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Introduction
It is now conventional wisdom amongst political economists that accumulation crisis,
geopolitical maneuvres and financialization combine to generate worsening uneven
development – and anthropologists inspired by David Graeber’s (2011) Debt: The first 5000
years will hopefully soon make further connections linking debt to uneven and combined
development involving accumulation-by-dispossession of non-capitalist social and natural
‘capitals’. Giovanni Arrighi’s (1994) Long Twentieth Century set this argument out by way of
long cycles and the rise and fall of hegemonic blocs. Also from a world-systems perspective,
Christian Suter’s (1992) Debt Cycles in the World Economy considered stages in the longwave, beginning with technological innovation and utilising international product cycle
theory. These insights were subsequently reproduced even by mainstream analysts who, like
Barry Eichengreen (writing for a World Bank report in the wake of East Asia’s late 1990s
crisis), observed that during global-scale debt crises of the 1830s, 1880s and 1930s, the
response of roughly a third of debtor nations was formal default, but that since the 1980s, a
new option – ‘restructuring’ (IMF/WB bailouts of commercial bankers at the expense of
structural adjustment for the debtors’ populace) – emerged that reflected centralised
creditor power, hence drawing out the debt cycle for a much longer period than before
(Figure 1). Robert Mundell recently traced how international financial order emerged from
the chaos of crises with certain currency arrangements rooting subsequent economic activity
(Table 1).
As a result, there is a growing clarity that rising financial bubbles characterize the last stages
of capitalist crisis prior to a systemic crash. But any historical review of two centuries of
capitalist finance needs to incorporate what happens in between, given that the extension of
formal monetary relations through provision of organized credit to nascent (or
malfunctioning) markets is a central tenet of the orthodox, modernization strategy of
development. If this strategy works – and there is much evidence to question the efficacy (as
well as the distributional effects) of finance as the motor force behind economic activity
(Corbridge, Martin and Thrift 1994) – it has the effect of generating an expansion of the
space-economy through time. This has, for many years, been observed as the ‘annihilation of
space by time’ to reflect the temporal (time-related) characteristic of credit. From the bill of
exchange (the primary breakthrough in trade centuries ago) to contemporary innovations in
financial securitisation, finance allows spending to take place today but to be paid for
tomorrow, the effect of which can be devastating when boom-bust cycles reach the point of
downturn.

Figure 1: Percentage of countries that declared sovereign debt default, 1800-2000

Source: World Bank (2000), Global Finance Tables 2000, Appendix G, Washington, DC.

Table 1: The evolution of international finance
Date
System
Reserve Asset(s)
1803-1873
Bimetallism
Gold & Silver
1873-1914
Gold Standard
Gold and £
1915-1924
Anchored $ St.
Gold and $
1924-1933
Gold Standard
Gold,$ and £
1934-1971
Anchored $ St.
Gold and $
1971-1973
Dollar Standard
$
1973-1985
Flex. Ex. Rates
$, DM, £,
1985-1999
Man. Ex. Rates
$, DM, ¥
1999-2010
Dollar and Euro
$, €, ¥, £
2010-?
Currency Areas
$. €, ¥, C¥, £

Leader(s)
France
Britain
US
US, UK, France
US, G-10
US
US, FRG
US
US EMU
US, EMU

Source: Mundell, R. (2010), ‘Euro in a New International Financial Architecture’, Joint EBF - ABA Conference:
‘Inter-Regional Banking Cooperation for Solid Financial Future’ in Baku, Azerbaijan, 27 May.

In The Limits to Capital, David Harvey (1982) assists us by more clearly specifying ‘the
contradiction between the financial system and its monetary basis’ during these crisis
periods, in part through introducing finance to geography. He unveils a set of countervailing
tendencies to crisis hitherto unexplored within the Marxist tradition: ‘Absorption of capital
(and labour) surpluses through temporal and geographic displacement played key roles in
the history of crisis resolution.’ For Harvey, credit serves a temporal displacement function –
a so-called ‘temporal fix’ to overaccumulation – since finance not only speeds the turnover
time of capital, as Marx observed, but also sends surplus capital into ‘the production of goods
that have long term future uses in production or consumption.’ This helps to displace crisis in
the short-term, but exacerbates the overaccumulation problem down the road.
There is also a ‘spatial fix’ to overaccumulation. By serving a geographical displacement
function (such as through foreign lending), finance can send ‘surplus money to another
country to buy up surplus commodities.’ This amounts to a short-term solution to
overaccumulation which comes back to haunt the lending country when, in order to pay off
the debt, the borrower must cut imports from, and increase exports to, the lender. The same
principle works at other geographical scales, as we will see.
The challenge is to link episodes of extreme ‘uneven development’ – by which is meant the
polarisation of resource distribution and investment across sectors, spaces and scales (local
through global) – to financial processes that seem to recur in patterns closely related to
cycles of capital accumulation. The central issue in uneven development is the differentiated
return on investment associated with creation and/or destruction of built environments
(and the social structures that accompany them), particularly given that different kinds of
investors have different time horizons (Smith 1990, Bond 1999).
Also by way of definition, ‘finance’ is here considered to encompass external sources of
funding beyond the normal revenue streams that generally consist of company profits, state
tax receipts, the wages and salaries of households, and the revenues of other institutions. It
thus includes myriad forms of debt, as well as corporate equity (‘shares’) issued on stock
markets. Financial capital refers to the totality of financial institutions and instruments
which advance money (and credit and other financial paper) for the purpose of gaining a
return (interest, dividends, increases in value, etc.). But like capital itself, financial capital is
not a mere thing per se, but encompasses social processes as well. Nowhere is this more
evident than South Africa, both historically and in the present conjuncture.
South Africa as extreme site of debt-created unevenness
Rosa Luxemburg (1968), a century ago, studied the relationship of crises and uneven and
combined development in South Africa: ‘Accumulation of capital periodically bursts out in
crises and spurs capital on to a continual extension of the market. Capital cannot
accumulate without the aid of non-capitalist organisations, nor … can it tolerate their
continued existence side by side with itself. Only the continuous and progressive
disintegration of non-capitalist organisations makes accumulation of capital possible.’ If we
consider the combination of capitalist and ‘non-capitalist’ as not just affecting organisations
but peoples, families, women’s status within the region’s notorious migrant labour systems,

