowned and state-owned industries, and, from 1983
onwards, the DBSA was funded to support infrastructure and economic development
within or adjacent to bantustansin both the main cities and homelands

An analysis of the balance sheets of the three DFIs, LBK, IDC and DBSA in 1983 (cf. Table
3-5) reveals that DFIs were already playing a role that was significantly amplified over the
decades that followed: They sourced funds from banks and capital markets to invest
primarily in public sector projects. This has always been their primary role, which was
reinforced and expanded after 1994. Jusds prescribed assets during theapartheid era
forced the savings in pension funds into funding public sector projectsia government
bonds, so too did DFIs play the role of sourcing capital from the private sector to invest
in public sector projects, some of which were cefunded via direct allocations from the
national budget. The DBSA was explicitly established in 198® redirect public and
private funding into the economic development of the Bantustans and, in particular, the
so-caledh RUT 2t ql Reca Wl N2VGYGOGUORWAVMVEIUIUK e s W ojétaldl

Hence, the main asset counterparties by 1983 were investments in central and local
government projects ranging from industrial parks to various infrastructure projects (R3
billion), while the largest liability counterparties were commercial banks (R4 hillion).
Loans to the private sector were also quite high, mainly for farmershantustans
businesses, industrial enterprises and listed corporations (RZ billion). Loans to non
residents (R13 billion), households (mainly loans to farmers) (Rbillion), SOEs (R982
million), and banks (R313 million) were also recorded on DFI balance sheets in 1988e
main liability counterparties were banks (R4 billion), non-residents (primarily
international financial institutions) (R26 billion), central and local government (R2 billion,
mainly equity) and a small fraction from NBFIs (R49 million). The shares of these financial
volumes differ significantly from those of later periods. Unlike the 2000s, for instancday

78 Saul & Gelb (1981)
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1983, the most important counterparty for DFIs waghe government. This was intentional
on the part of theapartheid government; whereas white businesses were largely funded
from household savings via the banks and shotterm debt from international banks,
public infrastructures and SOEs were funded from international loans plus a combination
of public sector financial flows, i.e.the fiscus, DFls, the Public Investment Commission
(civil servant pensions) andSAPO(household savings).

Table &: DFI counterparties and instruments, 1983

Non-residents. Banks Households

1984 - R million [el: Changé | CB' OB Change| cCB
Total financial assets (chdng® [a el lBesqpiisa t|i dar)| 313 7 -7 2742 | 345 | 3087 [ 739 243 982 | 2042 | 749 | 2790 | 767 253 | 1019

Currency and deposits 152 161 313
Investment(debf)securities 2177 | -500 1677
Loans 999 329 1329 565 186 751 739 243 982 2042 673 2715 767 253 1019
Equity and investment fund shares/units 75 75
Insurance, pension and standardised guarantee schemes
Financial derivatives and employee stock options
Accounts receivable and other assets 659 659
Property, equipment and land
Total financial liabilitiep 1p8hlamgoe | &2636elt 3772 f us9p e[n ¢353 45 4 49 | 19073 | 841 | 2454
Debit securities
Loans 466 46 512 385 38 423 45 4 49
Equity and investment fund shares/unis 1973 841 2454

Insurance, pension and standardised guarantee schemes
Financial derivatives and employee stock options 2195 | -401 | 1794
Accounts payable and other assets 1192 | 953 | 2145 | 1192 | 953 | 2145

Notes: 1 The calculation is done from B&l'spoint of viewuassets are DFI claims and liabilities
counterclaims by other sectors@B = opening balance; 3. The change is assumed to be the full transaction
no revaluations or other changes in valumeleled; 4 CB = closing balance.

Source: Nhleko (2024: 6)

Severalindustrial estates were developed on the outskirts of the homelands, ramping up
EYaqdélW nl RH¢ckt WGcUencrHgel RUDN AR GeSties RiidRgy ! W R U L
others. The role of DFIs in thapartheid monetary architecture is reflected inFigure 31.
Notwithstanding their policy role in propping upapartheid, Table 36 reveals how small

the DFI balance sheets really were by the early 1980s. Total assets and liabilities of DFIs

in 1983 were R9.5 hillion. The decision toestablish the DBSA in 1983 with an equity

injection of R200 million reflectedthe DY 2 131 UG WUqkt WRUqUWUqRYUWaq Y WI
balance sheet to achieve policy goals. Loans were the instruments used to achieve these

goals with an asset class of R6.7 billion. This wasfollowed by securities (R16 billion),

accounts receivable (R659 million), currency/deposits (R313 ition), and equities (R75

million). Significantly, DFIs were funding longerm assets with shortterm obligations

(accounts payable) and equity Liabilities included accounts payable at R42 billion,

equity, which included the equity to set up the DBSA (RZ billion), various other
commitments (R1.7 billion) and longerterm loans (R984 million).
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Table %: DFIs key balance sheet itert983/84

Assets R million Liabilities R million
Currency and deposits 313|Loans 984
Investment securities 1 677Equity 2 454
Development loans 6 796 Accounts payable 4 289
Equity investment 75|Other 1794
Accounts receivable 659
Other 0
TOTAL 9521 TOTAL 9521

Source: Nhleko (2024)

f U6 WWHec O e UHDW 6 DDqWHEYUNnRNz21 ¢ qRYDAHavdllE Y2 q6
thus historically been a characteristic feature, even though their financial volumes

always remained comparatively small. In the 1980s, they contributed to maintaining the

financial structures of the apartheid state by financing investments in whiteareas but

also supportingthe bantustans.

3.6 Pension Funds

A0t RYUWnaUT + Wel WJWe Wt 3! WweeqNYI ! wynw 7[f+ WRU
primary role between 1956 and 1985was to organise the savings of mainly white

employees into pension funds that were required to reinvest these funds via government

bonds in public sector infrastructures and ventures.Table 37 indicates the number of

registered pension funds by type from 1960 to 1985.

NE6WWnRI t quWG6¢t DWRUWaq6WWI2YideqRYUWYNWEYz2q6 Wl n
t0 1958°N 6 WIWR Ut qRage qRYU¢ Rt ¢ qRYUWYNWEY2aqd6W nl RHC
Public Debt Commissioners Act. This was the origin of the current PIC, which became

the largest pension fund after 1994. Over the years, the role of pension funds expanded

from asset holders to the providers of loans to government, statewned entities, and

provincial administrations. By 1958, 2771 funds existed with a total membership of 675

404. This comprisedl11l state-controlled funds, 599 private administered funds and 2

147 underwritten funds.

Prescribed assets were first introduced in South Africa in 1956, when pension funds were
required to invest more than half of their assets into government and SOE bonds. What
began as Prudential Investment Guidelines similar to the current Regulation 28 of the
Pensions Act eventually became more prescriptive requiring that 53 per cent of
retirement fund assets, 33per centof assets of longterm insurance companies and 75

® Moleko & Ikhide (2017)
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percentYnlWaqdé WAz HIRHWT U210t qaUDUqWOYaGaRtt RYOWDI | K
invested into government and SOE bonds. By 196€he total assets held by pension
funds were R510 million.

The second phase in the evolution of pension fundslasting from 1959 to 1984
comprised racial separation. The passing of the globally pioneering Pension Act of 1956
established the Registrar of Pension Funds. The Act put in place the differentiation
between types of pension funds that are still used today. As a result, reporting on the
number of funds, membership, assets/liabilities, etc, has existed since 1959. Pension
funds were required to provide the Registrar with audited annual financial statements,
not least to ensureadherence tothe levels of prescribed assets. The level of prescribed
assets peaked in 1977.

Africans, however, were excluded. As part of thbantustans strategy, separate pension
funds were set up for them under the auspices of the Transkei, Bophuthatswana, Venda
¢ Ul W 9 RdvérnmBrils.ik Sthte pensions were also racially disaggregated White
pensions were ten times their African counterparts.

The growing strength of the black trade union movement from 1979 onwards resulted in
prolonged struggles over the exclusion of African workers from pension funds and proper
unemployment benefits. This led to trade unions forming their own pension funds artd
the emergence of trade uniorsupported provident funds during the 1980s.

By 1984, there were 11 929 registered pension funds with a membership afl Gmillion
and R44billion in contingent assets under management. During the 1958984 period,
pension assets grew by amverage annual growtlrate of 16.1 per cent. Middle-class and
elite households, nearly all of whom were white in 1985held the claims on the large bulk
of pension assets.

Table 37: Number of Registered Pension Funds by Type19860

No of funds | 1960 | 1970 | 1980 | 1985
Privately/Self-administered Funds 674 810 788 1,032
Underwritten Funds 2,768 5,548 10 265 10953
Industrial Agreements 17 28 35 30
State Controlled Funds 15 14 11 10
Officials Funds
Total 3,510 6,435 11,102 12,035

SourceMoleko (2024), based agports of the Financial Services Bqagb01 1985
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In March 1984,government-related pension and provident funds held assets of R13.1
billion, approximately 26 per cent of total retirement fund assetswhich was just 11.6 per

cent of GDP® All these assets were held in government, municipal or public enterprise
securities. The Public InvestmentCommissioners' fund in 1984 accounted for R2.3

billion, and all funds were invested in government bonds and municipal or state
enterprise securities 8

During the 1980s various scandals were uncovered that revealed the wayhe
government increased the retirement benefits of civil servants and significantly
decreased their contributory obligations. The resultant widening gap between the assets
and liabilities of government funds was funded by the taxpayer. A similar policy was
applied to national and provincial government politicians, as well as politicians in the se
Hcad Ul WhRUT IGUUT WUqWE Y a 1) asewhattwaslindially diseoiet) WG 2 UR
report that was finally disclosed in September 1987 found thatas at March 1985,
government pension funds recorded a R7.6 billion deficit plus a further R9.4 billion
contingent deficit related to adjustments for future inflation. As Donaldson points out:
An effect, government pension funds held assets equivalent to perhaps 4ger cent, at
most, of their actuarially determined liabilities .2

In sum, pension funds have been part of the South African balance sheet configuration
since the early 20" century. By the 1980s, the significance of pension funds had
increased, but it was nowhere near contemporary levels. Beneficiaries of pension funds
were almost exclusively white households during theapartheid era. Ownership of
pension fund assets is a crucial feature that distinguishes the balance sheet structure of
upper-class households from lowerclass households.

3.7 Unit trusts and other shadow banks

N6 DWY!I RODRUWYNWEYe qd W nl Ried SABE,& inBn¢escamkpany,t + WT ¢
created the first unit trust.8* Establishedt YYUW ¢ nqWl WEYaq6LW nl RACE
Commonwealth and therefore the Pound Sterling, this ZABenominated investment

vehicle reinforced theracial t ql 2 el JWYNWEYaq6lWl ml RAcCKkt WHC
wealth almost exclusively for white people. Investecwas established as a financial

services company in 1974 offering various productsto a broader demographic such as

leasing finance, instalment credit, trade and asset financeand small business financing.

Our focus ison the shadow banks that are, in turn, regarded as a subset of what are
internationally classified as OFIs. The defining features of shadow banksethat they are
involved in credit intermediation and are not prudentially regulated by the SARB in terms

8 Donaldson (2024)

81 Donaldson (2024)

82 Donaldson (2024)

8 Donaldson (2024 2)
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of Basel Il requirements. They therefore include what are now called M&HR-ixed Income
Funds (HFs), MMFs and HedgeFunds (HF). The main notiund shadow bank operators
are finance companies, somebrokers and some nonbank securitisation schemes. OFls
which are often lumped together with shadow banks strictly speaking, cannot be
classified as such. Shadow banks include equity funds, REITs, readstate funds, trust
companies, PBSs, stokvels, peeto-peer lending platforms and the securitsation
schemes owned by banks (who are, in turn, regulated by the SARB).

Table 38 indicates that since the introduction of the first unit trust in 1965, unit trusts
had mushroomed into a sophisticated industry by the miel980s.8° Unit trusts have for
decades offered ordinary investors a convenientprofessionally managed investment
product that spreads risk across a broad portfolio of shares/investments provides the

investor with the ability to liquidate investments at short notice,requires low initial

investments, andensurestax effectiveness.

Table 33: Monetary growth in economy (GDP) and grourit rust assets, 196498

Annual Annual
Year GDP (Rm) compounded | UnitTrusts (Rm)| compounded
growth rate growth rate
06

1965 7197

1970 12791 12,19% 358 259,04%
1975 27323 16,39% 313 -2,65%
1980 62730 18,08% 695 17,30%
1985 127 598 15,26% 1540 17,25%

Source: Meyépretorius & Wolmarans (2006: 52)

After rapid growth in unit trusts during the first years after 1965, there was a financial
crash in May 1969 that constrained growth in unit trusts for a decade. However, this
changed from the early 1980s onwardsand as they grew in size, variefyand number, a
diverse set of OFIs emerged to manage them (Table93. The main ones being the Sage
Group, Old Mutual,Sanlam, Liberty Life and Southern Life. The passing of the Unit Trusts
Control Act of 1981 established a regulatory framework that underpinned ghexpansion

of these mainstream financial institutions into the unit trust market. The large
mainstream financial institutions depended on the smallef more agile shadow banks to
manage the expanding pool of liquid investments. Notliquid investments were made
directly into South African corporations.

8 Vvan Der Merwe (2024)
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Table 2: Growth in the number and value of $und

Compounded annual

Asset value

No of funds (Rm) growth rate in asset
value
Dec-65 2 3
Dec-80 12 682,8 43,6%
Dec-90 36 7 550,1 27,17%

Source: Meydpretorius Wolmarans (2006: 53)

Most South African funds have invested in equities over the years. By end 0f1980, all
but one of thetwelve funds available invested in equities. The first norequity fund, a
fixed-interest fund, was the Standard Bank Extra Income Fund established in 1978. By
1990, there weretwenty-eight equity funds with R71 billion in assets, eightfixed interest
funds (managing bonds) with R437 million in assets, and NdMFs®®

By 1983, but continuing into the early 1990s, general equity funds made up around [B€r
cent of the ZAR value of all unit trusts. Managed by established life insurers like Old
Mutual, Sanlam, and Liberty or banks like RMB, ABSA and Standard Bank, these funds
invested via the JSEwhich, in turn, was dominated by mining stocks. The resulting
volatility caused by the ups and downs of the gold prigein particular, created the
pressure to diversify beyond mining, but the dominance of miningn the JSE meanttiey
could not escape mining stocks. That all changed after 1994.

While unit trusts offered investment opportunities primarily for white households,
stokvels were also women-led shadow banking institutions that catered almost
exclusively for poorer black householdsparticularly those with disposable income (i.e.
not the very poor). Originally, stokvels were founded by poor women (initially in rural
areas but spreading into the urban areas from the 1930s onwards) in response to their
exclusion from the financial sector and subordnate positioning within patriarchal
structures. Verhoef defines stokvels a%a type of credit union in which a group of people,
by voluntary mutual agreement, regularly contribute money to a common pool and
circulate the pool among the group#’

Although data on stokvel participation by poor people in the early 1980s does not exist,
it is safe to assume that little had changed by 1989which was when the first
comprehensive survey of the sector was conducted. The 1989 Markinor survey of
stokvels found that aquarter of the black population belonged to the 24,000 stokvels

8 Meyer-Pretorius & Wolmarans (2006: 54)
87 Verhoef (2001: 263)
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active in the major metropolitan areas, with monthly contributions of around R52 million.
The survey found that 4Jer cent of the stokvels were savings clubs, 2®er cent were
burial societies, and the rest were a mixture of different types of stokvels (including
stokvels that provided credit at relatively high interest rates). Significantly, 6fer centof
stokvel members were women®® However, given that 5@er centof the black population

in the 1980s still lived in rural areas, some have estimated there were as many as 800,000
b qYt 200t WRUWEY2 qé6 Wl nl Reharswelle qudstidhdliabduti why 2 | ¢ 0 L
people participated in stokvels in 1989 and how much they contributed per month,
Markinor found the following: burial societies, i.e. savings to cover funeral costs of family
members who have died (average contribution: R2per month); to purchase major items
like furniture or clothes (average contribution: R59 per month); to finance parties or
events such as weddings (average contribution: R61 per month); to invest in a business
(average contribution: R104 per month); othie(average contribution: R44 per monthy°

In 1988 the male-led National Stokvel Association of South Africa (NASASA) was formed
to mobilise stokvel savings for EE deals NASASA successfully lobbied a building
society, the Permanent Building Society, to set up a Club Account that was tailored to
meet the needs of stokvels. By 1990, two years after it was launched, there were 44 500
Club Accounts.

A third type ofapartheid-era nonbank financial institution, which features inFigure 31,

is a discount house. They were money market institutions that acted as intermediaries

for overnight cash between banks and the SARB. Their emergence in the 1970s can be
explained as a feature of the duatand system and the segmentation of the financial

system that it induced. There were four of them in the early eighties, btiey suddenly
disappeared due to a policy change, following which the banks took over thignction. In

theory, banks in the 1980slike today, could apply to the SARB for liquidity assistance.

However, as Falkena et al observed, in the 1980they would first withdraw all their call

funds from the discount houses and the interbank market before approaching th8ARB

because the applicable interest rates from the latter were higher. The reason for this was

to discourage banks from using repurchase agreements and call loangalkena notes,

Arhe SA Reserve Bank will either enter into repurchase agreents on Treasury bills, BK|

¢UT WiRheRT WAc Ut U1t Kk WEHBUGqec UL WY Wl ¢ UqlHE ©
short-term government stock, IBKbills, LBKT JHII Uqgea | 3t AWIG Rve RT WHe¢ Ut 1J
and longterm government stock ©*

This overview suggests thain the balance sheet configuration of theapartheid era,
shadow banking structures were present but still in their infancy. Unit trusts were a

88 Verhoef (2001: 279)

89 Verhoef (2001: 279)

% verhoef (2001:280)
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financial innovation complementing pensionfunds, but the heart of the financial system
remained focused on traditional commercial banks.

3.8 Central Bank
As Figure 31 conveys, the SARBIs the apex institution of the banking system in South

nl RECKkt WaYUWqcel ! Wel HGirchpihHa ¢the Hiffeidnt mdbeRaty LU o) 6 1J L |
RUt ql 2 0U0qt Wet DI WsRq6RUWEYeqd6W nl RACKt WGE! ¢
significant elasticity space of all, i.e. the right to increase or decrease liquidity by the
amount of credit it extends to banks and the reited cost of that capital.

NSWWt ! Wi RnnWI DURVDWHWYgs WIUWaq6 WWE A 7-%941 Y O 13 LW
period is that during theapartheid era, it was generaly markedly more interventionist. In

the 1980s q 6 JWE A7 Wn¢ HUIT WqdIWHTCt t RAWh gl RGIAGE K LW
namely (i) wanting to maintain exchange rate stabilitywhile (i) maintaining an
independent monetary policy with respect to setting interest rates, and (iii) promoting

free capital flows.?> One of thesehad to be sacrificed, and after 1994 that was exchange

rates: To achieve (i) and (iii), (ihust be sacrificed. To preserve (ii) and ensure (iii), then

(i) needs to be sacrificed. During the 1980s, (ii) was sacrificed to achieve (i) and (iii), even

though the latter did not materialise as expected. More importantly, to implement (i),

substantial reserves are required to enable interventions that make a meaningful

difference to exchange rates. This was not always the case. After 1994, reserves
gradually increased because a firm decision was made to allow exchange rates to float.

As Figure 31 visualises, the SARB has several explicit counterparties. The most
important ones are the fiscal authorities (which were the Department of State
Expenditure and the Department of Financéefore 1994) and commercial banks which
had accounts with the SARB and transacted with the SARB through deposits, purchases
and sales of securities, advances, and purchaseand salesof government stock. Among
the less evident counterparties of the SARB are government bodigacluding the central
government, provincial governments, the National Supplies Procurement Fund,
agricultural control boards and other semigovernment bodies. These bodies could
receive advances from the SARB and have done so during periods of financial instability.
State-owned entities were not directly linked to the SARB butvere indirectly linked
through the Treasury.

The SARB has historically issued the ZAdRnominated currency in circulation. Through
money market activities such as buying and selling government bonds to control the
amount of money supplied, the SARB interacts with the economy as a whole and impacts
everyone who uses or holds physical currencyfrom individuals to households and small

92 Agénor & Pereira da Silva (2018)
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businesses. In the mid1980s, SARB offered two ways of refinancing to banks and

discount houses, which acted as its counterparties. On the one hand, it rediscounted
Treasury bills, IBKHR G 6+ AW UT W Rhue RT WHe¢ Ut U1+ k We #HIIGqc¢ UH
overnight loans againsftTreasury bills or shortterm government stock, LBKbills, notes of

q6IWf 29 AWHe Ut I k t Lerm gaveBapéentistbeke* A We U1 Wa Yon

Historically, the SARB was established as an institution in private ownershipa the
Currency and Banking Act No. 31 of 1920. At the time, South Africa was still part of the
British Commonwealth, which had operated the Classical Gold Standard. After the First
World War, as the international monetary system lay in ruins, London granted the right to
South Africa to operate its own central bank. Previously, banknotes were created by
private banks andhad to be backed by gold. But when the price of gold in tHegnited
Kingdom rose, a profit could be made by converting banknotes into gold in South Africa
and selling the gold in London. This meant that commercial banks in South Africa had to
buy gold for reimport at a higher price in London than the price at whitthey converted
their banknotes into gold, obliging them to trade at a loss. To ensure their financial
viability, the banks requested the government to release them from the obligation to
convert their banknotes into gold on demand. Following the Gold Cderence of October
1919, a Select Committee of Parliament recommended that a central bank be
Jt q¢ HOIRY 60T WqYWsYaTl WAYGGWI ARcCGWHe Ut k WINYOT We
this recommendation and published the Currency and Banking Act in December 1920
which provided for the establishment of the SARB' The SARB issued its first banknotes
to the public in April 1922.

While the international gold standard was reestablished in the 1920s, the Bank of

England ended gold convertibility in 1932 during the Great Depression, once again
shattering the international monetary system. Irthat situation, the SARB chose to link

the value of the local currency to thePound Sterling as the new monetary policy

framework. In 1944, the South African Reserve Bank Act replaced the Currency and

7¢ U0t RUDW #Haq WY n WN ¢ =& pEidd Gflidguind\banknotéRvaReatéhded L= P
indefiniqgJ 0! OWA¢! ¢ GG NI RUNWEYaq6Wl nl RACKkt WhRUT G
the SARB was at the forefront of replacing the South Africdtound with the Rand as the
HYa2Uq!l ! Kkt WOWUs We URqWY nwWeH#HHAY e Uqe UT W 2 HY Whue BUq
the Blocked Rand.

The economic crisis of the 1980s gave rise to several changes that waerede to the

E A7kt WaYUWUqcel ! WGYORH! W ql ¢ SNRE redhcinhratels 1J W72 1JH |
were tied to market rates, with thebank rate set above the Treasury bill rate based on the
rediscounted paper. To give itself greater freedom to respond to economic crises by
manipulating interest rates, as from December 1983he SARBset and adjusted thebank

% Falkena, Kok& Meijer (1987 161-2)
% SARB (2025)
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rate and other refinancing rates at its discretion. Initially, following this change, the bank
rate saw frequent and sometimes substantial changes. For instance, in the first eight
months of 1984, the rate increased sharply from 17.75 at the start of theegr to 18.75 in
July, then to 21.75 in August.

The SARB balance shedbr 1983, as reflected in Figure 36, was R84 billion. The balance

sheet gradually expanded between 1977 and 1988, reachingver R25 billion. The

increased general expansion from 1985 onward arose from the need for increased

liquidity to deal with the debt crisis that began in August 1985vhen the international

He Uttt W Unet U7 WgYW YGdWwWy2Ul WGl R2e¢ qWI WHqWGS G
decisions made in 1983 empowered the SARB to set interest rates atideralise capital

markets. This was a crucial mechanism for enabling the SARB to counteract the financial

crisis by raising interest rates and injecting liquidity.
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Figure 36: Total Assets 1971989
Source: Naidoo, Meerh@z.ehmanrGrube (2024)

Figure 37 shows how the SARB expanded its balance sheet by providing larger advances
qYWH¢cUt RUNWRUY qRage qRYUt Weéet WsPadaWet Wel 2¢ UHII
government, provincial administrations, the National Supplies Procurement Fund,

agricultural control boards and other semigovernment bodies), valued at R780 million and

R887 million, respectively, RUIWUN ®Y YIOWNS JWt RNDURNRAc Uqlt 6¢1 WY ™Nn
reveals how the SARB can create additional liquidity and expansion during times of crisis.

This was done by purchasing significant quantities of illiquid assets such as gold, bonds

and foreign reserves in return for greater liquidity for the counterparties to alleviate
constraints on liquidity within the financial sector at the time.
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Figure 37: Advances provided (as a % of Total Assets)1 9899
Source: Naidoo, Meerh@z.ehmanrGrube (2024)

Figure 38 revealsq 6 JWRGO GE HaqWYnWq6 JWE A7kt WHSE6¢UNIWRU LW
discretion. This allowed the SARB to create more liquidity through a lower rate and

allowed banks to withdraw reserves to increase their liquidity, as a corresponding asset
YOWAcUtt kWHecacURDWY 6 30qt OWc 31 3AWN W5 131 Wl 13t 131
withdrew reserves or deposited fewer reservesallowing for greater liquidity on their

balance sheets.

18%
16%

14%
12%

10%

8%
6%

4%
2%

0% 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

Figure &8: Required Reserve balances (SARB Liability) as a % of Total Liabil{i€89977
Source: Naidoo, Meerhd&z.ehmanrGrube (2024)
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The SARB clearly played a role in stabilising the financial system following the 1985 debt
crisis triggered by the decision by key international banks not to roll over existing short
term debt. The SARB's actions laid the groundwork for a phased repaymegsiain and
prepared the way for the gradual reopening to international financial markets after
Mandela and political prisoners were released from prison in 199@&nd especially after
the first democratic elections in 1994. The SARB was directly involved iegotiating and
managing the debt standstill which prevented a sudden outflow of capital; it imposed
strict exchange controls to prevent the outflow of capital via the financial randjt
provided South African banks with substantial liquidity support to survive the crisis; it
adjusted interest rates to contain inflationary pressures and restore investor confidence;
and it coordinated with the fiscal policy authorities to maintain economic stability by
jointly controlling inflation with monetary policies, and managing the fiscal deficit with
fiscal policies when politicians were keen to spend their way out of troubleRegardless
this did not prevent debt levels fronrising rapidlyto nearly 50per centof GDP by 1994.

3.9 National Treasury

During the apartheid years, South Africa did not have a strongcentralised national

Treasury similar to what exists today and in most other countries. Instead, asdicated

in Figure 31, fiscal policymaking (specifically revenue collection and expenditure

controls) was fragmented between the national level Department of Finance and the four
Departments of Finance set up within the four different set¢ 0 d DT WhHhRUT WGWU
homelands. The Depatment of State Expenditure was responsible for the budget

There was limited coordination betweerthe national government andbantustans fiscal
ceqdY!l RaqRIWt WeiRUAG 21 RUDN W AividedebdentbdnithstaRd), landG 1 UT 13U
monitoring of expenditure was virtually norexistent. Old-style input budgeting still

prevailed, which meant outcomes could not be evaluated. Secretive financing schemes

to support sanctions busting, security action and support for insurgents in neighbouring

countries made matters worse. Revenue collection systems were fragmented, and tax

laws were complex, with many exemptions and loopholes.

GdqéYeN6WnR HecOWGYORHA! W IHRY RYUY Ws 31 IWnYl Gced
bantustans, reformers in the Department of Finance, working closely with reform
YI RUUqUT WE A7WYnnRARcOt AWGcUenUT WagsWWIIUqRI 1
system as a single integrated whole during thapartheid era.
For instance, during the period leading up to 1981, oil price shocks (1943 197980)
were counteracted by gold price increases. Thereafterthe gold price plummeted from

USD 2645 in February 1980 to USD @95 in March 1983, and down to USD 884 by
February 1985. Norgold terms of trade were negativeBetween 1981 and 1985export

% Pearson, Pillay& Chipkin (2016)
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prices rose by 42.2per cent, but import prices increased by 51.7per cent, forcing the
current account into deficit. The 19834 drought exacerbated the crisis. Increasing
isolation and the refusal of foreign banks to roll over shorterm debt in 1985 not only
triggered a banking crisis (as explained aboyebut also created a serious balance of
payments crisis in light of global trends in the gold price. Access to foreign capital was
impossible, and capital outflows increased. Between the early and late 1985, capital
outflows were roughly equal to 4per cent of GDP per year. By the early 1980s, South
Africa faced stagflation, negative growth in real GDPa collapse of the balance of
payments, and virtually no investment.

Treasury officials responded to the economic crisis by engineering an ambitious balance
sheet restructuring to strengthen domestic demand, increase savings and promote
internal investment. First, in response to the balance of payments crisis, foreign
exchange controls were lifted in 1983.Second, however, to protect foreign exchange
reserves, three years later in response to the 1985 debt crisis from capital outflows, the
dual exchange rate mechanism wasreintroduced in September 1985. Third, the
department introduced tariff protection to limit imports and maximise the consumption

of locally produced products. Fourth, to support exports, the Department of Finance
managed to coordinate a Rand depreciation programmevith the monetary authorities,
and by 1989 it was 2Per centbelow its average level in the early 1980s. Fifth, to manage
demand and shore up government revenues, taxes were raised from p8r cent of GDP

in 1980 to 28per centby 1989. This was mainly achieved by raisinbe General Sales Tax
and allowing bracket creep at the upper level to extract more revenue from the rich.
Recent research shows howGeneral Sales Taxegatively impacts poorer women in
particular because of their role in financing daily consumption by the familyinally, in
the name of dampening inflation but inreality, to create incentives for international
banks to increase lending to South African banksvhich also lent tothe government), the
NI et el ! Wt eGGY!l qWl W6 WWE A7kt WNI ¢TecdWRUAI e
the early 1980s, with sudden increases in 1984. After the SARB decided in December
1983 to give itself the unilateral power to set interest ratesy formally delinking its
lending rate from the market value of Treasunpills. In short, the balance sheet
configuration that the Department of Finance and SARB had assembled by 1983 to
respond to low growth levelscreated the conditions that led to the 1985 banking crisis

in particular, the risein interest rates that attracted the shortterm loans that matured in
1985.

The banking debt crisis in 1985 and the declaration of a State of Emergency in July 1985
were followed by foreign investors unloading billions on the JSE, further depressing
prices.

The Black Local Authorities that were supposed to govern the black urban areas
bithqVYs Ul 6RGH kb lWs Il JWe qWaqd JWHIIUaq! 1985Btatdlaf 6 JLW G ¢t
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EGUI DUUH! IDWEYz2 qd6W nl RACKt WaqVYs Ut We Ul WHRqRIJt Ws
configurations: White municipalities with their own tax bases, with a supervisory roléor

Coloured and Indian Management Committees for coloured and Indian areas
respectively, that, in turn, benefited from these mainly white tax bases. White, coloured

and Indian citizens benefitted from the substantial rates paid by businesses, all of which

were located in white areas, and it is where the bulk of black wages were spetiBlack

Local Authoritiesfell under the authority of the fourwhite provincial administrations and

were never fiscally viable. As a result, rates and service charges were consistently
increased, ultimately triggering the mass uprisings.

The anatomy of the banking debt crisis brings into relief the politicised role played by
EYeaqdéW nl RAcKkt WnRt AecaWe Ul W GYAS Iprgdicted by ¢he g6 Y1 R c
monetary authorities, the differential between the then (lower) international and (higher)
internal interest rates, resulted in rising external debt levels as loan finance flooded into
the economy, from 20 per centof GDP in 1980 to 4@er centof GDP by 1984, comprised
mainly of shortterm debt (i.e. maturities of less than a year). As argued in the previous
paragraph, this was an intentional outcome of coordinated fiscal and monetary
policymaking by reformers. By 1985, total external debt wasqual to 50per cent of GDP.
The ballooning of external debt was a function of the deregulation of foreign exchange
markets in 1983 and the simultaneous rise in interest rates engineered by the SARB.
Exploiting the differential between high domestic and relatively lower international
interest rates, South African banks borrowed heavily from international banks sthat
they had the funds to lend to South African private and public sector borrowerd.he
governmentborrowed from international banks directly as well afrom local banks that
had sourced funding on international markets. Despite growing international opposition
to apartheid, international banks went along because they assumed South Africa knew
how to manage its debt. By 1985, international banks were publicly acknowledgirthat
they were mistaken and that South African debt could not therefore be refinanced.
Powerful antiapartheid lobbies in the US in particular, helped to tilt the balance in
favour of ade facto pro-sanctions orientation.

After the State of Emergency was declared in July 1985, American, French and British
investors sold off R11billion of their JSE holdings within a week. The Frengbvernment
joined the call for international sanctions soon after and on 31 JulyChase Manhattan
Bank announced it would not roll over South African (mainly sheterm) debt, followed
soon after by other banks. Conditions worsened when PW Botha made his famous
h Az ARAY U WWE GAUgustowhaierhe ililédPut political powersharing. The value
of the Rand immediately dropped by 2@er cent, and capital outflows worsened.

% Planact (1989)
97 Bradlow (1991)
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A committee of representatives from 29 international banks (known as the Standstill
Coordinating Committee) was set up by the Department of Finance to represent the 233
banks affected by the moratorium. After dropping their initial set of political demands
(that were included thanks to influential anttapartheid lobbyists) to drive reform, this
committee agreed to an ambitious balance sheet reconfiguration that worked well for
the South African government. Compiled by the technocrats in the Department of
Finance who worked closely with SARB officials, a rather ingenious debt rescheduling
programme was agreedupon that provided that debt repayments went into a special
account managed by the PIC® Conveniently, the PIC was obligated to lend 7per cent
of its funds to the South Africangovernment. Later, in 1987, banks were given an
unattractive exit option that only some banks used, or @& alternative debt-equity
conversion option that allowed repatriation of profits made from investing in &ith
African companies via the Financial RandIn short, foreign banks effectively agreed to a
balance sheet reconfiguration that gave the increasingly isolatedpartheid state a new
source of funding (by rerouting delayed debt repayments via the PIC) and a lifeline for
investment-starved Suth African companies.

By the end of 1985, the UN Security Council had passed a resolution banning all new
investments in South Africa; the European Community followed suit in 1986; and the US
Congress overrode a Presidential veto and adopted the Comprehensive Adapartheid
Act in October 1986. None of these resolutions prohibited international banks from
rescheduling their South African debt. In the end, the South Africagovernment
managed to survive the debt crisis quite well, but accessing foreign capital on scale only
became a possibility after the newly elected President, FW de Klerk, released the
political prisoners and unbanned the liberation movements in 1990. The last debt
repayment arising from the 1985 crisis was paid in 2001, seven years after the start of the
democratic era and 14 years after a borrowing spree to prop wgpartheid resulted in a
debt crisis.

3.10 Summation
N6 Rt Wt DAqRYUWG6 ¢t Wt qel RUT WadWWH¢c ¢ URIIWY 6130ql
architecture during theapartheid era.

Our findings suggest that theapartheid state had a rather tight grip in terms of governing

the monetary architecture. On the one hand, via the dual currency system and exchange

controls, international financial flows were limited and subject to government approval.

As aconsequence, the interconnections of the South African balance sheets were

mostly domestic. Still, some international funding wouldcatalyse the 1985 debt crisis

that mainly affected bank balance sheetss Rq 6 W¢ W 13t Yie qRYULWaq6 ¢ qllagR

% PIC is the government agency responsible for managing the investment of government employee pension savingse section on
pension funds.
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balance sheet On the other hand, the state maintained domestic influence via the
specific roles attributed to the main types of offbalance-sheet fiscal agencies: The
Afrikaner-built state-owned enterprises played a key role in maintaining the minerals
energy complex, providing services and utilities in a way that largely benefitted large
corporations and, as such, white elite households. Eskom was a key issuer of
domestically held bonds but also acted as an international borrower on behalf of the
main fiscus, which was under sanctions. By contrast,DFIssupported some businesses
even in black communities, but only to a small extent and not in significant financial
volumes. Women-led collective savings schemes like stokvels were left to fend for
themselves.

Inequality between different racial groups was the fundamental principle on which the
apartheid state operated, with a greater burden carried by poorer black womerThis is
usually understood in terms of legal and political rights, but it alspof course, refers to
an economic and financial dimension in the form of wealthincome inequality and
financial exclusion. The balance sheet configurations of the South Africaapartheid-era
monetary architecture reinforced the poverty for the black population and eabled the
WO RQUWGYGelcecqRYUWqVYWGYHT 1Jaq LU eP&hg Itladsy dividion of k + W s 1J
households operated largely along racial lines- poor and overwhelmingly black
households werenot integrated into the wider monetary architecture. The balance sheet
configuration largely excluded the pooest households from the financial ecosystem,
with poor black women carrying the heaviest burden for daily household consumption
(in particular in womenheaded households) There were no serious mechanisms in
place to lift the poor out of poverty; rather, forced resettlements and formal
independence of bantustans prevented further integration into the monetary
architecture.

Infrastructure investment and developmental policy were guided mainly towards
supporting the industries and territories ofwhite households and the minerals-energy
complex, while neglecting black areas. Forwhite households, the structures of the
banking system had grown out of colonial structures shaped by commercial and mining
interests. While the focus of developmentprioritised large firms, the specific balance
sheet connections enabled traditional financial flows: Mainly white households held
their savings predominantly at banks who, for lack of alternatives investeddomestically.
If households held bonds, they would fund mainly domestic institutions for instance,
Eskom bonds played an important rolen the South African fiscal ecosystem. The system
of pension funds was already up and running (even though at a much smaller scale than
today), butpublic and private pension funds were obliged to invest part of their domestic
portfolio into infrastructure development. Black people, by contrast, were largely
excluded from formal financing institutions, cementing a different pathwayregarding
infrastructure development and investments inGFCFin areas defined for black people
(townships and bantustans)
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The trend towards neoliberalisation understood not only asprivatisation and a reduced

role for public balance sheets but also as the conscious dismantling ahstitutionalised

cooperative structures between different balance sheetswas already visible at the time

but still in its infancy and not as strong as elsewhere. At the same time, the traditionally

GRNDG W WNI JWWYnWnRU¢URREOGWhI WG It + RYUK Ws ¢t WI I
middle-class andelite households and a rise in the volume gbension assets, but not for

the poor households.
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Threesignificant trends emerged after 1994 that shaped the policy choices of the post
apartheid government: globalisation (i.e. reincorporation into global financial markets),
neoliberalisation (or deregulation of markets), andinancialisation of corporate balance
sheets andfinancial deepening of the economy?® As already indicated, the ANC came to
power without a coherent economic policy. TheKeynesianMacro-Economic Research
Group (MERG)eport was shelved by the ANC leadership shortly before tHE994 election.
The upshot was a rolling set of reactive economic policy decisions. Inclusion into global
financial markets was regarded uncritically as a means for generating laregeale foreign
direct investments, which did not materialise on scale. Deregulation of apartheid
controls of the economy was also somewhat uncritically regarded as part of the
democratic project, including, for some, the privatisation of SOEsIn addition, there was

a verylimited understanding of the dynamics of financialisation, reinforced by a paucity
of information about these dynamics at the time. For example, research on low levels of
re-investment in GFCF coupled to high profit margins did not exist in the mitb90s,
inequality was defined in terms of the Gini Coefficient and not wealthnor did policy
makers adequately understand the role of the JSE, the expanding shadow banks, capital
flight and the shift of savings by the rich into pension funds.

