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Draft COSATU Comments on ANC Discussion Document on SOEs and DFIs 
 
1. Introduction 
 
1.1 The ANC discussion document on State Owned Enterprises (SOEs) and Development 

Finance Institutions (DFIs) defines its scope as “covering all publicly-owned 
commercial entities and/or SOEs and DFIs, parastatals in all spheres of government, 
national, provincial and municipal entities as well as state institutions that operate in 
any other commercial manner“. This is a massive but necessary scope. In terms of 
the paper, there are about 576 SOEs, which includes their subsidiaries. On the other 
hand the Presidential Review Committee on SOEs and DFIs (PRC) preliminary report 
shows that there are 590 SOEs and their subsidiaries. It is just unfortunate that the 
paper was written before the release of the final PRC report which given its terms of 
reference, would be much comprehensive and would go a long way in enriching the 
ANC Policy Conference Discussion paper in this regard. 

 
1.2 The paper goes on to define, in a manner that should obviously make COSATU 

comfortable, its key objective as “to ensure that state-owned commercial entities 
operate as powerful instruments of economic transformation and remain firmly 
within the control of the state in order to have the capacity that is capable of 
responding effectively and efficiently to the developmental agenda of the ANC”1. 
However, according to the paper, these entities are mired in various challenges 
which include the following: 

 Lack of a clear agenda for SOEs and DFIs 

 Poor alignment with government policies 

 Tension between the interests of the public and the enterprise itself 

 Disjointed good governance and performance management 

 Conflict and duplication 

 Non-compliance with the PFMA, and Municipal Finance Management Act at the 
municipal level 

 Lack of a structured and obligatory process through which government as the 
owner and shareholder periodically review the relevance and significance of 
SOEs 

 Capacity to provide oversight  

 Lack of sound governance by the boards  

 Inadequate funding 

1.3 COSATU agrees broadly with these identified challenges. Where we may have 
different views is on strategies to deal with them. Perhaps we can add the tendency 
to use consultants extensively and the possible corruption that goes with that. The 
utilisation of consultants amounts to the extension of the sunset clause as most the 
former officials in the SOEs and DFIs are used to execute responsibilities of these 
entities.  
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2. The post-1994 Policy Interventions in the SOEs 
 
2.1 The paper chronicles the history and the changing role of SOEs; starting with the 

privatisation wave before 1994 and the adoption of GEAR, which promoted 
privatisation of state owned assets, in 1996.  While during heated debates in the 
wake of the introduction of GEAR COSATU was told it was ANC policy, the paper 
seems to disown GEAR. This is what the paper says: “In 1996 the government 
introduced GEAR...The fundamental question was whether the RDP was the 
appropriate policy approach to deal with the existing economic challenges, as its 
solution lay largely in substantial investment in the economy. It is against this 
background that GEAR emerged and its proponents contended that it was a strategic 
intervention pursuit of the developmental goals of the state as contained in the RDP. 
However, GEAR was viewed by others as a policy that deviated from the RDP which 
proposed a rational balance of socioeconomic imperatives”2. The paper does not say 
who GEAR’s proponents were and who these others who viewed GEAR differently 
were; and this will surely leave the reader confused. 

 
2.2 But what is glaringly missing in this brief history of state owned assets post-1994 is 

the impact privatisation, in various forms, had and continues to have on the 
provision and affordability of basic services. Privatisation of state owned assets 
involved outright sale of the enterprise; partial sale of the enterprise; introducing 
strategic equity partner; introducing management contract between government 
and the private sector; and commercialisation and corporatisation. 

  
2.3 For instance, with the corporatisation of Eskom and privatisation of Telkom in the 

early 2000s, the prices of the services provided by these entities have shot up 
dramatically. After the privatisation of Telkom, while the democratic government 
had managed to connect many of our people who had been denied telephone 
services in the past, these services had to be disconnected due to affordability 
problems. The high electricity tariffs by Eskom, which are compounded by huge 
municipal surcharges and water disconnections for those who have pre-paid meters, 
are some of the sad stories which are an outcome of privatisation.   