commons, state services and the environment, a great many aspects of socio-economic life
are incorporated into a theory of uneven and combined development. The danger is ‘saying
too much and therefore saying too little’ with a theoretical concept of this sort, a danger
that can be counteracted with concretely theorized empirical information.
Even without space for full explication of such ‘articulations of modes of production’ in South
Africa, as Harald Wolpe (1980) explained the local social formation, the role of finance in
development can be documented via the great bursts of financial and economic
transformation that occurred during a dozen distinct periods in the country’s capitalist
history:
• early crises of the 1810s-60s;
• the turbulent emergence of the financial-mining nexus during the 1870s-80s;
• massive centralisation of financial-mining capital during the 1880s;
• the relation between financial speculation and politics during the 1890s-1900s;
• the reassertion of local control during the 1910s;
• financial restructuring of local economic geography during the 1910s-20s;
• international financial collapse during the 1930s;
• the gold-based recovery of the 1930s-40s;
• the rise of Afrikaner finance during the 1930s-50s;
• the financing of post-war development;
• the transition-era rise of finance during capitalist crisis; and
• vulnerabilities in contemporary financial capital.
With the exception of the work of Alan Mabin (1984, 1985, 1986), previous studies of South
Africa’s uneven geographical development have not typically given much emphasis to
switches in funding flows, between production and finance (Browett 1976, Crush 1982,
Christopher 1984). According to Mabin (1989), ‘the debate on uneven development has
assumed such generalised form’ in South Africa in part because it has avoided ‘the more
intricate and difficult questions posed by the rise of new foci of investment and power.’ Nor
have economic studies helped matters, for even if banking and monetary matters are wellresearched and even if the historico-geographical facets of finance have been acknowledged
by economists, nevertheless space as the receptacle of financial capital’s ebb and flow has not
been systematically documented or theorized (Arndt 1928, Houghton 1978, Solomon 1983).
The point of the pages that follow is not that financial capital is always the driving force
behind either systematic political-economic inequalities or uneven geographical
development. However, at particular moments the rise of finance becomes a dominant factor
in the space-economy of investment, which in turn amplifies unevenness, with sometimes
startling impacts upon politics and society, not just accumulation.
Early financial crises, 1810s-1860s
Graeber (2011) argues that, working through financial markets, the most critical factor in
socio-economic relations is the state’s coercive capacity:

What we see at the dawn of modern capitalism is a gigantic financial apparatus of
credit and debt that operates – in practical effect – to pump more and more labor out
of just about everyone with whom it comes into contact, and as a result produces an
endlessly expanding volume of material goods. It does so not just by moral
compulsion, but above all by using moral compulsion to mobilize sheer physical force.
In South Africa, this goes without saying, given structured racism from the earliest
explorations and colonial land grabs. The introduction of money was slow and uneven in this
context, given the primary function of the Cape Colony in provisioning to the trade routes
following the Dutch East India Company’s 1652 invasion. Formal banking (government-run)
in the Cape Colony began during the 1790s. Before long this set in motion an important shift
in the local circuit of capital: from an economy structured along purely commercial and
agricultural lines to one dangerously geared, at times, to the logic of finance. For example,
during the 1810s, following the British occupation of the Cape as a spoil of the Napoleonic
Wars and concomitant with a similar process underway in Britain, the colonial government
printed excessive amounts of money. Succumbing to international financial power in this
manner quickly led to currency devaluation and vicious inflation, which severely damaged
local and international trade (Schumann 1938).
Ironically, such imported financial negligence created enough uncertainty in local markets so
as to limit the subsequent penetration of foreign merchant and financial capital, and thus
permitted the growth of some small, indigenous Cape banks, especially during the 1830s and
1840s. But in their ascendance, they in turn imitated the colonial government’s lax monetary
style, printing specie freely against risky investments. In his study of South African business
cycles, economic historian C.G.W. Schumann (1938, 63-74)concluded that the most
spectacular early boom and collapse in the Cape – the 1854 ‘copper-mining mania’ (which
was also an early indication of the power of finance to affect the region’s spatial evolution, in
this case up the previously-undeveloped Karoo region of the Cape) – was
evidently of a purely financial and speculative character. It reminds us strongly
of the speculative manias during the 18th century in Europe and England,
especially the South Sea Bubble of 1720. They might with some justification be
called the growing diseases of a rising Capitalism, for since the Company form
and the ‘Effektenkapitalismus’ (stock market capitalism), in its initial stages,
gave rise to the many speculative excesses, this short but intense speculative
mania at the Cape points to the rise of a more modern capitalistic and credit
economy in the older parts of the Colony.
During the 1860s, far more mature financial capital from London – especially the Standard
Bank of British South Africa, Ltd whose initial capitalisation was seven times that of the
single largest locally-funded bank – entered the Cape Colony and applied similar principles.
Following the ‘intense boom in banking expansion’ of the 1860s, as Schumann described it,
there came the ‘inevitable reaction.’ Another severe banking crash started in Port Elizabeth
in 1865, borne of ‘overintensified speculation which had reached breaking point.’ In turn, this
kicked off one of the century’s worst depressions (Schumann 1938, 75-80).

Crises in mining and finance, 1870s-80s
Diamonds were found at Kimberley two years later, and so flows of capital in the Cape colony
gradually switched circuits again, from agriculture into mining. Yet prosperity largely
depended on expanding the geography of regional trade, reflecting the power and vision of
finance, according to Mabin (1989, 150): ‘The banks, and particularly the imperial banks, had
been instrumental in creating the urban system by 1880.’ Again the spatial and sectoral
switch in accumulation was a function of financial capital’s capacity to respond to – and in
turn to influence – the market, and of its concurrence with that era’s geopolitics, the
deepening of colonialism.
With the diamond finds, Britain rediscovered South Africa, and carried out both the fullfledged subjugation of African kingdoms during the 1870s and the invasion of the Afrikaner
Transvaal Republic in 1877. Foreign investor confidence, spurred by Rothschilds in
particular, was high at the time, thanks largely to the millions of pounds the British pumped
into the local economy to ensure victory in the various wars. The Transvaal fighting can itself
be traced, in part, to a financial foreclosure: the powerful Cape Commercial Bank was facing
problems in getting Transvaal government loans repaid. Once the British had annexed the
province, Standard immediately moved in to set up branches. The ill-will thus created
catalysed the Afrikaner nationalist movement which subsequently fought the Anglo-Boer
War so vigorously (Gilliomee 1989).
However, geographic expansion pushed by and flowing from the power of finance was
incapable of solving the underlying problems in the productive sector: the lack of sustainable,
balanced routes for accumulation. Actions of the London-based banks exacerbated the
structural dilemma. As Schumann (1938, 85-86) concluded of diamond share speculation,
Unsound banking practices, over and above the natural credit expansion
inherent in an elastic monetary system, had greatly contributed to the
overintensity of the boom, while the rapid curtailment of credit after 1881
must be considered as the main cause of the extreme severity of the
depression. There can be little doubt that the banks had acted indiscreetly.
They were severely criticised at the time, and the criticism was largely
justified. The undesirability of having bank directors overseas, who did not
know local conditions well enough and who were apt to apply the banking
principles of an established industrialised country, especially during the
period of depression, to a young developing country... became very clear
during this time.
Schumann here identified what seems to be a universal dynamic, one which characterises the
combined power and vulnerability of finance equally well a full century later (witness the
Third World debt crisis, which he could easily be describing). Yet even if the conditions for
crisis were deep-rooted, the 1881 crash could be blamed (as J.A. Henry (1963, 32),
Standard’s biographer did) on an individual, the general manager of Standard (a frugal
Scottish immigrant), who ‘decided that the time had come to call a halt’ to the diamond share
speculation.