This section investigates thestructure Y n WIEY 2 q6 W nl RAc¢kt WaYUWUqe!l ! W
dawn of democracy in 1994. Thevisualisation in Figure 41 includes the major
transformational steps that were taken in the two years following the first democratic
election in the country andoutlines the main changes thatwere adopted in the transition
from apartheidtOLLE Y 2 q 6 Wl 'n |-Rdicdérhotidatiikdonstiutibd Wad signed into
law in December 1996 and came into effect on 4 February 1997. dstablished the
foundation for the post-apartheid monetary and fiscal policy. Section 224 of the
Constitution formalised the independence of the SARB, including defining the primary
objective of the SARB as the protector of the value of the currency in the interest of
balanced and sustainable economic gowth. Section 216 of the Constitution provided for
the establishment of a National Treasury that was explicitly mandated to manage all
government expenditure.

As reflected insections 216 and 224 of theConstitution, the ending ofapartheid was not
merely about overall political and legal change to establish a norracial democracy; it
also entailed the reconfiguration of the governance of monetary and fiscal policy,
including the relationship between the most significant public balance sheets. While
South African governance was democratised, the task of overcoming racial segregation

% We distinguish between financial deepening and financialization: the former is an economyide phenomenon where financial
assets as apercentage of GDP rises; while the latter refers more the way particular balance sheatin particular, NFC balance
sheets T carry greater quantities of financial assets
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democracy in South Africawas a moment of extremeuncertainty, with many possible

directions in which the monetary architecture in principle, could have been transformed.

However, there is little doubt that the balance sheet configuration of the immediate post

apartheid era was settled by 1996 by which time many seminal decisions had been

taken. This is the institutional setting thatFigure 41 depicts.

First, globalisation: Although the South Africangovernment and businesses always
found legal and illegal ways to remain connected to global financial circuits despite
international efforts to isolate apartheid,'® key political and business elites realised after
the 1985 banking crisis and subsequent economic crisis that full access to international
markets and investments would depend on the acceptance of democracy and black
majority rule.

Moreover, the dynamics of the 1985 crisis exhibited clear vulnerabilities of the South
African financial system to international financial sanctions. As a result, the posi994
era wasfocused on fully integrating South Africa into the global governance institutions
(IMF, World Bank, etc), global financial markets, and the African markets. With Nelson
Mandela as its President, South Africa was seen as a poster child for the kind of market
friendly democratic projects that were in favour in the 1990s.

Consequently, the abolition of apartheid ¢ G qlJ| DT WEYa q6 W nl RAcK!t WRI
within the international financial architecture. It led to the end of the parallel currency

system and the opening up of the economy. In 1994when South Africa became a

member of the Southern African Development Community (SADQWVhich was founded

in 19921%1South African firms used this opportunity to expand their busineseperations

within the SADC regionThe Financial Rand was abrogated in 1995.

At the same time, the opening up of South Africa for trade and investment resulted in the
increasing dollarisation of the economy and a deepening of the interconnections with the
Offshore USD Systent® Increased regional imports and exports were largely financed
and paid for in USD. The paramount role of the USD after the end apartheid is
emphasised in Figure 41, where various balance sheets have increasingly become
dollarised.

Second, financialisation and financial deepening These trends arisemainly from the

liberalisation of the banking sector (including a significant increase in the number of
banking institutions) after 1994 to strengthen the capital markets and enable debt
financed consumption-led economic growth. The upshot was the remarkably rapid
growth of the finance sector, which became the primary driver of GDP growth after

100van Vuuren (2019)
101 SADC (1992)
192 Murau, Rini& Haas (2020)
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1994 %3 With growth came sufficient revenue for the state to increase transfers to the
poorest households and to create various beneficial rents for boosting the expansion of
the black middle class, such as housing subsidies, preferential procurement, and

affirmative action.** Yet, the stagnation of investment in manufacturing meant that a
blue-collar class of stable employed workers who had previously formed the backbone

of the trade union movement to strengthen the lower middle class and boost

consumption, did not materialise.

The monetary architecturevisualisation figure demonstrates the financialisation and

financial deepening dynamics in several ways With regard to institutions, the post

apartheid era saw a mushrooming of new types of balance sheets. This refers to an

increase in the number of banking institutions, expansion of the nofank financial

institutions such as pension funds and MMFs as well as oftbalance-sheet fiscal

agencies in the form of newDFIs Regardinginstruments, the number of assets and

liabilities of the various institutions increased tremendously a dynamic that overlaps

5sROS6 W6 IWNGYACTORt ¢cqRYUWq! WUOT WYNWEYeaqd6lWl nl RH
households started to hold more complex financial instruments, with various domestic
counterparties such as banks, NBFIs, and OBFAs, but also twidifferent international

institutions, contributing to the worldwide growth of the shadow banking system. These
hve¢cGRagecqR2IIWHSCUNUIt WY NWaq6WWHcGecURDWY 6 131JaqllH
architecture do not grasp the increase in financial volume, which the stock depiction in

Figure 41 cannot grasp, but which becomes obvious as soon as we zoom into actual

time series data for some selected institutions.

Third, neoliberalisation (or what some would prefer to refer to as markedriented

economic policies): Thismay have been an influential narrative, but it was somewhat
half-hearted and never fully implemented in ways that are comparable to what happened

in other countries (e.g. Russia, Chile). The retention of a large SOE and DFI sector
reflected the Keynesianinfluences within the governing party and policy leadership

which had beenreflected in the MERGreport that was shelved before the 1994 elections.

However, in the late 1980salready, the apartheid government had incorporated key

RUNI BT RUUqt W U AYhTORIY GLR A inddemsihglyt becdreedhe H 6 LU
dominant mode of economic thinking in Western countries from the late 1970s onwards.

Apartheid state representatives found it convenient to justify reforms in the 1980s in

qll Gt WYNWaq6WW2RI qa Ut WYNnWhYATWHqR2IWGCE! ¢ Dall’
deracialisation. Thisincluded claims that this was the reason for eliminating formal race

based restrictions on the movement of labour and trade union membership, the
hARYOGGU!I ARCORI t REUK WY I EBIEY 2UGEY | qWUIHYUY G RHLWN
of capital markets (including opening up space for the emergence of shadow banking)

193 Mohamed (2016)
104 SADC (1992)
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and the removal of restrictions on black property ownership for certain segments of the
urban black population.

The extent to which these neoliberal ideas would be adopted for a postpartheid

settlement remained open at first. For instance, the 1993 MER@port articulated a

Keynesian framework for postl994 economic policy.'® It proposed a development

pathway based on the lateindustrialising experiences of other countriessuch as Brazil,

Malaysia and Taiwan, with a strong socialdemocratic focus that favoured state

intervention in regulating and directing the private sector, investing in infrastructure,
growing the manufacturing sectorand small businesses and land reform.

Although the ANC leadership initially embraced the proposals of the MER€&port andits
proposed redistributional land reform, they shelved it'° shortly before the democratic
elections in 1994and de-emphasisedthe redistribution of land.1°” Instead, after the 1994
elections, the ANC led a Government of National UnitfGNU)that deployed the language
of market-oriented deregulation that had begun to emerge in the 1980s, sanef course,
the racial framing. On the one hand, the AN®d government emphasised
macroeconomic stabilisation rather than investmentled growth by the productive
sectors of the economy.On the other hand, it adopted a marketoriented approach to
development, which focused on debt constraint, pursuingprivatisation and liberalising
trade to stimulate growth.!® The key legitimising phrase for this approach was
articulated in the original Reconstruction and Development ProgrammgRDP) that was
adopted by the GNU in 1994:

An the long run, the RDP will redirect government spending rather than increasing
it as a proportion of GDR&%®

The operative words here werdin the long rum Mt would, however, be naive to over

emphasise the post-1994 commitment to neoliberalism. For example, contrary to

neoliberal trends elsewhere in the world, privatisation never happened on scalenstead,

the SOE and DFI sulsectors actually expanded. Other examples of a more
interventionist approach included the expansion of the welfare sector, regulatory
interventions in favour of BEE, a strong defence of a pworker labour relations system

¢cUT We WrRMIDMIdmYE!Il YO Wn Yl L thoweverfi ndabbéraligatiod GslJ U a+ oL
equated to financialisation and financial deepening as is the case in some analyses,

then one can be more assertive about the degree of neoliberalisation after 1994.

In short, the 1994 election and adoption of the new constitution in 199@ere political
watershed moments, but there was little clarity about economic policy and virtually no
discussion about the most appropriate monetary architecture for managing aset of

1% padayachee& Van Niekerk (2019); MacréEconomic Research Group (1993)
106 Macro-Economic Research Group (1993)

107 Ngcukaitobi (2021)

198 Nattrass (1994); Schneider (2018)

109 African National Congress (1994142-3)
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balance sheet reconfigurations for ensuring the renvestment of profits in GFCF as the
material basis for greater social inclusion.

From a monetary architecture perspective, the (incomplete) neoliberal ideas can be

seen both on the levels of institutions and instruments. The neoliberal design consistent

with global trends at the time is reflected in the formalisation of the independence of the

SARB in theConstitution to manage monetary policy independently from political
interference, the constitutional provision for an integrated fiscal policy managed
independently of monetary policy by anational TreasunAd WY UN Y RUNWh #Y &G I #R¢
SOEs, and fiscal constraints on DFIs that were required to be sdlhancing rather than

being instruments for massive capital injectionsin GFCFE

A key economic policy decision with regard to instruments was whether or not to

repudiate apartheid debt, which amounted to 48.7 per cent of GDP by 1994, of which

96.3 per centcomprised domestic debt held by South African financial institutions. Many

civil society organisations and trade unions demanded that this sa# ¢ G Gaphfthld
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to the balance sheets of many South African financial institutions at exactly the moment

when the democratic government needed financial stability and the confidence of local

and international investors. The N'was adamant that this would be a futile exercise.

Post-1994 Ministers of Finance have always maintained a strong emphasis on

minimising debt and therefore restraining spending despite massive soctieconomic

needs and low levels of investment in GFCF. When it came to investment, between 1994

and 2002 the focus was on mobilising private capital, and the oligopolistic nature of the

banking sector was an accepted fact. During the immediate pos1994 period, there was

limited emphasis on the SOEs, DFlsand the PIC as key mobilisers of public and private

capital. Renewed interest in these institutions would only emerge after 2002vhen the
SWYnNnnNnRARCOG! Wel YGqWT W6 JWhT W230YGGWUqc b Wt

emphasis on privatisation as a strategy for dealing with SOEs.

Takinga monetary architecture perspectiveto the period after 1994 there is no evidence
that the key finance-related public sector institutions (i.e. NT, SARB, DFIs and even the
Fiscal and Finance Commissionhad a sense that the financial ecosystem was in fact an
integrated complex adaptive system characterised by a distinct set of patdependent
financial flows that cross-cut traditional public -private dualisms. Instead, the financial
system was depicted in the taditional way as comprising two sectorsThe public and the
private sectors. The core logic of the formemas to collect taxes, borrow money, and
invest in social and economic infrastructures; the logic of the latterwas to invest to
extract profits for shareholdersand re-invest in fixed assets The focus of public policy
was on getting the former right, and assuming the latter would follow. There was no
realisation that both are locked into a multiplicity of crosssectoral balance sheet
configurations that enable a specific set of financial flows that cannot easily be
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disaggregated into public and private sectors. The focus of neoliberalism on contractual
obligations for regulating intrastate and state-society relations, with institutional action
constrained by narrowly defined focused missions, rendered such a systems view of the
financial system unthinkable.

All three trends globalisation, financialisation/financial deepening, and (halthearted)
neoliberalisation, culminated in the GEARstrategy, which was adopted in 1996 and
replaced the slightly more Keynesian RDP that was adopted after the first democratic
elections (with residual influences from the MERG report)Relaxed exchange controls,
market-related tariffs, integration into the global economy, expoded growth, and
privatisation were aimed at achieving fiscal consolidation but were unable to realispb
creation or restorative justice. By failing to find ways to significantly redistribute wealth
after 1994, fiscal consolidation faced resistance as political pressures built up for
increased fiscal spending that would, in turn, have needed to be fundebly raising debt
levels in a lowgrowth economy. Despite this, the poor effectively became increasingly
dependent on expanding welfare budgets and micrdenders, while unemployment
levels were not significantly reduced!°

The adoption of GEAR in 1996 created the context for a gradual shift in the balance of

power within the post1994 political settlement. The Mbekipresidency weakened the

ANC as the centre of political gravity, gradually marginalised organised labauand
concentrated policy leadership within an increasingly dominanipresidential office.*** A

political settlement that endorsed the economic policies of the Ministry of Finance

formed around thisand® I G 30 q T We Wt ql YURWeGaRec URWDWAHL s 13130
white business leaders, the first generation of BEE beneficiarieand a core group of

state bureaucrats within departments and SOEs. Up until 2002, when the

AT W2V0YGAaWUqedWt q¢c qlk WUE I | dgoay&ranént) this tollitionh Y Ga 1T L
strongly favoured the privatisation of the SOEs, inflation targeting, fiscal restraint,

stringent regulatory controls of the banking sector, relaxed foreign exchange contrgls

and offshore listing of large companies like Old Mutual and Investec.

In summary, as demonstrated below, there is no doubt that major institutional changes
after 1994 resulted in a significant range of balance sheet reconfigurations. These trends
were shaped by the postapartheid dynamics of globalisation, financialisatior/financial
deepeningand (half-hearted) neoliberalisation. These governance reforms included the
integration of the racially fragmented fiscal system by the newly established NT, the
consolidation of the independence of the SARB and therefore the managemeiof
monetary policy, liberalisation of the banking sector, expansion of the DFI sectpand
reorientation of the SOE sector with respect to infrastructure investmentNevertheless,
while financial transfers to the poorest households as a percentage of GDP commenced

110 Mosala (2017)
11 Gumede (2005)
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a longterm upward trend thatcurrently continues, little was done to address extreme
levels of asset inequality beyond land reforms, housing subsidiesand support for black
business. In addition, because these reforms had a household focus, the intra
household gender dynamics were ignored. Nor was there sufficient emphasis on
productivity-led economic growth enabled by the reinvestment of profits in GFCF and the
rising levels of public investment in infrastructure.
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4.1 Households

The transition to a nonracial democracy in 1994 created an equal opportunity for all
South African households irrespective of race to participate in and therefore benefit
from the wider economy; in general and the financial system in particular, for the first

time in South African history A raft of reforms was introduced that resulted in the
reconfiguration of household balance sheets which were aimed at incrementally

addressing the extreme inequalities that existedup until 1994 due to over a century of
accumulated wealth on white household balance sheetsHowever,these interventions

tended to ignore the intrahousehold genderdynamics that influenced the distribution of

benefits.

These interventions included housing subsidies aimed at poor black households to
secure urban land, services and housing; financial support for land reform to support
black households whak #land was confiscated during colonial and apartheid times;
expansion of various existing and new welfare grants tpoor (that were largely black)
households; increased investments in schools that service mainlpoor (that were largely
black) areas; expansion of the public health system to better service poor black areas;
policies to support improved access to financial services fopoor (that were largely black)
households (e.g. expansion of micrecredit serviceswhere womentled collective savings
schemes played an important rolg; BEEpolicies to create business opportunities for
black entrepreneurs as well as new preferential employment opportunities in public and
private institutions; the protection of the entrenched collective bargaining rights of
organised labour via the Labour Reltons Act; introduction of public works programmes
to create employment opportunities for, in particular, black youth; an elaborate
institutional structure for funding large-scale investments in the upskilling of black
workers; massive expansion of bursary schemes for black students entemntertiary
education institutions; as well as increased state support for the arts and sport to redress
past imbalances.

While the policy intentions of all these interventions to redress the injustices of the past
were, without doubt, necessary and laudable, the underlying premise (except possibly
the land reform and housing subsidy programmes) was that the fundamental prodin
with household balance sheets was income inequality, not asset inequality. Indeed, the
research on asset inequality at the time was negligible. It took another two decades
before this research would emerget? and even then, the policy impact was limited.

We now know that by 1994the wealth of thetop 0.1 per cent of households accounted
for twice the wealth of the bottom 90per cent, and the top 1per centaccounted for just
below 50 per cent of all household wealth. The middle 4Qer cent accounted for just
below 15 per cent of household wealth, while the bottom 50per cent, on average had

112 Chatterjee Czajka& Gethin (2020); Orthofer (2016)Schotte, Simone& Zizzamia(2018)
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more debts than assets and sowvere at minus 2.5per cent of total household wealth !

We also now know thatin general,the richest of largely whitehouseholds are headedby
men who, in turn, control the wealth concentrated in the top 1@er centof all households.
In contrast, while 31 per centof all South African households were headed by womem

1994, 48per centof poorer households were headed by women.

The most significant post1994 trend was the dramatic increase in debt as a percentage
of household income from just below 55per centin 1994 to nearly 9Qper centin 2007,
after which it began to decline Figure 42). Rising debt, however, was highly unequal.
According to the Department of Trade and Industry®T), EY2 q6 Wl nl RHEC Kt WHI 1J
grew to R362 billionover the 1994 to 2003period. Thiswas comprised of mortgages,
vehicle finance and overdrafts/credit facilities at moderate interest rates. However, 72
per centof this credit was extended to about 15er centof the population, while 67per
cent received 6per cent of the total credit. Of this 67per cent who qualified for credit,
most only qualified for instore cards, hire purchases and micro-loans at high interest
rates.'* This, in short, reflects what is the most dramatic and obvious social impact of
democratisation, namely the expansion of the multiracial middle class as large
numbers of black households entered what was previously an almost exclusively white
middle class.

The spatial manifestation of this trend was the movement of these households out of the
6RYt qY!l RACOGO! WHGOC AT WhqVYs Ut 6RGlakdtiedulopiélltiend 1J LGS Rt g
that boosted the private property development industry and was financed mainly by the
banks. These black households were the beneficiaries of the policies articulated above
aimed at redressing income inequality. The resulting expansin of disposable income of
these emerging black middleclass households provided them with accessto credit at
relatively low interest rates. For those who could not securisie their loans against
properties, they gained access to unsecured loansdue to the rapid expansion of
institutions influenced by the Grameen model**® This, in turn, triggered a virtuous cycle
as debt-financed consumption by this expanding multiracial middle class catalysed
economic growth, which, in turn, reinforced expansion of the middle class, extension of
more credit, more growth, and so onThe virtuous cycle evolved until the shock of 2008
and the small banking crisis of 2014.

However, an equally important trend is the financialisation of household balance sheets
during the leadup to 1994 (mainly white household balance sheets), anthe balance
sheets of an expanding multiracial middle class after 1994, in particular. Household
wealth as a percentage ohational income had dropped to 300per centby 1994 from its
1982 high of 35(per cent. However, pensions as a percentage of the total had more than

113 Chatterjee, Czajka& Gethin (2020:38)

114 Naidoo, Meerholz& Lehmann-Grube (2024:15)

115The Grameen model refers to the Grameen Bank that was established in Bangladesh byhlsimmad Yunusin 1983 which
became a global model for how to provide banking services to poor women who lack collateral
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doubled by 1994, and norfinancial assets had shrunk.'*® During 1994 to 1998,
mortgages as a percentage share of household wealttose rapidly from just over 9per
cent to over 11per centbefore dropping down to Yer centin 2002, followed by another
steep incline to 15per centby 2008 at which point it consistently declined to 9.5per cent
by 2014. Similarly, nommortgage debt (i.e. financing of consumption goods) as a
percentage of household wealth escalated from its lowest point ever in 1994 at just over
7 per centto over 9per centin 1997, dropping back down to §er centin 1999, where it

Debt as percent of disposable income

Axis Title

1991 1994 2001 2007 2008 2009 2010 2011 2012
87 84.8 819 9.8 79.8 9 78.3

stayed until 2004 from which point on it rose steadily to 10.5er centby 2018/

Figure 4: Household debt as a percentage of disposable income
Source: Naidoo, Meerh@z.ehmanrGrube(2024)

By 1994 women headed 48 per cent of low-income households. As these women, as

well as male-headed households, depended on unreliable and often seasonal incomes,

they carried a heavy debt burden. Based on 1993 household survey data, Klasen found

that on average the poorest households spent 9.8per cent of their monthly income on

debt repayments, ¢ UT Waqé WWaqVYaqecdWedYeUqWYs I hesdentdd Aaq WG Y ¢
their monthly expenditures {Table 41).1*® Wealthier groups may have owed a lot more

relative to their incomes in 1993 (226per cent), but debt repayments made up only 8.7

per cent of their monthly income. It is also clear that the poor did not have access to

credit from banks, relying rather on credit from shopkeepers (48 2er cent) and informal

sources (34.3per cent). Women were often victims of the seFt ¢ G 0 131 LWhH SAMany W 6 ¢ | t
of whom used violenceto enforce their terms. It is thus clear that poor households paid

a higher percentage of their monthly incomes on debt repayments than richer
households, with women-headed households paying even more than the average.

116 Chatterjee, Czajka& Gethin (2020:7)
17 Chatterjee, Czajka& Gethin (2020:35)
18 Klasen (1997:76)
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As far as sources of creditwere concerned,'in 1993 only 8.4per cent of all South
Africans had bank loans, while 30.4er centhad hire purchase contracts, 33.7per cent
accessed credit from shopkeepers/retailers, 12.9per cent loaned money from friends
and relatives, and 14.6per cent accessed credit from a mix of government schemes,
non-government organisations(NGOs), money lenders, stokvels, burial societies, etc.
While 27 per cent of the richest households had bank loans, the ultrgpoor were
unbanked, while access to bank credit amongst the middle quintiles averaged between
0.4 per centand 6.1per cent. The ultrapoor relied mainly on retailers for credit (48.per
cent).

Table 41: Debt burden and source of credit, 1993

] Households Ranked by Composition Quintiles

(Ultra-Poor) (Richest)

Amount owed
(% of monthly 161.0 334 40.7 56.6 104.4 226.0
expenditure)

Debt Service
(% of monthly 8.7 9.8 7.8 8.0 10.3 8.7
expenditure)

Source of Credit

Banks 8.4 0.0 0.4 1.8 6.1 27.0
Hire Purchase 30.4 17.5 29.4 39.5 33.9 27.6
Shopkeepers 33.7 48.2 37.4 31.6 32.3 25.7
Relatives/Friends 12.9 21.2 16.0 12.0 12.3 7.0

Other* 14.6 13.1 16.8 15.1 13.4 12.7

* includes government schemes, NGOs, moneylenders, stokvels, burial societies, employers, and miscellaneous sources (nor
exceed 5% individually).

Source: Klasen (1997: 76)

In short, while it is unsurprising that household balance sheets were profoundly unequal
at the dawn of democracyin South Africg the household balance sheet reconfigurations
that post-1994 policies aimed to achieve resulted mainly in the rapid expansion of an
increasingly indebted multiracial middle class (including many employed unionised
workers). This may have helped to consalate the electoral base of the African National
Congress, but itexcluded the poorest of the poor who comprised at least onethird of
the population. They were effectively excluded from the posi994 monetary
architecture because little was done after 1994 to fundamentally restructure the
distribution of assets of household balance sheets. This problem was not resolved by the

H19Klasen (1997)
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expansion of unsecured lending via the formal banking institutionsthe increasing
number of micro-finance institutions, and the less formal institutions such as stokvels.

4.2 Firms

Between 1994and 2000, large businesses were funded mainly from retained earnings
and banks (including South African and international banks). The corporate bond market
was negligible during the 1994000 period. However, instead of investing their
el Giet Wt WROW] [ 9 AWEYeq6 W nl RAC K Wiekxttadd AW R 2
returns more effectively for shareholders and to incorporate new black shareholders.
Financial assets as a percentage of total assets expanded rapidly. Small businesses,
however, became a major focus of post1994 policies. Most of the resultant support
benefitted the formal (mostly white-owned) small businesses, while the approximately
1.5 million informal black businesses remained small and survivalist.Since small
businesses (both formal and informal) found it difficult to access affordable credit,
inequalities were not reduced durirg the decade after 1994.

Large Businesses

By the mid1990s, South African firms were gradually emerging from thepartheid

monetary architecture into a new and much more complex world. Besides the
unbundling of corporate balance sheets elaborated below to bring in the black elite as
shareholders and thus avoid nationalisation, the unbundling was also a response to new
international shareholders wha, followingaq 6 JWht 6 ¢ | 136 Y& T 1J,ddid@ntéde 1J Kk WG Y
balance sheet reconfigurations to extract more value from undeperforming underlying

assets.

After 1994, and in particular, after 1996when the GEAR economic policy framework was
adopted, economic policy emphasised marketoriented strategies coupled with a BEE
approach that linked emerging blackbusinesses to contracts and deals with white
businesses. This attempt to deracialise corporate balance sheets took place within a
wider corporate-driven restructuring of the real economy aimed at reducing the
concentration into large conglomerates that had occurred duringapartheid and were
perceived to ke vulnerable to the threat of nationalisation. The high point of this balance
sheet reconfiguration was in 1999 when no less than 60 unbundling deals worth R80
billion were executed.’® In parallel, as South Africa wasreabsorbed into the global
DHAYOYGOG! AUWRUqUI UcqRYUcoWRU2UJt qY!l +t WHRYGAOGRaaqlIT W
which reinforced the need to break up the balance sheets of the conglomerates to realise
the underlying value of the subsidiaries that were regarded as undervalued on the JSE in
the early 1990s.

120 Karwowski (2021:1324)
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These two dynamics resulted in three mutually reinforcing balance sheet dynamics: the
increasing value of financial assets on the balance sheets of firms, households and even
SOEs; the shareholder value movement that led to the breakup of most of the big
conglomerates to enable increased returns to shareholders and limit the threat of
nationalisation; and BEE, whereby black elites were granted access to debt finance to
purchase hefty stakes in the restructured corporates!?* Together, financialisation,
shareholder value and BEE were not merely elements of a grand balance sheet
restructuring to unlock new flows of finance in favour of shareholdersthey also
undermined what South Africa needed most, namely an increase in investment in the
productive economy (specifically GFCF) Most of the unbundling resulted in capital
structures geared forthe extraction of profits rather thanthe reinvestment of profits in
GFCF 22 Had the 9 sHellibd MERG eport been implemented, an increase in
investments in the productive economy (guided by a coherent set of industrial policies)
would have resulted in a very different balance sheet reconfiguration (not dissimilar to
what emerged in the Asian Tigers)increased rather than reduced economic
diversification, a consistent set of infrastructure investments required to catalyse
manufacturing and not only to support the primary extraction/export sectors, as well as
a massive expansion osmall, medium and micro enterprises SMMES3.

The ambitious balance sheet restructuring in favour of (established white and new black)
shareholders after 1994 resulted in the extraction of a total of R384 billion by
shareholders between 1999 and 2009, equal to 1per cent of gross fixed investment
during this same period*?®* This was reinforced by transfers to BEE groups. An equally
massive R317 billion was transferred to black shareholders between 2000 and 2014,
equal to 8per centof gross fixed investment during this period?* While this transfer to
black shareholders may seem significant, it is worth noting that the number of blaek
owned and controlled companies fell precipitously from a high of 7.per centduring the
1995-2000 period (when the corporate sector was most keen to pay the price for eo
opting a black business elite) to a mere 0.per centof the JSE capitalisation in 2016as
the new black shareholders cashed in rather than sourcing larger emvestments to
expand the productive economy to support the postl994 political project.*?® This
reveals the fragility of this corporate strategy and the extractive rather than productive
interests of BEE shareholders.

These two sets of transfers (both underestimated here because they exclude transfers
to external shareholders and are only for specific periodgjisincentivised reinvestment
in the real economy because of the need to service the delitased equity of these

121 Bhorat et al. (2017)

122731k (2021); Bosiu (2017)
123731k (2019 (2016)

124751k (2016)

125 Bosiu, Goga& Roberts (2017)
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groups.t?® Debt-based buyouts of key 8uth African manufacturers (such as &cor, Dorbyl,

Scaw, etc.) by local and international companies resulted in corporate structures that
constrained the balance sheets of these key infrastructure firms because the new
holding companies limited the financial capacity for reinvestment in expansian by

servicing the debtfunded dividend extractions rather than reinvestments in
expansion?’

To finance increased returns to shareholders, largeorporations took on more debt.
Whereas debt as a percentage of fixed assets hovered around fér centfrom the 1970s
through to the early 1990s, six years after 1994 had reached 60per cent.*?® However,
most of this debt-financed increase in returns to shareholders was sourced from the
liberalised capital markets that emerged after 1994 (originating, incidentally, in the
apartheid era De Kock Commission Reports) and the banking sector. This massive
redirection of financial flows not only enabled a rapid rise in mergers and acquisitions,
but it also enabled dividend payouts to shareholders to double between the 1980s and
2015, while share buybacks grew from R3 billion in 2000 (the year they were permitted),
to R41 billion by 2009'* This, in turn, put upward pressure on interest rates and reduced
the amount of loan finance that could have gone into rebuilding the industrial base of the
economy (even if the correct policies were in place). Finally, to add salt to the wound,
contrary to claims made by South African corporates at the time, international listings of
South African companies promoted disinvestment rather than the much-promised
capital raising for inward investment®*°Indeed, legal and illicit outward flows of capital
accelerated, peaking in 2007 at 2@er centof GDP!3

A report published by R1Bin June 2001 based on a detailed study of funding sources of

JSElisted corporations over the 19941999 period, concluded that by the end ofthe
1990s,EYa q6 W nl RA¢Kkt Wi Rt qUT WAYUT Wacel t JgqWet We Wt
corporates wastegligiblek The opening sentence of the report says it all:

i 6ROUNVWEY2qd6ll nl REAcWG6ct WWhe Ra! We UT WGe Ha RH
| JG¢cqR21IJWaqY Wad 1J9ES RAILLFY ! n LT gl AIILINVENIT YUiH Y 2 U q |
el t DaqWnyY!l WEHY!I GYIl ¢cqWwl DAqWRY WOWNGRNRAG AL

The first NFC corporate bond was issued by South African Brewerieslif94,and the first
non-resident issuer shortly thereafter was the Mauritius Commercial Bank.

126 731k (2021)

127 Roberts & Rustomjee (2009)

128 Karwowski (2021:1325)

129 Karwowski (2021:1325)

130 Schneider, (2018)

181 Karwowski (2021); Ndikumana & Boyce (2022)
132 Rand Merchant Bank (2001)
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As Table 4= W W2 P0¢at AWRARYAIGe! Ul WqVYWRat WG+ WRUWq
domestic private debt in the 1990s as a percentage of total funding was loat only 1per
cent. Domestic public debt was at 24per centand equity at 75per cent.

Table 42: Funding sources apercentage ahetotal markein the 1990s

% of Total Domestic Private | Domestic Public
Market Debt Debt
Korea 25% 45% 29%
Chile 15% 20% 65%
Mexico 6% 5% 89%
Argentina 6% 51% 44%
South Africa 1% 24% 75%
Malaysia 1% 0% 99%
Poland 0% 42% 58%

Source: Rand Merchant Bank (2001)

Table 43 provides the annualised summary overview for listed corporates for the 1994
1999 years indicating that 34 per cent of funding was from finternal sourcesk (i.e.
retained earnings), while 6@er centwas fromfexternal sourceskFurther, 35 per centof
the external sourceswere equity, 31 per centwas debt (19per centwas longterm, 12
per centwas shortterm), and only 2per centof all debt came from listed debt (i.e. bonds).
However,the debt/equity ratios differed substantially across sectors, from a low of ®er
cent for mining (because, unsurprisingly, it could source a combination of high levels of
equity and substantial retained earnings) versus manufacturing with a high debt/equity
ratio of 37 per cent (because of a dependence on retained earnings, relatively limited
equity funding, and high debt levels). After 1994, the mining houses became increasingly
internationalised in two ways: outward flows into norSouth African assets and inward

flows into mining equities. Manufacturing businesses were smaller and mainly locally
owned.

e



Table 43: Funds used to finance corporate assets in various sectors (aggregate balance
sheets)

Percentage of All Technology Medi

Manufacturing Services Mining Parastatals

Total Funds Non-Financial & Telecoms

Utilisation of external funding

Internal sources 34% 41% 24% 30% 40% 24%

External sources 66% 59% 76% 70% 60% 76%

Sources

Equity 35% 32% 42% 52% 52% 20%

Retained earnin 34% 41% 24% 30% 40% 24%

Debt 31% 27% 34% 18% 8% 56%
Long-term 19% 17% 23% 12% 4% 43%
Short-term 12% 10% 12% 6% 3% 13%

Total funds 100% 100% 100% 100% 100% 100%

% traded debt 2% 2% 2% 2% 0% 48%

Risk indicators

Debt/equity ratio 46% 37% 53% 28% 8% 127%

% of ST debt 39% 37% 34% 47% 46% 23%

Source: Rand Merchant Bank (2001).

The low level of listed debt (i.e. bonds) as a source of funding for corporates in the 1990s
meant that South African and international bankgin particular after 1994)became the
most significant funding sources for NFCs up until 2000. However, this began to change
after the conversion of the Bond Market Association into the Bond Exchange of South
Africa in 1996 (later bought by the JSE in 2009). Sin&896, the bond market has
expanded rapidly due to the impact of higkspeed electronic transacting, finandal
innovation (e.g. securitisation, etc), the issuing of inflatiodinked government bonds,
and the rapid growth in norgovernment sector bonds (which includes NFCs and
financial corporations) from nearly zero in 1994 to R41 billion by 2006 (excluding
securitised assets)** The emergence of the bond market reinforced the financiaation

of the post-1994 balance sheet configuration and created the space for the rapid
expansion of the shadow banking sector to play intermediary roles in the capital markets.
This was a necessary corollary of the growth of the bond market. As NFCs sourced
increased funding from the liberalised capital markets from the late 1990s onwards, the
historical balance sheet configuration created byapartheid conditions, whereby white
household savings funded whiterun NFCs via whiteowned bank intermediaries shifted

as banks were forced to find new categories of borrowers to replace some of the lending
to NFC borrowers who began sourcing some of their funding in the listed and unlisted
capital markets. This shift in bank lending strategies reinforced the dekHunded
consumption-led growth period (19992011), which also underpinned increases in fiscal
spending. However, it also contributed to household indebtedness that helped expand

133 Guma (2007)
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the new multi-racial middle class through mortgages, credit cards and unsecured
lending to poorer households and small businesses. Needless to say, the banks and
capital markets did not prioritise investments in the expansion of GFCF.

Small Businesses

Both the informal and formal small businesssectors received considerable attention
from policymakers during the post1994 era Very poor and somewhat contradictory data
have made it difficult to estimate the size and dynamics of both sectors in 1994vith
certainty. By 1995, 9.5 million South Africans were formally employed@nd 3.8 million
were estimated to be unemployed*** It is the livelihoods of the unemployedin particular
unemployed women, who matter most when it comes to understanding the informal
enterprises and, to some extent, the formal small business sector. As far as the size of
the informal sector in 1994 is concerned, estimates (that admitted to a high level of
uncertainty) placed the number of people whose livelihoods depended on the informal
enterprises at between 1.5 ad 2 million, equal to between 10per centand 15per cent
of the labour force.Most of these were women.

According to the report by the Task Group of the Policy Board for Financial Services and
Regulation, *** estimates of the size of the formal small business sector ranged from
aqt Rt ¢000 (iLdd9BBOD0 minus the 6000 large businesses) through to an estimate
by the consulting group Business Partners of 2.9 million (see Table4}. Taking into
account various estimates and in light of more reliable data from later years, we are of
the view that the formal small busindt + Wt DHqVY! WeRIOJWOWaq6 JWht G ¢ O
businesses referred to the Task Group Report) in the 1990s was between 40W0 and
500000 formal enterprises.

Table 4: Different indicators for size of SME sector

Source Survivalist Micro VerySmaII| Small | Medium| Large | Total

Niska 1997 totals 184400 | 466100 | 180000 | 58900 | 11322 6017 | 906700
(as above)

Business Partners 2.3 million 600 000 35000 | Notreported 2,9 million
y;g;gemem Sciences Group SUVeY| g4 740 | g62 580 445 880 2,3 million
Escom Survey, OMMHMMMEHh RUp S YGIUHH21t RUIIE t 13t & 4 NA
1999 small/lemergent/established farmers

Statistics SA,

2000 1628 797

Source: Task Group (2001)

134 Bhorat (2006). Note that the number of estimated unemployed includes the sbt ¢ i @istbutdiied work seekerst Ls 6 Y We | W WUOY q LW
included in official unemployment figuresT official unemployment was 1.9 million in 1995.
135 Task Group of the Policy Board for Financial Services and Regulation (2p21
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Based on the only systematic assessment of informal enterprises, there were 1.45
million Hirm operators/owner-managersk employing 750000 people by 2013'¢ Given
that this was more than double the size of this sector in 1985, it is possible to assume
that by the mid-1990s, there were approximately 1 million informal sector enterprises
engaged in a wide range of economic activities in the trading and hawking, construction
and production, services, and largely illicit sub-sectors. This aligns with the lower
estimates in Table 4.4by Ntsikaof 830000.