 
2.4 The infrastructure SOEs like Eskom, Telkom and Transnet are monopolies and their 

revenue is regulated by institutions like NERSA and ICASA. However, their proposals 
for tariff increases almost always get a green light from these regulatory institutions 
with dire consequences to the economy and affordability of the services they 
provide. This is why it is not enough to strengthen the boards of SOEs and DFIs, but 
to also ensure the transformation of these ‘independent’ regulatory institutions. It is 
important that they must always act in public interest. Their board of directors must 
understand the strategic objectives set by the state and the pieces of legislation 
governing these regulation institutions must be in line with the developmental 
objectives of the movement. The discussion paper just mentions these regulatory 
institutions in passing and does not facilitate a discussion on their role in relation to 
SOEs and their mandate.   
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2.5 The other phenomenon the movement must pay attention to as it develops an 

overarching policy on “publicly-owned commercial entities, SOEs and DFIs and 
parastatals” is agencification. Privatisation stalled since 2005, but there is now a 
tendency by some government departments to created agencies to do what is in 
actual fact the mandate of the line department. Agencification is “the process of 
creating semi-autonomous public organisations. In many instances this is done by 
splitting up ministries or major departments into corporate units with specialised 
tasks and resources”3.  

 
2.6 Let us take the Department of Energy (previously Department of Minerals and 

Energy) for example. In 2004 it outsourced the research capacity to another state 
agency, the South African National Energy Research Institute (SANERI). In 2008 it 
established the South African National Energy Development Institute (SANEDI) 
whose objectives include providing training and development in the field of energy 
research and technology development and increase energy efficiency in the country. 
Whether these organisations are delivering on these objectives is debatable.  
Cabinet has now approved the draft legislation for the establishment of an 
Independent System and Market Operator (ISMO). ISMO will plan, procure power, 
enter into power purchasing agreements and manage the electricity transmission 
assets. These are the functions currently performed by Eskom. ISMO will still be in 
the hands of the state. Eskom and IPPs will, once the Bill is passed as an Act of 
Parliament, buy power from ISMO. The reality is that IPPs did not invest in the 
electricity generation sector because they do not find the price of electricity 
appetising. Accordingly, there is a possibility that prices of electricity would continue 
to increase to attract IPPs in the electricity generation sector.  

 
2.7 Isn’t this agencification in essence outsourcing, albeit not to the private sector? 

Although this practice does not entail outsourcing to the private sector, it fragments 
the state and thus has a potential of weakening its capacity. There are now about 
590 SOEs and their subsidiaries; sooner there would be 1000 of them and it would 
be a nightmare to coordinate them and align them to the strategic objectives set by 
the state. In fact the May 2008 Alliance Summit called for a moratorium on 
privatisation and outsourcing and the review of current outsourced public sector 
utilities. 

 
2.8 The ongoing crisis in relation to the funding of the Gauteng Freeway Improvement 

Project perfectly puts the spotlight on agencification.  In 1998 government formed 
the South African National Roads Agency Limited (SANRAL) as a company operating 
along commercial lines with the mandate to “maintain and develop South Africa’s 
national road network”. To achieve this mandate of maintaining and developing 
South Africa’s national road network, SANRAL is using public-private-partnerships, 
another form of privatisation in terms of COSATU’s conception of privatisation. The 
privatisation strategy of SANRAL entails concessioning some sections of the nation’s 
road network to private companies and setting up toll gates on major national roads. 
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SANRAL, operating at ‘arm’s length’ from the Department of Transport, has adopted 
e-tolling to repay the R20bn loan it secured to fund the GFIP and that has created an 
enormous problems for the department and the country as a whole.  

 
Accordingly, it is important that the agencies created must be reincorporated back 
into their line departments and this must be accompanied by the strengthening of 
the capacity of these line departments.  