It cannot have escaped him that in doing so he would expose his bank, and
South African banks in general, to an intense degree of embittered
opprobrium, corresponding to the inflated hopes of the bubble which he was
about to prick. Fortunately he was a brave man. What Robert Stewart could
not have foreseen without an unhuman degree of second sight was that his
pricking of the bubble would coincide with the onset of an almost unexampled
depression in other fields of the South African economy.
Such interference was not taken lightly by its victims, especially innocent farmers driven to
ruin. In what was to become a repeating pattern, the Afrikaner Bond gained political mileage
from bank-bashing, claiming in the early 1880s that the imperial bankers were ‘draining the
country.’ In an early call to ethnic nationalism, the Bond went so far as to start its own banks
in Stellenbosch and Hopetown. Standard, labeled a ‘gigantic devil fish’ by leading Afrikaners,
responded to the populist anger by officially dropping ‘British’ from its name in 1883
(Gilliomee 1989, Standard Bank 1988).
The centralisation of financial-mining capital, 1880s
Notwithstanding Standard’s own self-inflicted troubles during the periodic banking crashes,
the rise of finance at key moments of capital accumulation would reoccur intermittently in
the future. Initially this somewhat more muted, as circuits of capital began to include
manufactured commodities – not just mining, which was subject to speculation, and
agriculture, which faced uneven development of markets and weather-related interruptions.
During the 1880s, as gold began to play a role in the economy, capitalism as an economic
system was still underdeveloped and dependent. The articulation of capitalist wage relations
with pre-capitalist traditions, via racial oppression, was only just becoming a challenge, along
with more traditional forms of labour control. Industrialisation was limited to primitive
mining equipment and a few rudimentary goods.
But from the start, mining companies displayed the classic organisational tendencies of
capitalism (increased concentration and centralisation of capital), under the direction of
Rhodes and Barnato. Again, the accumulation process was inordinately influenced by the
banks, which, notes Mabin (1989, 150), ‘facilitated both the enrichment of the magnates and
their purchase of still more shares. The involvement of bankers in attempts to merge
companies at Kimberley in the mid-1880s was largely due to their desire to recover losses
incurred through speculation in poorer companies.’ In the process, the financiers transferred
a great deal of the region’s wealth from investors in the coastal areas to the emerging
diamond magnates, and hence subsequently to the mining houses which so profoundly
shaped the development of the entire sub-continent. This was accompanied by concentration
of the financial sector itself, as the big imperial banks shook out smaller competitors.
However, as the influx of overseas capital and the concentration of the banking system
proceeded, the supply of credit ballooned and then burst again in 1889. Again the crash
followed intense financial speculation, and again the catalyst for speculation was the
discovery of minerals – this time gold – and the excessive issuance of mining company shares

(some fraudulent). Bank branch officers on the Rand were hopelessly out of touch with their
head offices, according to accounts of the time, and overfed the stock market beyond what
company balance sheets could bear. The subsequent collapse of the productive economy in
1890 was heightened by the simultaneous depression in England arising from another
financial crash, the Barings crisis. The downturn allowed further centralisation of capital,
through the support given by the banks to the emerging corporate form known as mining
finance houses. During the late 19th century, in sum, as a result of the weakness of the
agricultural elite and the lack of industrialists, widespread financial catastrophe often
resulted in an even more powerful centralisation of capital which in turn prepared the
ground for an even deeper round of speculation and economic manipulation. Even more
telling, suggests Schumann (1938, 128), ‘The crises of 1881 and 1889-90 marked the
culmination points of business cycles in a more modern sense. They had become organic in
character and had affected the whole of the South African economic system.’
South Africa was not alone in facing these turbulent, finance-driven economic processes. It
was a period, Ian Phimister (1992, 7) contends, of the political realignment of an entire
continent, Africa, emanating from ‘capitalism’s uneven development during the last third of
the nineteenth century, particularly the City of London’s crucial role in mediating the
development of a world economic system.’ As Britain faced industrial decline during the
1870s in both absolute and relative terms, manufacturers unable to compete in European
markets joined ascendant London financial and commercial interests in promoting Free
Trade philosophy (in contrast to the protectionism of other Europeans and the United
States). Cain and Hopkins (1980, 484-485) report that as London financial power increased
and as the prospects for domestic tariff protection waned, ‘industrial interests in Britain
shifted, around 1880, into decisive support for the acquisition of new markets in Asia and
Africa.’ Indeed it is here, and in a parallel crisis of French merchant capital in West Africa,
that Phimister locates the well-spring of the ‘Scramble for Africa’ which had such an
important role in the region’s subsequent development.
Financial speculation and politics, 1890s-1900s
As deep-level mining of gold began on the Reef, the most speculative tendencies of the
ascendant financial and mining circuits were heightened. By 1895, the five largest banks’
networks included 182 branches (Standard, 81; Bank of Africa, 29; Nationale Bank of the SA
Republic, 27; African Banking Corporation, 19; National Bank of the Orange Free State, 14;
Natal Bank, 12) (Mabin and Conradie, 1987, 387). At this point, speculation again reached
fever-pitch, according to Henry (1963, 101),
The market value of South African shares quoted on the London Stock
Exchange, which had stood at less than £20 million at the beginning of 1894,
had risen to over £55 million by the end of that year. The movement continued
without interruption for nine months more, so that the figure of £55 million
was itself trebled... Nor was speculation entirely confined to shares. Land and
property in Johannesburg were also changing hands at fantastic prices and the
whole town was in a fever of excitement.