The Task Group Report estimated that large businesses (i.e. the mainly listed corporate
sector) contributed 43-48 per cent of GDP in 1997, compared to the formal small
business sector (i.e. the 408500 000 formal small businesses) that contributed 3942
per cent. If the contribution of the informal enterprises is included, the total contribution
YnlWaé-Delh ON K WAzt R U 1J-B7péd celdtafchE GDPs As fatldB &mployment
is concerned, the Task Group Report argues thdty 1997, the 400 006500 000 formal
small businesses contributed 39 per cent of all jobs, equal to the number of people
employed by large businesses. However, if thene million informal enterprise jobs are
considered, the total contribution of the small business sector to overall employment
goes up to 52per cent. However, by the mid1990s, the formal small business sectorwas
mainly white, male-led family businesses, while the small informal businesses were
almost entirely black owned and the majority were womenled.

The balance sheets of these informal enterprises had not changed much since the 1980s,
except that after 1994 they were able to open bank accounts and access the nascent
micro-credit facilities that were emergingmore easily.**” Loans were derived largely from
hnc @il RIJUT t Kk AWG R¢ H Bl BogtiRgémt liabilitds Mébinkost Rkelyd T
rentals of various kinds (e.g. property, retail space, etc).

Soon after 1994 policies and legislationwere put in place that aimed to achieve a grand
balance sheet reconfiguration that would transform what was referred to as the SMME
sector from the survivalism and informality of itsapartheid past into a major driver of
investment, employment creation, and redistribution.* The National Small Business
Act of South Africa of 1996 was the start of a long line of initiatives, including a range of
publicly-owned support institutions providing finance and business services.An
authoritative, well-referenced source of primary information about the SMME sector is
the HnMark Trust**who, in turn, define the subsectors of the SMME sector in terms of
firm size, i.e. micro-enterprises employ 610 people and comprise the large bulk of the
SMME sector (and overlap substantially with what has been referred to above as informal
enterprises), compared to formal small enterprises who employ 1350 people, and
formal medium-sized enterprises employng 51-250 people.

136 Fourie (2018:113)

137 Naidoo (2019)

138 Rogerson (2004)

13 FINMARKTrust (2010, 2024)
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A range of institutions and initiatives were established immediately after 1994, atuding
the Ntsika Enterprise Promotion Agency to provide nofinancial services, and Khula
Enterprise Finance to provide wholesale financial services. Furthermore, a range of
localised business support centres were established to provide direct support services
to local SMMEs By 2003 there were nearly 100 of these centres. In additionietalil
financial intermediaries were established to provide locallevel financial services; there
were 40 by 2002. Finallymanufacturing advice centres were established to assist
SMMEs to become manufacturers selling into local, national and international markets
by 2003 there were 16 around the country. Later in the 1990¢he DTIcomplemented the
manufacturing advice centrestrategy with strategies to establishlocal industrial parks,
business incubators, industrial clustering, and a comprehensive review of the regulatory
obstacles facing SMMEs.

Despite all the various postl994 government initiatives to drive this ambitious
developmentally oriented balance sheet reconfiguration, the large majority of informal
and most formal micro and small businesses that existed in 1994 or were established
after 1994 did not become the major labowabsorbing, wealth-generating enterprises
that post-1994 policies had envisaged. According to the report by the Task Group that
reviewed the evolution of the SME sector in the 1990s, the reason for this was
overwhelmingly very limited access to financeg**® a problem that persists into the present.

By the end of the 1990s, there were 37000 formal small businesses with loans with
South African banks that contributed to a total loan book of R20 billigrwhich was, in
turn, only 5per cent of total bank exposure (excluding mortgages and credit cards}*
Although the average loan size was R5@00, only 18per centborrowed above R5000.
Loans were used as follows: 6er centwere instalment sales; 27per centwere short-
term overdraft facilities; 11per centwere revolving loan facilities; and Jer centwere for
various other forms of financing*#? It can be safely assumed that the large bulk of
informal small businesses had no access tdhese financial services. The only exceptions
would be informal small business owners who accessed funds from stokvels or loans
from family and friends.

7! WUINOddPAWqEIW2¢l RYet W3UecURRCEOWRUY q RigyzeqlRLY Ut L
GY!| qnMiMRyt WHc Ut + Wwi9c¢t 6HCUt AW nl RAEcUW7c¢cUtf AW
COl el ! W WERT UT Wg YR &1 BRI &D HIWRIOYLHGD 1Y IRERE IRIOGMUI
MMMIEMMMALWSs R 6 We 2131 ¢ NIIWR G U ILIEHDIGUHEGE G ddId Wiy G i 1Y & d
qll Gt WYnNnWAWDgqs DOUWNZWaGYUq6t We Ul Wad!l 3w 3¢l t 1ol
| DGCRI W6l YeNSWGe! | YGauwl DT erArqRYUL AWctq6éVYenNs U
GYcUt W6 eT Wa el rydmiillR n LW @ 2 IWINLD i MUsHDHIF § dlld @ 10 (Uid R G

140 Task Group of the Policy Board for Financial Services and Regulation (2021)
141 Task Group of the Policy Board for Financial Services and Regulation (2021)
142 Task Group of the Policy Board for Financial Services and Regulation (2021)
143 Task Group of the Policy Board for Financial Services and Regulation (2021)
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nl ¢URSGRY DWNI Ye Gt W6e¢T WHWILWOWUY qc HAGRY 61T AWY naqld
Gl Y2RT DT W21 ! Wt decadWrRYUt e GagRYUWGYc Ut WaqVYWT I
Ge! AlUqt e GIUGYdQWuBR NG 0! W+ Gh Y BHt sBIOwIRYIWdid W Ryt
O WEHDIOW! J¢ | b OWAS! + RECO WS Deaqt Ws I DWYnagqlUL
CHYz qWOMLW ] &4t LWWIJGIRHED YN YEF 2% 2RRINIID 10T RUNDKOWN 6 |,
BOT W1t ¢k wWNPUJI ¢aa! WG Y2RT T WaYe Ut myRCOUIWAIomYs LNV
YUq6t Alle qlll ¢ q31J LU YW & i) e &1ien e indaovil 2 & 1o

Co @

By 2000, more than 1 300 lenders were registered with the MicFinance Registration

Council, including nine banks, nine other listed companies and a number of large private
companies. However, they were all restricted by regulations from lending over RDD0

despite significant demand from formal small businesses for loans of between R1000

and R50000. n| RACUW7 ¢ Ut AWNY! WU+¢cd GO WAWG¢T Welt e Hi
HYUql ¢HqVY! t Ws Raé6 We ADMBROUIFRYYWYHKLIIL q RG ¢ qIT We q W

In a survey, theMicro-Finance Registration Councilfound that if the sector were
deregulated, the number of loans would escalate to between 55000 and 850000 with
a book value of between R734 million and R4 billion.

Finally, it is worth noting that DFIs had balance sheet relations with mainly formal small
businesses.N 6 17 WiXl) 2 130 Y G 1J RILAJIRRyHLI & | & @ ki G | sl IdLigol dall T we
MMMLLt G¢aaWl 2l ¢ Wn¢ kI IRIUHINE S ey AJ0LE 6 WHE [Lildg é o il?
e W3 Uc URRUDN W A MBAUILINUYH cURGYT GRIOND WHEY Uql ¢ Aq VY1l t 1O
Rogerson concludes his authoritative review of the attempted developmental balance

sheet reconfigurations to support the SMME sector during the first decade after 1994 by

pointing out the following: Despite all the financial and nonfinancial support, micro and

small enterprises did not grow in size due to lack of access to credit, the way
programmes were in practice biased towards medium and smalsized enterprises thus

bypassing themainly women-led micro- and informal enterprises that make up between

80-90 per centof the SMME sector, and that thenanufacturing advice centreprogramme

was the most successful element of the overall programme of support for SMME®.

4.3 State-owned enterprises

The ANC came to power in 1994 without a clearly articulated vision for the future of South
n | RHC kowhddl eptergrides within a nonracial, developmentally oriented

democracy. The democratic government inherited a formidable set of relatively well

functioning SOEs.

144 Task Group of the Policy Board for Financial Services and Regulation (2021)
145 Task Group of the Policy Board for Financial Services and Regulation (2021)
146 Rogerson (2004)
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221 RUNUWq6 IJWR U R q-R996), 180 Wekdisedd asl merglylhsafutinsiuments
for realising mainly consumption goals like infrastructure services, energy, housing, and
social grant programmes. Economic policy did not leverage the substantial SQfalance
sheets to enable the scaling up and redirection of investments into industrialisation and
the productive economy.’*” Eskom, for example, became the primary instrument for
T WaiR21JI RUNWAhWENUHq! RARq! WnVYIl Weddk Wue WHYUL 20 Ga
to promote industrial policies to diversify the economy by restructuring the minerals
energy-complex inherited from the apartheid era that sustained this energy delivery
strategy. Without the reconfiguration of the balance sheets that entrenched the
minerals-energy complex, a more productive manufacturinged industrialisation
pathway was not possible!#®

AsEYe qd6ll mlI RACKt WnRI t qll LJtheY RDPseniassiel wélgalg i Y G4 1J C
initiatives in motion to addressapartheid injustices and unequal development. Social

grants, free andsubsidised housing and health, school feeding schemes, transport

networks, electrification and other networked infrastructures were rolled out and the

land reform programme was initiated. SOEs likEskom, thewater boards, Transnet and

q6 lWActt JUNYI WAeRIOGW NUUHA! UWYNWEYeqd6W mnl RHAC U
redistributive project, even though some of them were financially constrained and lacked

the capacity needed to implementthe new developmental approaches that required

greater partnership and coordination betweenthe state and private institutions. Many

big SOEs struggled to sustain revenue generation in the context of pressures to increase

public investment without increased financing support via the fiscus. Following the

GEAR policy framework, smaller SOEs were restructured, anutivatisation presented a

solution for deficient performance and a way to fund redress.

By 1994, apartheid planners had made sure that most of the major SOEs were well
Jt q¢ HORY 6 0T Wct WhHYGAGU!I HRECOGRY Ul Kk WGe HOIRHWHAYI G
central government control. The TCTA was established in 1986, and Iscor was/atised

in 19891 |n 1990, SATS was transformed into two corporate entities: SATS (renamed
Transnet in 1991) and the South African Rail Commuter Corporation (SARCEnamed
PRASA). All the assets and liabilities of SATS were transferred to the new corporations,
other than the rail commuter assets, which were transferred to SARCCSAPOand
Telkom were incorporated in 1991. ACSA was established in 1993. This extensive
restructuring of the ownership and balance sheet configurations of these entities in the
lead-up to 1994 was influenced by the commitment to liberalisation that characterisd

the Afrikaner elite in the lateapartheid years. Significantly, it was not a rekless fire sale

147 Zalk (201)

148 padayachee (2009); Roberts & Rustomjee (2009)

“Wf JWw? JHDAGAYI W=MMNALWf + #Yl &+ W qUawWwe OT WG RURUNWNI Ye Gt Ws I WWe UA2 0T @ 1T
became ArcelorMittal and Kumba Iron Ore respectivelyHistory (arcelormittalsa.com)).
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of all state assets in the name of privatisation as was witnessed severalother countries
in the 1990s (e.g. Russia).

Table 45GI Y2 RIT Wt We UWY211 2RUIs WYNWEL t YAkt WHe G ¢ URIIL
Et t YOkt WnRUcCUHRRUNWHeGWWN! YOGWq6 WG YHe GWHY UOT W
billion of bonds outstanding and another R4 billion in commercial paper. The remaining

funding of R66 billion (20per cents WY n Waq 6 I WHY G Ge U! kt Wne U RUNWSs ¢
coming from the Eurobond issuancesand loans from large international banks, e.g., UBS,

Credit Suisse, and ECA financing (R6 billion). While the foreign-denominated debt was

guaranteed by the government, during 1994&skom was also able to secure a syndicated

foreign loan at interest rates that were better thathose achieved by the government. A

¢ URUNMN2 G WGY!I qRYUWYNnNWEY t YOGkt WnRUecUARRUNALWHNY
Germany and Japan)came from retail investors!* Locally, the primary investors were

the large institutional investors: Old Mutual andSanlam. In 1993, Eskom issued a Hyear
Electrification Participation Note.*** From 1987, Eskom made a market in options on their

bonds, and in 1992 they began building a fullyfledged bond market of their own.

NEWDWIGE!l DUWHz2 Gt WYNWEY ¢t YAkt W DAqUWRUWN®®NLWs ¢t LW
Eskom was able to comfortably service its debt obligations by the early 1990s despite the

massive expansion of its balance sheet during the build programme of the 1970s1c

1980s. During the late 1980s and early 1990s, Eskom was in such a strong position that

it could raise financing at around 2530 basis points below the sovereign. Consequently,

Eskom earned a vyield pickup by raising excess financing and reinvesting thsurplus

funds, primarily in government bonds, as well as Negotiable Certificates of Deposit, bills

CUT WAcUt Wl t k WeHARNDGqc URLDY AWe U1 WHct 6W WGYt Rt U

Eskom had large commodity exposures, primarily to aluminium, through the contracts

with Alusaf (aluminium smelter), where the electricity tariffs were linked to the

aluminium price. Similarly, Eskom also had exposure to lead, coal, and copper. These
exposures were hedged with large international banks and through the Chicago
Mercantile Exchange!®?

150 Eskom had an effective administration, including a dedicated desk, for the retail investors. The retail investors tended toldhthe
stock they bought until maturity.

%1 The Electrification Participation Notes were designed to share risk between Eskom and investors (typically institutional
investors) and to provide financing for investment in socially responsible projects. Although for Eskotthese were a successful
financing instrument (although the administration was intensive), investor returns were low as they were linked to the revesu
collected, which proved disappointing due to electricity meters being bypassed.

152 The abolishment of prescribed assets in 1989 did not have a significant impact on the interest rates at which Eskom was able
raise financing. After an initial reset, the bonds traded back to the same levels as before the abolishment. Tréflected the credit
quality and liquidity of the Eskom bonds.
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Table 45: Eskom balance sheet at the dawn of democraniligh)

EMPLOYMENT OF CAPITAL

Property, plant and equipment 40711 38 60
Non-current assets 4074 3762
Current assets 2579 203C
Inventories 758 731
Debtors 1821 1299
Total assets (excl current assets) 47 364 44 397
Interest-free liabilities 2637 2137
Creditors 2093 1659
Net interest accrued 544 478
Net assets 44 727 42 26C
ACTUAL ASSETS 46 739 44 81€

CAPITAL EMPLOYED

Reserves 16 105 13 837
Accumulated reserves 16 005 13837
Insurance reserve 100

Provisions 738 396

Net interest-bearing debt 27 884 28 027
Long term 24 404 24 946
Short term 3480 3081

44 727 42 26C
Borrowings Dec-94 Dec-93 Currency

Local stock 21 696 21301 ZAR

Commercial paper 4490 4196 ZAR

Other 323 560 ZAR

Foreign bonds and loans 4315 4678 Mixed

Foreign project finance 2330 2772 Mixed

33154 33 507

SourceEskom Annual Financial Statements, Rushton & Halstead (2024)

Table 46 provides some financial details of Transnet for the same period. By 1994,
aroundtwo-q 6 RI1 T+ WYNWNI ¢ Ut UUqkt Wne Ul RUNDWHecGUWnNI Yau
Its international funding was mainly in the form of bonds (R7 billion), with the remainder

coming from secured and unsecured international loans. Most of this funding was loRg

term. All of this borrowing was guaranteed by the government By 199495, Transnet

was also in a healthy financial state, witmet debt at R4 billion.

153 The total debt outstanding as at the end of 1994 amounted to RBtbillion and the government had guaranteed the repayment of
loans amounting to R218 billion.
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Table 46: Transnet balance sheet at the dawn of democracy

Dec-95 Dec-94

EMPLOYMENT OF CAPITAL

Fixed assets 32,732 33,678
Loans advanced 2,373 2,204
Investment in subsidiaries 95 28
Working assets 3,969 3,442
Inventories 888 833
Debtors 3,081 2,609
Total operating assets 39,169 39,352
Non-interest bearing debt 5,666 4,825
Long-term provisions 617 745
Creditors and short-term provisions 5,040 4,073
Taxation 9 7

33,503 34,527

CAPITAL EMPLOYED

Ordinary share capital 14,002 14,002
Accumulated loss (1,985) (2,103)
Outside shareholders' interest 13 6

Total equity 12,030 11,905

Retirement benefit provision for SATS pensioners 3,406 3,361

Debentures for pension fund liability 8,591 8,840
Net borrowings 9,470 10,418
Defrred taxation 6 3

33,503 34,527

SourceTransnet Annual Financial Statements, Rushton & Halstead (2024)

TCTA was responsible for financing and financial risk management of the water transfer
component of the Lesotho Highland Water Project (LHWP). This included the liabilities
incurred for water delivery by the Lesotho Highlands Development Authority (LHDP),
which was responsible for the physical implementation of the project in Lesotho. After
several years of preparation for which the funding requirements were limited
construction on the project began in 1990. At the end of 1994, LHDP debt made up close
to90percentY n WUN9 Nk t L& BilGoR) RAINRsY F5P3dr ¢Hmt &f Fhis funding was
raised in the domestic capital markets, with the remainder comprising loans, both local
and international. This included a loan from the European Investment Bank (EIB), ECAs
as well as domestic and foreign commercial banks. Around a third of the funding was
raised inRand, with the remainder in foreign currency?* Of the TCTA debt of R459 million,
75 per centwas in the form of loans, with the remainder coming from the domestic debt
capital markets. Around 80per cent of the funding was in local currency, with the
remainder denominated in foreign currency**® All of the TCTA and LHDP debt was

154 |n addition, the government guaranteed R86illion of domestic and R15 billion of international borrowing by the Lesotho
Highlands Development Authority
155Bythe endof 1995, RIMWARG G RY U WY n WN9 N &k + WT illiod bf sisknkethiddidhbl bovrewindwerdiguiiantéed O P ¢ LLI
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guaranteed by the government. Local banks, notably B and Standard Bank, built a
market in the LHDP debt.

Government guarantees were made available to enable borrowing by other SOEs. By the

end of 1995, REWARIOGRYUWYnWq6 JWE A99kt WI YOGt qRAWAY
RZZWHRGOIRYOW Y nW NGOt YOGkt W.2 Biliod tofiiR Hntérrbifdndl Ys RUN L
borrowing; as well as the borrowing of several other smaller entitie’s®

From the point when they were corporasied, the government was the guarantor of the

Transnet and Telkom pension funds. In 1995, the Telkom Retirement Fund was
established as a defined contribution plan. All pensioners of the Telkom Pension Fund

and employees who retired after 1 July 1995 wereamsferred to the Telkom Retirement

Fund. Upon transfer, the government ceased to guarantee any deficit.

In total, by 1994, the total assets and liabilities of Eskom, TCTA and Transnet combined
were R826 billion.

In short, by 1994 the balance sheets of the SOEs were in good health and quite well
positioned to expand to support government infrastructure plans. Most were in
cl2¢U08IT W qeNUt WYnNWhHEYGAGW! ARCORt ¢ qRYUk We UT LW
were government guaranteed There was an ideological commitment to privatisation of

the SOEs before and after 1996, but #re was by no means a complete consensus.

4.4 Banks

There is a direct line from thel985 banking debt crisis and the doubling of the size of
bank assets as a percentage of GDP during the decade after 1994 (from around@Dper
cent of GDP to around 12(per centof GDP). As shown in the previous chapter, despite
international commitments to isolate apartheid South Africa, the resolution of the 1985
banking crisis involved 233 international banks that were affected by the debt
moratorium. This tells us how extensively international banks were engaged with the
South African financial system, and particularly, how they all significantly increased
their lending to South African banks (many of whom were lenders to tlapartheid state)
during the years leading up to th&985crisis.

As the events of 1985 unfolded (Langa Massacre in March, State of Emergency ily,Ju
Al W7Yqéckt WAz ARHY ULWLE G H Gdhdidhslieseluliens agdpted) T Wa 6 1J |
by the UN, US Congress and European Community that followed), South African banks
realised that democratisation was the only way South Africa could be fmcorporated
into international financial markets. They were right. From the late 1980s onwards, South
nl RAcCkt WHec Ut RONDWGWUET U1t WANHCGNWWEHqR2IWYE 2 G

1% These included Armscor, the South African Nuclear Energy Corporation (NECSA), Kalahari East Water Board, Komati Basi Water
Authority, Maize Board, South African Mint Company, and Umzimkulwana Irrigation Council.
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negotiated settlement, namely lifting of the State of Emergency, release of political
prisoners, unbanning of the liberation movements and a ceasefire. Nelson Mandela was
released in 1990, and the first democratic elections took place in 1994.

7! UINPOPNAWEY2 q6 WLl nl RAC Kt WHAHc¢ W ihctHasEin tdhGnyoBrt 131 LWn Y
of registered banks (including international banks), massive increase in lending to the
expanding multiracial middle class, expansion of the NBFI sector that was heavily
integrated with the banking sector (especially the expandinghadow banks), huge
pressures on banks to move into the unsecured lending market, increased lending to the
public sector, and the beginnings of a corporate bond market as corporations starteat
reduce their dependence on bank financing. This provided the institutional context for
what followed in 1994, namely, debt-financed consumption-led economic growth, which,
in turn, underpinned the finarcial deepeningof the economy. The core drivers were the
commercial banks that provided the front-line lending to households, the nascent but
rapidly growing merchant banksand the increasing number of branches of foreign banks.

Average growth rates are not much use when trying to understand the evolution of the
South African economy since the 1990s. A more accurate picture emerges when GDP
shares per sector are considered. Figure 43 starkly reveals how the traditional
mainstays of the $uth African economy, namely mining and manufacturing, went into
decline after 1994 while the financial sector (which is not limited to banks) became the
most significant driver of growth.
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Figure 43: GDP shares by sector, 19817
Source: Karwowski (2021: 1327)
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Read together with the section on household balance sheets, it needs to be pointed out
that while the banking sector may not have been formally structured along racial lines by
apartheid-type legal statutes, it did reproduce the raciallystructured, male-dominated
household and corporate balance sheets that the post1994 government inherited from
apartheid. In 1994, the leadership and shareholders of the banking sector were white,
the large majority of households that held the bulk of deposits in the banksere white,
and the bulk of the loans extended by the banks were in favour of whitevned and white-
run corporations. The banks, in short, managed a specific matrix @partheid balance
sheets: The deposits of white households funded whiteowned corporations in line with
the expectations of the whitesonly executive leadership and shareholders. It was this
matrix of balance sheets that was restructured after 1994, in particular with respect to
hA0lkr RUNWaq6 WWe UA¢ Ut tdat getlbd) clending 16 he kil black dlitklto
purchase their shares in whiteowned corporations, supporting the development of
women-owned and led investment companies,bringing black people into executive
leadership and as Board members, and bringing black people and blaskwned
institutions in as shareholders. The first black CEO of a South African bank was only
appointed in 2010, namely Sizwe Nxasanawho was appointed as CEO of FirstRand
Limited.

By 1998 there were twelve large women-owned and led investment companies,

includingi YOG WUkt W?2W32R00YGaWNUqW7e¢eUt Wf Uedlby dandiU q Wc Y 0
Mbeki (whose husband became President in 1999)§ q6 1J1 + W RUKAG 21T IT Wi
Investment Portfolio Holdings (Wiphold), Pontspamong others. Although they were all

led bywealthy black women (many holding business degrees from foreign universities)

most of them had shareholding and beneficiary structures that included tens of

thousands of poorer rural and urban wmen (including many stokvels in the case of

Wiphold). After 1994 there was a sharp financial deepening of the South African economy

as the country opened up to the rest of the world, with bank assets growing strongly to

120 per cent of GDP by 2008 (compared to 6F0 per cent during the 1980s), before

shrinking as a result of the impact of the 200-B global financial crisis (GFC) and the

string of bank failures in 2014. Assets as a share of GDP peaked again in 2020, but this is

largely because of the contraction of the denominator (GDP), not due to an increase

bank assets. By comparison, by 2023, bank assets were around 1f@r centof GDP,and

the four biggest banks accounted for 88er cent of these assets.lIt is this that hasled

many analysts to argue that the post-1994 debtfunded consumer-led growth period

resulted in thefinancialisation of the South African economy®*’ or what somerefer to as

hn RU¢ UHR ¢ OTHE résultehdalRN0dXBskeet configuratiorduring the 1994 period

was characterised by a growth infinancial assets at a rate in excess of the economic

157 Karwowski (2021); Mohammed (2012)
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growth rate and in the increasing concentration of these assets in theinitially five and,
after the founding of Capites in 2001, six biggestbanks.

Unlike the Afrikaner nationalist movement from the 1920s onwards that built an entire
range of cooperativebased financial institutions, the post1994 government did not
catalyse and support a similar set of institutions for the poor black majorityThe women
led financial institutions that emphasised these kinds of collective financing schemes
obtained the bulk of their support from mainstream investors and international donors.
However, the gassroots collective savings institutions, such as stokvels andthe credit
union movement, were forced to deposit their savings in bankswhich then lent these
funds as credit to the expanding middle class and corporate sector. Thigdespite the fact
that by 2023 there were 800 000 stokvel groups with 11 million members who
collectively managed cash balances of around R50 billion that were used primarily for
consumption. *® No wonder that Capitec, which aggressively tapped into this market
nl YOW=MMNWYUs¢l T+ AWAXHc G I WYUWWYnWEYe q6 W
by 2024.

n |

R H

N6 UWl INadcqVY!l ! W InVYl Gt WYNnWa6JWIIE! 0! WNDPDME LWaé

largest banks put in place the regulatory and institutional preconditions for the post994
era of financedriven growth. These reforms included the passage of the SthuAfrican

Reserve Bank Act (1989) (that pra RN2 | UT Waqd6 WWh RUT BGWUT WURIIK WY

formalised in the 1996 Constitution), a new Deposit Taking Institutions Act (1990)
(subsequently renamed as the Banks Actland the Financial Services Board Act @90).
The Banks Act (1965) and Building Societies Act (1986) were repealed in 19&dich paved
the way for the conversion of building societies into bankghus transferring the large pool
of savingsof these semipublic membership-owned mutual financial institutions into the
hands of private shareholders who now owned these banks and their respective pools of
capital. The1990Financial Services Board Act was based aihe Van der Horst Committee
recommendation that an independent body to supervise and raglate the non-banking
financial services industrybe created.

At the same time, BSAwas formed in 1991 through the merger of UBS Holdings, the
Allied and Volkskas Groups (mainly Afrikaner savings), and certain interests of the Sage
Group. ABSAbecame the largest banking and financial services group on the continent
and a major player in the debfunded consumption-led growth after 1994.

By 1994, the funding sources (i.e. liabilities) of &th African banks were as follows:
Households were by far the largest sourceat R119.2 billion, followed by corporations at
R69.3 billion, R41 billion fromOFIs R24.3 billion from governmentand R9 billion from
non-residents. In the same year, bank assets (loans and investments) of R276 billion
included the following: R245 billion in private sector organisations, R214 billion in

%8 verhoef(2001)
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government institutions, R42 billion in inter-bank loans, R31 billion in foreign
investments, and R3 billion in SOEs. In short, by 1994he role of banks remained
unchanged from their traditional role underapartheid, namely, they funded the non-
banking corporations using the savings of households (primarily middi&nd upper-class
white households; however, after 1994 this included an expanding set of black middle
class and workingclass households, including the expanding womenled stokvels.)

The banking system was rapidly globalised after 1994, with significant exchange control
reforms allowing substantially more crossborder activity. The 1990 Banks Act had
opened the doorfor foreign entry into the South African banking systemin practice,
however, the Registrar of Banks found it difficult to regulate foreign banks in line with
international best practice (Basel 1). This changed in 1996 in the wake of the lifting of
sanctions. The Registrar allowed foreign banks, but imposed stringent condins, first in
1996 and then again in 2000. A foreign institution had to maintain minimum net assets of
USD 1 billion, or net assets of its own of UB 400 million if the foreign institution were to
rely on its parent. The level of s¢t ¢ G G 1JT Wh JUT Y sefieivety lihet @idiRuanc O K
capital requirement, was set at the greater of R250 million or8 per cent of assets.
Significantly, these thresholds remain the same today, which means over time theal
barriers to entry have gradually declined (which mighg¢xplain the new entrants to the
market from the late 2010s)'>°

The opening up of the economycoupled with a wave of financial liberalisation in line with
global trends,'°led to the number of registered banks rising from 35 to 41 by 2001.
Foreign banks with local branches roughly tripled to take advantage of the finamti
deepeningof the South African economy up from four to 15. Some of the international
banks that opened local branches included Brait BankCadiz, FirstCorp, International
Bank, Merrill Lynch, and TA Bank

These reforms enabled a set of balance sheet reconfigurations that resulted in the
banking sector becoming substantially more competitive. The result was the financia
deepening of the South African economy enabled by greater integration into the global
USD system and the provision of massive quantities of credit to finance consuméed
economic growth, including the funding of the fastest transition in the world from a high
street to a mallbased retail consumer system that, in turn, helped consolidate the
market dominance of the large retail chains!®* A new balance sheet configuration
emerged that connected retail banking, the consolidated (matbased) retail sector, and
an emerging houseowning, highly indebted, multi-racial middle class. This balance
sheet reconfiguration was at the very centre of the posi994 political settlement to
consolidate and stabilise the electoral base of the governing party.

1% personal correspondence with Roy Havemam
160 Karwowski (2021); MohammedZ012)
161 peyton, Moseley & Battersby (2015)
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4.5 Development Finance Institutions

In contrast to the policy deliberations within mainstreamgovernment circles during the
1990s about the possibility of privatising SOESs, no serious proposals were evaade to
effect it. Indeed, the number of DFIs has expanded since 1994nd their collective
balance sheets have also steadily grown. Paradoxicallylthough the expansion of the
DFI sector after 1994 may seem distinctly Keynesiamarking back to the MERG report,
in reality, there was virtually no funding support aimed at substantially expandg the
balance sheets of these DFIs to play major roles as lead arrangers of largeale
investments in GFCF. The key exception was the establishment of the National
Empowerment Fund (NEF) in 1998vhich was capitalised in 2004 with a onceoff capital
injection of R24 billion. The number of DFIs may have increased, but there has never
been a policy ambition to substantively expand the balance sheets of DFIs to rival the
size and power of the banks and NBFlIs. Instead, following global trends in the 1990s,
DFIs were regarded as minor players withithe post-1994 monetary architecture.

Although the balance sheets of DFIs have remained small relative to the other nsitate
financial institutions (see details below), they wereconsidered the policy-financing arms
of the post-apartheid state. To this extent, they were widely expected to target their
investments in ways that could have supported the industrial diversification of the
economy as the most effective means to reduce unemployment and poverty. In reality,
the pro-industrialisation investments of the key DFIs (namely the DBSA, ID&nd NEF)
have been disappointing®?

Notwithstanding the paradoxical expansion of the number of DFIs without substantial
equity injections after 1994, the balance sheets of the key DFIs wefendamentally re-
oriented within the constraints of the post1994 monetary architecture. This included
aligning the missions of the DFls with the goals of the RD®hich was adopted by the
GNU a month after the founding elections in April 1994. This resulted in balance sheet
reconfigurations of the traditional DFIs (LBK, IDCand DBSA) as required by newly

CGGYRUqqUT W7Yel T+ WwWeUT WEfFWH2qR21Jt IOWNG IW? 7 E

making thebantustans economically viable to funding infrastructure development athe

Kt

L

GYRcOWNY21W1 UG RUqUWIW2100WNSWIWXx 7ukt WnYHat W 6RM
NSWWf 29kt WGcUT ¢ qUWRUHGaT UT Wt e GGY! qRUNWaq 8 13T I

new provincial-level DFIs that were established were the Free State Development
Corporation (1995) and the MWaZulu-Natal-based Ithala Development Finance
Corporation (1998); while at the national level, the National Housing Finance
Corporation (NHFC) (1996) and NEF (189 were established to finance lowincome
housing development andSMMEs respectively. As a precursor to what followedn 1994,
the Independent Development Trust was established in 1990 by thepartheid
government in collaboration with leading liberal business leaders and moderate

162 Goga, Bosiu & Bell (2019Panulo & van Staden (2022)
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elements of the mass democratic movement after the release of political prisoners and
unbanning of the liberation movements.The national budget allocatedR2 billion to the
IDT to provide funding for the upgrading of informal settlements across the countryhe
NHFC was formed to make housing finance more accessible tihose who were not poor
enough to benefit from thelarge, subsidised housing programmes, namely thelow- to
middle-income households. The NHFC collaborated with the DBSA tofinance the
infrastructure component of these new housing settlementsthat often-combined low-
cost loan finance for those who could afford the repayments and fully subsided, mainly
ht A I 2 RAEDK W #6130 Hettichkn udhetk® W2 R¢ Wa 6 13 LW

Table 47 indicates that by the end of 1995, DFIs had increased their cumulative
disbursements from R17 billion in 1984 to R1@ billion. By 1994/95, the assets of DFls

in order of size included loans (R15 billion), securities (R10 billion), and
currency/deposits (R644 million). Liabilities in order of size included equity (R12billion),

accounts payable (R67 billion), loans (R4P IUWHR G 0 RY U b Wdilidn)lh Y a6 131 K Wil A =

Table 47: DFIs balance sheet, 1994/95

Currency and deposits 644|Loans 4544
Investment securities 10 028Equity 14 244
Development loans 15 326Accounts payable 6 703
Equity investment 0(Other 2919
Accounts receivable 1034

Other 1 38]

TOTAL 28 41{TOTAL 28 417

Source: Nhleko (2024)

As Table 48 shows, the key asset counterparties in order of size weneational and local
government (R127 billion), private corporations (R61 billion), nonresidents (R29
billion), households (R22 billion), SOEs (R2 billion), NBFIs (R22 billion), and banks
(R644 million). DFI liabilities in order of size includeahational and local government
(R142 billion), banks (R82 billion), non-residents (R57 billion), and NBFIs (R277 million).

163 Khadiagala(2015)
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Table 43: DFI counterparties and instruments, 1995

DFls instruments Non -residents Banks Non-bank financial | inst. Central & local govt. Public corporates Private corporates Households

1995 - R million OF | changé| cE' 0B | Change| cB 0B | Change[ cCB OB | Change] cB OB [ Change][ cB OB [ Change] CB OB | Change[ cB

NYqéedHnRUOCUHRRCGHCE!Y | 1Dat HH 638 UNEs H B9 D 01384 HHo® R1 @Raq |R Y465 b-84 1381 | 10965 1794 12760 2098 117 2215 | 5801 322 6123 | 2178 121 2299
Currency and deposits 1384 - 740 644
Investment (debt) securities 7511 2517 10028
Loans 2839 158 2996 1604 89 1694 | 2098 117 2215 | 5801 322 6123 | 2178 121 2299
Equity and investment fund shares/units
Insurance, pension and standardised guarantee schemes 38 38
Financial derivatives and employee stock options
Accounts receivable and other assets 1850 -812 1038
Property, equipment and land 1427 -84 1342

NYqéedHNRUCURREGHIREARGRRIGHM bR C UsnBHARU D@k R B&e || 1119 O HKBy 227 | 13815 434 14249
Debt securities
Loans 1866 498 2363 1543 412 1954 179 48 227
Equity and investment fund shares/units 13815 434 14249
Insurance, pension and Standardised guarantee schemes
Financial derivatives and employee stock options 2062 858 2919
Accounts payable and other liabilities 3633 -281 3352 | 3633 -281 3352

Notes:! The calculation is done from the Bpdent of view assets are DFI claims and liabilities
counterclaims by other sectofsQB = opening balanc¢eThe change is assumed to be the full
transactionno revaluations or other changes in value are incttd®d;s closing balance.

Source: Nhleko (2024} 6

In general, the inclusion of black peopleand womenin the mainstream of the economy
was an overarching goal foall the DFls after 1994 However, contrary to expectations,
they were not seen by the postL994 government as vehicles for channelling majohigh-
priority public investments to achieve developmental goals. In line with international
trends, this perception has changed since 2008but without a commitment to large-
scale recapitalisation.

The need to diversify the industrial base of the economy has been a consistent refrain by
policymakers since 1994. This, however, can only be achieved if capital is invested in

more complex economic activities with higher levels of productivity and therefi@ better

returns on assets (i.e. GFCF) Yet as already noted, bank lending was mostly
consumption-oriented plus strategic funding forblack and women's share ownership in

existing enterprises rather than new value creation. It is in this context that, dpite their

relatively small asset bases, DFIs could be expected to play a countervailing role.

However, as Maiaetal®n Yz Ul AWEYe q6 W nl RAc¢Kkt Wi¢ RUWGe2 Al RHFA
institution, the IDC, served to reinforce pathdependency in the trajectory of its funding

in the first decade after democracy, with 5er cent of IDC funding allocated to heavy

industries such as metals and machinery, mining and quarrying, and chemicals and

other mineral products in the 1995r 2005 period. Instead of following the example of the

Asian Tigers by favouring the protection of nascent industries, the IDC conducted

I 0t el A6 W6 caql JRUNYI HUIT WEYeqdblWl nl RAcCKkt WHYGG
and Trade in 1993 The logic being that tariff liberalisation would force inefficient

industries protected by apartheid-era safeguardsto compete globally and thus become

more profitable. After import controls and export subsidies were removed in the mid

1990s, the IDC financed resourcebased megaprojects with export potential: Motor

164 Maia, Mondi & Roberts (2005)
165 Maia, Mondi & Roberts (2005)
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vehicles, clothing and textiles, steel, petrochemicals and aluminium®® As a result, over
50percentYnWf 29kt WRU21Jt qaWUqt WAWgs JUUOWNeeNWe UT W
basic metals. *” In parallel, the IDC diversified its investments to support black
empowerment in the franchising, financial services, transport services, construction,

education, health care, and industrial infrastructure sectors. However, the focus of

these investments in the 1990s was to support black shar@wnership of existing

businesses within these sectors, rather thannew value-adding ventures ofup-and-

coming black-owned businesses. This changed after 2000.

In short, Maia et al. conclude thatin general the developmental potential of the DFIs
after 1994 was constrained by a mix of poor developmental underfunding, limited
concessional financing, relatively high administrative costs to profitability ratios, and
path dependency (i.e. insufficient capital alocation to new highrisk black-owned
businesses).

4.6 Pension funds

In the leadup to 1994, various reforms were introduced that had the effect of protecting
wealthy households and former apartheid civil servants. The quintessential
transformation was the introduction of the GEPF, which was completed by 1996. At the
same time, before and after 1994the exclusion of the majority of black people black
Africans in particular, was recognised as a major welfare issue.