 
3. Developmental State and the Role of SOEs and DFIs 
 
3.1 Another ANC Policy Conference Discussion Document, the Second Transition, 

supports the concern COSATU has been raising that the second decade of democracy 
has once more benefited the bourgeoisie. The document argues for the “second 
transition of social and economic transformation”. “South Africa is approaching the 
end of its second decades of freedom. During this near 20 years, we have 
fundamentally transformed the political landscape of this country, and laid the 
foundations for progressively meeting basic needs. However, there is also widespread 
consensus – expressed in a variety of ways – that our society faces fundamental 
challenges that inhibit it from achieving its goal of an inclusive, non-racial and non-
sexist country, and growing consensus that this centres around the triangle of 
poverty, inequality and unemployment. However, based on our understanding of the 
achievements of the last eighteen years, the balance of forces and the challenges we 
face, we believe that the time has come to build a new national consensus for the 
next 50 years. This consensus should lay the basis for a second transition of social 
and economic transformation, building on the foundation of our political 
transformation”4.    

 
3.2 The document further contends that the balance of forces is opening opportunities 

for the state intervention to achieve this second transition. This is what the 
document says: “However, the first decade of the 21st century represents a different 
reality. Neoliberal capitalism faces a new and deeper crisis. The triumphalism of the 
last two decades of the 20th century has faded and a new period of uncertainty and 
vulnerability has begun. Public debates about whether capitalism will survive the 
current crisis abound. The combined impact of the global financial crisis, the food and 
fuel crises, the effects of global warming, the increasing militarisation of UN 
interventions and simultaneous rise of extremist movements and demographic shifts 
has far reaching implications for humanity. Human survival, progress and security 
stand at the crossroads. Thus there is an emerging consensus across the world about 
the need to return to notions such as ‘shared growth’ and ‘regulated markets’, which 
were obliterated by neo-liberalism. The chronic and unprecedented nature of the 
current global crisis is widely acknowledged”5. 

 
3.3 The SOEs and DFIs discussion paper also contends that the global economic and 

financial crises in the past three years show that capitalism “is indeed at cross roads 
and that the state cannot be an uninterested party nor can its role be confined to 
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that of a mere regulator”. However, the document goes on controversially and 
contends that “various state capitalism initiatives, across the globe within the 
emerging markets sphere, have given credence to the postulation of such a system 
being a viable alternative to the traditional notion of liberal capitalism”6. The 
Polokwane mandate is about building a developmental state and not so-called state 
capitalism. 

 
3.4 COSATU has been consistent in arguing that the task of fundamental transformation 

of our economic, the creation of decent work and the provision of basic services to 
the majority of our people cannot be left to the market forces. For all this to happen 
there is a need for strong developmental state. In the growth path for full 
employment COSATU contends that the developmental state must intervene 
decisively in the economy to redistribute resources in order to address 
unemployment, inequalities, poverty, and rural-urban development divide; and it 
must ensure the achievement of universal access to decent work, quality education, 
quality health care, comprehensive social security, decent housing, access to water 
energy and sanitation. 

 
3.5 The developmental state must have the necessary capacity to intervene and ensure 

the outcomes listed in the new growth path. The developmental state must have the 
capacity to extract social surplus to finance the attainment of the outcomes stated 
above; it must have the capacity to redistribute national resources; it must have the 
regulatory capacity to protect the workers and poor and the environment; and must 
have the capacity to transform the economy. For the developmental state to 
develop these capacities, it must have a range of economic regulatory institutions 
under its control, as well as institutions that ensure an active role of the state in the 
economy.  

 
3.6 In 1992, the COSATU Economic Policy Conference recommended that for the 

developmental state to be able to provide basic goods and services the following 
must be under public control: 

 Eskom 

 Public Transport 

 The Post Office 

 Telkom 

 State Forests 

 Municipal Services 

 Water 

 Education 

 Iscor 

 Roads 

 Health 
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COSATU’s New Growth Path Towards Full Employment supports these sectors as well and 

add SASOL as an important company that must be owned by the state. 