With English-Afrikaner tensions heavy in the air and the Jameson Raid imminent, confidence
suddenly faltered:
The crash came at the end of September, and was started by heavy selling in
Paris which may have been at least partly due to politics. Increased continental
interest in the mines had introduced new influences and susceptibilities, while
the rift between the mining interests and the Transvaal Government had been
widening ominously. In November 1895 the President of the Chamber of
Mines publicly declared that the industry and the Uitlanders could not for ever
remain politically powerless in a country which they had made rich.
Attributing the crisis mainly to the ‘scarcity’ of native labour, which was
limiting output and restricting profits, the companies suspected the Kruger
Government of deliberately checking development, for fear that the industry
was becoming too formidable for such a small country to assimilate easily.
(Henry 1963, 101)
The key components of South Africa’s historical geographical development – the power of
mining houses, limits to the availability of superexploitable labour, and tensions between
imperial capital and Afrikaner nationalism – are all present here, and reflected in the
machinations of financial markets. While the 1895 crash of speculative mining investments
was not as serious as others preceding it, violent rebellions against gold prospecting in
Zimbabwe also made investors more nervous (Arrighi 1973, Bond 1998). In South Africa, the
impact of financial chaos was contained, partly because of the Standard Bank’s ability to
protect itself by channelling surpluses back to its London headquarters rather than investing
them wildly in Johannesburg. The 19th century ended, thus, with increasing evidence of the
all-pervasive influence of geographic financial flows.
As the 20th century began and the Anglo-Boer War came to a close, the banks continued to
shape development through an overly-conservative lending policy for commerce and
industry but enthusiasm for the speculative land market. As seen from Standard offices in
1907, reports Henry (1963, 150), ‘The country’s superstructure of capital and credit was still
too heavy for the volume of trade, and although the four colonies were beginning to work
more freely together, the salutary process of reducing the number of commercial units by
stress of competition would have to be carried further.’ Such convictions may have crucially
dampened prospects for economic recovery, but the final straw was the 1907 financial crash
in the US, which led to a collapse of South Africa’s exports of diamonds for luxury
consumption. It was only after 1910 that accumulation began again.
Local control of finance, 1910s
During the late 1910s, the geography of finance and local capital accumulation again came
into profound conflict. Alongside the growing mining houses, the imperial banks were still at
the centre of the economy, and smaller district banks foundered badly. Following another
round of takeovers from 1910 to 1926, South Africa’s banking system was reduced from
seven banks to just two big London banks – Standard and Barclays – and the smaller
Netherlands Bank of South Africa which was headquartered in Amsterdam. Collusion wasn’t

difficult; even before Union in 1910 the main banks were able to set artificial interest rates
and banking charges to the disadvantage of savers. Lending, however, remained influenced
by speculative tendencies, according to Henry (1963, 222):
Certainly until 1920 a spirit of reckless competition had tended to reduce
progressively the quality and security of bank advances, as well as to endanger
the cash position of the banking system as a whole. Profits had in some
quarters been expanded at the expense of reserves, and the provision against
bad debts and contingencies was sometimes so neglected that in times of
stress the position became critical far too easily. This, in a country as much
exposed to natural hazards as South Africa, was to play with fire.
Although technically the banks were still controlled from abroad, pressures on the
international gold standard – the system which rendered local and British currency directly
convertible to gold – were, by the end of World War I, weakening the power that the City of
London exerted over South Africa’s financial system (Ally 1994, Gelb 1989). London banks
were under extreme war-time and post-war stress due to inflation, the devaluation of the
British pound and the rise of New York City as a competitor. Their South African branches
were able, for the first time, to more fully turn their attention to local manufacturing (the
National Bank, later to be taken over by Barclays, helped set up the state-owned National
Industrial Corporation in 1919 to support manufacturers). The banks’ easy credit policies
had plenty to do with the inflationary boom of 1918-20, and there was great fear of a repeat
of the financial chaos of the previous century. Some of the tension also arose from nationalist
concerns that England was still playing too dominant a role in the South African economy,
and some revolved around the uncertain role of gold as a base for the currency. In 1918 a gap
between the value of gold and the declining South African currency – technically still tied to
gold – led to enormous smuggling. To halt this, gold was formally delinked from the currency
in 1920. When conditions improved in 1925, South Africa returned to the gold standard.
Ultimately, Union authorities decided, the only solution to the financial uncertainty was to
create a local Reserve Bank to act as a guarantor for the banks and for the South African
currency. In the ensuing struggle over the character of banking regulation, the Reserve Bank
was essentially put under the direct ownership and control of bankers, unlike in other
countries where the state owned the central bank. For London financial capital, the
compromise ‘was an attempt to adapt, so as to defend its own interests,’ Steven Gelb
concludes. ‘It necessarily meant a diminution of The City’s earlier influence and control, to
ensure that its profits, supplies and influence were not completely destroyed.’ Meanwhile, J.P.
Morgan’s New York-based financial empire gained a toehold in South Africa through its role
in the founding of Ernest Oppenheimer’s Anglo American Corporation.
The weakening of London’s links to South Africa opened space for local capitalists to
influence financial and monetary policy. The Reserve Bank’s first big challenge was a bail-out
of the National Bank, a victim of the financial chaos of the early 1920s. The rescue was
facilitated by the Bank of England and by the conclusive rescue of the National Bank in a
1926 takeover by the Anglo-Egyptian Bank and the Colonial Bank, the result of which was the
formation of Barclays Bank (Barclays Bank 1938).

Financial restructuring of economic geography, 1910s-20s
While changes in the international financial system were having a dramatic impact on the
South African economy’s capacity for self-reliance, similar processes were unfolding at the
local level in many rural areas. They involved the indebtedness of both Afrikaner farmers and
black sharecroppers. As historian Timothy Keegan (1986, 44, 97) reports, this was a
phenomenon with deep historical roots, such that ‘a chain of debt leading to the wholesalers
was at the basis of agrarian exchange relationships.’ When formal property loans began
determining land-ownership patterns, matters became serious for indebted small farmers,
Keegan reports:
From the 1840s onward in the sheep districts, increasing land values, the
penetration of the interior by mortgage and speculative capital and the
widespread contractions of debt that these entailed, combined to render
landownership a precarious status for many, particularly during commercial
depressions... As a result of the unrelenting pressures on landowners with
heavy mortgage debts to meet, there was a strong resistance amongst many
Boer farmers to bonding their property. The grip of mortgage capital was an
irksome burden, and farmers were deeply conscious of the greatly unequal
exchange relations that their own dependence on the credit of others
imposed... It was hardly surprising, given the vicissitudes of agriculture,
drought, stock disease, pests and war, that wherever loan capital penetrated it
could potentially reduce the landowner to a state of dependence.
Bankers had been especially active in foreclosing on Afrikaner land during the early 1880s,
the late 1890s and during the depression of the 1910s. Intensification of production on
indebted land was one logical structural result of such pressures. Another was the strength of
populist protest politics, according to Giliomee (1989, 79): ‘To an important extent Malan’s
more exclusivist nationalist movement which gathered momentum from 1915 built on an
Afrikaner consciousness that had been forged by the material concerns of commercial
farmers and the efforts of financial and legal middlemen to mobilise Afrikaner savings.’
In 1912, such demands led to the formation of a state Land Bank whose operations,
nevertheless, still reflected the power of bankers and large landowners (it allowed them to
use state funds to liquidate land taken by foreclosure, even where speculation had ratcheted
land values to new heights). Disaster struck when the next severe economic downturn
arrived in 1920. The banks were, perhaps now by habit, easy to blame. Prime Minister Smuts
castigated them for having ‘granted credit too easily and then curtailed it too drastically,’ and
after surveying the evidence Schumann (1938, 263) concludes, ‘The indictment against the
banks at the time that they became somewhat hysterical in their contraction of credit seems
to be not unfounded.’ Demands were made by white farmers for a moratorium on loan
foreclosures and for a State Bank to compete with the commercial banks. According to Henry
(1963, 222), ‘Government was even considering the appointment of district committees to
intervene when debtors were unduly pressed, and to publicise the facts.’