The various government pensions were merged and consolidated after 1994 abaught
under the control of the Department of Finance. Benefit schemes directly funded on
budget (postretirement medical benefits, injury on duty awards, special pensions to
non-statutory force veterans, amongst others) became the responsibility of the Pensions
Administration Chief Directorate in the Department of Finance, and thePIC became
responsible for the investments®®

By 1994 all government pension funds held assetsvorth R99.7 billion,which was equal
to 30 per cent of the total assets o&ll retirement funds, 19 per cent of the assets oNBFIs
and about 25 per cent of GDP. The main governmepension fund (which became the
GEPFhaccounted for about 80 per cent othese assets!®® Significantly, the PIC invested
these funds mainly ingovernment or state enterprise securities Allowing these funds to
be deployed for nonrgovernment investments began in 1995 whethe mandate of the
PIC was extended to include investment in equities and propertyn contrast to the 1980s,
prudent management resulted in government funds being fully funded by 200@hen
funds and reserves reached R200 billiort’° By 2006 the GEPF was more than fully

166 Maia, Mondi & Roberts (2005)

167 Roberts (2007) referred to iMaia, Mondi & Roberts (2005)
168 Donaldson (2024 4)

169 Donaldson (2024 1)

170 Donaldson (2024 4)
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funded, and its funds and reserves reached R546 billigiwhich accounted for 36 per cent
of all retirement fund assets and 20 per cent of NBFI assets, equivalent to 34 per cent of
GDP1"

Table 49 demonstrates that at the dawn of democracyin South Africg pension funds
were already weltestablished financial institutions.

Table4ba HAIJUt RYUHNna Ul t Kk Het t Waqt H2a2UOT W31 HG¢ Ue NG 1Ua

Assets in Registered

Pension Funds [billions]

Privately/Self-Administered Fundgs 68.9 78.7 203.7
Underwritten Fund 49 49.7 93.9
GEPF

Officials Funds 87
Transnet Fund 19.7
Telkom Fund* 4.1
Post Office Fund* 1.6
Industrial Agreements 0.36 0.46 2.6
State Controlled Funds 3.01 4.7 No reporting
Foreign Funds - - -

Source: Molek(2024), based oneports of the Financial Services B@ag®01 1995

These funds were heavily invested in equities and bonds listed on tlk&SE Total assets
held by pension funds by 1994vere R352 billion, having grown on average by 18p&r
cent per annum between 1985 and 1994higher than the average for 1958984.172
According to the Financial Services Boar¢(FSB) total pension assets were over the R400
billion mark by 1995

The end of theapartheid regimeraised the question of how to handle the existing pension
assets, which had been primarily accumulated by white elite households. Several official
inquiries took place to address the challenge of the exclusion of the majority from
adequate pensions upon retiremer. This included the Mouton Commission (1992), the
Katz Commission into Tax Reform (1995), the Smith Commission (1995), the Lund
Commission of 1996 into welfare policy, the National Retirement Consultative Forum
(1997), and the authoritative Taylor Commide on Welfare Policy (2002). Tha992
Mouton Committee exposed the fact that only 5.5 million employed people were covered
by pension schemes for their retirement, compared tanine million people aged 1564

171 Donaldson (2024:4)
172 Moleko & Ikhide (2017)
173 Moleko (2024)
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who were not members of any retirement fundlt proposed 108 recommendations that
should be read together with the recommendations of the other inquiries mentioned
above. Allfive addressed the complex challenge of financial exclusion of the majority of
the population, which in our conceptualisation comprises the household categories of
the non-banked poor, the banked poor, and the middle classA review of the state of play
in 2004 (which was no different from the situation in 1996) by Ndoncluded that
Hbletween the basic old age social grant, on the one hand, and private contractual and
voluntary savings vehicles on the other, there is a notable lack of cosffficient vehicles
appropriate to meeting the retirement funding needs of lower and middle incompeople,
and those whose lifetime earnings are largely informal or irregulag’*

The first dimension of the balance sheet reconfiguration in the pension fund sector was

the setting up of the GEPIh 1996. This was an essential part of the political settlement

reached during the 19961994 period which included the protection of the pensions of
apartheid-era civil servants. The gradualre-Y| RIJUqc¢ qRYUW YnW q6 W] EA
mandate from being entirely focused on investments in public sector bonds toa

diversified set ofinvestments in the private sectoreffectively deprivedthe democratic

state of crucial sources of capital required to redress the inequalities inherited from the

apartheid era, which had beensources of capital for the apartheid state.

The GEPF was establisheds a separate legal entity with its own Boarth 1996 as a se

Hec OO Ul Wneadd! WneaUT BT WhT InRUPT UashydWmh KRlw 200 THIOWR &
core of the GEPF was the Government Service Pension Fund that had evolved during the
apartheid J1 ¢ AWc¢ UT Ws 6 RAG Ws ¢t WHY U-AasybuadX K LLLRYYLLLN dlhdt LDl
HUOUUNRak W #6136 10HOWec JOUHWPAWAHRUUNRat Ws 31 DWUOY qWHY
defined for all civil servants according to length of service and salary leveatrespective

of contributions. This was combined with the legal requirement for the GEPF to Hally

fundedkin advance to ensure maximum protection of formempartheid civil servants

despite the fact that annual payouts to retiring civil servants are a small proportion of the

total fund at any fixed point in time.This was achieved by 2000This double protection

mechanism (defined benefits and fully-funded), which mainly benefitted former

apartheid era civil servants inthe 1990s, meant that the post-apartheid government

needed to draw funds from the NRF to top up the existing contributions in tharevious

Government Service Pension Funtb legally comply with the provisions that led to the
establishment of the GEPF. Without this direct transfer into the pension funds of mainly
s6RqUWHR2 RO W I 2¢Uqt AWgsWhaNnYal 3OUWse UTt 6¢t 134
make way for the appointment of black people in the civil service at all levetturing the

1990s would not have been possible. The deal did not include a requiremenhat the

GEPF invest what became the largest pool of pension money in Africa in ways that

174 National Treasury(2004)
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directly supported developmental priorities, such as industrial diversification or
infrastructure.

The asset manager for the GEPF became tlienamed Public Investment Corporation
(remaining the PIC). As noted above, s origin dates back to the Public Investment
Commissioners Act of 1984 and the Corporation for Public Deposits Act of 198#hich
provided for the rationalisation of the functions of the Public Debt Commissioners. All
the short-term pooled funds were transferred to the newly formed Corporation for Public
Deposits, a wholly owned subsidiary of the ARB The remaining assets and liabilities
(essentially long-term in nature) were transferred to the PICThe PIC is governed by a
Board chaired by the Deputy Minister of Finance.

The first Board meeting of the GEPF was held in June 2005. This marked a fundamental

balance sheet reconfiguration: Although still supported by NT, pensions administration

was separated from the state and became the fiduciary duty of a semmdependent

7Y¢l T WsRagéWeWUeC! | Ysa! W WnRUWI WRU21Jt qd BU0qWaGe¢ C
investment committee engaged the PIC regarding the nature of this investment
mandate.’

Initially, the A f Qinvéstments went into bonds and the fixed interest rate market, but by
the 1990s equity investments were being made in ordinary and preference shares.
Assets under management grew from R® billion in 1961 to around R25 billion in 1984,
to nearly R80 billion by 1994and R200 billion by 2000

t W6 W] EA[ Kkt Wett JgqWaeUenNWI AWlqd DWAT 9WE ¢t WHY
government access. Despitebeing a public agency, the PIC has always understood its
role as no different to a private asset management firm with a primary fiduciary duty to
maximise returns and profits rather than development outcomes. This was reinforced by
the PIC Act of 2004. By 2003, the PIC had RBbillion under management, growing to a
staggering R2Z5 trillion by 2022.'7¢ By 2022 the PIC managed the following funds
(percentage of assets under management in brackets): GEPF (89der cent),
Unemployment Insurance Fund (4.er cent), Compensation Commissioner Fund (er
cent), Compensation Commissioner Pension Fund (1.Ger cent), and Associated
Institutions Pension Fund (1.5er cent). By 2022these assets were deployed as follows:
Bonds, listed equities (80per centinternally managed), properties and the Isibaya Fund
(specialising in social, economic and environmental investments).

The postapartheid monetary architecture did not include the need for a reintroduction
of prescribed assets toboost investments in GFCF and tdhelp reduce inequalities
resulting from the apartheid period.*””

175 Donaldson (2024 5)

176 pIC annual reports quoted in Moleko (2024)
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introducing prescribed assets, but this has been vigorously opposed by the pension industry.
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were thefastest-growingpools of pension funds in the worldbetween 1994 and 20148
Between 1994 and 2005the total number of funds increased significantly, peaking in
2005 and then declining as the industry consolidated, while membership was fairly level
at 10 million between 1994 and 2005, after which it rose steeply to 15 million members
by 2014. The fundghat were exempted from the provisions of the Pension Funds Act of
1958 were the Officials Fund, the parastatal funds such as thBAPOPension, Transnet
and Telkom Funds, and the GEPF after it was established in 1996. These exempted funds
were supervisedby the NT,rather than the Registrar of Pensions.

4.7 Unit trusts and other shadow banks

Compared to the early 1980s, by the mid990s, general equity funds that managed 80
per cent of the ZAR value of all unit trusts were able to start diversifying beyond listed
mining and miningrelated stocks. Managed by established life insurers like Old Mutual,
Sanlam, and Liberty or banks like RMB, ABS&nd Standard Bank, to grow their portfolios,
these funds needed to diversify beyondanining, and they needed to access international
capital.

The dawn of democracy in South Africa coincided with a rapid expansion of the domestic

shadow banking system as the enablers of thexpandingflows of funds that werenot

being reinvested in GFCFRafter 1994. At the same time, the end of the dual currency

system and the associated international capital controls after 1994 led to the
NOYHCORt ¢cqRYUW YnW EYeqqé6 W Nl Fehetary HichitBatle UR R ¢ O L
perspective, this led to profound changes in the balance sheet configuration of the NBFI

sector. Onthe one hand, NBFI balance sheets became more strongly entangled with

balance sheets outside of South Africa. On the other hand, the NBFI balance sheets

became more strongly dollarsed as more and more instruments were denominated in

the international key currency.

The expansion of the shadow banking system was primarily visible with regard to unit
trusts (later renamed Collective Investment Schemeg CIS). After a decade of sluggish
growth following the financial crash of May 1969, unit trusts eventually recovered and
flourished from the late 1980s onwards as financial markets were liberalised. Whereas
the value of unit trusts was only R33 billion in 1995, they had mushroomed to R415
billion a decade later. Despite the minor financial crash of 1987, the average gndh rates

in the ZAR value of these unit trusts were consistently two to three times the GDP growth
rates after 1994 Table 410). Given that shadow banks played an important role in
managing unit trusts, thisreflects the significance of the 1994 moment for the growth of
the shadow banking sector.

178 Towers Watson quoted in Moleko (2024)
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Table 410: Economic growth (GDP) and growth in unit trusts asset=20@®0

Annual Annual
GDP (Rm) compounded | Unit trusts (Rm)| compounded
growth rate growth rate
1990 289 816 17,83% 7 550 37,43%
1995 548 100 13,59% 33695 34,87%
2000 922 148 10,97% 128 385 30,67%
2005 1 529 658 10,65% 415 131 26,45%

Source: Meyépretoriust Wolmarans (2006: 52)

The growth in the ZAR value of unit trusts was complemented by the growth in the number

of funds. AsTable 411 indicates, the number increased from 36 in 1990 to 88 in 1995,

334 in 2000, and567 in 2005. Most of these funds invested in equities. However, a key

balance sheet reconfiguration took place in 1997 wherija]fter many years of resistance

nl YOWqsWWAHec Ut RUNLW WHqY! Ws Ws 6 RAEG LW6terh fliddkad YUY G Y
money market unit trusts were introduced?!’ Within three years there were 19MMFs

with assets of R31 billion, and 26 by 2005 with assets of R115 billion. M&1Fsgrew to 33

per cent of the ZAR value of unit trusts, the ZAR value of equity funds declined from 89

per centin 1995 to 49per centof the ZAR value in 2005. Fixeiterest funds (otherwise

known as bond funds) increased slightly.

Table 411: Distribution of the value between equity and other funds20990

1990

1995 2000 June 2005

Type No of No of No of No of Assets
funds R bn % funds R bn % funds R bn % funds R bn %
Equity 28 7,136 94% 65 30,121 89% 27 ) 75,012 59% 437 167,697 49%
Bond 8 0,437 6% 23 3,549 11% 42 ) 20,053 16% 104 62,919 18%
Money Market 18 31,856 25% 26 115,304 33%
Total 36| 7,573 | 88 | 33670 | 334.00 | 126,921 | 567 | 345920

Source: Meydpretorius& Wolmarans (2006: 54)

Theglobalisaton Y n IWWEY2 qé W nl RAC K+ Wa Y U J,aacupled Wit Ithet 6 R g 1J H @
liberalisation of financial markets, resulted in significant balance sheet reconfigurations

that enabled unit trusts to escape dependence on volatile mining stocks. The result was

a diversification of equity funds as asset managers began to set up their own unit trusts,

thus competing with the traditional players (the life insurers like Old MutualSanlamand

178 Meyer-Pretorius & Wolmarans (2006: 54)
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Liberty, and the established banks like Standard, ABSA and RMB). As a result, General

Equity funds declined from 80per cent (R23 billion) to 32per cent of the market (R54

billion). This corresponded to the rise in the numberofsét ¢ 0 0 T Wh EGUHRE O Rt 1JT
h7c¢acUOUHDT W 20Tt kK WetUYs Wt OYs Ulle t W~per[cén{RAAIE GIJRR ¢
billion) in 1995 to 23per cent (R38billion) of the market by 2005. Similarly, Balanced

Funds grew from Goer cent (R1billion) in 1995 to 34per cent (R56 billion) of the market

by 2005. Unsurprisingly, international funds grew from only 6 funds comprisingakr cent

(R400 million) of the market in 1995, rising to 86 funds comprising p&r cent(R18 billion)

of the market by 2005. The growth from 10 to 199 MAFs to capture 32r cent of the

market in equities over the 1995 to 2008ecade reflects the success of the move of asset
managers into the shadow banking space with unit trusts as a core instrument.
Underneath this move was a decline in dependence on mining stocks, and the rising
significance of industrial, particularly financial stocks.

By 2005 26 finance companies were managing67 funds representing the interests of
around two million investors. The largest four by 2005 were Stanlib (pér cent), ABSA
Fund Managers (11per cent), Investec (8.4per cent) and Old Mutual (7.5per cent).
Collectively, all unit trusts held only 4.8per cent of JSElisted shares by 2005, up from
2.1 per cent. Significantly, most unit trusts in South Africa are held by individuals via
management companies, while 24per cent were held by institutions (pensionfunds,
provident funds, retirement funds, endowments, companies and structured funds) after
1994,

Most funds were managed by individual portfolio managers rather than teams, especially
after 1997. This ha incentivised short-term capital gains within an increasingly
financialised economy. The resultwas a shift from longterm investments in dividend
generating stocks to shortterm capital gains investments. MeyetPretorius estimates
that the total turnover of the trade inunit trusts was R622 billion by 2004. Even though
unit trusts held only 5per centof JSElisted stock by 2005, a turnover of R622 liion was
equal to 40 per cent of the GDP in 2005. According to Meyd?retorius, shortterm
speculation had largely replaced conservative longerm investment strategies in South
Africa.180

This shift from dividendseeking longterm investing in real economic stocks (i.e. mining
and industrial stocks) to shorterterm capital gains investing mainly within the financial
economy began in the postl994 period and was further fuelled by the deregulation of
fees and charges in June 1998. From this point onwardgmoval ofthe regulated ceilings
entitled the funds themselves to set their own fees and charges. This created irresistible
incentives for portfolio managers to increase transaction ratesife. shorten holding
periods to boost deal flow), thus creating a preference for stocks in businesses dealing
in liquid rather than fixed assets. This turbecharged rather than ameliorated

180 Meyer-Pretorius & Wolmarans (2006: 59)
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financialisation and enriched the transactors i.e., the traders, brokers and portfolio
managers that earn fees from every transaction. Assuming thdees and charges are
equal to 7 per cent of turnover (see below), this amounts to R43 billion for the 1988-
2005 period that accrued to these transactors.

Whether the unit trust industry is, in reality, more beneficial to investors than direct
trading on the JSE is questionable. The average return at face value from unit trusts was
19.46 per cent for the 1988 to 2005period, compared to the average returns on listed
shares on the JSE of 17.9Fer cent.’® However, after the deduction of fees and charges,
the face value average return of 19.4fer centreduced to a real return of 12.4per cent,
which was lower than the JSE average for this period. And yet, millions of investors have
bought into the much-hyped unit trust narrative and the related financialisation of
investing that follows. This may explain why companies in this market have sudfrge
marketing budgets. That said, the skill and capacity to invest directly in the JSE is not
available to the average investor in unit trusts.

The key shadow banking institution accessible fopoorer households continued to be
the women-led stokvels, whose members tended tobe women with a little bit of
disposable income, i.e. not the extreme poor According to a survey of stokvels
conducted by Market Research Africa in 1995, 29er cent of black South Africans most
of whom were women participated in stokvels of various kindsThis included33 per cent
of the total black urban population above the age of 168t was estimated that the stokvels
had 11 million members in 1995'%2 A 1996 survey of stokvels revealed the dependence
of black women on stokvels relative to their limited access to banks across different
LSMs (see Table42).

Table 412: Stokvel activity, by Living Standard Measure (LSM), 1996

(Age 16+) | Total Pop. .| Burial Socie Bank Accoun
or Part-Time Type
LSM1 99.8 4,358 20 57 19 0.2 15 3
LSM2 98 2,875 13 59 33 13 14 10
LSM3 93 2,993 12 48 40 5 24 23
LSM4 89 3,343 13 47 44 9 18 36
LSM5 81 3,314 14 49 41 13 26 44
LSM6 55 3,247 13 52 46 21 14 64
LSM7 12 2,987 11 49 55 26 3 93
LSM8 2 1,423 5 59 62 26 3 97

Source: Verhoef (2001: 281)

Note: Income of people in LSM1 to LSM3 varied from no income to R1,500 per month; people in LSM3 and
LSM4 earned between R1,500 and R3,900 per,mbilthearnings rose to B8O for people in LSM5 to
R8000 for people in LSM6, and to ov&0R§er month for people in LSM7 and LSMS.

181 Meyer-Pretorius & Wolmarans (2006: 59)
182 erhoef RO01: 280)
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TheEU Internal Market InformationIMI survey revealed that between per centand 23
per centof the poorest people (LSMs 13) had bank accounts while between 15per cent
and 24 per cent of this same group participated in stokvels. Significantly, it was not the
poorest people with the highest stokvel participation rates, but rather those with some
disposable income (LSM3-5), of whom 40per centhad jobsand around 50per centwere
women.! The EU Internal Marketinformation survey confirms that women dominate
participation in stokvels, in particular at the lower LSM levels. While women used
stokvels to meet subsistence needs (food, transport, housing, clothing, education and
informal trading operations), men used stokvels mainly fohousing and buying alcohol.

In 1990, only Ser centof formal bank credit and hirepurchase advanceswere provided
to black people. By 1993, stokvel savings had grown to approximately R280 million
which was, in turn, banked with the large commercial bankswho, in turn, then lent this
money out to people with bank accounts and collateral (i.e. richer people}* Verhoef
estimated that, as a result, stokvels provided 40 per cent of total credit accessed by
black people in 19988 In other words, thousands of women who led stokvels across the
country managed R280 million in savings.

NASASA and radical NGOs tried to changedhoutward flow of capital from stokvels by
mobilisRUNWGY G RHA! We¢ U7 WAe Ut Wt 2 GGY | q Wn ¥nvedtmdntk a LURt LI
in the USA i.e. the targeting of loans to benefit the communities from where stokvel

savings originate.However, this largely failed, with a weakened version of this way of

thinking incorporated into the Financial Charter. The Club Account of the Permanent

72 RUOT RUNDWEYHRNUq! Ws Yedl W6 ¢ 2 13LWHA 1J1J GinkéstinelRa kIHRIAULR 1]
South Africa. The shorlived non-profit Community Bank founded by the former CEO of

the Permanent Building Society and a group of NGQattempted to close this loop, but

it also eventually failed.

It is estimated that by the mid1990s, the Permanent Building Society had attracted 32

per cent of stokvel savings via its Club Account, the Natal Building Society held Zier

cent via its Life Saver account, the Standard Bank received J&r centvia its Society

Scheme, and First National Bank attracted 1percents Raq 6 WRqt WARDY GG IJK + W7 I
E E WOUNYqR¢E¢qUT WeWht qYt20aWaYeUOWt 613G 1IK Wn

with funding from overseas development agencies and local banks. Copying the

Grameen Bank model, the loan scheme provided loans tavomen micro-entrepreneurs,

56YWs Il Wt qYt 2 30WEKWaGHDI + Als Raé Waé W qYt 2130 K

late 1990s, R33 million had been allocated via 50,000 micrmans with a 95per cent

recovery rate. Operating in 23 townships by the mido late-1990s, 90per cent of the

183 verhoef RO01: 280)
184verhoef RQO01: 285)
185 verhoef (2001: 283)
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borrowers were women. Similarly, NASASA negotiated a funeral insurance scheme with
African Life Insurance Conpany tailored to meet the needs of burial societies. Taking
advantage of the BEE framework, NASASA also set up the NASASA Investment Finance
Company that took stakes in listed and unlisted businessen behalf of womenled
stokvels. Similarly, Wiphold mounted a successful strategy to convince wometted
stokvels to convert from pure savings groups to micrnvestors inits various businesses.
When Wighold eventually listed on the JSE, many of these converted womded stokvels

did quite well.

4.8 Central bank

After the end ofapartheid, the Constitution of the Republic of South Africawhich was

adopted in 1996 clearly defined the SARB as thél #6 GRULWY nWEYea qdé W nl RH
architecture. Section 224 of the Constitution defines the independence of the SARB as

follows:

The primary object of the South African Reserve Bank is to protect the value of the
currency in the interest of balanced and sustainable economic growth in the
Republick(Constitution of the Republic of South Africa, 1996).

Some leftwing critics have argued that theconstitutional institutionalisation of the SARB

as more independent than most central banks was #&gacy of the apartheid-era South

African Reserve Bank Act 90 of 1986to the democratic era.'® These critics call for the

hHOE qRYUcORt cqRYUKk WYNnWa6 WWE A7WuRUHAG2T RUN WG |
Parliament since the 2024 elections).

Successive SARB Governors haviocused exclusively on currency protection, thus

creating the key conditions for reincorporating South Africa into the global financial

system. The defenders of Section 224 envisaged a very particular pespartheid
GYUWqel ! Wel A6 RaqlUIHgea |l DWs 6131 JA! Wagd Wl YO IWYn Waqc
currency stability in an idealised balance between monetary and fiscal policyn order to

keep debt levels low via monetary policy, tight rather than expansionary fiscal polige

will be required, thus leaving growthstimulating investment to the private sector. Growth,

in turn, increases revenues, which then creates spaceia improved tax collectionfor

fiscal expenditures to address socieeconomic needs.’®” Needless to say, as argued in a

recent NTreport, these ideal conditions may have emerged to some extent between 1999

and 2014, but not after the onset of the state capture years?

186 Hickel (2021)

187 A National Treasury review of macr@conomic trends published in 2024 clearly reveals the view that because state capture
(2008-2017) and global recessionary conditions (pandemic years) forced up debt levels to finance higher fiscal spending, monetary
policy had to do the heavy lifting to constrain inflation which, in turn, meant the balance between monetary and fiscal policy sva
compromised. National Treasury (2024).

188 National Treasury (2024)
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What is clear is that the constitutionally entrenched independence of the SARB
nYl G¢GRt UT WRat W YGWWet WadWWedgqROGecqWhnRI JWnF
overall strategic outcome of its reaction to the 1996 balance of payments crisis (see
below) and the impact of the 1998 Asian financial crisis (see below) was a useful
legitimation of this necessary role early on in South Afrigajourney into the uncharted
democratic era. International investors watched closely to see whether its formal
constitutional independence would be realised in reality. As this section will show, this
pivotal role in the post1994 balance sheet configuration was enabled by rising liquidity
ratios, an expanding asset basean overall decline in advances as a percentage of total
assets, and protections from currency volatility made possible by the cemanagement

of the Gold and Foreign Exchange Contingency Reserve Account (GFECRA) with the NT
(see below). The overall economic outcome, however, was a highly liquid oligopolistic
banking sedor that redirected the advances banks received from the SARB into debt
financed consumption-led growth and not productive industrial development by
investing in GFCF.

Unsurprisingly, from 1994 to 2024, numerous reforms have led up to the full elaboration
YnlWagédWael | JUOqliget t+ We UT W Wt YUt RARORQRIJt WY ™ n
monetary architecture as of 2024. For the sake of our narrative, the curreconfiguration

is summarised in Figure 44, while the remainder of this section and subsequent sections

on the SARRelaborate onthe journey towards this configuration.

Monetary Policy:

The Constitution gives the SARB
the mandate to protect the value
of the rand. They use interest
rates to keep inflation low and
steady.

Financial Markets:
Open market operations are the
main tool we use to implement
monetary policy. We manage
South Africa’s gold and foreign
exchange reserves.

Statistics:

The SARB provides important
economic and financial statistics
that present an overview of the

economic situation in South
Africa.

Financial Stability:

The SARB has a mandate to
protect and enhance financial
stability. They identify and
mitigate systemic risks that
might disrupt the financial
system.

Financial Surveillance:
The SARB is responsible for
regulating cross-border
transactions, preventing the
abuse of the financial system
and supporting the regulation of
financial institutions.

Research:

Research conducted by the
SARB focuses on economics,
financial stability, banking and

emerging trends in finance. Their
research supports policy
decision-making.

Prudential Regulation:
The Prudential Authority
regulates financial institutions
and market infrastructures to
promote and enhance their
safety and soundness, and
support financial stability

Payment and Settlements:
The SARB is responsible for
ensuring the safety and
soundness of the national
payment system, which is the
backbone of South Africa’s
modern financial system

Banknotes and Coin:
The SARB has the sole right to
make, issue and destroy
banknotes and coin in South
Africa.

Figure 4: Tasks and Responsibilities of the SARB
Source: Naidoo, Meerholz & Lehm@&mabe (2024)

Note:ThePrudential Authority was only established in 2018.
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It is important to note that, unlike most other developed and developing countries, the

SARB is not the prudential authority of the key DFIs. ThBKand DBSA fall under the

authority of the NT, and the IDC falls under the Department of Trade, Industry and
Competition (previously the DT). This means these financial institutions are not regarded

¢t WhGel qYn g6 1JWn ¢ G, RRich gadds limitsod hbidl FdcistRegecDEIRIG ¢ |t 1]
can access in these markets. It also means that, unliken many other Global South

countries, the SARB is not obliged to provide advances to these DFIs.

From amonetary architecture perspective, what matters here is the role that the SARB
HeaeUHDWY 6 D0qWGHe! t WRUWgq6WIWNY211 UcUHRDWYNWE
dimensions are of interest which can be explored with the help of time series data: (i)

560q6 131 WYl WOYqWaqdWWE A7kt Wett gt Wel WWI+FGe UT
African banks on advances from the SARB; (iii) the liquidity ratios which are essentially

the ability of the SARB at any point in time to cover shetérm liabilities (e.g. demand for

advances to banks) with its shorterm assets (liquidity), a higher ratio indicates better
dRheRITRq! WeUl W6l InYIl JWqd IIWNI 3¢ d IRINLWE aqdIll Ll #id &
when crises hit;*®° (iv) government deposits as a percentage of liabilities; (v) foreign

deposits as a percentage of liabilities; and (vi) the size and governance of the GFECRA

that was established in 1989 in terms of the South African Reserve Bank Act.

First, looking at the asset side of the SARB balance sheat shows how it (working

together with the Department of Finance) effectively engineered the balance sheet
reconfigurations that made it possible to manage the challenges and instabilities of the

mid-1980s for long enough until the democratic opening began with negotiatig in 1990.

On the back of the provisions of the 1989 South African Reserve Bank Act, between 1990

and 1994 5 6 JU Wt ¢ UqRYUt Ws I WWnYl G¢cdd! WaRnaglT ALllq
protected but also increased slightly. However, it was not until 1994 that the real

D+ Gc Ut RYUt WYNWq6 WWE A7kt Wett DaqWACet IRBBAIN ¢ U OLW:
billion in 1990 to R90.8 billion in 2000 Figure 45). This was due to the lifting of sanctions

in the post-1994 period, as well as the globalisation of the SARB balance sheet.

18 Following Bagus&c Y5 T WUWBIZMNEZ b Allgé JWOYqRYUWY nWh G Re RT Ra! W ¢qRYt kW 6 Rnat Wq
of money, which provides better insight into the analysis of future monetary policy. Additionally, as the SARB creates liquyidor

the entire economy, which can be seen as creating additional elasticity, understanding the state of SARB liquidity is key in

assessing its abilitytoactas@n R1 N RN ql k WHc¢a ¢ URWDWE 6 1J10q O
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Figure 4: Total Assets 19HD00
Source: Naidoo, Meerh@z.ehmanrGrube (2024)

The increase in total assets was due to the holding of certain asset classes during the
1994-2000 period, specifically gold, foreign reserves, and government stock.

1  Total gold and other foreign reserves(KBP1021M), increased by 8%er cent
between 1990 and2000.

1 Gold coin and bullion (KBP1020M) increased by 6f@er cent over theperiod.

1 Investments in government stock(KBP1027M)ncreased by 91per cent.

Strategically, the main increase was the purchase of foreign assets, most likely foreign
currency, as well as investments in government bonds.

Given the transition fromapartheid to democracy, a number of potential vulnerabilities
were identified by the SARB that may have been the impetus for building these asset
classes and appropriate monetary policy responses. These were:

1 Hedging against expected future devaluation of th&and: Holding foreign reserves
as well as gold would function as a buffer against what may have been a
disproportionate increase in the value of theRand after the start of democracy and
the lifting of sanctions, followed by a devaluation.

1 Increased foreign investment and hedging against potential capital flight that might
have followed: Increasing the variety of sources of liquidity (foreign reserves, gold,
and government bonds) the SARB ensured that there were buffers against
changing economic conditions both externally and internally.

1 Sufficient gold reserves: f gold reserves in the SARB were insufficient due to
sanctions during apartheid, it would have been important for the SARB to ensure
these reserves were increased to ensure monetary stability.

107



Second, as far as advances were concerned, the expansion of the SARB balance sheet
after 1994 enabled it to massively boost the liquidity of the banking sectdFigure 46).
This elasticity space was exploited by doubling the size of advances as a percentage of a
growing asset base which made it possible for South Africa to weather the 1996 balance
of payments crisis and subsequent 1998 crisis triggered by global dynamics unleashed
by the 1998 Asian financial crisis. This double whammy led to a significadéepreciation

of the Rand by the end of 1998. Repeating a trick learnt in timeid-1980s, the SARB
coupled a substantial increase in advances to the banks in 1996 with interest rate hikes
to attract foreign capital to shore up its asset base, repeating these interventions in 1998.
However, because of the extent of the interventions in 2B, lower than expected
advances to the banks were needed to cope with the 1998 crisis. To then align fiscal
policy with monetary policy, the NI'adopted a new economic policy(GEAR) in miell996

to justify fiscal tightening that, in turn, rendered the more Keynesigrpost-1994 FDP

I 3T 2 U7 ¢ Uapaliid-~YQHRIAYM qq¢ HRO Rt ¢ qRY UK Wet We WGl uHYUI
(and therefore more redistribution later via increased fiscal spending) was the narrative
that was used at the time to justify higher interest rates, fiscal tighteningral constrained
borrowing.

If the spikes in advances to banks in 1996 and 1998 in response to crises are ignored, the

overall trend is a decline in advances to banks between 1994 and 1998, as well as a

Nl ¢TecalWl DAGRUVWRUW A Ynetidrall adtl cprodincial fydvérnmight) ¢ RUG ! |
National Supplies Procurement Fund, agricultural control boards and other semi
government bodies.Figure 46 clearly reveals how the SARB used its balance sheet to

gradually engineer a form of macreeconomic stabilisation that prefigured the

subsequent fiscal expansion discussed in the next section on the NThe 2008 Banking

Enquiry Report® noted that q 6 JWE A7kt Wt ql RUNWDUqW#HY Ut JI 2¢ qF
South African banks may have been good for stability and reduced dependence on
advances from the SARB, but this resulted in oligopolistic behaviours that created high

barriers to entry and high bankig costs that negatively affected the poorer sections of

society.

1% See Competition Commission (2008) (discussed further in next section).
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Figure 46: Advances provided (as a % of Total AssetsP0D990
Source: Naidoo, Meerh@z.ehmanrGrube (2024)

Third, the liquidity ratios inFigure 47 show that during the immediate post1994 period,
much of the initial liquidity came from government bonds with, as expected, a slight
increase in gold/foreign reserves once sanctions were lifted. However, from 1996
onwards, there was a substantial divergence as liquidity from gold reservedeclined
while liquidity from foreign reserves plus government bondshot up. This reveals how
successful the interest rate hikes were in attracting foreign capitawhich, in turn, made
the spike in advances to banksri 1996possible. Thisis a furtherindication of the opening
of the South African economyn the post-apartheid period, and the general international
movement away from gold as a unit of account.
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Figure 47: Liquidity Ratios 19000
Source: Naidoo, Meerh@z.ehmanrGrube (2024)
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Fourth, Figure 48 describes the volume of government deposits held at the SARB. As the
South African economy started to stabilse, the elasticity created by these liabilities was
no longer needed which meant this elasticity space created by the SARB for the
government could be contracted in the process of stabilising the economy. At the same
time, various branches of government reduced their dependence on the SARB by
opening accounts with commercial banks.
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Hgure 48: Government Deposits (as a % of total Liabilities) Q8D
Source: Naidoo, Meerholz& Lehmann-Grube (2024)

Fifth, during thetransitional period leading up to 1994, foreign deposits as a percentage
of total liabilities increased in anticipation of democratisation but then reduced after
1994 until the onset of the currency depreciation They thenescalated dramatically as
interest rates rose before tapering off after the depreciation in 199&igure 49).
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Figure 4€: Foreign deposits (SARB Liability) as a % of Total Liabiliti?92Q90
Source: Naidoo, Meerh@z.ehmanrGrube (2024)
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Finally, the South African Reserve Bank Act of 1989 established the GFECRA to protect

q6 JWE A7kt WHcOGcURDW 63 0qWn! YOG Waq6WWRGGE HallYn U
by currency volatility are recorded in the GFECRA. Countartuitively, given the
commitment to keeping monetary and fiscal policy separate, thisAct empowered the

SARB and the N toeffectively co-manage foreign exchange reserves. For example, when

the Rand depreciates, the GFECRA balance increases because the foreign reserves are

now worth more in local currency. However, these are unreaed gains and do not
immediately result in any real cash unless the reserves are sold. By 2003, the GFECRA
reflected a negative balance of R28 billionwhich was settled by the NTHowever, by

2024, the positive balance was R500 billion, which allowed the NT to extract R150lion

to cross-subsidise increased fiscal spending without having to borrow. This suggests

that while the original design of the SARB the Constitution was to strictly separateit

from the Treasury, in reality, the GFECRA was the back channel that tied them together.

This reinforces our argument that the monetanfiscal separation as originally intended

Rt WOYqWUEE! G Wet W ql FEddGudd wiURdRisReilbhestedk dUJ LWE R

4.9 National Treasury

Before the adoption of the Constitution in 1996 which provided the constitutional
mandate for the establishment ofthe National Treasury (reinforced later on by the
passing of the Public Finance Management Ac({PFMA)in 1998), the post1994
government was faced with the herculean task of restructuring a racially and
institutionally fragmented fiscal system in a way that complied with the ideals of the new
T WaYHI ¢cH! DWENNUARQR2 10! 9UWR q WRilbhdck pedplel intorthe U q 1IN 1 ¢
nine newly established provinces and establishing proper racially integrated
municipalities instead of what were previously thewhite municipalities, black local
authorities and management committees for the colouredand Indian aeas. This new
design of the Nris depicted in Figure 41 and is likely themost visible transformation
from the apartheid balance sheet configuration.

The systemic balance sheet reconfiguration was highly ambitious and was executed in a
relatively short space of time. The result was the consolidation of fiscgolicymakingand
authority in the powerful NT by the end of the decade Prior to 1994, there was the
Department of Finance that comprised technocrats who had foreseen the need for
integration during the years leading up to 1994 and the Department of State Expenditure
that managed inter alia the four faux balance sheets that had been established to
legitimise the artificial sovereignty of the set¢ G G IJT Wh RUT I GIJ.W LLING 6 WG ¥ & 1 i
between 1994 and 1996 wastherefore, to build what eventually became the NT. This
meant dismantling the homeland balance sheets, integrating the two finance
departments at the national government level, establishing nine new provincial
treasuries aligned with procedures at a national level, setting up th&lRFand pooling all
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public debts. All this took place in parallel to the establishment of the South African
Revenue Service which was only established in 1997 in terms of the South African
Revenue Service Act of 1997. At the same time, the slow and complex processes of
integrating racially divided municipal balance sheetswere also underway across
hundreds of local governments across the country within an evolving legal framework
that was only consolidated in 2000 (Municipal Systems Act) and 2003 (Municipal Finance
ManagementAct). All local governments have their own tax bases and balance sheets.

Although the South AfricangY 2 131 UG DUqWG6 ¢t Wedsc¢c! t WEel Welh ¢a
sort, it was only fully formalised in its current form by Section 5 of theFMA It was

defined as a National Department responsible foffinancial and fiscal matterskwith the

Minister of Finance defined as théhead of the TreasurkSince then, the NThas not only

been the primary driver of fiscal policy and theimchpin of the postapartheid fiscal

ecosystem, but it also eventually became the most significant bulwark against the
HecadeURDWY 63K qWI DEYUNRN2l ¢cqRYUWq6cqWt q¢c qlWHECE
presidency (20092018).