3.7 The RDP provided a guide on restructuring of the SOEs: “In order to promote greater 
accountability in parastatals, lines of funding and reporting must be restructured to 
ensure that each parastatal is directly accountable to a particular ministry. This 
means that funding and reporting lines must be the same. The processes of 
commercialisation and privatisation of parastatals must be reviewed, to the extent 
that such processes are not in the public interest. This will require the elaboration of 
more appropriate business plans, and publication of those plans for open debate. The 
democratic government will reverse privatisation programmes that are contrary to 
the public interest. 

 
The democratic government must rationalise and restructure existing parastatals to 
support small enterprise as far as their underlying purposes allow. It should 
reorganise the SBDC and reform the lending criteria of other agencies such as the IDC 
and the development corporations so that they incorporate small and micro 
enterprise in their plans as far as this is feasible, and end corruption and nepotism in 
their lending programmes” 

 
3.8 Noting a departure from the RDP vision and the state had gone full steam to 

privatise its assets, COSATU had this to say: “The democratic state, whose 
government is largely elected by the poor is endowed and holds in trust strategic 
economic assets for sustainable empowerment in the medium to long-term, and 
delivery of affordable services to the majority. The divesting of these assets into the 
hands of a relatively small number of private individuals, no matter who they are, 
undermines this historic mandate. This is one of the glaring shortcomings of the BEE 
perspective espoused in the strategy document, which almost entirely ignores the 
need to strengthen social capital”.7 

 
3.9 The DFIs are important because through them the state is having stakes in a number 

of strategic industries. For instance the state owns about 18% of shares in Arcelor 
Mittal South Africa through the IDC’s 8.8% and the PIC’s 8.95%. The state also owns 
5% shares in Kumba Iron Ore through PIC. 

 
3.10 The key challenge is to ensure that the state’s shareholding in these companies 

advance the objectives of transforming the economy to create decent work and to 
ensure affordable services to the majority of our people. Furthermore, the DFIs must 
be reoriented to ensure that they do not operate like commercial banks but advance 
the objectives of transforming the economy. 

 
3.11 Government as the shareholder must ensure that SOEs and DFIs do live up to their 

mandate and must lead by example. Accordingly, the SOEs and DFIs must: 

 “Channel more resources towards labour intensive sectors of the economy 
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 Provide decent work, eliminate outsourcing, do not use labour brokers and 
eliminate precarious work 

 Procure inputs from local industries in support of IPAP2. If they procure from 
foreign firms they must put in place provision for skills and technology transfer to 
local firms 

 Play a leading role in revitalisation of rural economies through economic and 
social infrastructure provision 

 Lead in skills development through bursary schemes, partnerships with relevant 
institutions, targeting those located in rural areas and former Bantustans; and 
provide internships for experiential learning 

 Support research and development of new technologies to promote cost-
effective ways of producing and to benefit downstream industries 

 Eliminate the profit motive from the delivery of infrastructure, by directly 
delivering infrastructure, basic goods and services to the economy and 
communities- this means building internal skills. 

 Produce strategic inputs for industries: water, electricity, steel and other metals, 
cement and chemicals”.8 

4. Discussion Document Policy Proposals 
 
4.1 The document makes the following proposals in relation to governance: 

 The ANC to clearly define mandates and set measurable objectives for each 
SOE/DFI and create a common framework in shareholder management 

 Establishment of an overarching policy as well as the necessary legislation which 
would address the governance issues such as defining and standardising the 
relationship between the executive and the entities themselves   

 Establishment of a DFIs council 

 Recognise the role the Presidential Infrastructure Coordinating Committee 
should play in identifying projects to be led by the SOEs and DFIs 

 Where necessary government should separate policy departments from 
overseeing SOEs and DFIs to mitigate the potential conflict of interest between 
the policy department’s focus on developing an industry for the benefit of the 
consumer from the needs of their enterprise 