By 1923, South Africa had eleven times as many insolvencies as England and thirty-four
times as many as Scotland. In 1924 the Agricultural Credits Bill promoted the introduction of
rural Credit Societies, a stronger Land Bank, and a favoured position for farmers in their
dealings with lenders. Nevertheless, credit again began to spin out of control, and was not
limited to overindebtedness on the farms. ‘The larger centres in South Africa were
overburdened with members of a trading and speculative class whose activities had a
disproportionate influence on prices and prospects, but contributed very little to output and
production,’ reported Henry (1963, 227) about the mid-1920s. ‘This was beginning to look
too much like an endemic weakness in the commercial community and in the social structure
of the country.’
International financial collapse, 1930s
The year 1929 brought many of the tensions into sharp relief. Local bankers were extremely
bullish, as their ratio of loans to deposits soared from 63 percent in 1926 to 85 percent in
1930, with half of the increase coming in 1929. Land speculation meant that ‘in some
districts the value attributed to farm property looked to be 50 percent too high,’ according to
Henry (1963, 230). ‘Standards had changed, and these were the days of the motor-car,
bought for 30 percent of its cost in cash, and the rest on credit.’ As often happens just before
a fall, overproduction of agricultural goods became rife, and the government intervened with
increasingly protectionist policies. Imports of wheat, flour and sugar were discouraged, and a
Marketing Board was established to support South African exports.
Speculative activity in overseas stock markets also became quite acute during the late 1920s,
reflecting the global rise of overaccumulation crisis. Even prior to the 1929 crash, foreign
investment in South Africa essentially dried up (although this was also related to occasional
official hostility to the mines). Government borrowing brought in some new money from
overseas, especially in 1930, but South African financing on the London Stock Exchange in
1929 fell to less than half that raised in 1928, and less than a quarter of the 1927 total. As one
example of the strain between local and international financial forces, Standard Bank was
under a great deal of pressure to export funds to its London office. The Reserve Bank
intervened, imposing a levy for bank remittances and increasing the interest rate it charged
local banks (Henry 1963, 235).
The 1929 crash was initially felt mainly by the diamond merchants, since rich New Yorkers’
panic liquidation of their personal assets flattened diamond prices. As the broader
depression set in and the general price level of most goods fell over the next few years,
agricultural products bore the brunt of the devaluation. Further state intervention was
required on behalf of rural whites, especially laws supporting debtors’ rights. White workers
and displaced farmers made a series of proposals for rural credit cooperatives and for
municipal banks in Johannesburg and Durban during the mid-1930s.
South African exports – with the exception of gold – were also affected. When exports
decline, one antidote is to devalue the currency. But when a country is on the gold standard,
the currency is valued according to how much gold the county has in reserve stockpiles.
When such countries go deeply into debt and import more than they export, their gold stocks

naturally decline in order to make payments. Most major countries had already adopted the
gold standard in the last quarter of the nineteenth century, mainly because of pressure from
commercial capitalists to have convertible currency so as to lubricate international trade. It
was in this process that most industrial countries’ national monetary systems emerged or
stabilised, which led Simon Clarke (1988) to conclude that the rise of the modern nationstate was actually a function of the power of international finance.
The South African situation after the 1929 crash was heavily influenced by this logic. As the
full force of what would be a decade-long depression came to bear upon the global economy,
and as country after country fell into debt, the gold standard became an anachronism. It had
been resurrected by Britain in 1925, following a six-year lapse, in order to stimulate
international trade. But during the 1930s, too many countries simply couldn’t afford to back
their currencies with gold, and in 1932, after Britain – still at the centre of international
finance – abandoned the gold standard, thirty-two countries followed, with only France,
Belgium, Switzerland and the Netherlands holding out until 1936.
Without a way to root the value of currencies, international trade stagnated and protectionist
currency blocs developed. South Africa was part of the British colonial Sterling Area, while
North and South America traded with dollars, central and southeast Europe were ruled by
German finance, the Japanese yen was the East’s currency, and a small gold bloc was
maintained in western Europe. As the world’s leading gold producer, South Africa had no
technical difficulties remaining on the standard. But because the value of the South African
currency remained high relative to other currencies, exports suffered. At the same time,
investors were shifting enormous amounts of money out of South Africa (£20 million in
1932). By the end of 1932, the tensions were overwhelming and the country’s social fabric
was tearing. Mining houses advocated that SA abandon the gold standard and devalue.
This was one route out of the local depression, but not the only one. Another might have been
a major public works and employment programme, some components of which did indeed
occur for the benefits of whites later on during the 1930s. Because popular organisations like
the Industrial and Commercial Workers Union, Communist Party and African National
Congress were weak following five years of intense repression, and because white workers
continued to place priority on their struggle for racial supremacy, the mining houses were
able to determine the path out of depression. In a vacuum of international economic
leadership, they benefitted from the pressure brought to bear on South Africa by speculators
run amok in the global economy. ‘The purely speculative flight of capital made the
maintenance of the gold standard temporarily difficult in South Africa,’ Schumann (1938,
263) concedes, but adds: ‘Theoretically as well as practically, and from a purely technical or
economic point of view, the country could have remained on gold through suspension of the
convertability of notes into gold, so as to prevent an internal drain, mainly through a policy of
immediate and drastic foreign exchange control.’
Instead, the laisser faire route of currency devaluation was chosen. As the tie to the South
African currency was broken, more gold could be mined without weighing down the rest of
the economy. Gold now allowed the country ‘the prosperity of the undertaker in a plague,’ as
went the popular adage, thanks to residual international fears of paper financial assets.