The depiction of the N as a fully-fledged balance sheet is an idea8ation; in fact, the

actual accounting follows a cameralistic logic that records inflows and outflows rather

than stocks (cf. Methodology section 2). The ideaed NTbalance sheet differs from the

hGe HOIRHW! UARqY!I WHcGcUHDWY 6 0k Ws 6 RAGWs Yea il WR
public sector institutions, including government departments, SOEs, DFIs and the SARB

b YGUWsYedal Wl Wnll WqYWaaqéRE W et W ¢ Wdoveringer! JRN U LW
diGel qualUqt W YWOYqWGe HOIRYt 6WHcGecURDIW 61313t Alle

b 6100k WRY Wag6 IWNIIUIIIL ¢ G WNY 2 Ihatitnal ) ptoandisl and locdlH= 13 Wt 6 1J
governments. National and provincial government departmentsare funded by the NRF,

which section 213 of theConstitution defines as the fund into which all funds received

by the government must go, including debt. The NT is the manager of the balance sheet

of the NRF. The annual Budget announced in Parliament every year reflebtsv the NT

plans to spend the funds in the NRF for that year, within the context of a continually

updated rolling three-year medium-term expenditure framework a fiscal planning

practice introduced in 1997.

In short, the NT can be conceptualised as the executive coordinator of an idesdid
national-level balance sheet configuration that has the greatest developmental impact,

in particular with respect to transfers to poor households and infrastructure investments.

N6 Rt WUYquWwYUG! WRUAG 2T It W6 Ys WAHIIY qllairpddeldfGa Y ! Wq
hHEY!I DWWt GUUT RUNAKk WHe qWcat YWSYs W6 JW A[ kt WHC
sheets of the OBFAs, municipalities, special funds and a wide range of debt provide

(including banks, local and international DFls, donors, the PIC, etc).

As agreed during the negotiations leading up to the 1994 elections, the AN&J GNU
allocated the key economic policy posts of Minister of Finance and Governor of the SARB
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to former apartheid appointees. Both individuals were vociferous proponents of
neoliberal solutions during the lateapartheid period. This, plus the structural constraints
of high @partheid-originated) debt service costs, limited domestic savings, the need for
increased foreign direct investments and a jittery banking and corporate sector,
reinforced a break from the more permissive fiscal and monetary policies pursueduring
the late apartheid years, leading up to 1994 when access to finance was restrictt and
economic growth levels were low.

In line with the neoliberal perspective that was embedded within the GEAR policy, fiscal

spending per person and as a percentage of GDP actually declined overall between 1996

and 2000 |t only began to increase slightly after the 8U collapsed in 1997, and then

t RDURNRAcUqG! Wenaqlll W lWnY!l G¢ecdlWel YGqRYUWYnL
through to around 201112 when the formal indicators suggested that monetary policy

had stabilised the currency, debtfunded consumption was driving economic growth

cUT W6 Wl It edqRUNWI Rt RUNWage W 321302 13+ Ws 131 13 LWL
the injustices of theapartheid past. This means core spending was prayclical until the

financial crash of 2008 which exposed the limits of rising household debt levels, and/as
counter-cyclical for a few years after that until the damaging impacts of state capture

and low growth kicked in Eigure 410). In short, financialdeepeningworked for a while

as a growth catalyst which, in turn, helped generate the revenugs needed for fiscal

DfGe Ut RYUKOWNGEIIWeET YCGqRYUWYnWaq6WWhT W2130YGGWUGq
realisation that debt-funded consumption-led growth was ultimately unsustainable, and

the alternative was largescale infrastructure investments as a more sustainable driver

of growth over the long termThis set the stage for the most significant period of rising
investment in GFCF.

hovY!I WWt GUUT RUNK WRY We¢ Wet 3ne b LWHAROIcRSIGEdpLLRelIHc 2t 1]
direct control of the national government; choices that are financed out of general
taxation and borrowingk!? Although core spending declined during the GEAR years
(1996-2000), it grew in real terms by ‘per centper annum, from 2001 onwards Between
1999 and 2011, core spending in 2021 pricedoubled from R12 300 to R24 200 per
capita.'*®* Furthermore, tax rates were lowered Corporate taxes were lowered from 40
per centin 1994 to 28per centin 2009, and the top rate of personal taxes was lowered
from 44 per centin 1999 to 40per centin 2002. Core spending increased over the decade
from 2001 for the following reasons: increased allocations to health, education and
policing; higher salaries for public servants; rising transfers to poor households between
2001 and 2011 (including both social grants which increased from 8er centto 4.6 per
cent of GDP and free basic water and electricitywhich increased from 0.8per centto 2
per centof GDP); and a significant increase in infrastructurepending. This rising level of

191 Sachs (2021)
192 Sachs (2021 4)
1% Sachs (2021 4)
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hAEYI Wt GUUT RédNicetl andlttdnsiarst @ qdotlhouses benefited poorer
women-headed households in particular

(a) Real spending per person (b) Share of GDP

26%

Percent of GDP

24%

Thousands of constant 2020 rand
®

22%

20%

18%

oLoz
[414
viLozZ
9L0Z
8102

9661
8661
0002
2002
00z
9002
8002
9661
8661
0002
2002
002
2002
8002
oLoz
ziez
Loz
9102
810z

Figure 410: Main budget core spending (194619
Source: Sachs (2021: 3)
YaqlJxIOE¢ H#461 Ol 1Jn Rathid bukdyeth MriteldsDspenidiayl e IUdhtp B cikg items
and payments for financial assets. Itis intended as a measure of discretionary allocations for the provision

of government services under the direct control of the central governmenichrateMinanced from
general taxation and bond issuaftce.

What matters for the purposes of this report is that total public investment in
infrastructure up until the start of state capture was executed via a very particular
balance sheet configuration, namely capital expenditure by coregovernment
departments at national, provincial and local level funded from the NRF, plus the
investments made by SOEs that collectively rose at a faster rate than the capex budgets
of departments over the 19942014 period. This, in turn, was all premised on a debt
financed consumption-led growth trajectory that was a function of the balance sheet
configuration engineered by the SARB to weather the 1996 and 1998 crises, including
substantial liquidity advances to the banks.

As far as transfers to households are concerned, these have consistently increased over
time as a percentage of GDPHigure 411). What this figure masks is the rise and decline
of the absolute size of these transfers in real termsas GDP growth falters from 2011
onwards.
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Figure 411: Transfers of the National Treasury (200Q00)
Source: Sachs (2021)

To create fiscal space for increased core spending, debt as a percentage of GDP steadily

dropped through to 2014. However, defence spending initially rose because of the-ill

conceived andhighly corruptso-H¢ G a0 T Wh ¢l Gt Wl D¢ d Ak WH2 qlinl Ya Waq
to drop (Figure 412).
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Figure 412: Spending on defence and interest payments (2082)
Source: Sachs (2021)
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From a purely fiscal ecosystem perspective (i.e. ignoring what was unfolding in the wider
monetary architecture of the economy, particularly the unsustainability of debffunded
consumption-led growth over the long term), the first decade after 1994 looked
promising: Revenues from exports were rising due to the global commodity boom, thanks
qVYLlaqé WWE A7k imdtRodicphtlalzstddlispiol ditulated increasing capital
inflows, exchange rates were favourable, inflation was kept under control by thaterest
rates managed by the SARB, interest rates stabilised after the 1996 and 1998 crises as a
result of these SARB interventions, bond yields were lower than growth rates, the debt
GDP ratio was dropping and budget surplusewere even beingealised. Unsurprisingly,
under these conditions, the financialdeepeningof the economy seemed to be working
as GDP per capita growth steadily rose on the back of defihanced consumption that
significantly contributed to creating the much-needed multi-racial middle class.

However, two conditions changed: Global economic conditions changed from 2011

onwards, and the political dynamics that eventually led to fullblown state capture had

started.'®* South Africa weathered the GFCfairly well due mainly to surging infrastructure

spending and tight banking regulations, but when the economies of China and the
European Union faltered in 2011lleading to a decline in commodity prices and exports,
EYaqd6lW nl RAC Kkt WY U YH et sthHyd was sptfal fulldieid &tadd ¢ q 1T 1O
capture from 2014 onwards.

4.10 Summation

N6 Rt Wt WDAqRYUWGS¢t Wt qal RUT WadWWAHecO e URIIWYE 6 1313qll
architecture after the dawn of democracy. It has looked at the setup that had emerged

by 1996, taking into account the three macrotrends of globalisation,
financialisation/financial deepening, and neoliberalisation.

Our findings suggest that there were no fundamental balance sheet reconfigurations that
could have overcome some of the deeplyingrained macro-financial structures of
apartheid. The single biggest financial reform was the building of the N& Herculean
effort that consumed much political capital.

One striking data point is the absence o& strategy related to offbalance-sheet fiscal
agencies. On the one hand, theSOEs designed over decades by the Afrikaneled
governments and in healthy financial shapedid not play a significant role in the policies
adopted for the postapartheid era. This may be attributed to the posCold War zeitgeist
which perceived SOEs as outdated constructs andherefore market-led development
successes were favoured In hindsight, SOEs could possibly haveplayed a more
significant role in bringing about infrastructure investments in underdeveloped former

1%Sachs (2021)
1% Sachs(2021: 8)
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black areas, as well asin GFCFE On the other hand, the postapartheid state inherited a
number of development finance agencies that could have beerwell-positioned in
fostering the development of a formal SME sector in former black areas. It is a noticeable
paradox that the balance sheet configuration after 1994 did not pay greater attention to
SOEs and DFls

It is also true that an important aspect of the postapartheid settlement allowed the white
elite to exchange losing political power to the black majority in return for the protection
of their assets. Not only did this involve limited land reforms, but it also comprised
severalbalance sheet reconfigurations that in hindsight, cemented the enduring wealth
and income inequality and contributed to a declinen domestic GFCFE For instance, the
creation of pension funds (foremost the GEPEF)which no longer had to invest
domestically in government bonds or productive capacity; thglobalisation of the capital
market, which enabled the white elite to externalise its capitain the post-1994 period;
the emergence of a bondbased financing scheme for firms which would discourage re
investment of profits; or the emergence of more and ma NBFIs which undermined the
traditional bank-based investment model that connected household savings with loans
to the corporate sector.

This assessment through the lens of thenonetary architecture framework fits the verdict
of Mcebisi Jonas, the former Deputy Minister of Finance, who has argued that the post
1994 social compact was premised on a political settlement between black businesses
who were promised a stake in the economy via BEE; organised labowho required the
protections afforded by the Labour Relations Act; white businesss, who were assured
that nationalisation would not take place; and the unemployed masses who were
promised a welfare system?!®

Missing from this political settlement was a bold strategic vision for how the governance
YnlWagdWWaYUWqel ! Wel A6 RaqUHge | WWYNWEYe qd6W nl RAEC
to massively increase investments in GFCF (in particulathe infrastructures required for

this purpose) and to reconfigure household balance sheets in ways that could have

enabled inclusive economic growth.

As a result, there was no significant balance sheet reconfiguration of key financial
institutions after 1994, which could have resulted in the redirection of capital to achieve

developmental goals such as expanded employment, substantive asset redistribution,

access to finance and productive investment.

The financial sector, specifically the SOEsan expanding number of DFIs, banks, NBFIs
and pension funds, was not coordinated in a way that could have mobised South
nl RACKkt WHREGRaqcOWI Pt Yel #IIt WqVY We #6 Riibaéntediaq 6 131 13 LL

19 Jonas (2019)
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consumption-led economic growth enabled by policy and regulatory measures that
resulted in the financial sector becoming the primary driver of growth.
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5 EUCGt 6YqWOaWEYeq6Wl nl RAckt W~YUWaqcel ! L

N6Rt Wt WHqRYUW Y qaT RUt Wq6WWHecOGecURDWY 6 00qW#HYL(
architecture in 2014, which is captured inFigure 51. The year 2014 was an important
inflexRYUWGYRUqWnNnY! WEYeqd Wl nl RHAC [heldrédd 6ddrg ofl ! We Ul
2003r= MNOWs ¢t WnYdaVYs Ul WAH! We WHI ¢t 6Waqbc¢c qWRTdGeat ql
dynamics: Large foreign capital inflows fuelled rapid credit expansion, followed by a

sharp contraction when flows reversed, which exacerbated systemic risks (Hollander &
Havemann, 2021). Against this backdrop, four trends are significanf strengthening of

regional integration in SubSaharan Africa and the BRICS; the setting in of a major

financial crisis that led to a consolidation of the banking system; completion of the

switch from a neoliberal discourse to that of a developmental stateand the unfolding of

state capture as Jacob Zuma entered the second term of his presidency. These four

trends have played out as contradictory dynamics, further transforming the post

apartheid balance sheet configurations that wee mapped in the previous section, yet

without improving on the two core issues of alleviating poverty and inequalityor

improving investments inGFCFE

First, regional integration in SubSaharan Africa and the BRICSAfter the turn to
democracy in 1994, South African firms massively expanded their business activitytime
Sub-Saharan Africaregion. In line with the post1994 ideological commitment to
reintegrate South Africa into the African region, there were substantive changés the
Uc qel 1JWY n WEefadgonmsdnithintihe RdgthekntAftican region in particular. At the
same time, growing intraregional trade after 1994 was conducted primarily vishie UD.
The UD is the key currency usednot only for cross-border transactions, but also
domestically in many African countries as a more stable alternative to domestic
currencies.

In the 1990s and 2000s, theglobalisation trends implanted in the postapartheid
settlement took off, and South Africa became entangled in the global financial
architecture®” at a remarkable pace!®® Ever since the discovery of gold and diamonds,
foreigners have heldc Wt 2 Ht q¢ UqR¢ G WGY! qRYUWY nWEYaq6Wl nl
the 1950s and 1980s, the value of these foreigheld domestic assets averaged 5S5(per

cent of GDP. By 2015this value had risen to 13per centof GDP.

Nevertheless, there were countermovements toglobalisation. As a step towards further
| DDRYU¢OGWRUqUNI ¢cqRYUAWqS6WWE 29WnYa2UT T Waqé6J
EVqaqilldUUqWE! t qUGKk WelEf AEEEb WRULW=MNOIWx ¢ 1 NIJT!
African companies, SIRESS allowed banks in SADC countriesitderact with each other

19" Murau, Pape& Pforr (2021)
198 Karwowski (2021:1337)
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using a reattime gross settlement system. The introduction of SIRESS may also be
interpreted as a step towards reducing dependence on the USD as a global key currency
in the Southern African region. Since SIRESS was operated on the balance sheet of the
SARBas the hierarchically highest balance sheet and uses ZAR for settlement purposes,
the setting up of SIRESS may also be seen as a step towards establishing the ZAR as a
regional key currency and the proliferation of Eurorand (or offshof®and) creation.'*

At the same time, the period witnessed the emergence of the BRICS. Originally a
business-l | R2 IJU WK GY VY i R U NRradxly Rubsia, Yirglib, laid Claind (BRIRME!

group slowly transformed into a geopolitical bloc. After the first BRIC summit in
Yekaterinburg in 2009, South Africa joined in 2010 after a formal invitation from China.

This gave rise to a new dynamic for the internationalonnections YnWWEYa q6 W Nl R
GYUWqgel ! Wel A6 RqUAqge !l DIOWNI ¢T RqRYUc¢cOG! AWEYe2 qd |
based Pound Sterling system. Even though South Africa broke away from the
Commonwealth in 1960 and established the South African Rand, th@ssociations with

British industry and finance have never fully dissipated. It was only after 1994 that South

Africa fully integrated into the global dollar system. Inclusion into the BRICS formed an

additional third centre of gravity that only began to emerge explicitly with the formation

of the New Development Bank after the BRICS summit in Fortaleza in 2014 and
subsequently after the Covid-19 pandemic,5 6 JU WA aql ¢ T RUNWRU WG YHCE O WHe
key focus of discussion.

Second, financial crises and consolidation of the South African banking systemA
dominant feature of the 1990s and 2000s had been the financialisation trend, largely
connected to the rise of norbank financial institutions and the increasing balance sheet
complexity of banks, firms, and elite households. Financialisation did nobnly happen in
South Africa; it was a global phenomenon connected to the U.Sentric, USD-based
financial system. The infleion point, leading to a partial implosion of financialktructures
that had developed in the 1990s and 2000s, but with origins in the 1970s and 1980ss
the 2007-9 GFC which peaked in September 2008 with the bankruptcy of New York
based investment bank Lehman Brothers?®°

Although the 20079 GFCresulted in a loss of nearly one million formal sector jobss the
upward trend on investmentin GFCF since 2002 came to an endhe financial sector
survived the crisis relatively well. The economic contraction in South Africa was more the
product of external rather than internal drivers. The robustness of the banking system
has often been ascribed to the strict regulatory systenthat the SARB had steadily put in
place after 1994. Most South African banks and NBFIs were not as hdg\exposed to the
financial instruments that triggered the financial meltdowns in the USA and Europe. This,
in turn, revealed that financialisationand financial deepeningin South Africawere more

199 SADC Banking Association (2017)
200 Murau, Rini& Haas (2020)
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about fairly pedestrian debtfunded consumption and less about the sophisticated
complexities of thesoF ¢ G 0 WT WhnRU¢ URRC G WRUGKR ¢ qRY Ut kK Waq6 ¢
Still, a major financial crisis hit South Africa in 2014, connected with the collapse of

African Bank %! African Bank was established in the 1970s to support black
entrepreneurs. It remained a minor bank until the 199Qsafter which it expanded its

unsecured lending book to support informal and micrebusinesses. Figure 51 visualises

how, by 2014, the South African banking system had undergone a substantial

ql ¢Ut nYl GeqRYUWeENnqll Wa6 1JLnmichirésditédUinFrégUlataryU N W H | R
interventions that helped minimise the fallout from the 20029 GFGOWN G IJ W= MM=Z Wh t |
He Ut RUNDWHI Rt Rt k WI Wt 2dqlT WRUW6 JWHG Y 21 1JWY n LW
banking sector consolidation as the larger banks that were less exposed to derivatives
swallowed up some smaller banks. The upshot was a bankingestor that was highly
concentrated and strengthened by 2014.

Third, the emergence othe developmental state narrative This trend can be interpreted
as a countermovement to the neoliberal policy approachwhich had dominated the
policy discourse at the end of theapartheid period, and which persisted in a deracialised
form into the post-1994 period when the RDP was replaced with the GEAR strategy in
1996. However, this should not be overstated. The old institutional structures,
specifically the SOEs and DFIs were clearly path dependent. By contrast, the
privatisation of scordl Wa 6 1J WHh # Y | G ¥kbnsim2R01, &gyl B partidLprivatis&ion
of Telkom (after 1994) signalled the application of neoliberal ideas tsegments of the
SOE sector.Policymakers in the 1990s and early 2000saw investments in GFCFas
primarily being driven by the private sector, with stateled investments in infrastructure
as the key enablers.

This started to change in 2002 when narratives that originated in the MER&oort

resurfaced at the ANC policy conference of that yearesulting in the adoption of the

AT D200 YGaGWUqcecdlWt qc qJk Wet We Winldhe BtororaydR ki) WY 'n LW q
narrative gradually began to filter through into government policy documents in the years

that followed, ultimately culminating in government adopting a weak developmental

state approach called the Accelerated and Shared Growth Initiative for South Africa
(ASGISA).

Thetdevelopmental stateknarrative emerged in response to a growing realisation that
state- rather than marketled reforms were more likely to catalyse accelerated economic
growth and, therefore, BEE Underneath this lay an acceptance that debfinanced

consumption-led growth was reaching its limits as household debt levels started
levelling off. Infrastructure-led growth began to be seen as the alternative and became
the centrepiece of the ASGISA fraework adopted a few years later. What distinguished

201 Havemann (2019)
202 Suilling (2008)
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the more marketoriented GEAR framework from the slightly more stateentric ASGISA

nl ¢GWs Yl tWsct WagsWWaecaqaqldl Kt WHWGG6Eect R WYUWhHRU
interventions aimed at unlocking growthoriented investmentsin GFCF It was during the

ASGISA years (20072011) that SOEs, the PIC and DFIs became increasingly significant

elements of ANGled government economic prescriptions.®

The initial Fdevelopmental statek narrative that provided the ideological framing for

ASGISA depicted SOEs and DFIs mainly as implementing institutions rather than core

vehicles for capital mobilisation, strategic infrastructure development, and community-

based development. The development package proposed by the New Growth Path (NGP)
published in 2010 by the newly created Economic Development Departmentheaded by

former trade unionist Minister Ebrahim Patelre-iterated the emphasis on infrastructure
ledJHYUYOGRHEWNI Ysq6 WetRUAG2T RUNDWANDI DUUWKEAYUY Q! K
initiatives across a broad front of economic sectors. The NGP aimed to rebuild a
progressive political settlement connecting the left wing of the ANC, COSATU, civil

society organisations, SOEs, DFIs, SMMEs and key industrial sectors keen to revive
production with state support.2®* COSATU, however, remained ambiguous, preferring to

I IJnWl WagYWaq6 W ] AWet Whas YWt qUGH WnYlsel T AwWYyUO
CHORII2UI WORt WNYcaWYnWagel URUNWqEIIWHT 321G YGGH 1D
been the basis for a fundamentarestructuring of South Africak + WH ¢ G ¢ U, fdiahd 6 131 qt
JUcHGUT WH! Waé LWt q¢ qldkt LWENR Butctine Wasluehy differddl O Un V |
Exploiting the emphasis on stateled development, state capture resulted in the
repurposing of the SOEs to serve the nefarious purposes of ttBuma-centred power

elite.?0°

Fourth, incipient state capture: Jacob Zuma was elected President in 20Q9vhich made it
possible for him to become thelinchpin of what became known as systemwide state
capture.?®The initial incipient state capture period (2002014) was when the Zuma
centred power elite consolidated its grip on key levers of state power via a set of strategic
appointments of loyalists to key positions in the SOE sector, security and intelligence
services, criminal justice system, keydepartments, the tax authority and lower levels of
corruption that it did not directly control. The intentional implementation of fullyfledged
state capture only really began in earnest after the 2014 general electioni¥.

The essential difference between the state capture years (2008018) and the preceding
period wasthat, since 1994, the focus was on securing private sector funding to increase
the shareholdings of the black elite in the corporate sector. It was slow anldenefited a

small handful of very rich black people including a prominent group of wealthy black

203Swilling 2008)
204Tregenna(2011)

205 Chipkin & Swilling (2018)
206 Chipkin & Swilling (2018)
207 Chipkin & Swilling (2018)
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businesswomentOlWl f UW Ge¢ |l ¢ GNGAWq6IWHYI GYl ¢cqUlWt UeqY!
approach to unbundling large integrated multisectoral conglomerates to avoid the

threat of nationalisation and to increase returns to shareholders from newly unbundled

listed companies, focusedY U g 6 BRIt URaqqRUNK

After 2014 the focus shifted to using the procurement systems of the SOEs to create a
black industrial elite.?®® Tenders were only awarded to those who were prepared to
collude with shadow state operators who extracted a cut from every contract for
facilitating the allocation of the contract. These financial flows were then laundered via
South African and international banks before they were divided up amongst the
beneficiaries. This ambitious balance shegreconfiguration created the opportunity for
systemic corruption and fully-fledged state capture?!®° The banking institutions colluded
with state capture, but years later started toact against suspected money laundering of
the proceeds of state capture?!!

After high rates of consumefled economic growth started faltering initially in the 2000s

He qWt RDURNRH¢ Uqd! Wenagqldl W=MMY Wa6! Ya N6 WaVYW=MNN
narrowed to refer to the need to balance financiatleepeningon the one hand and the

need for productive investments in the real economy to reduce unemployment, poverty

levels and inequality on the other. Unfortunately, state capture not only hollowed out the

SOEs that could have enabled infrastructurded growth, but local and international

investors avoided fixed investments in light of increasing concerns about rising

corruption levels and the related breakdown of infrastructure networks.

The 2014 failure of African Bank highlighted the limits to creditased poverty alleviation,
and the failure of VBS Bank (formerly known as Venda Building Societyth a client base
in the northernprovince of Limpopo) destroyed the savings of millions of poor people in
favour of a politically wellconnected, corrupt elite. At the same time, bank loans to SOEs
and the private sector started to declineand loans to the sovereign started to risewhich,
in turn, catalysed rising sovereign indebtedness as economic growth went into lorigrm
decline.

The remainder of this section traces how these four partly contradictory dynamics have
Gic! Ul WYeqleHl Yt W2¢l RYet WGE! gt WYNWEYeqq6LlWl ni
balance sheet configuration depicted inFigure 51.

208Chipkin & Swilling (2018)

209 pepartment of Trade and Industry (2014)
210Chipkin et al. (2018); Open Secrets (2020)
21Open Secrets (2020)
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5.1 Households
The FDPboldly stated the following vision:

The central objective of our RDP is to improve the quality of life of all South
Africans and in particular the most poor and marginalised sections of our
communities.

Translated into the monetary architecture framework, this must be interpreted as
creating a middle-class society where the majority have access to financial services and
have opportunities to own a decent stock of assets. This would mean shifting a
significant number of people from lower householdwealth categories into higherones
and eliminating asset and income poverty altogether. This vision, however, had failed to
materialise twenty years after the end opartheid.

The overall distribution of household wealth in 2014 was not significantly different to
s6cqWRqWs ¢t WRUWN®OMNWOWRNSWIWY2IJI ¢aaWG YNNI 3t + W
address income inequality and limited asset strategies to address thapartheid legacies

(subsidised housing, land reform and BEE) had not significantly transformed the
GYUWDqeéel ! Wel A6 RagUHge |l DWYNWEYeaqdlWl nl RAECKt W6 VYe
CTT1T WY UT WRNWqéWWhT 200YGAaWUqecaWt qeqlk wucl |
effectively translated into an actual programme of change that built on the gains made

t RUANDWN®ONAWaq6 1JW I RandIthé Rylddiah e in IGMAC Ghivedtinéhtd N Kk
between 2002 and 2008.

Poorer households half of which were womenheaded households,suffered most from

state capture as fiscal transfers to the poor and infrastructure investments by SOEs and

state departments declined. The ZumadlJUq!| DT W GYs Wl WG RaqUWageat |
DHAYUYOGRHWql ¢Ut nY!l G¢c qRYUK WHea q LU Gd Bfithitl iaRkang) T 1J W ¢ q
sector and related property boom which helped to reinforce inequalities as the wealth

of the richest households increased.

To cope with the impact of the 200® GFC as the disappearance of one million jobs
worsened inequalities, South African households became more indebtedThe poor
became even more dependent orunsecured borrowing from banksand NBFIs the very
poorest households could only depend on grants and stokvelsand credit card debt
levels of middle- and upper-income groups skyrocketed.

Two decades after 1994, general household wealth as a percentage mditional income
had recovered from its 2002 low of 25@er centto 325 per cent, mainly due to a rise in
the value of pension assets and residential property assets? This, however,masks the
fact that inequalities in 2014 looked very similar to what they were two decades earlié
This is largely due to the fact thathe focus of various welfare, labour market, affirmative

212 Chatterjee, Czajka& Gethin (2020:7)
213 Orthofer (2016)
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action, taxation and economic policies after 1994 wasncome inequality and not asset
inequality. Not only was asset inequality largely ignored (except with respect to share
ownership for the black elite, the land reform, and home ownership programmesput
the research base about asset inequality was also very weak during the first two decades
of the democratic era which reinforced income-related rather than asset-focused
interventions to address poverty and inequality

Compared to Figure 41, Figure 51 illustrates that overall, the balance sheet
configuration of households did not change fundamentally over the two decades after
democratisation in 1994. Instead, the household balance sheets that did best in relative
terms were the top 1lper cent (mainly due to pensions and bonds) while 1@er cent of
q6 Wh H#61 YU R R Yialf bf alLhsugehaldenlithiabout 50 per centheaded by
women) and 40per cent of the transient poor (that comprised around 10 per cent of
households) moved out of poverty Figure 52). As the middle class deracialised, it
maintained its living standards through massive increases in consumer debt levels (see
below). In short, as reflected inFigure 51, the chronically poor (which includes the
unemployed, most of whom were women)were largely dependent on government grants
and some wage income the middle class was dependent on wages, salaries and debt
and the elite was dependent on bonds, pensions, debt and rapidly rising property values.
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10% -

0%
2008 2010/11 2012 2014/15

Figure 8: Class Sizes, 2008 to 2014/15
SourceSchotte et a2018: 96)

By 2014, the top 1(per centaccounted for 90 per cent of household wealth (5per cent
higher than in 1994), and the top IJper cent accounted for over 50per cent of all
household wealth. The middle 40per cent accounted for just above 15per cent of
household wealth, while the bottom 50per centhad got poorer dropping from minus 2.5
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per centin 1994 to below Sper centin 2008, recovering a bit to around minus Rer cent
in 2014 2*1f these numbers are seen through a gender lens, the richest South Africans
were white men, and the poorest were black womep!®

While many infrastructural and social development policieqincluding interventions that
addressed gender inequalities)vere put in place after 1994 to improve the quality of life
of the poor and marginalised (energy, education, health, welfare, etc), it was clear that
the flow of finances through South African households had, by 2014, undermined the
developmental goals ofthe RDP as well as the detailed goals of the D\° that was
approved in 2012. In particular, the evidence suggests that these financialofivs
exacerbatedclass- and genderbased inequalities.

In a seminal study, Orthofer combined theDUR2 J1 + Rq! WY n W9 ¢ GUWNYs Ukt
Dynamics Study NIDS) data and personal income taxdata to calculate inequality for a

similar historical period (1993-2014).2' Her results show that the top 10per cent of the

population accounted for 90-95 per centof all wealth, and the share of the top er cent

was between 5060 per cent YnlW qYqcOlWs Deciq6lOWE!I q6 Ynldl Kt WI
investment income (i.e. financial assets) and pension contributions (i.e. pension assets).

However, her results ha gaps: she excludel owner-occupied housing wealth (which

Chatterjee, Czajka, and Gethin found to amount to as much as 28 per cent of household

wealth in 2018); she appliel one multiplier to all asset classes (i.e. bonds and shares)

despite the fact that the returns are different; and she uncritically acceped the incorrect

NIDS data that suggests the top per centowns 99per cent of pension assets?!’ These

gaps are addressed by Chatterjee, Czajka, and Gethin in their integration of tax data and

the NIDS data (seg¢he 2024 section on households).

Using household income data drawn from the NIDS rather than household wealth data,
Schotte, Zizzamia, and Leibbrandt provide an overview of class formation between 2008
and 201428 This reveals that nearly 2(@er cent of the population can be classified as
middle class, while the elite was consistently around 4per cent of the population. By
contrast, 14 per cent of the population can be described as vulnerable (i.e. on the edge
of poverty), 50per centare chronically poor (unlikely to escape from poverty), while 13
per centcan be classified as the transient poor (in transition out of poverty).

The mean income of elite householdsn 2014 (comprising 3.7per centof the population)
was nine times the mean income of chronic poor households (comprising 58er centof
the population). During the 20082014 period, only 10per cent of the chronic poor and
40 per centof the transient poor moved out of povertyKigure 53). Government grants

214 Chatterjee, Czajka& Gethin (2020:38)

215 5outh African Human Rights Commission (2017
216 Orthofer (2016)

217 Chatterjee, Czajka& Gethin (2020)

218 Schotte, Zizzamia& Leibbrandt (2018)
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which included old age pensions, disability, child support, foster care, and care
dependency grants,played a vital role in helping these households move out of poverty.

Other income from the government includel unemployment insurance funds and

sYILt WUkt W HYGGUUL ¢ qRY Uddthicalyt ppdr GverR #thR (host | AL q 6
dependent on government grantsas they derived half their total income from these

grants. By contrast, grants made up 2per centof the income of the transient poor, 16

per cent of the income of the vulnerable and 6.8er cent of the income of the middle

class. Middle-class incomes were mainly derived from the labour market (wages and
salaries).?t®

Finally, unsurprisingly, thechronically poor comprised almost entirely black Africans
with more poor households headed by women than by men Coloureds were
concentrated in the transient poor and middle class. The most significant change
between 2008 and 2014was that black Africans became the largest proportion of the
middle class by 2014, which reflects the impact of debfunded consumption-led growth.
However, although black Africans mae up 80per centof the population, theycomprised
only 50per centof the middle class. By contrast, while whites made up 1@er centof the
population, they comprised onethird of the middle class and 60per cent of the elite,
albeit gradually shrinking over the 20082014 period #2°

O White

M Asian/Indian

M Colored

m African

Chronic Poor |Transient Poor| Vulnerable Middle Class

FigureS0a HA¢ #R¢C G HARYOGYt RGqRYUHYNHEY2q6H nl RACK !t H’
Source: Schotte et al. (2018: 98)

219 Schotte, Zizzamia& Leibbrand (2018:97)
220gchotte, Zizzamia& Leibbrand (2018:98)
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To answer the question about why household inequality two decades after
democratisation was not that different to what it was in the miell970s (if the changing
racial composition of social classes is ignored) we need to understand the changing
composition of debt. As capital markets liberalised after 1994enabling NFCsto reduce
their dependence on banks for debt, these banksedirected their private sector lending
into households to purchase property and finance consumption. Total debt issued in
1990 was 60per cent of GDP, rising ® 90 per cent by the start of theGFCin 2008. As
Karwowski demonstrates, given that half of this debt finance went into households, debt
funded household consumption growth accounted for 3per cent of the average 4per
cent growth rate during the boom years that ended in 2008. The inevitable result was high
levels of household indebtedness and dwindling household savings, turning negative by
2008.

Reflecting the rise in household debtgcredit card debt doubled to over 1.5per cent of
GDP between 2000 and 2008. Rising debt levels, in turn, fuelled house price inflation,
creating a vicious cycle of rising property prices catalysing rising indebtedness, which
then reinforced rising property prices, in an upward spiral that benefitedhe rich. The
numbers are clear. R130 billion worth of mortgages were issued in 1995, rising to R850
billion by 2007 (after which mortgage issuing plummetedHgure 54). The result was that
mortgages as a percentage of GDP rose from 2i&r centin 1995 to 41per centin 2007.
By 2016, the total value of issued mortgages was RLtrillion, equal to 30per centof GDP.
Due to these factors, house prices in the most unequal society in the world rose faster
than in the USA and Ukn real termsover the same period during the years leading up to
2008122
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Counter-intuitively, unsecured debt continued to rise after 2008, culminating in the
failure of the leading provider, African Bank (in 2014); and credit card debt amongst the
middle- and higherincome groups mushroomed after 2008 as these households
supplemented their incomes with higher levels of debto sustain their consumption-led
lifestyles.

While theshareholder value movementhat transformed the corporate sector after1994
resulted in adecline in returns to labour by 201%?? low-income households resorted to
unsecured loans to sustain their subsistencelevel consumption requirements.
Unsurprisingly, therefore, between 2007 and 2012, unsecured lendingnainly by poorer
households) tripled from less than R10 billion to almost R30 billion per annur#?

Whereas the pre2008 upward debtproperty price spiral further impoverished poor
households, it worked in favour of wealthier propertyowning classes. By 2014the trend
was clear: Not only did wealthier households own increasingly valuable properties, but
they had also diverted a substantial portion of their financial savings from their bank
accounts into financial assets, in particular pension funds, longterm insurers, and
shadow banks. As a result, due to a growing gap between returns on savings in bank
versus returns on savings invested iftNBFIs financial assets as a percentage of total
household assets grew from 5(er centin the early 1980s to over 7@er centby the early
2000s. This, however, was by no means evenly distributed: ®&r centof financial assets
are held by the wealthiest households comprising only 10per cent of all South African
households.?*

In short, by 2014 the trends were clear:As overall debt levels rose as a percentage of
GDP, so too did household debt levels. This, in turn, drove an upward deptoperty price
spiral that reinforced inequalities. Declining returns to labour as a percentage of total
surplus (even during the boonyears) supplemented by rising levels of unsecured debt
created an increasingly desperate underclass of oveindebted households and induced
institutional fragilities in the banking sector (viz. the African Bank &ilure in 2014).
Women-headed households, with incomes lower than maleheaded households and
higher debt levels carried the heaviest burden.??® In parallel, wealthy propertied
households improved their property wealth as house prices rose and shifted their
savings into financial assets with better returns. In the meantime, the oveindebted
black elite expressed their disappointment with the slowpace of debtfunded BEE by
t 2 GGY!l qRUNWOz2G ¢kt W Rt JWqYWGYs Wl WRUW=MMY WHIH
procurement systems seemed a quicker route to debfree wealth than the traditional
dependence on white corporates was proving to be.

22Bond (2013) quoted in Karwowski (2021:331)

22 Newman (2015) quoted in Karwowski (2021:331)
224 Karwowski (2021)

225\ittenberg (2014)
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5.2 Firms

Two decades after the birth of democracyin South Africa over a decade after the

CT YGqRYUWYnWq6 JWhT W2WGYGaWUqgqeaWt qecqlk WUEI | ¢ q
sustained economic growth, by 2014 the balance sheet configurations that underpinned

q6 WI2Yade qRYULWYnWEY e q ddtlorgahideddc acdortéidds With Whiat s 1J1 1J
Zalk refersto as the2 R q 2 Y 2R W#h|BE | oy onlRapatunderpirhe the success of

rapidly industrialising economies elsewhere in the worldtAcross developing regionshe

argued that

[iinternally generated revenues and reinvested profits are the primary source of
funding for firm-level investments 10 L2 R q 2 YReUt2U0A Gijl GVIngRdhgke 1) + 2 + & LU
firms make profitable investments, funded through retained earnings, which
underpin further investmenty is thus especially important for industrial growth
in these regions. This positive feedback mechanism wagt lJUq | ¢ G Waq VYIWECt ql
rapid industrialisation, with the state intervening to accelerate productive capital
cHHA2G20¢ qRYULW B IOLUxedRilvéstihéntd &HLE thuildYimdustrial
capabilities in sectors that provide increasing returnslead to rising productivity,
enhancing export competitiveness and alleviating the balancef-payments
#HYUt ql ¢cRUqPBPqYWNI Y5 q6 Ws O
Instead, he argues, South Africa locked itself into a development pathway characterised
by inadequate investment in diversified industries, low profitability, a declining share of
tradable sectors in value added, and dramatic declines in employmernit The outcome
has beenfstructural changekwithout tstructural transformation K22 As will become clear,
the path dependencies of the balance sheet configurations that emerged after 1994 were
such that, except for the brief period between 2002 and 20Q8he necessary fixed

investments in GFCF did not materialise.

