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The low or anaemic growth rate being expe-
rienced in the recent past in South Africa and
many other parts of the world is cause for
concern. While global growth is a major fac-
tor in slowing down domestic growth, it is not
the sole factor. South Africa needs to become
more ambitious and raise the bar towards a
higher rate of growth. So a fundamental ques-
tion becomes, how fast can we expect to grow
despite the heavier headwinds that confront
the global economy? How has India done it?
What lessons, if any, can we draw from the In-
dian case?

The Indian experience is telling in what it sug-
gests about the relationship between govern-
ment and the private sector. More so because
the current ambivalence between the private
sector, trade unions and the government in
South Africa cannot continue to persist. De-
spite the emergence of the National Devel-
opment Plan (NDP), the different forces in
South Africa still need to find a way to work
towards a common vision.

The Indian Experience

From independence till the 1980’s the Indian
economy grew at a modest rate of 2-3 per
cent. The standard explanation for India’s
recent growth spurt has been ascribed to
economic reforms initiated by Manmohan
Singh in 1991. However, the evidence shows
that this is not the case. Economic growth
began to double in the mid 1980’s. Dani
Rodrik and Arvind Subramanian have argued
that the acceleration in the rate of growth was
primarily due to a change in the attitudes of
the national government towards the private

sector. It is now conventional wisdom that
India’s growth acceleration predates the 1991
reforms.

What this kind of reform indicates is that gov-
ernments do not need to do an enormous
amount to unlock the growth potential but
simply clean up the regulatory impediment to
generate investment. Marginal changes to the
regulatory environment can trigger an invest-
ment response. This can change the nature of
the conversation as well as the narrative for
growth and structural change in the economy.

The South African Economy

It is important to point out that the South
African economy has gone through a whole
series of reforms since 1994. Though the
economy peaked in mid-2000, at present
growth is low and well below potential. The
question that arises is what is the problem? Is
it an implementation problem or does more
need to be done? Is there something wrong
with the development strategy in place? Or
what is South Africa’s License Raj?

The South African economy grew at 3.2 per
cent a year on average from 1994 to 2012.
Potential growth is currently thought to be
around 3.5 per cent, though it was estimated
at around 4.5 per cent during the four-year
period from 2004 - 2007 when growth aver-
aged around 5.5 per cent. Economic growth
however, has mainly been driven by domes-
tic demand and financed through a persistent
current account deficit. The current account
balance was close to zero around 2003 but has
subsequently increased, and regularly hovered
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at around 6 per cent of GDP.

We should do everything possible to achieve
a higher growth rate. Our potential rate of
growth - that is the maximum that can be at-
tained given favourable internal and external
conditions - is determined not only by improv-
ing our productivity and efficiency of invest-
ments, but also by improving governance in
the overall political economy. Whether it can
be achieved depends on domestic conditions
as well as the global environment. However,
potential growth is only part of the story. To
achieve a higher and sustainable growth rate,
South Africa will have to pursue reforms and
eliminate distortions and imbalances in the
economy. The budget for the 2015 fiscal year
and the measures announced attests to this.

This requires government not only to be pro-
active but to be innovative as well. If South Af-
rica is to succeed it will have to become more
competitive, strengthen its institutions, and
integrate its micro and macro-economic strat-
egies in a coherent and coordinated manner.
The failure to grow remains a key challenge. It
is unlikely that a single grand strategy wheth-
er it is improving access to finance, regulating
capital flows or deregulating the labour mar-
ket — can unlock the path to rapid, inclusive
growth. This challenge highlights the need for
government to become ever more agile and
responsive. In so doing, it will move on many
fronts simultaneously, engaging with the real
economy, and learning about the problems
confronting civil society, as well as responding
smartly and creatively. Above all it will have to
rebuild trust to foster the conditions required
for structural change and reform.