 There must be an adequate coordination of shareholder oversight into as few as 
possible specialised oversight departments or agencies so as to optimise 
portfolio synergies across SOEs and create a national centre of excellence in 
shareholder management 

 ANC to develop a governance model for DFIs and SOEs with respect to Boards of 
directors and their roles must ensure enhancement and protection of 
shareholder interest as well as support state activism 

 Boards require competencies and public sector ethos to effect the identified 
developmental mandates efficiently 
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4.2 COSATU supports these governance proposals. However it is important to ensure 
that workers do get represented on the boards of SOEs and DFIs. The paper also calls 
on SOEs and DFIs to collaborate through public-public partnerships to implement 
strategic programmes identified by government. This is important and COSATU 
supports. However, the paper places much emphasis on public private partnerships 
in capital infrastructure programme. This is an area COSATU does not support. We 
have already indicated the problems caused by these public private partnerships. 
The paper should consider seriously the concern raised in the infrastructure 
development programme that the private sector in these partnerships takes less risk 
while government takes most of the risk involved. COSATU calls for a reviewal of all 
existing public private partnership to ensure that the state does not carry more risk 
than the private sector 

 
4.3 The paper proposes the following funding options for DFIs and SOEs: 

 State Funding 

 Cost Recovery 

 Capital Markets as a last resort 

 Retirement Funds and Insurance 

 Creation of the National Competitive Fund resourced by tax on export of steel 
and scrape metal 

4.4 COSATU supports most of these funding options. We have argued for the 
introduction of progressive taxation, prescribed assets and the taxing of the scrap 
metal not only for resource purposes but to also support our foundry industry. The 
cost recovery approach has resulted in higher prices for basic services such as water 
and electrify. Accordingly, effective measures must be put in place to cushion the 
poor against high user charges. Furthermore, the movement must guard against 
increases in user fees that do not result in investment in infrastructure by SOEs but 
in high packs for executives and board members.      

 
5. Ownership Model for SOEs 
 
5.1 There are three ownership models followed by governments generally. These are the 

centralised model, decentralised/sector model and the dual model. The differences, 
advantages and disadvantages of these models can be presented as follows9: 

 

Model Description Advantages Disadvantages 
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Centralised Model One government 
body, ministry or 
holding company, 
is responsible for 
the government’s 
stake in all SOEs 

 Clear line of 

accountability from 

the SOEs to the 

government 

 Easy for government 

to provide financial 

supervision and 

develop coherent 

strategy for SOEs. 

 Possibility of too 

much influence  

 Over-

centralisation can 

inhibit 

innovation in 

SOEs 

Decentralised/Sector SOEs are the 
responsibility of 
different 
ministries. 

 Availability of 

sectoral expertise 

 Ministries likely to 

be developmental in 

determining 

objectives SOEs. 

 Difficulty in 

separating the 

ownership 

function of the 

state from the 

regulatory 

function  

 Greater risk of 

interference 

SOEs operations. 

Dual Responsibility 
shared between  
sector ministry 
and one single 
central ministry 

 Can alleviate the 

conflict of interest in 

terms of ownership 

of the SOE and the 

representative of the 

SOE’s customers. 

More rigorous 

checks and balances 

on corporate policy.  

 Facilitates both 

developmental/techni

cal oversight from 

sectoral ministry 

officials and 

fiscal/financial 

oversight from 

ministry of finance. 

 Sharing of 

responsibility 

and 

accountability 

may not always 

be clear and that 

it may not solve 

conflicts of 

interests between 

the state, SOEs, 

and customers of 

the SOEs. 

 

 
The current South African model can be said to be hybrid. It has elements of dual and 
decentralised models. In keeping with the spirit of the decision to form DFI Council and the 
Presidential Infrastructure Coordinating Council, there is a need to move toward a 
centralised approach of managing these state assets to ensure maximum coordination.  
 
 