In 2012,the government adopted theNDP, which included the 2030 goal of achieving a
GFCF level equal to 3@er cent of GDP. By 2014, the market capitalisation of South
nl RAC Kt WG Rt gl peHECEN cB@DR RN larhsacAF QF=areraged 15 der
cent of GDP for the 1994014 period.??® Meanwhile, the average market capitalisation of
listed companies in middle-income and upper-middle-income countries for 2019 was
only 60.2per centof GDP, compared to at least 244per centin South Africafor the same
year.?® Furthermore, the average GFCF per annum for the 1992018 period for middle-
income andupper-middle-income countries was 27.6per centand 28.1per centof GDR,
respectively, compared to around 15.1per centin South Africa®°In addition, despite
| DGCqR2IG! WaVYs WGW2100t WYnw] [ 9[ A UH2618 [Heldbd 23| ¢ N 1J Wh

226 7alk (2021:29)

227 731k (2021:29)

228 Calculated from World Bank data reflected on website of Federal Reserve Bank of St Lotigps:/fred.stlouisfed.org/series/ .
229 Andreoni, Mondliwa, Roberts & Tregenng021:6). We can safely assume that market capitadiation as a percentage of GDP
rose between 2014 and 2019.

20 Andreoni, Mondliwa, Roberts & Tregenna (2026)
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actually high by international standards (see Table-3).2%t However, the net markup for
dcUenchHgel RUNDWs ¢t WadWWaVYsiRUGaWAY BRRERGBWG 6
many have observed®

Table5l: 2131 ¢NWUHhUIJ2PMAG ¢ | t 2 GK H= MNM

Industrial Sector Net
Markup
Agriculture/forestry/fishing 28.2%
Business services 33.2%
Catering & accommodation 21.6%
Communication 35.8%
Community, social, personal 23.9%
Construction 20.0%
Electricity, gas & water 41.2%
Finance & communication 37.3%
Manufacturing (diversified manufactured) 5.0%
Manufacturing (heavy industry) 0.6%
Mining & quarrying 35.6%
Transport & storage 35.1%
Wholesale & retail trade 46.3%

Source: ZalR021)

In short, given the way balance sheets evolved after 1994, by 2014 South African
RU21IJt qad DU0qt WROW] [ 9 Ws I Wl YenN6G! WEc¢tnWaé6 1JWt F
HCGRac Rt cqRYUWYNWRat Wi Rt qUT WRYGGe URWE Ws ¢t Wa
argument and is consistent with the overall trends for 1994019 observed by Andreoni

et. al.*3

Furthermore, as market capitalisation as a percentage of GDP continued to rise from its
1994-2014 average of 244er centto over 300per centof GDP in 2019, the total number
of listed companies declined from over 800 at the end of the 1990s, to 485 in the early
2000s, to 375 in 2014,and 350 in 201923 Not only did this mean that the market
capitalisation of each company rose on average faster than the overall average market

Blgec it WelZ=M=Na WONb IOW Nqid ¢l t e GWRY We UWRUT 2t ql ! ¢kt WONqWYGWI esqRUNWE 21 G
and capital depreciation. There is a debate about whether in fact listed South African companies are high compared to other

countries and regions across all indicators of profitability. See debate about profitability of SA firms in the literaturBu Plessis,

Katzke, Gilbert& Hart (2015); Fedderke, Obikili & Viegi (2018)

22 Andreoni, Mondliwa, Roberts & Tregenn¢2021)

23 Andreoni, Mondliwa, Roberts & Tregenna (2021)

Z4\World Bank (2022)
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capitalisation of the JSE since the late 1990s, it also points to increasing concentration
YnWEYeq6W nl RAcKkt WaRt qT W [ 9t 1O

The bond market in 2014 was worth R2 trillion, of which 3r cent were government
bonds. This means norgovernment bonds in 2014 were valued at R742 billion, with
corporates representing R101 billiom, of which NFCs issued 3@er cent, i.e. R300 billion.
While this is a significant increase from almost zero in 1994, corporates still sourced the
bulk of their funding from local and international banks by 2014* However, as argued
in the section on the banks during the 2014 period, a small proportion of these loansas/
allocated for investment, which is, in turn, reflected in Figure 55.
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Figure 5: Reserves and investment (capital expenditure) ;2005
Source: Bosiu (2017)

NFCs make investments in productive capacity (i.e. GFCF) from the pool of reserves
which, in turn, increase or decrease depending on retention rates. In generahs
reflected in the 2005-2009 period shownin Figure 55, declining retention ratessuggest
rising levels of investmentin GFCFinstead of the alternatives (e.g. dividend payments,
spending on mergers and acquisitions, cash holdingshuy-backs, bonuses). During the
period of significant economic growth leading up to the crash of 2@J9 when business
confidence was improving, there is evidence of a gradual uptick in investment levels
between 2005 and 2009 (roughly R50 billion) by the top 50 Ji&fed corporations (which

Z5World Bank (2022)
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includes financial corporations) that corresponded to reduced retention rates and
declining reserves (see Figure-5).2%¢

It is clear fromFigure 55 that the 2007-9 GFChad a negative impact on investment as
NFCs responded to the crisis by more than tripling retention rates and reserves rocketed
from around R500 billion to nearly R5 trillion (with a significant amount held in cash)a
flow of finance that fuelled the growth of the shadow banking sector because they were
needed to manage the circulation ofan expanding set offinancial flows. Under these
circumstances, investment levels increased only marginally through to @L6. This helps
explain a balance sheet configuration characterised by relatively low levels of investment
in GFCFcoupled to relatively high levels oprofitability (as measured via markups)

Figure 56 represents the profitability levels of the top 50 JSksted companies according
to sector.?*” Two measures are used: Return oassets (ROA) and return on equity (ROE)
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Figure 56: Sector average profitability, 22016
Source: Bosiu (2017)

As Bosiu et al. point out, the difference between the two reveals the extent of
dependence on debt to finance its assets (financial leverage). The greater the percentage
difference between the two, the greater the dependence on debt. From a ROE
perspective, telecommunications, consumer services and mining are the most

26 Bosiu, Goga & Roberts (2017:9)
%7 Bosiu, Goga & Roberts (2017)
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profitable, while investment services, health care and property are the least profitable.
From a ROA perspective, consumer services, telecommunications and health care are
the most profitable, while banks and insurance are the least profitable. From a debt
funding perspective, the most debt-dependent sectors (i.e. where the differential
between ROA and ROE is the highest) are telecommunications, consumer services,
banks and insurance, while the leastdebt-dependent are health care, property and
investment services.

In parallel to the setting up of SIRESS with implications for the regionalisation of the ZAR,
a remarkably rapid incorporation of South African firms into global financial circuits took
place during the first decade after 19948 While the value of foreignheld domestic
assets averaged 5(Qer cent of GDPbetween the 1950s and 1980sby 2015 the value of
foreign holdings of South African assets had risen to 13¥r centof GDP, and most were
largely portfolio investments on the JSE Behind this lies the extremely rapid
externalisation of South Africabased companies that were allowed to list on foreign
stock exchanges. JSHisted equity began to betraded on the London and US stock
exchanges. In parallel, foreign inflows into the bond market (both private and government)
rose rapidly from the late 1990s onwards. Between 2002016, the nonresident share of
South African bonds increased from 5 to 22per cent. By 2016, foreign investors held a
third of all government bonds?3°

Dual and foreign listings of Suth African-based companies, the formation of BRICSlus
foreign investments in Suth African equities and bonds have resulted in the gradual
internationalisation of the ZAR?2* While over 80per cent of foreign debt was foreign
denominated in 1990, by 2010 non-residents held more ZARdenominated debt than
foreign-denominated debt. By 2013, no less than foufifths of all trading in ZAR was
undertaken in offshore markets again, largely due to the foreign listing of largeddth
African companies like AngleAmerican. 2+

In relation to small businesses, empirical data provided by Stas SAon the small
business sectorindicates that it had significantly improvedby 2014 thus making it easier
to estimate the size of the sector and understand the various dimensions of the balance
sheets of formal and informal small businesses As summarised by Fourig#?according
to official statistics, by 2013, there were 1.45 million firm operators/ownermanagers
who employed 750000 people in the mainly womenled informal enterprise sector.
Added together, this means the livelihoods of 2.2 million peoplémost of whom were
women), equalto 15per centof the population at the time depended on these informa)
largely micro-level enterprises. There is no evidence that the sector had grown

28Karwowski(2021:1337)
239 Karkowski(2021)

240K arwowski(2021:1337)
241 Karwowski2021: 1337)
22 Fourie (2018: 133)
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significantly in size over the previous decade, 2002013. However, a clear trend is that
a significant number of informal enterprises that employed one or more people were
established after 1994, while theoverall number of owneroperator informal enterprises
remained stagnant It is estimated that the economic activities of the informal small
business sector contributed 5.9per centof the GDPby 2013

Significant sectoral changes took place between 2001 and 201Retail and wholesale

trade activities remained dominant but declined from 70per centto 57 per cent of the
FORQYI kt WeHQR2RQRIJY AN YOG Y saldd déchnedlbaringlthian ¢ Ha 2 |
period, while construction, services and transport activities all grew substantially.

Informal enterprises providing financial services fluctuated, but the overall percentage

was higher in 2013 thann 2001.24

Both the Trade and Industry Policy StudiesI{PS research institution and the Bureau for

Economic Research, using official statistics, estimated that in 2015 there were 2.2
GROGRYUOWY GeadWAH2t ROWDE It AWYnWs 6RAGWE TMWMMM Lt
RUW YaUWs ¢! b AWARYOGGe | T Wa Y WN HEy bintfbatédR¥pdrilh RUn Y
cent of total employment, and 21per centto Gross Value AddedGVA)XGDP before taxes

and subsidies) in 2015%4 The TIPS data shows that small formal businesses in 2015

employed 5.8 million people, compared to the 3.6 million employed by large
businesses.?*

The FinScope Surveys of small businesses (inclusive of formal and informal enterprises)
since 2010 provide useful insights into small business balance sheets. Although the
FINMARK Trustestimates that there were 5.9 million small businesses in 2010
contributing 11 million employment opportunities is probably not credible, given the
much lower estimates by other studies what is useful are the insights into the balance
sheets of small businesses?* Their overall estimate is that in 2010 (without much
change, we can assume, through to 2014) 46.per cent of small formal and informal
businesses used formal bank products, 22per cent used formal insurance products
from formal sources (banks, other), and &er centaccessed credit from various formal
financial institutions (banks, etc.). About 6.7 per cent of formal small business owners
sourced credit from informal sources such as private money lenders, burial societies,
savings clubs, stokvels and credit from storeswhile 41.8 per cent of small businesses
did not access financial products of any kad from formal or informal sources, other than
loans from family and friends, or from personal savings. Of those who access formal
institutions for financial instruments, 45.5 per cent use bank accounts transactionally
(i.e. for deposits, transmitting, withdrawals), 5.29per cent for savings, 24.9per centfor

243 Fourie (2018:133-4)

24 Bureau for Economic Research (2016)
5T|PS (2017)

246 FINMARK Trust (2010)
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insurance and 8.6per cent for credit. Women-led small businesses were less likely to
access formal financial products from formal financial institutions.

As far as assets are concerned, TIPS estimated that the informal sector enterprises
have negligible assets and contributed around per centof GVA. However, formal small
businesses (which are generally larger) held at least a quarter of the total of all assets
owned by South African businesses in 2020t is assumed this was more or less true for
2014. Similarly, given that their contribution to GVA was around Z&r centin 2020, it is
assumed that little changed between 2014 and 2020. This excludes the 3000
commercial farms, nearly all of which are SMEswyhich contributed 5 per centof the GDP.

In summary, while larger listed South African businesses expanddtieir balance sheets
internationally during the first decade after 1994, they also increased their investments
in fixed assetsfor a brief period between 2002 and 2008Smaller formal and informal
businesses expanded after 1994 contributing more jobs and more GVA than larger
businesses. Although the data does not revealthe contribution made by small formal
businesses to GFCF relative to larger businesses, this should not be underestimated in
light of the relatively high GVA contribution. While small formal businesses helped
alleviate inequadlity by creating large numbers of jobs and reinforcing a middle class, the
largely womentled informal small businesses remained small and survivalist thus
mitigating extreme poverty but not necessarily inequality.

5.3 State-owned enterprises

The immediate post1994 reform agenda was primarily preoccupied with streamlining

the regulation of the myriad of SOEs inherited from thapartheid era. They only became

bl ¢cqUNRAcCOG! W RDPURNRAHCcUqWn! YO We UWWIHYUY O RHE LW
bt agcaqlkWwWUcl | ¢cqR2JWs ¢t Wel YGqUIT WHAH! Wa 6 13 LW 9 WRU W=
of this narrative into the ASGISA and®Ppolicy frameworks.

The SOE sector depicted inFigure 51 has undergone several balance sheet
reconfigurations compared to its post1994 setup. The South African National Roads
Agency Ltd. (SANRAL) was established as a corporate entity in 1998, taking over the
assets of its predecessor, the South African Roadsdard. Eskom was corporatised in
2001, fulfilling the pre-1994 recommendations of the De Villiers Commission. In 2006,
Metrorail, a business unit within Transnet that was established to operate commuter ralil
services in major urban areas was transferred to SARCC, which was later renamed
PRASA. In 2009, other assets were transferred to PRASA, including Shosholoza Meyl, a
division of Transnet Freight Rail that operated londistance, intercity passenger ralil
services, and Autopax Passenger Services, a division of Transnet responsible for intercity
bus services. In 1998, a 25.4per cent shareholding in ACSA was sold to private

27 TIPS (2023)
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shareholders. Telkom waspartially privatised in 1997, with the state retaining a 40.per
cent stake in the company.

The new regulatory framework for SOEs was embedded within the PFMA in April 2000.
The PFMA distinguished between five categories of SOEs (ternipdblic entitieskin the
Act): Major public entities (Schedule 2), national government business enterprises
(Schedule 3B), provincial government business enterprises (Schedule 3C), national
public entities (Schedule 3A), and provincial public entities (Schedule 3D). The national
and provincial public entities are distinguished from the government business
enterprises by the fact that theNRF(PFMA 1999 fully or substantially funds them In
addition, municipally owned SOEs fmunicipal entitiesQ are regulated by the2003
Municipal Finance Management Act.

The adoption of the ASGISA policy framework in 2006 resulted in a recognition of the

potential role of SOEs in economic development. Toealise this commitment, the

various bits and pieces of infrastructure funding werecombined RUq Y Wl ¢ WHh U¢ qR Y
RUnNI ¢t ql 2 #qel {bilida that Bribankedty  Apdr Eentlof the GDP between

2009 and 2012. To implement this programme, the balance sheets of major SOEs like

Eskom (electricity), Transnet (transport and ports), SANRAL (roads), Infraco (broadband),

and ACSA (airports) were strengthened with substantial capital injections to stimulate
infrastructure-led growth, with many of the commercial projects partially funded by the

PIC.

The ASGISA framework presented a more favourable view of state intervention in the
economy than GEAR, but it said little about how to effectively raise the levels of
investment in GFCF. Despite an economic growth rate that topped 4 per cent in 2004, the

fiscus was pushed into a deficit by a surge in government expenditure, overvalued
exchange rates and low interest rates8 NG JW NY2 131 UG U Uqkt W ARNDL F
investments during this time pushed up demand for imports relative to the value of

exports, even though exports climbed to over 30 per cent of GDP in 2006, up from 21 per

cent in 1994 24°

Rather than an integrated development policy framework, 8GISAwas a programme of
growth-enhancing projects. There was a preference for sectespecific investment
strategies where labour was concentrated and where opportunities for small business
development and Broad-Based Black Economic Empowermentvere available° Since

it was project-based, ASGISA depended on strong state capacity for effective
government coordination of implementation, monitoring, and coherence, all of which
were, in the view ofThe Presidency'sperformance report of 2008, inadequate®*

248ThePresidency (2008)

2The Presidency(2008)

%0Mosala (2015)

51The Presidency(2008s A W W We Gt YW A9®RRIUNIWUWS el WAN2Rs
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In 2014, the DTI published a policy document that marked a decisive policy shift
concerning the balance sheets of SOEs (and to some extent DFIs). Referring to the
procurement spend of SOEs (at around R200 billion per annum at that time) as a means
forachiJ2 RUNWHI ¢ T RACOGWIUAHYUYOGRHWql ¢Ut nY!l G¢cqRYUK 4
hAG ¢ Ht WRUT aff toel bRk &f lihid procuiremiettispend to lead the economic
transformation of the South African economy?®? Building on the ASGISA and NGP

economic policy frameworks that emphassed the developmental role of SOEs, by

HI RUDRUNWRUqYWnYHzt Wad WG YH21 DG WUgqWwt GUUT WYn
unwittingly put in place the preconditions for systemic state capture and the repurposing

of the balance sheets of theSOEs.*3

The DTI document was significant because ibrought into focus two contradictory
dynamics at play at the time. On the one hand, if taken at face value, the DTl document
reflected a more interventionist role for the state more aligned with the developmental
state perspective that was articulated in the NGP. To argue that the substantial
procurement spend of the SOE should be strategically targeted at supporting black
businesses made a lot of sense from a developmental state perspective. However, on
the other hand, when the context of state capture is taken into account, this approach
was exactly what the shadow sta¢ operators needed to hearas theyturned the DTI
document to their own advantage.

In the years after the DTdocument, more than R476 billion would be siphoned off SOEs

and a DFI in just the top ten sites of state capture, not counting the opportunity and social

costs. ?* When calculating in a wider range of actual and opportunity costs of state

capture, the cost has been estimated to be as high as R trillion.?*It is a dark irony

HYUOL RT 31 RUNDWG & & & & IRIFIC & 10 ¥ 1Y R # 1l iRaetidojdotevdhtually | & ¢ q R Y
lined the pockets of mainly white and foreigrowned businesses, including German

software company SAP, Swissdased Liebherr, Tsystems, Brait, McKinsey, Deloitte, and

Neotel, among them ¢

The substantial evidence presented to the Zondo Commission of Inquiry into state
capture has clearly revealed that state capture and the repurposing of SOREgere well
underway by 2014. Emboldened by the positive election results of the 201general
election, the Zuma-centred power elite intensified their extractive activities across a
broad range of institutions. Appointed as Minister of Public Enterprises by Jacob Zuma in
2010, Zumaloyalist Malusi Gigaba worked quickly to seize direct control of thEOEsvia

a succession of interventionsthat replaced Boards, CEOs and executive teams with
people willing to do the bidding of the Zumacentred power elite.

22Department of Trade and Industry(2014)
%3Bhorat, Buthelezi, Chipkinet al. (2017)
24Shadow World Investigations 2021)
25Merten (2019)

256 Swilling, Callaghan & Foley2021)
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~¢clet RW RNEHCKt WnRIt qgce! NUqWs ¢t WNI ¢ Ut Uldqlollc
CEO of Transnet in 2011. By 201Molefe, assisted by the Gupta family, had concluded

a corrupt deal with a Chinese company to supply Transnet with 1064 locomotives for

R54.4 billion. Intermediated by theGuptas and enabled by two corrupt consulting
companies, Regiments Capital and Trillion Capital Partners, the locomotive deal defined

the modus operandi of state capture.

The role of Regiments Capital first emerged in 2012 when ACSA was caught up in
allegedly corrupt interest rate swap contracts with Nedbank and Standard Bank.
Regiments brokered the deal.

IN2014E+ ¢t YOkt WOESAW7 I RecUOW?2¢alt Aawl 3t RNUWI allgYNIJ
They had correctly interpreted the intentions of Minister Gigaba and wanted no part of

what followed, in particular, the corrupt coal deals that Gigaba wanted to push through.

This marked the start of years of leadership turbulence, governance failures and political
interference at Eskom.

Gigaba appointed Colin Matjila to the Eskom Board in 2011 and ensured he headed the
powerful Board Tender Committee. In April 2014Gigaba appointed him interim CEO of
Eskom until September of that yearwhen former Director-General of the Department of
Public Enterprises, Tshediso Matona, was appointed as CEO. During his short tenure,
~¢cqTRUOcCWeHqU! WheRAT 0! WaqYWI JWGUIUW] RNEHE KT WNI
Matona lasted until March 2015when he and several other executives either resigned or
were suspended due to political interference and conflicts. His successor was Brian
Molefe, who was appointed in 2015. Having done the locomotive deal for Transnet, he
was ready to execute a series ohow-famous corrupt deals on behalf of the Zuma
centred power elite. What followed has been weldocumented, and the result was the
financial crippling of Eskom, followed by nearly a decade of loadshedding’

Of the SOEs discussed belowwhile there is little evidence that TCTA and Telkom were
affected by statecapture, Eskomand Transnet were the primary targets.

First, Eskom Despite its many financial challenges Eskom managed to post an EBITDA

(earnings before interest, taxes, depreciation, and amortisationpf R25.2 billion for

2014/15 despite a 19er centincrease in primary energy costs and rising indebtedness.
AsTable52t 6 Yst AWEY t YOGkt WqYqéedWl WAqWS¢ET WHeaavYYUW
billion by March 2015. This reflected the financial impact of the decision in 2006 to build

two new coakfired power stations, namely Medupi and Kusile. The origindludget was

R160 billion for both, but the final cost has been estimated to be R460 billion. These

extreme overruns were caused by a combination of corruption, managerial inefficiencies

and incompetence.

27 Swilling (2023)
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Table 82: ESKOM balance sheet as of 2184

Borrowings ‘ Mar-15 ‘ Mar-14 ‘ Currency
Local (SA) Bonds 112 103 102 080 ZAR
Promissory notes 40 35 ZAR
Commercial paper 7531 14 635 ZAR
Eurorand zero coupon bongs 3942 3484 ZAR
Foreign bonds 48 670 29 100 usD
DFls 62 447 49 256 Mixed
ECAs 28 488 31 506 Mixed
Sub loan from shareholder 26 621 24 393 ZAR
Other loans 7592 331 ZAR
297 434 254 820

SourceESKOM Annual Financial Statements, Rushton & Halstead (2024)

The delayed commissioning of these power stationscoupled with poor management of

the existing power stations as reflected in the declining Energy Availability Factor

resulted in more frequent loadshedding. To offset loadshedding, Eskom was authorised

to increase the load factor of its expensive diesel generatorsvhich significantly pushed

up its operating costs. Municipal debt levels rose simultaneously as state capture

weakened municipal governments. To make matters worsethe National Energy

Regulator of South Africa NERSA)I Ineat DT WaqYWeNI WOWaqVYWelWt e F
applications for cost-reflective tariffs. As a result, as reflected in Figure -3, the gap

between revenues from tariffs and the Weighted Average Cost of Capital (WACC) really

started to widen from 2013/2014. Under normal circumstances, these dynamics would

have been hard to manageHowever,the turning point came in 20142015 when the bulk
YNWEtt YOkt WHYGGUqUUqWRU+F A2 qR2IJWHE GEHRa! Ws ¢
obstacles to full-blown state capture under the leadership of Brian Molefe.
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Figure 57: Growth in cumulative revenue shortfall and debt, R billion
Source: Eskorf2023)

Figure 57 reveals the consequences of decisions made by the regulatprNERSA.

EAE k1 We¢ RO lWsedhe tst ¥f iklécRidyRiGr Bonsumers and simultaneously
prevent consumers from bearing the cost of inefficiencies and corruption. As a result,
tariffs were approved that were consistently below WACC. As a result, what Eskom refers
to as afrevenue shortfalk(dark blue) corresponded to the growing size of the debt (dark
green). As the situation worsened, equity injections by governmeifitecame ever larger
(light green). To make matters worse, as electricity pricesicreased, fewer consumers
could afford to pay their municipal electricity bills (made worse by pervasive corruption
at municipal level) (brown boxes) which Eskom then experienced as an additional
revenue shortfall.

SUWNMNWEWNGqUGHDI W=MNMOAWgqS6 W ¢ HRUNqWe UUY2URDT UL
GEHt ¢RIt kWnY! WEY ¢ YGOWNG JWE RG WY n hillapé fRandlig R 1 1+ q WY
gap to avert a rating downgrade. The measures announced included an equity injection,

increased borrowings, tariff increases and managed load shedding. Ironically, at a time

when Eskom was losing skilledexecutives and increasing staff numbers, the Eskom

GUET It 6RGUWHYAIGIWGWUqUT WaqdWWWh! It He Ibili@e #t ¢ NDI1J
from reduced operating costs and manpower savings, and R@#lllion from its Business

Productivity Plan. Needless to say, the first equity injection of R8Billion became

available during 2016.

As reflected in Table 82, the total debt, by March 2015,was R297billion, R209 billion
was in ZAR, and R176 billion was government guaranteed. The South African
counterparties were mainly South African financial institutions holding bonds (R112
billion), promissory notes (R40million), commercial paper (R7.5 billion), Eurorand zero
coupon bonds (R3.9 billion), a loan from government (R26 billion) and various oth&AR
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denominated loans. In addition, there were foreign bondsequivalent of R48 billion),
loans from DFIs R4.9 billionin USD, R7.6 billionin Eurosand R49 billionin ZAR and loans
from ECAs (R3.8 billion in UD, R21.3 billion in Euros R1.4 billionin Japanese Yerand
R1.7 billionin ZAR.

Second, Transnet The locomotive deal plus various other deals executed by Brian
~YOUUnUWs 6 RO IJLWE 1J LW sscctt LN | IENH ORIk LWFAUELS q 6 13 WU 13 ¢ | LW
borrowings from R36 billion in 2009 to R110 billion by March 2015 (TableS@and 54).

Of this, R89 hillion was in ZARand only R3 billion was government guaranteed. The
counterparties were South African financial institutions who were the holders of bonds

(R41 billion) and commercial paper (R3.6 billion)foreign Rand Bonds(R8 billion) and

foreign bonds (R21 billion in UP). Transnet also had a mix of secured and unsecured

bank loans in a mix of currenges (ZAR, JPY and O%.

Table 53: Transnet balance sheet as of 20%4millions)

Borrowings Mar-15 Mar-14 Currency
Local (SA) Bonds 41 477 37 858 ZAR
Foreign Rand bonds 8 022 8 010 ZAR
USD Bonds 21133 18 285 uUSsD
Secured bank loans 4145 4 594 N/A
Unsecured bank loans 31729 19711 N/A
Commercial paper 3644 1783 ZAR
Other borrowings 227 203 N/A
110 377 90 444

SourceTransnet Annual Financial Statements, Rushton & Halstead (2024)

TableS1a HNI ¢ Ut U1J q k8t2009{¥illionsY s RUNt H= MM

Borrowings Mar-09 Mar-08 Currency
Local (SA) Bonds 15838 14 620 ZAR
Foreign Rand bonds 2976 2971 ZAR
Commercial paper 6 339 645 ZAR
Banks 10 515 3142 ZAR
Promissory notes 2451 ZAR
Other 750 ZAR
Other borrowings 129 220 ZAR
36 547 24 049

SourceTransnet Annual Financial Statements, Rushton & Halstead (2024)
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Third, the TCTAf UW=ZMMMAWRNO N &kt WacUT ¢cqlWsct WeaOT IT UL
projects besides the LHDPTheN9 N &kt WHY!I YWad ¢ U7 ¢ q U WRY WaVY W ¢ Rt
state agencies. It is not the owner of the facilities, which means the assets built do not

appear on its balance sheet. As of 2015ts balance sheet was R20 billion, including

liabilities of R16 billion and equity of R4 billion. Its projects over the years included LHDP

costing R40 billion (1980s through to 2027), Berg Water Projg®WBP) costing R1.6 billion

(2007), Vaal River System costing R2.9 billion (2008), Mokolo and Crocodile River Project

costing R14.3 billion (2015 to 2026), Komati Water Scheme costing R1.7 billion (2012),
Oliphants River Project costing R23.4 billion (completiom 2031).

More than 90per centof the financing was raised through bonds (and commercial paper)
issued in the domestic capital markets, with the remainder comprising loans from both
local and foreign banks. BWRvas largely financed through loans from the DBSA, EIB, and
ABSA (R1.1 billion in total), with some additional funding (R47 million) coming from
commercial paper issuance. The Vaal River Eastern Stfystem Augmentation Project
(VRESAP) was funded throughdms from the EIB, and the domestic commercial banks
(R2.2 billion), as well as commercial paper issuance (R86 million). Most of the financing
for all three projects waslong-term. In contrast to the financing for LHWP, the financing
for BWP and VRESAP was not explicitly guaranteed by the governm&halthough the
projects had a preferential claim over the revenues collected by the Water Trading
Account at the Department of Water Affairs and Forestrywhich had committed to make
available funding to close any shortfall that might arisg*°

Fourth, ACSA The nine principal airports in South Afric&°are owned and operated by

ACSA and since 1998, it has operated the Pilanesberg International Airport under a 30

year concession agreement with the NorthWest Province. In 1998, a 25.4¢er cent
shareholding was sold to private investors, but in 2005he PIC purchased the 2Qper

cent foreign-held shareholding. The remaining 5.4per cent was held by domestic

RUt qgRageqRYUCOGW RU21Jt qVYI +tOWfUWNPOYAW q6JW HYGC
investments in the airports took place in theun-up to the 2010 World Cup held in South

Africa. Beaween March 2009 and March 2015ts borrowings remained the same at R11
HRGGRYUAWeENeERUYt quweldwet +t DgqWAcH DWYNWAZSWHRG IR
including R7.5 billion from local bonds, R28 billion from DFIs, R750 million from banks

and R15 million remaining from a loan from Southern Suhotels.

28R IWNea ¢l ¢UquWnyYl WNON k+ WAYI I YsRUNDWecaY2UqUTl WaqYWANPKOWAHRGOGRYUWe UT |
Highlands Development Authority

29 Around 2001/2002, TCTA was assigned the mandate to manage Umgeni Water back to financial health.

200R Tambo International, Cape Town International, Durban International, Port Elizabeth International, East London, Bloemfontei

International, George, Upington International, and Kimberley
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Table®PaH 9E

Borrowings Mar-15 Mar-14 Currency

Local (SA) Bonds 7549286 | 8239 364 ZAR

Other (Southern Sun) 1500 1500 ZAR

DFls 2875764 | 2979403 ZAR

Banks 750 000 1751643 ZAR
11176 550| 12 971 910

SourceACSA Annual Financial Statements, Rushton & Halstead (2024)

Fifth, SANRALSANRAL is responsible for managing the national road network, of which
around 17 per centis tolled. It procured the toll roads using a BuildOperate-Transfer
balance sheet configuration that effectively harnessed a range of private sector balance
sheets to raise the debt required to build the toll roads. SANRAL mainly raises debt
funding for the maintenanceand expansion of the toll roads while the non-toll roads
have been funded until recently through grants from the government (around F3billion

by 2008). The controversial Gauteng Freewamprovement Project, which began in 2008,
was funded from bonds ssued in the South African capital market, including some CPI
GRUt DT WHYUT + oW + WYNnW=ZMNNoNPAWE A xkt WaqVYaqc
borrowings were R43 billion, all denominated in ZARNd R35 billion was held by a range
of South Africanbondholders. In addition, SANRAL had loans from EIB and an ECA (see
Table 56).

Table 56: SANRAL Borrowings 22015

Borrowings ‘ Mar-15 ‘ Mar-14 | Currency
Local (SA) Bonds 35604 569| 26246506 ZAR
ElIBloan 1130218 | 1146702 ZAR
CPI Loan 625 965 597 986 ZAR
ECA 223 707 276 018 ZAR
Repurchase agreements 485 073 718 359 ZAR
Other 5195808 | 5646 723 ZAR
43 265 340| 34 632 294

SourceSANRAL Annual Financial Statements, Rushton & Halstead (2024)

Sixth, Telkomf UW=MMOALWE WGY! qRYUWYnWNWGt YAkt W 6¢l It L
q6 DWHREc GRaQc O WURWIT VT WagYWayYT W OURt DWNWJGt YGOW7! LW
raised in the domestic and international debt capital markets in the form of bonds and
commercial paper (R69 billion). In contrast to earlier years, the company had also
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secured additional funding through call borrowings (R3 billion), term loans (R3 billion)

and the issuance ofasset-backed securities (R500 million)?%! Telkom also had financial

leases totalling R11 billion. Just over 8ercentY n WN WGt Yakt Wl WHAqWs ¢t WRU
An amount of R141 million was guaranteed by the government, relating to legacy
international borrowings by the company.

Although poorly understood at the time, with hindsight it is now clear that by 2014tate
capture was already a threat to SOE balance sheets. This was clearest with respect to
the rising debt levels on the Eskom and Transnet balance sheets. The DTl document that
defined SOE procurement spend as a means fdyoosting the development of a black
industrial class unintentionally created the conditions for state capture, in particular the
riggingof tenders in favour of thosenetworks associated with the Zumacentred power
elite. In the final analysis, conditions were in place for futblown repurposing of SOE
balance sheets during theremainder of Zuma préHdidential term.

5.4 Banks

Figure 51 visualises how, by 2014, the South African banking system had undergone a
t 2At qcUqRecaWagl ¢ Ut nYl G¢ qRYULWEn gwhichliepdtétlinh + & ¢ O 0
regulatory interventions that helped minimse the fallout from the 20079 GFC The
upshot was a banking sector that was highly concentrated and strengthened by 2014. A
string of bank failures since 1990 enabled this high level of concentration and related
financial deepening of the economy.?*? Bank failures continued after the failure of
Saambou in 2002 a fairly old bank rooted in Afrikaner savings founded in the 1940s that
the NTchose not to salvage (discussed further below)and the failures of African Bank in
2014, and VBS Bank in 2018 (discussed further below). The failure of African Bank was
due to bad management and a liquidity crisis arising from consumer lending to low
income households (in line with the provisions of the 2004 Financial Charteryvhich
made sense during the consumer boom but became unviable as economic growth
faltered and state capture deepened.

7! WEMNNDAWEYe q6W nl RAckt WHec Ut RUNDWH '+ qG W Ddc q
emerging markets. At just over 1x GDP, it was nevertheless substantially smaller than

banking systems in advanced economieswhich have banking systems ranging from 1.5x

GDP in the United States all the way to 3.5x GDP in France (see FiguB).5

%1yodacom entered a subscription agreement with Asset Backed Arbitraged Securities (ABACAS). Vodacom issued debt
instruments in the form of two promissory notes to which ABACAS subscribed

262 Alpha Bank (1990, fraud), Cape Investment Bank (1991 and liquidated in 1993, fraud), Pretoria Bank (1991, bad management and
corruption), Sechold Bank (1994, liquidity problems), Prima Bank (1993, liquidity problems), African Bank (1995, bad
management/liquidity problems), Community Mutual Bank (1996, cost of loans to poor people was too high), Islamic Bank (1997,
liquidated), FBC Fidelity Bank (1999, bad management/liquidity), Regal Treasury Bank (2002, negative audit report plus a run,
liquidated), followed by the spate of 2002 failures referred to above starting with the Saambou failure.
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Figure 8: South Africa's banking system assets are large relative to other emerging markets,
but below advancesconomies
Source: BoA Merryl Lynch Analysated in Havemann (202):

The liberalisation and deepening of the capital markets after 1994 affected the bank
balance sheets because they could no longer assume that corporates would source all
their large-scale debt finance from than. As a result, they reoriented lending towards
mortgages and consumer loans through the 1990s and well into the 2000 he
government attempted to prevent this redirection of capital into consumption rather
than investments aimed atraising the levels of GFCF. By the late 2000NFCs had
become net lenders to banks while households were in deficit, shouldering increasing
debt. By 2014, banking loans to households for both property purchases and
consumption were larger than loans to any other individual sector, followed by loans to
the FIRE (finance, insurance, and real estate) industry. By contrast, bank lending to the
manufacturing sector declined from 20 per cent of total lending in the late 1990s to a
mere 7per centin 2016.

To understand the state of the banking sector in 2014, including the significance of the
failure of African Bank, it is necessary tanderstand the adoption of the Financial Sector
Charter (FSC) in 2004following multi-stakeholder negotiations enabled bythe National
Economic Development and Labour Council According to the Banking Association of
South Africa

[tlhe FSC was the first voluntary BEE Charter that represented a commitment
from an entire sector of the economy to transform the financial services industry
in line with the BBBEE Act to reduce inequalities that prevent people and South
Africa from reaching its potential.

In short, the FSC envisioned a set of balance sheet reconfigurations which, if
implemented together with the recommendations of the Bank Enquiry Report, would
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have resultedin a developmental role for the banking sector. For this purpose, specific
reference in the FSCincludes the need to strengthen the relationships betweenthe
balance sheets ofbanks and a range ofpublic financial institutions who, it was claimed,
would play enabling roles, namely DBSA, IDC, PostBank, NEBK, Khula, NHFC, the PIC,
the Umsobomvu Fund, andhe provincial development corporations

A key outcome was a substantial increase in bank lending to poor arldwer-middle-

class households, particularly for housing. This, in turn, led to the mushrooming of

unsecured lending during the period leading up to the failure of African Bank in 2014.

While all the stakeholders who signed the FSC supported the call to bring banking

services to the poor, the old etablished banks were too clunky to achieve on scale what

the African Bankachieved buteventually bungled. Capitec, however, which was set up

by a group of Stellenboschbased Afrikaner financial innovators in 2001, very
successfully exploited thelow-income mass marketwith their lean, IT-enabled low-cost

products. With 21 million customers, it became the largest South African bank by

Het qYa Ul wWOe GHWI + WAH! W=MZMIOW9 ¢ GRqUHLW 6 Y51t W6 ¢ q
debatable whether deepening the indebtedness of the @or can be described as

hT 2100 YGaadldlgicYidOklWHYea |l qWHct It WHI Y2 N6 aqhd® ¢ GRq It
debt remedies into the public spotlight.

The precursor to the consolidation of a centralised banking sector by 2014 was the-so
HCOOUI Wht d¢cdaWHcUr RUNDWHI Rt Rt K WRUW=MMNLWe UT W= N
Saambou into curatorship. This, in turn, resulted in the exdf 22 banksfrom the market,

equal to half the number of banks before the crisis hit. After half of alldbith African banks

had deregistered by 2003the country experienced its second significant balance sheet
reconfiguration since the start of the liberalisation of the seatbr in 1994.