Although our economy is subject to move-
ments in the global business cycle, ultimately
we have to improve the structure of the econ-
omy. Structural reform in the South African
economy is essential to increase productivity.
Hence, it entails reforms in the product and
labour markets. The product market requires
that we reduce the barriers to entry by increas-
ing the scope for new entrants and make the
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economy more competitive and less concen-
trated. The labour market needs to become
more efficient and labour-absorbing for small
and medium enterprises. More fundamen-
tally, the economy needs to make a structural
shift towards an investment led growth path
as opposed to its traditional reliance on con-
sumption as a driver of economic activity. As
stated in the Budget Review 2015 “restoring
confidence in the future growth of the econ-
omy is the key to unlocking the long-term in-
vestment commitment of private funds.”

What India’s growth experience suggests is
that it is possible to unlock growth, and that
the route to achieving this is not necessarily
the Washington Consensus route. What was
the key difference? In India the reforms were
in favour of existing business. This approach
avoided the creation of losers. It may not be
the most efficient, but turned out to have had
a positive impact.

The case of India provides an interesting case
for understanding what inhibits the growth
process. India’s growth accelerated in the ear-
ly 1980s. The change in attitude by the Indian
government was key. Quite simply, it entailed
eliminating the License Raj System or mak-
ing small adjustments such as reducing some
business taxes and easing access to import-
ed inputs. India doubled its growth rate from
2% to 4% during the 1980’s. Yet India is still
plagued with bureaucratic inefficiency and a
poor infrastructure. Later, in 1991, India lib-
eralised the economy much further but the
initial spurt to growth took place in the 19807s.
The point is that when a country is performing
below its potential, it does not require much to
unlock inefficiency to boost the growth rate.
Small changes can turn into big outcomes.

There are many areas where growth enhanc-
ing reforms could take place and which will
signal a change in attitude and enable a more
dynamic relationship with the private sector
and the trade unions. This will require more
than a decision from the market or legisla-
tion. It will have to involve labour, government



and business. Michael Spence suggests while
“public and private interests are not perfectly
aligned today, they are not perfectly opposed.
Relatively modest shifts at the margin could
them bring them back in sync.”

Growth accelerates and sustains through new
companies and new innovations that create
new jobs. However, more often than not our
discourse is dominated by big business, big
government and big unions. Though these are
dominant forces in most economies, including
our own, they do not constitute the sum to-
tal of all economic activity. Subtle changes in
economic policy can have significant effects
on the nature of the growth process of a de-
veloping economy. This area deserves signifi-
cantly more attention in the policy discussions
on economic policy.

The National Development Plan states, “lead-
ership, unity and cohesion are difficult in our
still-divided society. Yet these are the very
things that help to anchor successful nations
and development strategies. Leadership is
required to win broad agreement for the plan,
to implement it, and to make sacrifices for a
better future. A capable, efficient, and fair
state is needed to support it, and partnerships
based on mutual trust are vital. Unless we
work together, sacrificing short term gain for
long-term prosperity, no single part of South
African society can achieve its objectives.”

The South African economy holds great
promise which can be realised if we recognise
the flaws and attempt to correct them, and
find a consensual way forward with a shared
sense of responsibility. We most certainly can-
not afford to succumb to pessimism. As Paul
Samuelson puts it, “every good cause is worth
some inefficiency,” equity and social cohesion
are among them. While there is a demand for
jobs, a hunger for education, and a desperate
need for health, growth enhancing reforms
cannot be paralysed. The challenges facing
us are immense but so are the policy choices
confronting our economy. We have to ensure
that the national interest and inclusive growth

trumps other impediments, including vest-
ed interests. We also need to draw on some
experiences which can strengthen our econ-
omy and make it more resilient in the face of
adverse pressures emanating from the global
economy.

In conclusion, some lessons can be drawn
from the Indian experience despite the very
different context. The primary reason for
choosing India as a comparative experience is
because of the distrust that existed between
the private sector and government. A change
in attitude can come about through lifting the
regulatory burden, or License Raj, and broad-
ening economic activity whereby it becomes
more inclusive and participatory. The private
sector will equally have to demonstrate its
ability to invest in a way that is less about the
short term but more towards the long term.
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