Recovery, 1930s-40s
The first result of going off the gold standard was that vestiges of speculative financing again
appeared from abroad, pushed away from Europe and the United States by the deepest
depression in capitalist history. South Africa’s banks still weren’t increasing their loan
portfolios, as the productive economy had not begun to recover. Given fresh sources of
funding and few projects, the banks restructured interest rates. For several decades before
1932, banks lent to companies at around 6 percent (for three-month commercial bills) while
paying savers 3.5 percent (for six-month deposits). Bank lending was controlled less by price
(the interest rate) and more by restrictive conditions. (These conditions even applied to the
Oppenheimer empire. Before the gold standard was abandoned, Anglo American was unable
to raise just £50,000 from either Standard or Barclays for mining expansion.) By 1933 the
rates changed dramatically: 5 percent for loans and 0.5 percent for savers. Where demand
for loans existed, enormous financial profits were gained from this interest rate spread.
Within months of going off the gold standard, gold and agricultural exports picked up again
(though diamonds remained weak due to their status as a luxury good), and the rest of the
economy followed. According to Schumann (1938, 295),
The immediate effects of the depreciation of the currency were
• a rapid change-over from an extreme scarcity of money to an almost
unprecedented plentifulness, as evidenced in the increase in bankers’ deposits
and the fall in short-term interest rates;
• an exceptional boom in gold-mining shares and in promotion and building
activity on the Rand and elsewhere;
• a proportionate increase in the export prices of farm products, and a
consequent improvement in the relative position of the heavily depressed
agriculture;
• an expansion of industrial production, in transport, in imports; and
• an exceptional improvement in Government revenue.
Foreign interests profited, as interest and dividends paid to investors (down from £17
million in 1926 to £13 million in 1932) rose dramatically to £18 million in 1933. Yet during
the subsequent fifteen years, the South African economy was relatively isolated from
international manufacturing trade, and thus financing was increasingly directed towards the
nascent local manufacturing industry. In a manner Andre Gunder Frank observed occurring
elsewhere on the global economic periphery and which helped generate many of the insights
of the ‘dependency school,’ manufacturing grew in inverse relation to the strength of trade in
the international economy (Frank 1967). Positively affected by Northern depression and
war, South Africa spent the period from 1933 through the 1940s growing faster (8 percent
average GDP increase per annum), more evenly across sectors, and with larger relative wage
increases for blacks (from 11 percent to 17 percent of the total wage bill), than at any other
time in the twentieth century (Nattrass 1981). (Later, as South Africa reintegrated into the
world economy, racial biases were amplified, as, for example, the black wage share
stagnated, reaching just 21 percent by 1970.)

In general, at particular moments of turbulence in world economic history, gold plays a
crucial role as the ultimate store of value. South Africa was able to take advantage of this role,
but in this instance did so by following the particular path chosen by the mining houses. This
was a less direct way of kick-starting post-depression growth than via state intervention, but
prevailed due to the balance of forces at the time (1933), during the waning months of what
was nominally a popular ruling alliance of white workers and farmers.
Afrikaner finance, 1930s-50s
Even though the mid-1930s through 1940s were years of growing prosperity, a sore point
remained: age-old conflicts between English-speaking financial elites and Afrikaner farmers.
During the 1940s, financiers continued to resist the farmers’ state subsidies and took
advantage of their overproduction and land speculation problems. In 1944, when the Bretton
Woods agreement regulating international finance through a semi-gold standard was
announced, the mining houses and English-speaking businesses benefitted. The
Johannesburg stock market boom of 1946 doubled the number of companies listed, but was
far more beneficial to English-speakers than Afrikaners.
Once in power in 1948, the National Party focused not only on institutionalising existing
racial practices through apartheid, but also in overcoming ethnic imbalances in the financial
system. Ground had been prepared a decade earlier. According to Dan O’Meara (1983, 114),
through a
process of the centralisation and segmentation of latent money-capital
generated in agriculture, a new class of Afrikaner financial industrial and
commercial capitalists would be brought into existence... M.S. Louw was
indeed correct when he declared to the second Ekonomiese Volkskongres that
the greatest achievement of ‘the Afrikaner’ as an entrepreneur during the
1940s was as the ‘founder and controller of credit institutions.’
Still, ‘only slightly more than 20 percent of potential Afrikaner capital had been placed in
Afrikaner financial institutions,’ so after 1948, ‘a number of government and NP-controlled
authority accounts were switched to Afrikaner institutions.’ O’Meara (1983, 251) documents
the diversification of financial flows into commerce and industry via Cape-based Sanlam and
Rembrandt, just as the apartheid state was established:
This weaning of Afrikaner financial capital from its dependence on
accumulation in agriculture, and its increasing cooperation after Sharpeville
with non-Afrikaner finance capital, led to important shifts and struggles in
nationalist politics... The verligte phenomenon was a response to the
emergence of a class of aggressive, self-confident Afrikaner capitalists whose
interests now went beyond those of the narrow class alliance out of which they
had emerged.
There was, however, a natural backlash:

The verkramptes attempted to use the traditional organisation of the Afrikaner
petty bourgeoisie, the Bond, against what they labelled the ‘finance power of
the South.’ A strong move was mounted to portray the factional struggle as a
simple conflict between the Bond as the guardian and soul of Afrikaner values
on one hand, and the nouveau riche ‘money capitalists’ of the south on the
other hand.
The conflict played itself out in various ways, but ultimately led to such severe splits in
Afrikanerdom during the 1970s and 1980s that ideological commitments to apartheid could
be broken by the self-interest of the financial verligtes, who ensured the transition from racial
to class apartheid would strengthen their local accumulation prospects.
Financing post-War development, 1950s-60s
The two decades after World War II witnessed the intensification of production (higher
capital-intensity) in mining, agriculture and production middle-class consumer goods (Fine
and Rustomjee 1996). Access to international capital, organised by the local mining houses
and stock market immediately after the war, was checked only briefly by Afrikaner
nationalist threats of nationalisation. There were a variety of new financial innovations,
including accommodation of corporate investment needs by emerging money markets and of
housing needs via building society expansion.
Duncan Innes (1984, 150) argues that creative financing arrangements in the years following
World War II reflected a broader process of concentration and monopoly control unfolding at
the international level: ‘By adapting and reorganising their methods of fund-raising to meet
the requirements of the new system the [South African mining-based] groups participated
directly in the process of restructuring the financial relations of international monopoly
capitalism.’ A quarter of the mining industry funds were raised from mining Trust Funds in
the US and Switzerland, while 7 percent came from new local financing sources such as the
government’s National Finance Corporation, founded in 1949 to gather and deploy corporate
savings. The brunt of the money was sourced from British financial institutions, mainly
banks, insurance companies, pension funds, investment and trust units, and various other
institutional investors. Such funding capacity and reach reflected the rise of finance to the
British economy’s commanding heights, which began during the 1920s, and, in spite of the
global financial crisis of the early 1930s, culminated in their holdings of more than half of the
stock exchange shares by the mid-1950s. The financial links forged during the 1950s drew
South African capitalism into the global economy. In turn, this led to such financial
dependence that by the 1970s the international anti-apartheid movement discovered that it
represented the country’s Achilles Heel, and hence began to focus sanctions pressure on
international banks.
Substantially similar processes of financial expansion were underway within the Englishspeaking sectors of the South African economy during the 1940s and 1950s, paralleling the
Afrikaner route to broader economic control via finance. Consumer credit markets
blossomed, and urban areas sprawled thanks to new institutional sources of finance.