The crisis began in February 2002 when the Minister of Finance announced that Saambou
would not be provided with financial assistance. Instead of restoring confidence, this
triggered a run on medium and smaller banks, starting withdE, which wasone of Suth
Africak + WY GT It qWAc Ut Wwl ¢ q RtkeTtthAacgest byl 082U Medrild LUN Y P M-
Lynch, TA Bank, Cadiz, FirstCorp, PSG Investment Bank, and International Bank all then
experienced runs.However, unlike Saambou, BE did get financial assistance ad was
subsequently swallowed by Nedbank which more than doubled its market share
overnight In a subsequent wave of failures, the failure of Brait Bank was followed by the
failure of Corp Capital, Old Mutual Bank, SECIB, and then UNIBANK, ING, African
Merchant Bank and RIB (which survived by getting absorbed into First Randn January
2002, prior to the curatorship of Saambou, the big four banks (Nedbank, First Rand,
Standard and ABSA) accounted for 62.ger cent of bank assets. By January 2003, they
accounted for 88.4per centof bank assets.

The reasons for these bank failures reveal the impact of the financideepening of the
EYeqdéW nl RECOWIRYUYG! aWe UT WadWWHe Ut ROUNW WHqY
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analysis of this banking crisis reveals counteintuitively that the banks that failedfwere
better capitalised and more solvent than surviving bankglnstead, he shows,

failing banks had shorterterm, wholesale funding B KO'he types of liabilities

differed significantly: failures [compared to surviving banks] had a higher
proportion of short-term liabilities and a higher proportion of wholesale liabilities.

N6 Rt Wt 2NNt gt Waqéc¢ qRalls ¢t WO Y dhelSARB])blita ¢ R T WT
rather a run by shoriterm wholesale funders 23

In other words, this banking crisis was triggered by investors in paper assets (mainly
Collateralised Debt Obligations) who, in light of various market signals, decided to move
these paper-based shortterm assets into what were perceived to be saferbigger
institutions at a time when deposit insurance did not exist. Given that they were
inherently well-capitalised and solvent, theauthorities, Havemannargued, could have
intervened to prevent the crisis when it began by, for example, providing Saambou with
financial assistance at the start.

The South African banking system weathered th2007/9 GFCwell, in part because it was

well capitalised, but also because the balance sheets of the major banks were not as

exposed to the global USBdenominated repo market and the securitsed products that

landed up on the balance sheets of a vast number of mainly North American and

European banks. The banking regulator had raised capital requirements after the 2002

ht dcddWAHec Ut RUNWHI Rt Rt k Wa VY W qc¢ 2 UHédbdodwts.t + R2 1J LU
~YI Y2101 AwaYe Ugql Rt Ws Ra 6 WGTE IWHDIIRILR IRZ2 WH 9 KRB KRIIF E
and South Africa) perhaps suggesting a tradeoff between stability and competition.
Nevertheless, the economy has never quite recovered from the 2008 crisisn part

because state capture followed shortly thereafter. That, however, did not seem to affect
q6WWAHc Ut + oWwf UT JUT aWRYAGe ! T WaVY W=MMN We R KO OWGH
of full-blown state capture from 2014 onwards), the banking sectowas stronger and

more robust by 2019whenC ¢ | t 1Ja Wt 6 ¢ IMIRENIK LLLRAJIFLU HIkeRR dBbiinlin | Y G LU
2001 to 89.5per centin 2019 and bank assets as percentage of GDise from 94.1 per

centin 2001 to 111.4per centin 2019.

The sources of bank funding (liabilities) in 2012 were the private sector (maimCs) at
R13 trillion, households at R63&illion, government at R29%illion, OFlsat R235bhillion,
and nonresidents at R96billion. Bank assets (loans and investments) reached RB
trillion by 2012, which included R23 trillion invested in the private sector, R37®hillion in
foreign investments, R332villion with government institutions, R44billion in inter-bank
loans, and R74 billion in SOEs (see Table-3).

263 Havemann (2021: 324)
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Table 57: South African banks, two decades at a glance

2001 2019

Bank assets(GDP %) 94.1 111.4
Loans and advances as a % of GDP 68.4 83
Mortgage assets (household and corporate sector) /total banking sector assets %4 43
Bank deposits /GDP% 79.5 92.9
Registered banks 41 16
Mutual banks 2
Co-operative banks 2

Local branches of foreign banks 14 16
Market share of asses of the "big five" banks (%) 74.2 89.5
Return on assets (%) 1.2 13
Return on Equity 29 17

Source: South African Reserve Bank: Registrar of banks, Annual Reports

Source: Hawkin20211000)

Unlike the response to Saambou in 2002, the SARB and Ministry of Finance responded to

the failure of African Bank with positive interventions that saved it from liquidation and

prevented contagion?% Unlike other banks, African Bank did not rely on deposits but

rather accessed funding from local and international markets for o#ending to

consumers as unsecured credit at high interest rates. Ignoring the cultural differences

between South African andBangladeshiborrowers, African Bank managed to put a

populist South African spin on the Grameen Barkype narrative about the inherent

bankability of the poor. Notwithstanding the promulgation of the National Credit Act in

2006 that forced credit providers to prove aeditworthiness to counter growingcut-throat

competition in the unsecured loans market, African Bank had aggressively expanded its

loan book. However, when recessionary conditions kicked in after 2008, its non

performing loan book mushroomed inways that contradicted the Basel Principles of

Effective Banking Supervision. This was not just a threat to African Bank, but also to the

financial system as a whole because of theOFIsthat had invested in African Bank,

namely ABSAthe Af 9 AW9 YI YU¢ qRYUWe UT Wx RAWI q! Wx RnlJkt WE
learning from 2002), the SARB quickly stepped in to prevent contagion. SARB Governor,

Gill Marcus, announced on 14 August that the SARB had put African Bank under
curatorship. Accordingto Marcus, the cuatorship and resolution process was aimed at

ensuring that the regular operations and collections of African Bank would continue

effectively and efficiently. African bank was splitintawo,ah DY YT WH¢ Ut k We UT We Wh

264 Tjiane (2015)
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with R17Aillion in non-performing loans, R7 billion of which was bought by the SARB. The

SARB remains a shareholder of African Bank.

The failure of VBS bank in 2018, however, highlighted the role of banks and bankers in
FgeqUWRe Gagel WWol WnJl 1 U7 WaqYWHYGOYve Retd! Wet W
watchdog NGO called Open Secretstitled The Bankers: Corporations and Economic

Crime Report,extensively documentedhow the banks colluded with state capture. It is

worth quoting the report in full:

Just as private banks were essential to the continuation ddpartheid, there is
increasing evidence that contemporary state capture in South Africa and the
related looting of state-owned enterprises by Guptalinked companies could not
have occurred without the help of banks. Those networks that seek to profit from
corruption and other economic crimes today need to obscure trails of money and
keep real ownership secret in order to throw off their track investigators from the
state and civil society. They cold not have done so without banks helping them
or turning a blind eye and ignoring their obligations to report suspicious
transactions. As new evidence emerges, the number of banks implicated in the
state capture allegations is increasing?®®

The VBS, a smalmutual bank located in the northern Limpopo Province, is a good

example of a banking balance sheet reconfiguration that mirrored the repurposing
happening at the time in the SOE sector. VBS grew because it was able to attract deposits

from a Limpopo-based political network that included the provincial government many

local governments, local businesses and individual households. The VBS effectively

looted the balance sheets of thispl Y2 RURIDKt WGYY! Wt qWé Yet W6eYaTlt 4
small businesses and transferredaround R2 billion into the hands of a corrupt political
DORqUWRUWq6WWUcaWWYnWhHGOeH WIHYUY O RERWIIG GY 5 |
corruptly signed offon the VBS balance sheet. Eventually, 32 people were arrested for

their part in this provinciatlevel looting spree. However, very few were sentenced, and a

few (including VBS auditors KPMG) whaenefited from the fraud had enough money for

expensive lawyers to secure oubf-court settlements. KPMG paid a R500 million fine to

stay out of jail.

The argument thus far is that two balance sheet reconfigurations occurred within the
banking sector after 1994: the first in response to the liberalisation of regulatory controls
of banking to enable internationalisation and credit expansion without signitant
interventions to limit what the Competition Commission referred to as oligopolistic

25 Open Secrets (2018: 21)
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of them was aimed at redirecting capital into GFCF.

In the midst of theGFC, the Competition Commission published the Bank Enquiry Report

in 2008 which was the most significant review of the banking sector since 1994. The aim

was to investigate whether the banks operated as a cartel or not. While the report
strongly rejected the claim by the banking sector that banks vigorously compete with one

another, the report concluded they may not be aartel, but they do operatefrather as
oligopolists that maximise their profits by avoiding outright price competitio where they
HelUWe AW UT WHAH! Waget RUNWeT 2¢U0qeNIWYnWaq63WT 3N
become locked into a particular bank26®

Taking an in-depth analysis of how the banks operate the payment system, the
Competition Commission report inquired into

whether or not banks have significant market power in the provision of personal
transaction accounts (PTAs) and related payment servicesand, if so, what can

be done to reduce it. Market power essentially means the ability of a firm to
sustain its prices above the level that would prevail in a competitive markes HOLLU
We haveconcluded that the major banks (at least) do indeed have significant
market power in the provision of PTAs and related payment servicés.

Unfortunately, due to the preoccupation with surviving th&sFCat the time, there was no
appetite to address the Competition Commissiork + WH Y U 131 Unedativdinpaa Wa 6 1J LU
of the market power of the banks on their various financial instruments

Although the provision of loans by the big four banks to SOEs declined during the state
capture years, it did not dip below R60 billion per annum. Given that these loans
cemented together the balance sheets of the banks and SOEs and that this balance
sheet configuration was complemented by a flow of corruptly acquired funds extracted
from these SOEs back through these and other banks (and often outward into
international financial circuits), it follows that the post-2014 period can be described as

a periodwhen banks, either intentionally or not, aided and abetted state capture. Most
banks only closed the Gupta bank accounts as late as 2016, and FNB and Standard Bank
continued to facilitate the financial transfers related to the Estina dairy scandal in the
Free State despite many reports that revaed this as a corrupt scheme on a grand scale.
It is, therefore, unsurprising that the report of the Zondo Commission of Inquiry into State
Capture, released in 2022 included one hundred pages of evidence about theole the
banks played in state capture. The Commission was provided with extensive evidence
that revealed that R16 billion was laundered by the Guptas via South African banks.

266 Hawkins (2021)
267 Hawkins (2021)
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Despite this, the Commissionmade very few recommendations about howo prevent
banks from colluding with corrupt networks in future.

At a more fundamental level, it is necessary to ask whether banks provided loans that
contributed to the raising of the level of investment in GFCF and therefore to the
expansion of productive capacity to foster GDP growth. As revealed igure 59, Bosiu

et. al. demonstrate that credit extension between 2004 and 2025 was mainly loans to
households (to cover the costs of household consumption), loans to other notvanking
finance companies that provided financial services such as sales credit, leasing finae,
mortgage finance and other advances, as well as loans for what the SARB defines as
hArYGGa2 URq! AWt YAR¢cGWe UT WG+ YUcCOW DI 2RHIIE K Wol |
expand productive capacityincreased much more slowly than consumption loans to
households between 2004 and 2015seeFigure 59), even though overall investmentdy

all public and private sectorsin GCFC increasedrelatively rapidly between 2002 and
2008. This clearly reinforces the argument that the significarconomic growth thattook
place during this period was largely debfunded consumption-led growth, except, of
course, for the 20022008 period, whenrising investments in GFCFHlid occur.
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Figure 8: Extension of credit by South African financial institutions-22084
Source: Bosiu et §2017: 23

NYWAYUHG2T WAWA! Wné¢ RGRUNWaqYW WEYNDURY UWaé ¢ qllgb
liquidity crisis and therefore worthy of intervention, the SARB unwittingly undermined
competition within the banking sector. The benefits, however, were that together with the

tighter regulations that followed, greater concentration within the banking sector

enabled the banking sector to weather the 200-B GFCfairly well. However, the impact
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of the GFCon employment and incomes resulted in the deepening of financialisation as

household debt escalated after 2007/8 through to 2014, including the exponential growth

in unsecured lending that led to the African Bank crisis. While rising debt levels
contributed to the shift from (haltbaked) neoliberal conceptions of limited state

RUOUqUI 2 00qRYUWqYWaq6WWhHT 1J2 Vikitdl Sdéndeg 6o fptbiduag ¢ a 1J & LW C
results as investments in GFCF rose briefly during the 2062008 period but declined

thereafter as state capture weakened the SOEsvhich were the primary drivers of GFCF

Instead, the potentially promising shift | JGI 13t JUqUT WH! WaqdJWhT 13217
approach paved the way for state capture and the illegal financial flows that the banks

enabled. The VBS case isne where unsecured lending to the poor and state capture
converged to the detriment of the poorest people in the Limpopo Province.

5.5 Development Finance Institutions

NS WWRT YOG YNRHAC O W 6 Rnaqllg Y Wopé refdthed ik tvdledonanicld U q ¢ O LL
policy frameworks, namely ASGISA2006) and even more so in the NGR010), was
potentially good news for the DFIs. By 2014here were already fortyone DFIs, but the
most significant were still the three DFIs inherited from thapartheid era, namely the IDC,
DBSA and the LBK There were great ambitions for the NEF when it was established in
2005 (including talk of it growing to rival the size of the major banks)ubit was never
sufficiently capitalised to realise these ambitions. Paradoxically, thebalance sheets of
the DFIs may have grown tenfold from R28 billion in 1994 to R263 billion in 2014, but
because they never received substantial equity injections sinc&994,they remained tiny
relative to the size of the balance sheets of the commercial banks, shadow banks and
pension funds. The more impactful alternative would have been to gradually increase
annual equity injections into a smaller number otop-performing DFIs from the National
Budget so that they could, in turn, leverage private sector funding into a wide range of
development projects.

Although DFIs were not regarded as major policy instruments the ASGISA framework
the NGPreferredto them as essential tools for facilitating furding of projects with strategic
developmental impacts that were unattractive to private sector investors The role of DFIs
was described as providing financial assistance for infrastructure projects, SME
development, industrialisation, and support for sectors identified as crucial for economic
growth and job creation. The IKGP even suggested that DFlbalance sheets get
recapitalised to play their developmental roles more effectively. As a result, both the IDC
and DBSAbenefited from relatively small ad hoc equity injections:The IDC received RA&
billion in 2010 to support the Industrial Policy Action Plans, and the DBSA receiv&Y.9
billion between 2012 and 2015 RD to strengthen a balance sheet that had suffered from
a series of nonperforming loans and bloated staff numbers Although the IDC was given
prominence in a series of Industrial Policy Action Plans that were aimed at implementing
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the NGP, these Plans were relegated by the economic policymakers in theTNo the

GYt RqRY QI ¥ ULYs @& RIHWFY G RA! k We UT Wa Gelddndinic alicigsll 136 ROt
that privileged monetary and fiscal policy.

In general, the three largest DFIs managed to escape state capture relatively unscathed.

However, they were unable to avoid the slovdown of implementation resulting from

corruption at the project execution level and the overflow of the impact of state capre

on the funding sources for key SOE$iowever,the Oakbay scandal that emerged during

Q6 Wl G! W! PYelt WYnWiaedGekt WAL 13t RT WUH! Wbl =MNME
negative effects running as far as 2016). Many of thgrovincial-level DFIs @t caught up

in state capture dynamics, in particular in the more corrupprovinces such as the Free

State, Eastern Cape, Mpumalanga, Northwest and Limpopo Provinces. There is no real

evidence linking Ithala Bank in KwaZuhkNatal Province to the state capture networks.

The IDC and DBSAvenefited significantly from regionalisation. By 2014, both had

established new units focused on investments in SubSaharan Africa and had already

secured significant portfolios of projects in the industrial (IDC) and infrastructure (DBSA)

sectors. Indeed, the DBSA mandate was extended overnight to the whole of Africa after

Jacob Zuma met with Libg k + WA 13t RT QUqW] ¢T T ¢nRUWRG 6T MN R EAIC 0
behalf, to invest in Libya.

Unlike many DFls, South African DFIs could not source significant funds from the fiscus
(i.e. NRP in the way that DFIs in China, Europe and the Middle East can. Furthermore,
unlike in many Global South countries,?®®South African DFIs are not regulated by the
Central Bank in the same way as all other commercial banks. Those that are regulated by
the Central Bank in someGlobal South countries can often benefit from the liquidity that
commercial banks can access when needed, which is not the case in South Africa. Both
these conditions constrain the balance sheets oE Y 2 q) 6 LU biggesRBFés kSignificant
grant or low-cost debt is not available from the fiscus to leverage commercial debt; nor
is it possible to significantly expand bond issues or borrowing levels without the backing
and thereforethet WH21 Rq! WY nWagé W9 WUql ¢aWwW7¢U0t kt WH¢ G ¢ 01
DFls source most of their funds from South African and international capital markets and
international DFIs.

Over the 19942014 period, South African DFIs significantly increased their dependence
on external grants and concessional and commercial debt. However, the consolidation

of the banking sector and the growth of the pension funds resulted in reagpade pools

of capital that DFIs could tap into. The DBSA, for example, issues bonds on the JSE that
are attractive to pension funds, and the DBSA borrows from South African bankis 2015,

the DBSA launched a Note Programme on the JSE worth R80 billiahjle the IDC issued

268 A term that is generally used to refer to countries in the global southe., Africa, Latin America/Caribbean, and the poorer
countries of Asia (usually including China).
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its Note Programme worth R40 billion in 2018. The large bulk of this paper is held by
pension funds.

South African DFIs, however, carry considerable risk arising from the fact that their core

task is to convert Euros, USD and ZAR into investments in projects that are supposed to

have a developmental impact in the most unequal society in the world. Inevikdy, this

raises questions about acceptable levels of risk and reward. Although not specific to 2014,

the impactofthe IBKFR | Rt Rt WRGGat ql ¢qlt WqdJWnl ¢ DRORaq! WY™n
the fact thatthe SARB does not regulate.ifl his appliesto all the DFIs.

The Ministry of Finance regulates the DBSAAs the DBSA primarily invests in
infrastructure projects, after shifting its focus away from funding thebantustans
infrastructures after 1994, it became the largest lender to nearly all the 257 large and
small local (now racially integrated) municipalities. However, the Ministry of Finance also
regulates the IBK When the IBKwas faced with a liquidity crisis in 2020 which the
Ministry of Finance did not immediately resolve, not only did the rating agencies
downgradeit, resulting in the South African capital markets cutting off funding to theRBK

but they did the same to the DBSA arguing that if the Ministry of Finance does not back
up the LBKhow can it be trusted to back up the DBSA. Needless to say, it took four years
to resolve the IBKcrisis.

The DBSA was forced to increase its dependence on Euros and USihich inevitably
pushed up its cost of capital. That, in turn, meant it could no longer lend to its traditional
municipal market at the same rates. Indeed, many municipalities realised they could
source cheaper funding from conventional commercial banksFurthermore, by 2014 the
HYG G Wl ARG WHe Ut WEeT WG n 1J,RAvaidh méhat&hdyltoulda W Y 'n LW F
repackage their loans asCollateralised Debt Obligations and on-sell them in the
secondary markets (usually pension funds after the projects are derisked)thus
replenishing their capacity for further investments As the DBSA could not compete with
this, it decided to apply to the Minister of Finance and the SARB to fall under the
regulatory authority of the SARB. After this was approved (with a twear
implementation plan), the DBSA reabed that the restoration of trust within the ®uth
African capital markets may allowit to increase the size of its balance sheet by a factor
of 4 without any changes to monetary or fiscal policy. When implemented, this would be
a very significant balance sheet reconfiguration

The 20079 GFChighlighted the countercyclical role of DFIs in the South African context
a role that helped mitigate the precyclical effect of the shadow banking sector and the
impact of state capture on SOEs. As indicated in Figure-10, disbursements reflected
the impact of the GFC, but these rapidly recovered through to 2015.

By this time, issues of green resilience and inclusive growth had also been entrenched in
DFI conversations and operations, enabling the countercyclical and crisis response
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roles of DFIs to come naturally. Table B depicts the DFI balance sheet in 2014 and
showcases the escalation in loans issued and investments made by DFEIsupported, to
some extent, by someequity injections by the government.

180 000
160 000
140 000
120 000
100 000

80 000

R million

60 000
40 000

20 000

K= M e L A, Oy My e ’
e et S o o= O = = N N 0%
NGOG RN N NG N n;\) AR AR nﬁb AT A

Figure 510: DFI stock of development loans, 198115
Source: Nhleko (2024)

Table 83: DFI balance sheets in 2013/14

R million Liabilities R million

Currency and deposits 18 42(Loans 63 337
Investment securities 82 529Equity 179 901
Development loans 108 604Accounts payable 19 752
Equity investment 19 094Other 148
Accounts receivable 13573

Other 20919

TOTAL 263 13§TOTAL 263 13§

Source: Nhleko (2024)

As reflected in Table 59, DFI assets/liabilities were R263 billion by 2013/14. Assets in
order of size included loans at R10® billion, securities at R825 billion, equity at R19
billion, currency/deposits at R184 billion, and accounts receivable at R13% billion.
Liabilities in order of size were equity at R179 billion, loans at R63 billion and accounts
payable at R197 billion.

By 2014, DFI balance sheets were interlocked with a much wider range of counterparties
than in the 1990s. With respect to assets, the counterparties in order of size were
national and local government at R108 billion (R1Z billion in 1995), private corporates
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at R62 billion (R6L billion in 1995), banks at R21 billion (R644 million in 1995), non
residents (mainly international DFIs) at R21 billion (R3 billion in 1995), households at R16
billion (R22 billion in 1995), SOEs at R15 billion (R2billion in 1995) and NBFIs at R17
billion (R13 billion in 1995). Liabilities in order of size included central and local
government at R1B.9 billion (R14 billion in 1995), norresidents at R42 billion(including
international DFIs)(R57 billion in 1995), banks at R37 Bion (R82 billion in 1995) and
NBFIs at R billion (R227 million in 1995).In short, DFIs sourced equity from the
government and borrowed from banksnd international DFIsto fund their loan book and
portfolio of securities.

The IDC found itself entrapped in a shadow state web managed by the Gupta brothers on

behalf of the Zumacentred power elite. It granted a loan of R250nillion to Oakbay, the

Gupta family business set up to acquire the Shiva uranium mine. This acquisition was

intended to service a fleet of nuclear power stations in tharrested nuclear dealwith

Russia. A further R90nillion of IDC money was lost when Oakbay was delisted from the

JSEin 2018 afterthg 2 GaiElt &k WGG ¢ UW qc¢ | qll Wa Yeldéstdres 2 13 G FOLWK
in Oakbay under suspicious conditions was revealed when the Gupta business struggled

to pay backits loan.2®°

Table 59: Counterparties and Instruments

DFls instruments | Non-residents | Banks | Non-bank financial inst. | Central & local govt. Public corporates Private corporates Households

2014 - R million OB | cChange [ cCB OB | Change [ cB OB | cChange [ CB OB | cChange [ cCB OB [ cChange [ cCB OB | Change [ CB OB | Change [ cB

Total financial assets

17944 328 21238 2021] 1600 2181 1575 1764 17524 99003 9100 108104 13264 2424 15693 53024 945§ 6248] 13769 2527 1629
(change = net acquisition)

Currency and deposits 17 41 1007 1842

Investment (debt) securities 7719 5331 8252

Loans 17 94¢ 328§ 21237 10 14 1 85t 12 00: 13264 242 15 69 36 67: 6714 4338 13 76! 2524 1629

Equity and investment fund

16 35! 2739 1909
shares/units

Insurance, pension and
standardised guarantee schemes

Financial derivatives and employee
stock options

Accounts receivable and other

11 66 191 13 57
assets

Property, equipment and land 15289  178] 1706

Total financial liabilities

] 3687 59471 42817 32398 474 3713§ 2744 541 3289 16096] 18934 17990
(change = netincurrence)

Debt securities 6| 5 14| 13| 73] -2| 71

Loans 27 20: 5734 3293 22 494 474 27 23 261 551 31671

Equity and investment fund

160967 18934 179 90:
shares/units

Insurance, pension and

standardised guarantee schemes 56 K 47

Financial derivatives and employee

stock options 228 214 1

|Accounts payable and other

N 9 66 213 9 87 9 66: 213 9 87
liabilities

Source: Nhleko (2024)

In summary, although the DFIs grew significantly in number and size between the mid
1990s and 2014, compared to the balance sheets of commercial banks, pension funds
and shadow banks, they remained tiny. Without significant support from th&ARBand

269 Swilling et al. (2021)
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the fiscus, they became increasingly dependent on the South African capital markets

that were particularly cash-flush after the consolidation of the banking sector in the wake
YnWagéWWht dcddWAHe Ut RUNDWHI Rt Rt IOk WNG JRSItheyn 2 UT RU
sourced capital from international DFIs (including the African Development Bank) and
HCcGRcaWacl t Jaqt KWE+FHUDGqWnY! W6 JWf 29kt WIUqe¢ U
the three largest DFIs have largely escaped state capture anbenefited from the
regionalisation of South African influence and power.

5.6 Pension funds

naglll WNdeNAWq6 JWGWUt RYOWRUOT 2t gl ! kt Wennl 3ttt R
convincing the wealthiest households to relocate a substantial portion of their financial
assets into pension funds and life insurance policies. Furthermore, the trade unio
movement had succeeded in securing significant reforms that allowed their members to
benefit from pension and insurance policies, including positions on Boards to influence
investment strategies.

By 2014 pension assets had risen from R35billion in 1994 to R36 trillion, with average
growth of 11.3 per centper annum. Growth rates following the impact of theGFCin 2008
2010 slowed, going negative in 2009 as unemployment levels rose. By 2009, total pension
assets were at R18 trillion, which doubled over the next five years. Various policy
reforms, changing corporate employment practices and trade union pressure
contributed to these remarkable growth rates, particulaly in reaction to the GFC

The strategic significance of the capital held by pension funds and invested on their

behalf by asset managers has not escaped the attention of policymakers since 1994. The

¢TI YGqRYUW YnW g6 WWhT W200YGGWUqeaWt qeqlk W Ucl |
renlJ1 DURUY WqYWEYsWaq6WWhEEH quwW + ReUWRRNDWII &k WH
strategic investments in their respective overall industrialisation strategies from the

1960s through to the 1990s. In response to these vague threats to folldlhhese examples

by re-introducing prescribed assets to direct pension funds into development projects,

the pension industry responded by insisting on selfegulated implementation of an

agreed set of standards. Media hype itheir favour helped them win the public debate.

The result was an amendment to Regulation 28 of the Pensions Act adopted in 2011

which essentially made it obligatory for pension funds to invest according to agredelSG

criteria. A key consequence of this reform was the adoption of the Code for Responsible

Investing in South Africa (CRISA). It was established in 2011 by the Institute of Directors

in South Africa, following global trends towards more sustainable and respaible

investment practices. Taking advantag) lWUY n Waq 6 W IJNRYU¢c G Rt ¢cqRYUWYnNL
architecture, this Code included a requirement that pension funds increase their ESG

aligned investments in Africa.
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Despite the emphasis on governance in the CRISA, the pension industry suffered
reputational damage during the state capture yearsmainly due to clear evidence of
political interference in the way some public sector pension funds invested some of their
funds. The largest asset manager in Africa, the PIC, was at the centre of these imbroglios.
NS6IWJWa Yt qWYH2RY 2t Ws © putitopéel29pArfcentoft ANID TeehRdlogies,U L g
which became the subject of a Commission of Inquiry appointed by President
Ramaphaosa in 2018.This was preceded bythe suspect investment in Camac Energy in
2013. By 2014, the PIC was already invested in Steinhof, a layg®rruptly managed
international company run by South Africans that crashed in 2017. The PIC had also
invested in the corrupt statecapture linked VBS Bank. The Commission of Inquiry, which
reported in 2020, revealed a long series of governance failures and corrupt behavieu
stretching back into state capture years before and after 2014. Significantly, Zuma
aligned DanMatjila was appointed CEO of the PIC in 2014, replacing Elias Masilglgho
was pushed out because he refused to collude with the Zumaentred power elite.
Several other senior executives who refused to collude either resigned or were effectively
fired after questionable disciplinary proceedings.

The governance failures and corruption that afflicted the PIC during the state capture

years cannot be separated from the fact that it was the largest investor on the JSE.

Although poorly documented, it is not difficult to imagine how the deteriorating etbs of

PIC behaviour negatively affected the asset management sector in a way that
contradicted the intentions of the newly adopted CRISA. After all, a large part of the job

of asset managers is about relationshipbuilding and management. Some asset

managett W¢ q Waq 6 I Wa R G JWR UnRM !¢ el torLee U i aRiaipdIdtiaps@wy11LEc eOHaT
often tainted with racial overtones aboutw aqq 6 Rt IORt 106 IJOs ¢! OHz2t RUIJt ¢
Unsurprisingly, since 2018, the reestablishment of sound governance has become a

priority for both the pension industry and the government.

Despite the boom-bust pattern of household debt for the 20042014 period, funds
managed by pension funds doubled between 2009 and 2014 (Table-1B). This
disjuncture between the boom-bust pattern of debt as a percentage of household wealth
and the steady rise of pension assets as a percentage of household wealth needs to be
explained. A clue to the answer lies in the unequal distribution of pensions.yB2017,
although pensions comprised 32.5per cent of household wealth, 94.7per cent of all
pension assetswere held by the top 5Qper cent of the population. However, although
the top 1 per cent have consistently owned 80per cent of all household wealth since
1994, only 14.1per cent of total pension assets were held by the top per centby 2017.
The top 1per centwere more interested in other forms of wealth (in particular stocks and
bonds). This suggests that the most significant growth in pension assets was amongst
the middle and upper middle class (top 5Qper cent minus the richest 1per cent), who
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held 80.6 per cent of pension assets?® The rapid growth in pension assets held by the
lower middle class and employed working class can be attributed to trade union
pressure and the marketing of affordable products by the pension and insurance industry.

Table 510: Assets under Management, 20@0D09 (R billions

Assets in Registered Pension Funds [biIIionF] 2001

Privately/Self-administered Funds 369.9 580.6 921.2
Underwritten Fund 188.5 224.1 229.2
GEPF 660.7
Officials Funds 238.7 426.6 No reporting
Transnet Fund 32.8 54.5
Telkom Fund* 0.18 0.21 0.24
Post Office Fund* 4.5 6.8 7.7
Industrial Agreements 0.61 27,00 No reporting
State Controlled Funds

Foreign Funds - 0.12
Total 835.50 1238.92 1 874.06

SourceMoleko (2024), based agports of the Financial Servidgsard(200112009)

Approximately half of the middle and upper-middle-class pensions were managed by
the largest pension fund, the GEPF, which mandates the PIC to invest the funds. The
bottom 50 per centheld only 5.3per centof pension assets. In short, while the top per
cent accumulated wealth in the form of stocks and bonds and the bottom 5@er cent
sank deeper into debt, the middle and uppermiddle class hedged against the
uncertainties of the time by expanding their pension savings.

Table 511 reveals the investments made by pension funds from 2005 to 2012. From this
table, it is clear that pension funds invested in the following assets:Property,
bills/bonds/securities, debentures, loans, equities, unit trusts (which became CISy),
insurance policies, deposits, Kruger Rands and foreign investments, with nearly half of
all investments going into insurance policies. In short, the bulk of these investments
were in liquid assets rather than assets that could have raised the levels &fFCFin the
South African economy. This had much to do with the fact that infrastructure was not
defined as a legitimate asset class for pension funds until much later.

210 Chatterjee, Czajka& Gethin (2020:20)
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Table 511: Investment Portfolio of Funds (% of Total Pension Fund Assets)

. 5. Sharesin | 6. Collective . . .
= :)Tor;(;\rlz/ ble Zfeli:su?sildsso 3. Debenture§ 4. Loans compgpies/* Investment :_rtJ:'ISt 8.:)2?;::2% g.K[:Eg:rer;sn dasn Iie-ezgzlngtz 11. Other asse
Equitie$ Schemes
2005 0.60 8.60 0.10 0.10 23.30 5.50 47.60 4.30 7.80 2.10
2006 0.50 8.00 0.50 0.10 22.00 5.20 47.30 4.80 9.90 1.70
2009 0.70 7.40 1.10 0.10 18.00 7.30 48. 6.20 9.50 1.70
2010 0.70 7.10 1.20 0.10 19.00 7.60 46.40 6.30 10.00 1.60
2011 0.70 7.50 1.10 0.00 18.80 7.90 45.90 5.10 11.80 1.20
2012 0.70 8.10 0.50 18.00 8.40 44.80 5.00 13.00 1.50

Note: Until 2005, theirfancial ServicesBoardl IJGY | auitkl Y GH & HAH2 qH q6 IJUH
| DGYI qRUNHq6WJAGHEt HhOYGOGWHqR2IVHRU21Jt qa I UqHt A#S

Source: Molek& Ikhide (2017)

In summary, the remarkably rapid growth of pension funds over the two decades since
1994 confirms the trends observed in the household balance sheets, namely that middle
and upper-middle-class households moved their savings into pension funds aftet994.
Given that pension funds consistently grew much faster than GDP per capita (except for
the dip caused by theGFQC) and given the concentration of pension assets in middleand
upper-income households, it follows that the absolute value of these pension asset
significantly increased the wealth of this group over the period to 2014. If the pension
funds had invested the bulk of their funds in fixed assets (such as infrastructure) rather
than liquid assets, then this vast accumulation of wealth could have had ositive
impact on the economy. This was not the case. Compared t@rganisationfor Economic
Co-operation and Development countries, South African pension funds are the lowest
investors in infrastructure (less than 5per cent compared to 40per centin Canada)?™
Indeed, at most 10per centY n WG Ut RYUWnea UT + Ws W1 WWRUB I3t qIT L
general, and GCFG in particular.

5.7 Shadow banking

As Figure 51 shows, the liberalisation of the banking sectoy which began before 1994
and was completed after 1994, resulted in a proliferation of a wide range of sealled
ht 6 ¢T Ys.AIHE U tUtRei Nald consolidated their role as the enablers of the
increasingly large financial flows that were not being reinvested in GFCF. They either
enabled the circulation of finance within the South African economy, or they facilitated
the outward and inwardflows of finance on behalf of NFCs, banks and internatiorla
investors.

Usingthe narrowdefinition of OFIs used by thd=SBby 2016 the ZAR value of the assets
of the shadow banks was R2 trillion. If the wider definition of shadow banks is used, the
total value of their assets in 2016 is estimated to be R3 trillion.?"?

2"tSachs (2021: 7)
22 Kemp (2017)
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Significantly, between 2008 and 2016, the ZAR value of assets of shadow banks tripled
from R11 to R33 trillion, with average annual growth rates of 147 per cent. By 2016,
the largest sub-sector of the shadow banking sector was CISs (otherwise known amit
trusts), popularised, for example, by firms like Allan Gray, Ninety One, Momentum and
Coronation. If MMFs,HF and private banking services are excluded, then the assets
within the various CIS schemes were worth R2 trillion by 2014, followed by assets in
REITs at R357 billion, MMFs at R293 billioflmpance companies at R265 billion, brokers
at R83 billion,HF at R68 billion,trust companies at R60 billion, securitsation schemes

at R58 billion, stokvels at R49 billion, PBSs at RaLbillion and peerto-peer lending at R78
million. 2”2 Added together, even if only 2@er cent of the R32 trillion these institutions
keep in circulation went into GFCF, this could be a substantial contribution to filling the
infrastructure investment gap.

Over the two decades between 1994 and 2014/16, the shadow banking sector grew
faster than the commercial banking sector. By 2014/16, shadow banks were half the size
of the banking sector, but the value of their assets (and therefore liabilities) was equal

50 per cent of GDP?#* This explains why the SARB became increasingly concerned by
2014 about the systemic risk posed by shadow banks.

First, the rapid rise of the shadow banks was directly related to the regulatory response
qYWaq6éWWht GecdadWAcUt RUNDWHI Rt Rt k WYnW=MMZWe¢ UT Wa
followed. Following this crisis, regulators imposed stricter requirements on traditional

banks. This included more stringent capital adequacy standards, tighter liquidity
requirements, and increased scrutiny on lending practices to ensure financial stability

and prevent a repeat of the crisis. This reduced the flexibility of banks dncreated a

space for theless-regulated shadow banks to step into the vacuum that was created.

Shadow banks could operate with more leverage and engage in riskier lending without
facing the same regulatory scrutiny as commercial banks, making them attractive to
certain borrowers and businesses.The existence of shadow banks was justified in terms
of their roles in enhancing credit and liquidity provision strengthening market
efficiencies by reducing market rigidities and promoting risk and innovation. The
underlying assumption, of course, is that significant increases in the velocity of financial
flows through an economyare systemically self-reinforcing because greater liquidity was
equated with more efficient markets an assumption that has been questioned since the
2007-9 GFC2"> However, because they operate outside of regulation, regulators became
increasingly concerned about the risk theymay pose for financial stability. Hence the
SARB report by Esti Kemp entitleblleasuringShadow Banking Activities and Exploring its
Interconnectedness with Banks inSouth Africa.

23 Kemp(2017:13). CIS: Collective Investment Schemes; MMF: MonéWlarket Funds; PBS: Private Banking Services for high net
worth individuals.

274 Kemp (2017:18)

275 Tooze(2018); Turner (2015)
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While Kemp accepts the basic neoliberal premise that shadow banks are a healthy part

of the financial ecosystem, questionsbegan to beraised in 2014 by Kempand others
CHYzaqWt 't qUOGRAWI Rt t WRUWOGRNSqWYNnWaq6 W6 RNG WI
regulated commercial banking sector and the shadow banks. In simpler terms, this

refers to the way commercial banks work around regulatory constraints by channelling

funds through shadow banks.

EURYUT AWqWIWhT B2RV0YGaWUqgqeaWt q¢c qlk WUCE but ¢ qR2 1JL
those who called for structural transformation envisaged tighter regulation of the

financial sector and interventions to influence capital allocation.By contrast, those who

wanted to use state institutions to enrich a black industrial elite(that eventually led to

state capture) found it useful to use certain shadow banks as intermediaries.

Third, instead of the greater transparency as called for in the®P, collusion between the
Zuma-centred power elite and the financial sector resulted in greater opacity. The level
of this collusion has been well documented by Open Secrets in their report entitledhe
Enablers. There is, however, significant evidence that shadow banks were used in
various ways to enable state capture?’® These included the following:

1 Facilitation of illicit transactions.

1 Opaque financial pathways that enabled the concealment of the source and
destination of funds.

1 Offshore connections for channelling funds through multiple bank accounts
BYq6lJl s R DWW OYsUWet Whace! 31 RUNK b KO

One specific bank, Bank of Baroda, was used by the group of companies owned by the

] 2Gqé¢Wn¢dRO! WgYWHSe U0UG WA YedhpanilgaRst2TLAlthdegk & GG 1J # L
obliged to report these irregularities to the Financial Intelligence Centre in accordance

5 RO6 W6 WRI WHec Ut RUNWIRHWIUY DAWq6E 13t IWh e alll gt k Ws
that R45 billion was processed by the Gupta family via Bank of Baroda accounts

between 2007 and 2017, accounting for around 4@er centY n lWaq 6 WWHe¢ Ut kt WqV
Hzt RUIJt + IOWNG Rt WRY Ws 6 ¢Toellbhirkaate @éstinationohthis_nddeg k LT Y V 1
was a set of bank accounts in Dubai and Hong Kong. A leaked list of these transactions

reveals the complex web of banks, shadow banks, consultancies and front companies

in tax havens that were used to channel the proas of state capture. After operating in

South Africa for 21 years, this bank closed shortly after paying a surprisingly small fine of

R400000 for failing to adhere to Financial Intelligence Centre requirements.

The R45 billion processed by the Bank of Baroda was only a small proportion thfe total
capital flight?"®for the 19952014 period. Aboobaker et. al. estimate that total capital

278 These general trends are drawn from Open Secrets (2020), Alen&itcher (2019), and various reports by Shadow World
Investigations (2021).

277 Aboobaker, Naidoo & Ndikumana (2022)

278 Capital flight refers to the illegal flow of finance out of the country via various mechanisms.
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flight for the 19951999 period was US14,9 billion, rising to UP 77,9 billion for the
2010-2014 state capture period.?”® None of this would have been possible without a
network of colluding banks, shadow banks and various compliant professionals (lawyers,
accountants, etc).

Finally, shadow banks rapidly regionalised their sphere of operations. These firms often
financed projects and acquired stakes in businesses, contributing to infrastructure,
telecommunications, energy, and other industries across the African susegion. Sich
investments allowed these entities to operate outside the regulatory constraints of
traditional banks, providing more flexibility in financing and investment structuring.
Examples include microlenders and other specialised credit providers,tax-friendly
REITs and other property investment firms, and various investment funds that usually
join consortia to fund largescale infrastructure projects (e.g. power plants and transport
infrastructure).

Figure 511 provides a summary of the size and composition of the shadow banking
sector from a SARB perspectiveAccording to Kemp, all the wedges iRigure 511, except
the redone, pose risksbecause of the way these shadow banks get involved in higisk
liquidity creation, inflated leveraging and maturity transformation arrangements that
can go wrong CISscomprise 80 per centof the instruments deployed byshadow banks
(all the blue wedges) For Kemp, these areall rated as EF] which means they are
regarded asfsusceptible to runs.k° However, as Kemp observes, by 2014here wasto
regulation mandating a regulator to conduct macroprudential supervisior of this
specific set of shadow banks.

Finance companies make up 1%er cent of shadow banking activities and are rated as
EF2 by Kemp. While the National Credit RegulatgNCR)regulates these companies
they compete with banks but are less regulated. This, Kemp arguekould result in
regulatory arbitrager®!

As far asHFs are concerned, Kemp estimates they are ger cent of shadow banking
activities and are rated EF3Rated lower risk than CISs and finance companies because
although they take risks when covering short positions of businesses or providing loans
so that businesses can leverage larger loans, this risk is against theFs portfolio of
assets.

Credit insurance is only 1per cent of shadow banking activities and was provided by
companies supervised bythe FSB, hence rated EF4Finally, securitisation represents 2
per cent of shadow banking assets ands classified as EFSbecause these activities are
regulated according tothe Banks Act and managed bthe JSE®2

279 Aboobaker, Naidoo& Ndikumana (2022:152)
20Kemp (2013 17)
21 Kemp (2017:17)
22Kemp(2017:11)
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Figure 511: Shadow banking activities/entities, September 2&L&illions
Note: Blue areas indicate activities/entities that can be classified into EF1 according to the Financial

Stability Board approach; green indicates EF2; orange indicates EF3; red indicates EF4; and purple
indicates EF5
Source: Kemp (2017: 17)

The rapid growth of thdess-regulated shadow banks during the two decades leading up
t02014,¢ t Ws DG G Wet Wagd IRI WNI Ys ROUNWARUqUI #YUUUHRQqUT
i.e. the balance sheet configuration of assets and liabilities thaFigure 51 depicts in an
ideal-typical way, has been identified as the potential cause of systemic risk in the policy
and academic literature.222As the righthand panel inFigure 512 reveals, the financial
assets of the OFIs (whichinclude shadow banks) grew faster than any of the other
financial sectors between 2002 and 2016. This is due to significant flows into shadow
banks from institutional investors (pension funds, insurance corporations, etc) and from
international investors searching for higher yields in an international environment
characterised by increased liquidity due to QE and very low (even negative) interest
rates.?®

283 Kemp (2017; Mashimbye (2023)
B4Kemp (2017)

166



Per cent
50 500

’

5 40 ~ Y 400
4 30 ! 300
3 ‘l\ !
: 20 | . J ) J 200
"N |
10 [ > 100

o

Rand trilllions

0

2002 2004 2006 2008 2010 2012 2014 2016 2003 2005 2007 2009 2011 2013 2015

e South African Reserve Bank —— South African Reserve Bank
e Banks e Banks
Insurance companies Insurance companies
e Pension funds = Pension funds
==ee Public financial enterprises === Public financial enterprises
OFls Other Financial Intermediaries

== e=Bank CDS

Figure Bl2: Financial assets held and distribution of financial assets between financial
intermediaries ibouth Africa.
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Note: CDS = credit default swaps

What contributes to the systemic risk associated with shadow banking structures is their

opacity. Dueto data limitations, different forms of systemic risks can potentially remain
unnoticed. These systemic risks include regulatory arbitrage, transferring credit risk to
less-regulated financial institutions and the weakening of consumer protection. More

DI RYetG! AW et Wt el YsWHeUt WWPW+EGeUTl aWl q6IW E
mechanism will weaken because shadow banks cannot access loan facilities at the p®

rate. The upside of certain shadow banks is that they may facilitate greater inclusion by

making credit available atalower cost than banks.2%

The more interconnected shadow banks are within the wider monetary architecture, the
greater the systemic risk becomes’® By 2014/16, OF (i.e. the wider definition of shadow
banks)were providing $uth African banks with funding equal to 15er centof the assets
of these banks. Compared to the rest of the world, a global survey by th&Bfound that
OFI funding of banks in South Africa was the third highest in the woAd.This points to a
high degree of interconnectedness in the South African monetary architecture and thus a
high potential for systemic risk?%® A closer lookat the key shadow banks reveals the extent
of this risky interconnectedness.

MMFs, which made up 1er centof shadow banking by 2016, invested 90er centof their
assets in instruments created by the five largest banks. This represented Spér cent of
bank assets in 2016 By this time,MMFs had also invested in instruments underwritten by

25Kemp RO17:7-8)

286 Mashimbye @023)

287Quoted in Kemp 2017:20)

28Kemp(2017: 20). See also the overall conclusions reached by Mashimby2@23)
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non-banks (2per cent), government entities SOESs (Jer cent), securitisation schemes (2
per cent), listed REITs (less than ger cent), plus various smaller entities.

If MMFs,HFs and public benefit services are excluded from the cluster of CIS assets,
then 37per centof the assets of the remaining CISs were invested in equities by 2016, 13
per centin domestic bonds, and 18per cent were invested in other domestic funds.
Around 18per centof CIS assets were invested in instruments that were either created
by or underwritten by banks which represented, in turn, 8per cent of bank assets in
2016.22°The assets offinance companies expanded rapidly from around R25 billion in
2001 to over R250 billion by 2015. They sourced the bulk of their funding from Ron
banking financial institutions, particularly from fixed-interest securities and loans from
non-banks, which were by fartheir largestsource of funding2*®®

While ownership of shadow banking instruments was predominantly a feature of elite
households, stokvels continued to be the noticeable exception. They are a type of non
bank financial institution that was also accessible for lowerincome householdsand was
led almost entirely by poor black women Supported by the largely merded NASASA, the
women-led stokvel movement grew from strength to strength during the two decades
through to 20142 Although they continued to play a key role in poorer communities,
over the two decades since 1994it became increasingly common for women who
moved into the middle class to continue to build higkend stokvels. Most participants in
stokvels tend to have incomes (from jobs or their own small businessesand therefore
have disposable income. It was estimated that by 201,7the savings in stokvels had
grown to R49 billion?*? The survey by African Response Research published in 2012
found that 40 per cent of South Africans belonged to a stokvel. Significantly, this survey
found that the majority of stokvel members in 2012 were in LSV and  and nearly all
had bank accounts.About 78 per centof members were between the ages of 25 and 49.

In summary, not only did the shadow banking sector grow faster than the banking sector
during the two decades to 2014 to the point that their collective assets equalled Ser
cent of GDP,but the deepening interconnectedness between the lesgegulated shadow
banks and the highly regulated commercial banks started to raise concerns about
systemic risk. This became a concern for the SARB becausss the balance sheets of the
shadow banks expanadA Wa 6 W nn IHqR2 0t + WY nWaqé DWE A7kt
mechanism to stabilise the currencyweakened. Like in the case of the pension funds,
the beneficiaries of shadow banking assets are the richer households, and there are very
limited investments in fixed assetsby shadow banks Their primary role is to manage the
expanding flows of finance that were not beingeinvestedin GFCF By contrast, the large
majority of poorer and lower middleclass households (but not the very poor) were

29Kemp @Q017:23)
20Kemp @Q017:24)
291 Gwamanda (2019)
292 Gwamanda (2019)

168



members of mainly women-led stokvels that together had a balance sheet of R49 billion
by 2017. These funds were deposited in accounts in the main commercial banks.

5.8 Central bank

Figure 51 reflects the growing stability of the SARB as its asset base grew and advances
to commercial banks declined. The strategic choice that was made to abandon exchange
controls to focus on inflation and capital flows contributed to the strengtheningof the
asset base which, in turn, underpinned the stricter regulation of the banks following the
twin crises of 2002 and 2007/8. Four dynamics stand out to charactese the institutional
evolution of the SARB up until 2014.

First, the SARB updated itdvionetary Policy Implementation Frameworkand gradually
converged with international conventions regarding the separation of monetary and
fiscal policy.?® From the late 1980s it modernised its various systems:In 1998 a
repurchase-based refinancing systemwas introduced;?**the manually operated inter
bank settlement system was replaced with a new automated system® and selected
private bankers were appointed as primary dealers in government bonds*®® These
solutions¢ 0 RN U JT LWaq 6 1J With £&ntral Bink bracticdstin\Webtern countries,
particularly in the context of European monetary unificatior®

NEWWE A7kt Wl Wt gYUt DWqYWaqS8JWNOPY WHz ItheJUH! WH
stabiliser of the currency. Following a dramatic depreciation of the ZAR, the SARB
increased the repo rate from 15er centin May 1998 to just under 24er cent by June.
Simultaneously, it borrowed foreign currency in the forward market, which was then sold

on the spot market. Consequently, the net open foreign position (net international

reserves minus the central bank's forward liabilities) decreased byJSD 10 billion

between April and September 1998%

In 2000, the SARB introduced the inflatioftargeting framework with a consumer inflation
target of 36 per cent (discussed in more detail in the 2024 section). Trade unions
opposed thispolicy, as theyarguedthat it retarded economic growth and, therefore ,was

inappropriate in a high-unemployment environment. Even leading businessmen
agreed

E2GGY!l qUl { WYnWqéWWhT I20aYGaWUqecaWt q¢cqlk WUe¢l |
circles were critical of inflation targeting. This was reflected in mild tones in the GP

293Cf, McNamara (1998)

294SARBreport of 2020quoted in Naidoo, Meerholz & LehmanrGrube (2024)/6N 6 I WE A7 WHI 13¢ qJt We Wi Rhue RT Ra ! Wi 13}
shortage) in the money market, which banks refinance at the repurchase (repo) rata fixed policy interest rate determined by the

MPC.+b

2%5Van Der Merwg(1999)

2%Van Der Merwg(1999)

2"Murau & Giordano (2024) Murau, Goghie& Giordano 025)

2% Bhundia & Ricci (2005)

29power(2024)
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published in 2010. While supportive of monetary policy and inflation targeting, the QP
suggesied that monetary policy should be more flexible andshould consider the trade-

offs between controlling inflation andjob creation bypromoting economic growth. It also

called for lower interest rates and improved oversight to ensure that the financial

F OHgqVY!I kKt WRU2 13t qa 1JUteiddalsy | ¢ qJNRIJY WE G RNUWs R 6 LW

Second, as already discussedihe SARB playedcentrall Y i DWRUWq 6 Wht G ¢ O G WF
of 2002 which led to theconsolidation of the banking sector. However, by misdiagnosing
q6WGI YAGUGWet WewrYU2WDU0qRYUcOWhTOR2RI-Rq! k WH
capitalised banks with large shortterm liabilities,?®q ¢ JWE A7kt Wl 3t gGY U+ Juwl |
halving of the number of banks and the exiting of smaller banks that were generally

regarded as more responsive. Capitec, founded in 2001, stepped into this vacuum with

hi-tech solutions that enabled it to provide more innovative solutions than the

mainstream banks.

TheGFCG ¢ | t JT W¢ Wael URUNDWGYRUqWRUWg6 WWE A7kt We GG
the use of monetary policy tools to address the associated financial and economic

fallout. To counteract the effects of the GFC, between December 2008 and July 2012

SARB dropped the repo rate from 1Rer centto 5 per cent.®*! Since the South African

economy was largely insulated from liquidity disruptions thanks to the controls

introduced after 2002, no unconventional monetary policy measures such as QE were
introduced. 32

The so-called Twin Peaks model was introduced with the signg of the Financial Sector
Regulation Actinto law on 21 August 2017% The Twin Peaks modejave effect to three
important changes to the regulation of the financial sector. Firstly, it gave the SARB an
explicit legal mandate to maintain and enhance financial stability. Secondly, it created a
prudential regulator, the PA within the administration of the SARB. Thirdly, thEinancial
Sector RegulationAct established a market conduct regulatort the Financial Sector
Conduct Authority (FSCA).

Since the adoption of the Twin Peaks model, the PA has worked on developingtrong
and effective relationships with the FSCA, other financial sector regulators such as the
NCR and the Financial Intelligence Centre, and stakeholders in genekat*

It is very clear that the SARB understood its role as counteracting the inflationary
pressures that state capture unleashed. It also took strong aricorruption actions. This
included beefing up capacity foranti-money laundering and counterterrorism finance
measures. This included reinforcing the capacity of the Financial Intelligence Centre to
enforce anti-money laundering and counterterrorism finance controls. The SARB also

300 Havemann (2021)

301 SARBreport quoted in Naidoo, Meerholz & LehmanrGrube (2024)
302ghikwane, De Bee& Meyer(2020)

303SARBreport of 2021quoted in Naidoo, Meerholz & LehmanGrube

304 SARBreport of 2021 quoted in Naidoo, Meerholz& Lehmann-Grube (2024)
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imposed soHc GO T Whée¢T GRURY gl ¢cqR21IWH ¢cURqRYUY k WY UWH
measures. Furthermore, the SARB hasfrom time to time, launched special
investigations to deal with corruption.

[ Yel q6 AWq6JWE A7WHYUqlI RA2 qUT WaqYWaecUENRUNWEY
international financial architecture. For instance, the SARB played a key role in setting up

SIRESS in 2013. Largely driven by the regional operations of South African pamnies,

SIRESS initially enabled banks to interact within South Africa, Namibia, Lesotho, and
Swaziland (now Eswatini). Over time, additional SADC countries joined the system,
broadening its reach and enhancing financial integration within the region. SIBS

allowed banks in participating countries in SADC to interact with each other using a real

time gross settlement system denominated in ZAR. The introduction of SIRESS may be
interpreted as a step towards reducing dependence on the USD as a global key i@ncy

in the Southern African region. Since SIRESS was operated on the balance sheet of the

SARBas the hierarchically highest balance sheet and uses ZAR for settlement purposes,

the setting up of SIRESS may also be seen as a step towards establishing Z#R as a

regional key currency. As a precursor to the BRIG3us initiative on local currency

trading later on, in 2015 6 JWE A7 We UT W6 WWARBY GO Wkt W7 ¢ Ut WYnl
of a bilateral swap agreement that enables the exchange of local currencies between the

two central banks, with a limit of up to RMB 30 billion (approximately ZAR 57
billion).3%The currency swap arrangement was renewed in 2021.

The following five time series figures visuae severalkey dynamics on the SARB balance
sheets. In the period before and after the GFC, the SARB had a constantly expanding
balance sheet(Figure 513). While this spiked slightly in 2008, it plateaued from 2009
2010 and then continued an upward trajectory. The balance sheet grew from R 247
billion in 2007 to R 550 billion by 2013.
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Figure 513: Total Assets 202013
Source: Naidoo, Meerh&@z.ehmanrGrube (2024)

305SARBreport of 2015 quoted in Naidoo, Meerholz& Lehmann-Grube (2024)
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The South African economy experienced increasing stability between 2000 and 2014.
Figure 514 shows the expected trend of a steady contraction in advances to stabde
financial conditions.
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Figure 514: Advances provided (as a % of Total Assets)22031
Source: Naidoo, Meerholz & Lehm@&mabe (2024)

As Figure 515 indicates, the period up to 2008saw a large increase in foreign
denominated deposits by the government held by the SARB. Only from 2009 did foreign
denominated deposits rapidly rise through to 2011 before stabging until 2013. ZAR
denominated deposits were on a downward trend after 200 This may reflect a
preference for foreign currencydenominated deposits, as they have higher resilience to
global systemic financial shocks than domestic currency. Foreign currency government
deposits increased from zero in 2008 to ZAR 8Dbillion in 2013.
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Figure 516 reveals an upward trend in liquidity ratios, including an upward spike in
government bonds and foreign reserves during the crisis period, dipping immediately
afterwards and then recovering its upward trajectory. This is similar to the response of
the liquidity ratios in the post-1994 period, which indicates a correlation between
economic stabilisation measures and increased liquidity. As the SARB increases liquidity
during crisis periods this provides further insight into howit does this, as well as
increases the elasticity space of the financial architecture in times of instability, and then
contracts the elasticity space, through the repurchasing of liquid assets.
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Figure 516: Liquidity Ratios 2062013
Source: Naidoo, Meerh@z.ehmanrGrube (2024)

Figure 517 shows a steady increase in foreign deposits during the period of economic
stabilisation (2001-2007), followed by a dip in foreign deposits in 2008, with a recovery
and stabilisation after the GFC.
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Figure 517: Foreign deposits (SARB Liability) as a % of Total Liabiliti2® 2801
Source: Naidoo, Meerh@z.ehmanrGrube (2024)

During the 19962014 period, the SARB consolidated its position as a strong and capable
manager of monetary policy. It significantly strengthened its balance sheet, introduced
the Twin Peaks model to manage the entire monetary systemmore effectively,
modernised its systems, formalised inflation targeting and took strong action against
corruption.

5.9 National Treasury

As demonstrated below, 2014 marked an inflexion point for the NT.From a GFCF
perspective, although the real decline in investments in infrastructurestarted in 2014,

this was consistent with anunderlyinglonger-term trend between 1994 and 2008when

there was a reduction inpublic debt-to-GDP. AsBurger et al. (2015point out, this may
have created fiscal space, but investment in public infrastructure declined.

Four trends are significant, elaborated in detail below:

1 First, it is when the NT started implementing precyclical austerity measuresin
responseto low growthlevels triggeredby the GFCand reinforced by state capture
thereafter.

i Second, the impact of state capture on the SOEs was reflected in a steady decline
in the capital spending of the SOEs from 2014 onwards.

Third, the rise ofindustrial policy thinking within a widerh T 32 DG YGa DU q¢ G Wt
narrative from the early 2000s contrasted withand some wouldevensay resisted
by, the Nkt WHRYGORqOGUUqWaqYWnRt #HcaWwWrYUt JI 2¢ qRH
héecet qUl Ra! WHa2T NUqt k Wt q¢ | qRUNWRULW=ZMNZ IO
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1 Fourth, the NTand the various Ministers of Finance had become strong supporters
of the regional integration strategies driven by the Department of International
Relations and the O0'l.

First, despite strong objections from the trade unions, the South African Communist Party,
local governments and leftwing intellectuals, the NTwas determined to avoidraising debt
levels to fundfiscal expansion. Instead, itimplemented a series of pracyclical austerity
measures as growth faltered. From 2012 through 2014 to about 2018, core spendirand
transfers to poorer householdsG 0 ¢ qqlJ¢ 2 1JT OWs ¢ HYHWu 2 d ¢kt W WHRE RY
tuition in response to the nationwide#feesmustfall protests and the expansion of health
spending in preparation for the introduction of National Health Insurance contributed to
rising debt levels. The bulk of the growing budget deficit of3per cent was devoted to
financing the interest on debt. Athough employment growth ended in 2012, the turning
point came in 2016 when the budget balance went negative as economic growth slowed
and tax income fell3%

Aspanel (a)in Figure 518 shows, from 2009/11 onwards,the NTallowed taxes on capital,
wealth and corporate income as a percentage of GDP to decline in the wake of tG&C
while personal income tax and taxes on consumption steadily rose. Pané) reveals the
widening gapsince 2012between the rising income of employees (which explains rising
personal tax, mainly from the wealthier households) and declining GVA, which Sachs
attributes to the ending of the commodity boom.

Underlying these trends is growing inequalityas Sachs put it:Ait may be that affluent
South Africans sustained real gains in compensatiom driving up tax collectionsT even
as growth slowed, and unemployment surged among unskilled and loamcome workers
who fell below the tax threshold Given that there are more womerheaded households
amongst the poorest 50per centof the population, this trend reinforced sociceconomic
and genderbased inequalities. Exacerbating this was the fact that rising consumgion
taxes (mainly VAT and fuel levy), which are the largest source gidfvernment revenue,
affected the poor more than the wealthier groupsResearch has also shown thatvAT
tends to have more negative effects on women compared to me#’ To make matters
worse, the fiscal authorities were of the questionable view that there was no fiscal space
to effect transfers to poor households to offset the negative impact of rising
unemployment. Instead of taxing wealth to subsidie the poor, wealth taxes such as
estate duty, transfer duty and property taxes are a small share of government revenue,
which means corporate income tax is the only really significant tax on capital.

306s5achs(2021:18)
307 valodia, Smith & Budlender (2001)
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(a) Major types of Taxation (b) Compensation and operating surplus

Per cent of GDP, 2000-2019 Share in value added at factor cost, 1990-2019
1% 56%

54%
52%
50%

48%

Percent of GDP

46%

—Compensation of employees

Percent of GVA at factor cost

-e-Taxes on consumption

. 44%
-e-Personal income tax —Gross operating surplus/mixed income

—Taxes on capital, wealth and corporate income 42%
5%

A A A a a

= = =2 o o

N NN
o o o
Fiscalyear & 2 R

Figure 518: Taxation, GDP and the Functional Distribution o
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While poor households suffered theeffects of rising consumption taxes without an
increase in transfers during recessionary times, wealth taxes have effectively gone down
even though wealthier households are better able to cope with downturn®2 In short, poor
and working-class households carried a greater relative burden than wealthier households
as the effects of state capture and recessionary conditions took their tollThese dynamics
have, of course, reinforced the preexisting subordinate position of poorer and lower
middle-class women whose main source of supports civil society organsations, certain
welfare grants, and their own collective savings formations.

AsFigure 519RUT RHAC qlJt AWEYe q6 W n | R Heading UptdRheBavid LIGYt R q
19 crisis, could not have been worse. As far asational and provincial government

balance sheets were concerned, interest payments were growing faster than aither

spending, with no end in sight. Capital spending across all levels of government

collapsed from 2014 onwards, while goods and services spending increased marginally.

The free university education commitment by President Zuma to bring a halt to the
#feesmustfall mass student protests drove up transfers to universities and forced budget

cuts across other sectors.

Budget cuts imposed from above andabove-inflation wage settlements from below
forced departments to cut capital spending and maintenance budgets. The result was a
decline in the quality of allgovernment services and infrastructures across the board
but particularly the health, education, and policing departments, which affected the
poorest households and vast swathes of womenthe most 3%° compared to wealthier
households, who use private education, private health care and private security services.

308 Sachs (2021: 2621)
395achs(2021:19)
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Figure 519: Trends in the economic classification of the expenditure (selected items)
Source: Sachs (2021: 19)

EURYUT AWqsWIWhT B2RV0aYGaGWUqeaWt qcqlekwlUcl | ¢qR2 1L
of state and nonstate actors opposed to fiscalausterity. Indeed, budget cuts driven by

the NT may have put the squeeze on thenational and provincial governmentsbut

spending by partially offbalance sheet public sector institutions not directly controlled

by the NT continued to expand. This includes those institutions with their own sources of

income, namely local governments with their own tax bases, the 158ETAs,whose

funding comes fromskills levies payable by employers, plus various other national and

provincial extra-budgetary institutions engaged in welfare, small business fundingand

provincial development projects. These institutions were able tosustain rising
consumption spendinglevels for awhile as national government spending decreased.

This was the origin othe current local government debt crisis. The original intention was

to create a counterweight to theprovincial and national governmentthat reflected

grassroots interests, which 5 ¢t W YnnRHRcTGOG! W1 K¥nJI 1 U7 W aqVYW e
governmentt®¥ In reality, over time most were hijacked by corrupt local leaders who had

no interest in developmental action.

Third, the impact of state capture on the SOEs was reflected in a steady declinethre

capital spending by the SOEs from 2014 onwardsHigure 520). This reflected the twin
impact of state capture and tighter fiscal policiesto limit rising debt. It took a few years
before the capex of municipalities and provincial governments followed suit.

310 vvan Donk et. al. (2007)
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Figure 80: Capital Spending by Public Sector Institutions (2008)
Source: Sachs (2021: 6)

Note: A distinction is made between spending financed largely out of general taxation and utility charges
(bars) and those financed on the balance sheets ofcstewed enterprises (the line). Estitalgetary

accounts and funds in this (Stats SA) datasktde public utilities operatippassenger rail, national

roads, and water infrastructure

Figure 520 reveals the dramatic dropoff in capital spending by SOEs from 2014 onwards

(grey line). However, the drogoff in capital spending by all the other government
departments combined only really staried in 2016. After 2014 the role of the SOEs

declined dramatically, reflecting the negative impact of state capture on their respective

balance sheets. Until then, to ensure improved infrastructure delivery, SOEs received

funding from lenders and via the budget with respect to major capital projects, including
thiJIWW=MNMWi YI 0T W9aGAW] ¢caql ¢cRUAWEY t YOkt WHz2RGT U
expected to be selffinancing balance sheets.

Finally, every year the N increasedits support for regional integration. This was reflected

most clearly in the annualbudget speechesof the Minister of Finance. He referred to

I JDRYUcaWRUNI ¢t ql erdqgel BWT PW200YGGWUqW RUW =MN
contributions to the African Development Bank in 2014, investing in regional transport

and energy networks in 2016, the need for ingsive growth in 2018, and a commitment

to the African Continental Free Trade Aread{CFTA) irthe 2020 speech.

5.10 Summation
N6Rt Wt DAqRYUWG6c¢t Wt qel RUT Wad8WWHea¢ec URDWE 6 1313q L
architecture as it was by2014. By tracking the emergent trajectory of the monetary
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architecture that was in place by 1996, this section considered four macrotrends:
regional financial integration, banking sector consolidation, the rise of the
developmental state narrative, and state capture.

As the 20022012 growth period came to an end, the Zumaentred power elite that

coordinated state capture from 2009 onwards attempted to exploit the growing

frustration with the apparent inability of the post1994 government to overcome

persistent inequalities and weak economic growth. State capture was a failed attempt to

maUl callU0qc¢ad! W WEYUnRNDel DWEYeq6lWl nl RACKt WGe |
hl ¢ RAC O WIRY UY GO htjticat pidjett May havefalét (but the damage

was done. Caital investments by SOEs started to collapse from 2014 onwards.

As the developmental limits to dollarsation and financial deepening became

increasingly clear, alternatives such as mild regional financial integration via SIRESS,
intra-African trade via the AfCFTA and orientation towards the BRICS began to shape
EYaq6Wl nl RACKt WI+qll UcdWGYt RqRYURUNIO

NRNDS6qWi YUWDqel ! WGYTRH! AW JWRUqUI UcqRYUC T RY ¢ q
the absence of deposit insurance made it nearly impossible for policy makers to

influence the domestic investment decisions of NFCs, banks and pension funds. This

was a missed opportunity to develop a banking and nebanking financial system more

prone to domestic invesiment. However, if such a system had been established, the

integrity of the banking system may well have been compromised by state capture.

The logic of the old bankbased financing model inherited from theapartheid era had
largely broken down as the corporate bond market took off and more and more wealth of
mainly elite householdswas stored in the NBFI sector. Without mechanisms for ensuring
these NBFtmanaged funds and bank lending were rnvested in gross fixed capital
formation, economic growth inevitably remained very weak. The growth of shadow
banking was required to facilitatethe increasing scale and velocity of the resultant
liquidity, a phenomenon that the SARB began to worry was a systennisk.

N6WW qc¢c qlWAE Gaeal 1JW! PrésidentylamdifiRdiizsds@gtiverbdioz 0 ¢ K + LU
financial dynamics. As international and domestic investors lost confidence in South

nl RACKt Wacl t Wat We U7 WRUHAHI ¢t RUNG! WRYAGGI YaRt I
as fixed investments declined. Precyclical austerity budgeting from 2012 onwards in
response to rising debt levels and declining tax revenues reinforced these negative
trends. Furthermore, tight monetary policies to constrain inflationary pressures mean
that relatively high interest rates pushed up the cost of capitalthus further retarding
growth-inducing investments.

Various policy initiatives were introduced to address the economic challenges, including
the NGP (2010) and the NDR2012). However, none of these policyrameworks was
matched by a corresponding set of balance sheet reconfigurations to redirect the flow of

179



capital. A path-dependent monetary architecture evolved that contradicted thelogic of

a raft of positive developmental policy frameworks. Unsurprisingly, as the data on the
inequalities of household balance sheets the cash-starved small business sectorand
the worsening sociceconomic position of women reveal, inequalities, poverty and
unemployment deepenedunder these conditions.

What was missing was a macrefinancial governance framework for governing South

nl RAcCkt WRUqqWI aYAt RUNWAHcac UHWDWE 6130 qt WRUWSs ¢!
national developmental policies such as the NGP and the NDP. Ironically, the Zuma
centred power elite had, in their confused and misguided way, grasped this reality to
some extent. Their obsession with the reconfiguration of SOE balance sheets was,
indeed, about unlocking new flows of finance for, of coursea highly corrupt purpose.
Unsurprisingly, therefore, they perceived theConstitution as an obstacle in the way of
hl ¢T RAcTOWUHEYUY GHRBHIEss b ddinocnalicl v@rsian RY hkacrefinancial
governance is found, state capture could happen again. Hencehe importance of this
report.
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6 EUCGt6YqWNaWEYeq6W nl RAckt W~YUWaqel ! L

This section depicts the balance sheet configuraton Yn W EYe q6 W nl RHC K1t L
architecture as it had evolved by 2024, depicted in FigureB. South African politics ha

HIJWOWY 6¢ GUT WH! Wt q¢ qldlH cfiEstant $étbiddernmR bhidtlice ¢ # Y A L (
(ending in 20B), followed by attempts during the first presidency of Cyril Ramaphosa to

manage the fallout while simultaneously dealing with the Gvid-19 pandemic. The

elections in May 2024 have led to a second term for Cyril Ramaphosa, now heading up a

h] MRUGWUqWYn W astheRANC)forhHLidsitine $incel1994 lost its absolute

majority. Ths signals that theSouth African votersbecame increasingly frustrated with

the persistent failure to reduce inequality, create more jobs, and provide better public

bl 2RAVH W UWe UWRUqUI UecqRYUC O WG 1V 2rdsiilghglic ¢ T VY LWF
the emergence Yn W ¢ Wh G 2 @ a, Rvidich trefléctdl theY reldtiVeiveakening of the

NG YU!IAlWHIEGAL) MA q 6 k We UT Wneal q 6 1dtthidlsaomé tihe& N a 6 13U F
climate change and the perceived need for decarbosiation have received greater

salience on a global scale.

Despite a succession of economic policy frameworkssince 1994, South Africa had still
not found a socially inclusive economic growthpath by 2024 Persistent inequalities and
sustained under-investment in GFCHaveundermined efforts to achieve the goals of the
NDP.3t Numerous reports confirm that massive investments are required to address
infrastructure backlogs and prepare for future growtt¥2 However, as the ten-year bond
yield continues to riserelative to decliningnominal GDP growth,the interest on public
debt has started todiverge from nominal growthrates in ways not seen before

It is time, therefore, to adopt a new approach to the macrdinancial governance of South

nl RAEcC Kkt WaGYUWqel ! Wel A6RaqUAgel DOWNS UMWl ¢T RR
between public and private sector financing, is no longer useful. Nor is it useful to
assume that the only creators of value are the private sectot® Given that the financial
ecosystem can be understood as a web ahterlocking balance sheets, it follows that the
macro-financial governance of the monetary architecture of this ecosystenhas now
become a strategic necessity

The 2024 moment brings into reliefife t 13! Wal WUT + W6 caqlUéc21IWt 6¢ G
monetary architecture throughout the last decade:the collapse of SOEs constrained

fiscal spending, low levels of economic growth, climate change and loadshedding, as

well as tectonic shifts in a multipolar world.

311 National Planning Commission (203)

812 Development Bank of Southern Africa, National Treasury, National Planning Commission & Presidential Climate Commission.
(2025a, 2025b, 2025c). World Bank (2023)

313 Mazzucato (2018
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First, the implosion of SOEsand the breakdown of public utilities provision: The looting
of the SOE balance sheetby state capture forces with the collusion by bigprivate sector
companies (including Deloitte, SAP, KPMG, McKinsey, law firms and various banks
exacerbatedthe impact of adverse economic conditions

Second, over-extension of the Treasury balance sheet and the consequent pressures on
the central bank.In an influential 2024 report, titted Macro-Economic Policy: A Review of
Trends and Choices 3% the NT concludes that fperhaps the most important
macroeconomic trend of the period under review is the rapid rise in the debt stodkn
EYaq6Wl nl RHECEK tirlbbtk dbgoldtet tdritis atidlin Lonparidbn, to GDR The
Report observesthe cause asthe widening of the gap between tax revenues and
expenditure. No solution, however, is provided other than austerit, i.e. reduce
expenditure. The income side is largely ignored.

Third, stagnation in anoverly financialised economy. The rising debt burden with low
growth rates and declining levels of public and privatenvestment contrasts with the
state of the financial sector: South African banls remained highly profitable and the
highly liquid NBFI sectorwas not under pressure to redirect investments into GFCF.
While GFCF declinedftihe total value of financial assets in the economy increased from
roughly 675per centof GDP in 2010 to about 80Ber centof GDP in 202%3° As already
indicated, this financial deepening was reflected in the growth of the asset base diBFIs
from about 198 per cent in 2010 to 242 per cent of GDP by 2021, with liabilities
(households, pensions) growing froml93 per centto 248 per centof GDP over thesame
period.®® In parallel, what the SARB refers to ashe Rest of the World(RoW)assets
(South African liabilities to foreigners)ncreased from 98 per centto 123per centof GDP
from 2010-2021, while the RoW liabilities (South African claims on foreignershcreased
from 74 per centto 137 per cent of GDP3' Without macro-financial governance of this
monetary architecture aimed at the redirection of capital into GFCF guided by industrial
and infrastructure policies, stagnation is likely to persist.

Fourth, prolonged high levels ofloadshedding came to an end in 2024 as the energy
availability factor of the existing coalfired power stations improved, large quantities of
renewable energycame online, and demand remained low due to poor economic
performance. At the same time, due to the way finance is moving away from investments
in coal because of climate change and the rising costs of coafjovernmenthas accepted
that future energy demand will be metn part via renewables plus backup (batteries and
gas).This has led to the gradual breakdown of the mineranergy complex that has been
the foundation of the South African economy since colonial timesThe fact that nearly

314 National Treasury (202)

315 Hadji-Lazaroet al. (2025)
816 Hadji-Lazaro et al. (2025)
317 Hadji-Lazaro et al. (2025)
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90 per cent of climate finance stems from South African private sectosources reflects
how quickly new balance sheet configurations can fall into placeé*®

Fifth, DA qYURHW! 6 Rngt WRUW¢ UWRUAI D¢t RUNG! WaealqRC
positioning. This is not just about risinggeopolitical conflicts in Ukraine, Gaza and Sudan
that have all resulted in international actions by South Africa. It is also about the
enlargement of the BRICS club fronits original members (Brazil, Russia, India, China,
South Africa) to include Argentina, Egypt, Ethiopia, Iran, Saudi Arabia, and the United
Arab Emirates. This enlarged group accounts for 4@er cent of the world's population
and 35 per cent of global GDP (measured at purchasing power parity). This has
implications for the New Development Bankhat was established in 2014 by the BRICS
to reduce dependence on U® loans from international Multilateral Development Banks.

By 2022 it had a balance sheet olUSD28 billion and had started making loans in local
currencies. The enlarged BRICS is exploring ways of trading in local currencies to reduce
dependence on the UD.

South Africaalso provided leadershipin setting up the AfCFTA, which it signed in March

2018. AfCFTA accounts for.B billion people and a GDP otJSD3.4 trillion. South Africa

has strongly supported proposals for a PaiAfrican Payment and Settlement System to

facilitate transactions under the AfCFTAMoreover, South Africa was the first country to

propose a Just Energy Transitiom Investment Plan 5 6 RHS W¢ | qRA2 G e qlJl WEY
investment requirements to achieve the levels of carbon reduction requiredy its

Nationally Determined Contributions under the Paris Agreement to reduce greenhouse

gas emissions

The remainder of this section discusses thesei¥e trends with respect to the various

Gel qt WYNWEYeq6W nl RAcCKkt WaYUWqel ! Wel #H6RqlHGe
b qecqget Whe YWRUWgq6sWWHRY2U0ql ! Kkt WaYUWDqcel ! e UT WnRC
current position with the two overarching challenges that motivate this report: ongoing

inequality and persistent underinvestmentin GFCE

818 Climate Policy Initiative, GreenCape & Presidential Climate Commission (2023)
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