Construction grew by a factor of more than six between 1943 and 1952, twice the growth
rate of industry. As a result, the apartheid state found major private sector allies, including
banks and building societies, for the construction of Soweto, Guguletu, Kwa-Mashu and so
many other townships whose matchbox houses multiplied during the 1950s. Peter Wilkinson
(1981) reports that ‘Johannesburg property speculators, estate agents, building societies and
construction firms had mobilised and were lobbying for a policy of home ownership and
massive state financed building programmes.’ That they were unsuccessful on the homeownership front for a period of some three decades – victims of the larger apartheid vision of
blacks as temporary sojourners – did not ultimately prevent a new generation of creative
financiers from returning to the issue with renewed vigour during the 1980s (Bond 2000).
As industry became more capital-intensive and internationally-oriented during the 1950s, a
much more sophisticated financial system was required. The channelling of funds from
mining companies to manufacturers was achieved in large part through the expansion of
mining houses into industry. But it also occurred through the development of money markets
which centralised finance and then disbursed it to where it could realise the highest rate of
return. These markets were serviced by brand new financial institutions, which were largely
set up by the big mining houses. According to Innes (1984, 150), this
was the clearest form yet of the merging together of bank capital and
productive capital – that is, of the emergence of the phase of finance capital. It
was thus during the late 1950s that South African capitalism as a whole – and
not just specific sectors of the economy – displayed the first clear signs of
having entered the monopoly phase of its evolution.
Regulation of the national financial structure would also need to adapt to keep pace with
developments. A 1964 banking law allowed banks and building societies greater depth and
reach. Funds available to the banking sector soared, and financing on the Johannesburg Stock
Exchange was boosted dramatically, until a crash in 1969, following a huge increase in
inventories in the consumer goods sectors, the first signs of overaccumulation of capital.
Geography and financial ascendance, 1970s-80s
From the 1960s, high levels of capital-intensive investment led to chronic overproduction,
relative to the size of the local market (for more details see Bond 1991 and Bond 2005). The
results were a levelling off of new fixed capital investment by private corporations (both
local and TNC) from 1973; a substantial decline in the economy’s growth rate from late 1974;
a steady drop in manufacturing employment from 1975; and a substantial fall in private
sector investment in plant and equipment from 1976. Liquid capital flowed from productive
sectors and into the money and capital markets. Fuelled by the dramatic rise in the
international price of gold once the US ended its Bretton Woods-era linkage to the dollar, an
inordinate amount of capital was subsequently attracted into geographical expansion over
the subsequent decade.
Vehicles included the internationalisation of the mining finance houses and the enormous
boom in construction. There was unprecedented parastatal expansion (iron and steel,

electricity, oil-from-coal, transport); outward-oriented investments such as Richards Bay,
Sishen-Saldanha, and the unprecedented upgrade of SA Airways; a renewed commitment to
world-class transport more generally; infrastructural improvements for business and
residential development; and the extensification of urban sprawl. From 1970-77, state
spending in transport, storage and communications increased by 65 percent each year in real
terms beyond similar investments during the 1960s; and during the same period new
infrastructure for electricity grids and water lines attracted 28 percent more funds each year
than during the 1960s.
The major projects also involved a great deal of foreign borrowing: nearly a quarter of
government parastatal investment from 1972-78 was funded through international capital
markets. After the Soweto uprising in 1976, Pretoria gained access to several International
Monetary Fund loans amounting to nearly $2 billion (until borrowing rights were cut in
1983). However, given the durability of the overaccumulation problem and the fact that the
1979-81 gold boom had to run its course, foreign banks finally lost confidence in apartheid
and agreed to cut credit lines for all but short-term trade finance.
Unable to roll over the vast loans contracted by private sector borrowers (especially the
large banks), Pretoria was ultimately forced to call a ‘debt standstill’ in 1985 and refused to
make repayments on more than $13 billion in foreign debt (out of a total of $20 billion then
outstanding). This came at a moment when the country’s townships were in flames and its
factories besieged by militant workers. Relations between Pretoria and international finance
were, as a result, contested hotly by the liberation movement, reflecting not only the
increased power over South Africa’s future wielded by international financiers, but also
increased vulnerability (to popular pressure).
This in turn compelled Pretoria to follow ‘loose money’ policies locally that included
encouraging the allocation of credit into geographical areas it had not penetrated in the
recent past, namely black townships. Financial liquidity was growing, with the private sector
debt/GDP ratio rising from a stable level of 30 percent during the post-war era, to 50 percent
during the 1980s and more than 65 percent by the late 1990s. Housing finance grew
especially rapidly during the last half of the 1980s, as banks and building societies invested in
an estimated 200,000 township housing mortgage bonds.
Politically, this addressed an oft-articulated need to identify a new outlet for surplus funds
(black townships) which would both enhance the potential for piling on even more consumer
credit once collateral (the house) had been established, and introduce an inherently
conservatising form of social control (repayment of a twenty-year bond). But the R10 billion
was enough to saturate only the top tenth of the market, those who could afford new houses
costing in excess of R35,000 (smaller loans were administratively too costly), and it was done
in a manner that cemented rather than undermined apartheid urban planning. Moreover, the
variable-rate bonds were largely granted at an initial 12.5 percent interest rate (-7 percent in
real terms at the inflation peak in 1986).
With an official return to monetarist ideology (as well as anti-apartheid financial sanctions
and fear of capital flight), nominal interest rates on housing loans soared to 21 percent (then

6 percent in real terms) in 1989, leading to the country’s longest-ever depression (1989-93)
and, in the process, a half-million job losses and 40 percent default rate on the bonds granted
to black borrowers. For the next decade, township lending essentially ceased. Moreover, the
financial explosion also infected commercial real estate and the stock market with untenable
speculation. For notwithstanding the overall economic stagnation, from 1982-90, the JSE
produced an eight-fold nominal increase in share values, and was the fastest growing stock
exchange in the world from 1989-mid-1992. In 1991 JSE industrial shares increased in price
by 56 percent, while the industrial economy suffered negative growth.
This ‘financial explosion,’ as it was termed across the world during the late 1980s (Sweezy
and Magdoff 1987), was profitable to South African banks, which increased their margins
between what they charged borrowers and what they rewarded savers (from 2.25 percent
during the late 1980s, the spread doubled by the end of the depression, with a consequent
growth in profits to record levels and a huge rise in share values of banking stocks). In short,
financial activity borne of economic crisis had helped reshape South African geography, in
the process intensifying uneven development.
Post-apartheid liberalisation
The deracialization of apartheid entailed an elite transition (Bond 2005) of white Afrikaner
political rulers to black in Pretoria, with Johannesburg’s white English-speaking capitalists
retaining overall control of the economy. The agenda of the most powerful white (and a few
black) capitalists was to move their capital stocks and flows offshore, especially after 2000
when the largest firms shifted headquarters abroad. One result was that South Africa’s
current account deficit soared to more than 8 percent of GDP, due nearly entirely to
outflows of profits and dividends (Figure 2), thus warranting The Economist’s risk ranking
of SA as worst of 17 peers in February 2009 (Table 2).
With that degree of risk, no wonder that South Africa had the second highest prevailing
nominal interest rate in the world, after Greece, by 2011 (Figure 3). And to cover the huge
outflow of profits and dividends, South Africa’s debt/export ratio soared (Figure 4). And no
wonder that SA’s currency has crashed by more than 15 percent on six separate occasions:
1996, 1998, 2001, 2006, 2008 and 2011 (Figure 5), probably the worst record over the last
fifteen years experienced in any medium or large country.

Figure 2: Current account deficit worsens dramatically, 2001-07

Source: International Monetary Fund Article IV Consultation, 2008, Washington.

Table 2: Economist emerging market risk rating, 2009

Source: The Economist, 25 February 2009.

Figure 3: Comparative interest rates

Figure 4: SA’s foreign debt

Figure 5: Currency crashes: SA rand/US$

Deep-rooted crisis tendencies
Consider the roots of the problems, since so many treat the financial meltdown the world
suffered in 2008-09 as merely a short-term bubble-burst. Like the deeper disease afflicting
the world economy, South Africa’s problems are not new, for the long-term economic
decline can be traced to a 1970s-80s crisis of ‘overaccumulation’ and falling corporate
profits (Figure 6, Nattrass 1994) that closely resemble the trend in the United States
(Figure 7, Dumenil and Levy 2005). This crisis was, of course, instrumental in ending
apartheid; related factors were tightened financial sanctions and rising class and social
struggles. A crucial point was mid-1985 when (after extensive local unrest and
international solidarity) major New York and London banks withdrew lines of credit from
the apartheid regime; the stock market was closed; exchange controls were imposed, and a
US$13 billion default was declared. The anti-apartheid struggle was repressed for a few
years but was re-asserted in 1989, leading to Mandela’s release from prison in 1990 and to
a democratic election in 1994.
The cost of the temporary displacement of the crisis in the period 1994–2008 was an elite
political deal, one crucial part of which was the ANC’s adoption of financial and trade
liberalization, leading to extreme capital flight and financialization of the economy (Bond
2005). Neoliberal policies were adopted, leading to an even worse income distribution than
when apartheid ended. Unemployment soared and social protest rose after 2000 to levels
among the world’s highest, per capita, with police measuring 5,000–10,000 protests per
year from 2004 onward (Mottiar and Bond 2011).

Figure 6: Apartheid SA’s falling corporate profit rate, 1960-85

Source: Nicoli Nattrass data from unpublished Oxford doctoral thesis.

Figure 7: Falling US corporate profit rate, 1960-2000

Source: Gerard Dumenil and Dominique Levy, Cepremap

Influenced by the global financial meltdown and economic contraction, South Africa’s real
estate market began a long-overdue correction after the local currency and financial
markets crashed in late 2008. Although, like elsewhere, they subsequently recovered after
March 2009, further real estate decline resumed after the 2010 World Cup boost (Figure 8),
and the Johannesburg Stock Exchange closely tracked that of New York, including the mid2011 crash (Figure 9).
Figure 8: Ongoing house price corrections

Source: SA Reserve Bank

Figure 9: JSE, US and Euro share prices

Source: SA Reserve Bank

Unemployment worsened and, even into the first quarter of 2012, when most other
countries showed job growth in nominal recoveries, continued to rise in South Africa. Not
even excessive local credit expansion (Figure 10) or the boost in infrastructure spending
associated with ten new or refurbished World Cup stadia could restore economic sectors
whose 2000s ‘success’ was the world’s highest real estate bubble (389 percent larger in
2008 than in 1997, double the height of second place Ireland’s bubble, Figure 11).
Figure 10: Debt drove SA ‘economic miracle’

Source: SA Reserve Bank.

Figure 11: SA’s relative real estate bubble, 1997-2008, percent change in
comparison to others measured by The Economist

By 2010, with unemployment still at a near-record level, a corporatist macro-micro policy
orientation was introduced in the ‘New Growth Path’ (Republic of South Africa 2010). The
most honest description of the limits of the existing neoliberal framework came from
Trade/Industry Minister Rob Davies (2010), who identified inherited distortions in a
February 2010 speech:

South Africa’s recent growth was driven to too great an extent by unsustainable
growth in consumption, fuelled by credit extension. Between 1994 and 2008
consumption driven sectors grew by 7.7 percent annually, compared with the
productive sectors of the economy that grew by only 2.9 percent annually. This has
meant that even at the peak of our average annual growth – 5.1 percent between
2005 and 2007 – unemployment did not fall below 22.8 percent. Manufacturing –
which constitutes a sizeable chunk of our value added production – has not enjoyed
sufficient dynamism. This is mainly because the relative profitability of
manufacturing has been low as a result of a number of factors. These include:
· A volatile and insufficiently competitive currency;
· The high cost of capital relative to our main trading partners; particularly that
channeled towards value-added sectors such as manufacturing, resulting in a too
limited allocation of capital to these sectors;
· The monopolistic provision and pricing of key inputs into manufacturing;
· An aged, unreliable, and expensive infrastructure system;
· A weak skills system; and
· The failure to adequately leverage public capital and other large and repetitive
areas of public expenditure.
The negative, unintended consequences of this growth path are manifold: they
include large and unsustainable imbalances in the economy, continued high levels of
unemployment and a large current account deficit. These weaknesses have been
exacerbated by the global recession.
Is this dire diagnosis complete? Are there further ways to identify problems that, in turn,
alert us to solutions? Has Davies left out crucial elements of financial bubbling, generalized
overcapacity, and the inequality/unemployment factor?
Tracing trouble to the transition
The context is vital, dating to the early 1990s transition to democracy when neoliberalism
as an overarching philosophy was adopted by the late apartheid regime. The period was
marked by several policy shifts away from 1980s-era sanctions-induced dirigisme carried
out by verligte (enlightened) Afrikaner economic bureaucrats in the finance ministry and
central bank (econocrats), once the influence of the militaristic securocrats faded and the
power of white English-speaking business rose during the 1990–1994 negotiations. This
period included South Africa’s longest depression (1989–1993), itself exacerbated by the
adoption of extreme monetarism (a rise of 12 percent in the real interest rate from 1988–
1989) and the first stages of state-enterprise privatization. Finally, in late 1993, the last
touches were put on what might be termed the elite transition to democracy, and a great
many steps to liberalize trade, finance, investment, and labor markets quickly followed
(Bond 2005).
The transition from apartheid assisted elite (white and black) accumulation, as longstanding African National Congress (ANC) promises to nationalize the banks, mines, and
monopoly capital was dropped; Nelson Mandela agreed to repay US$25 billion of inherited
apartheid-era foreign debt; the central bank was granted formal independence in an

interim constitution; South Africa joined the General Agreement on Tariffs and Trade on
disadvantageous terms because Pretoria’s application for developing country status was
rejected by U.S. Trade Representative Ron Brown; and the International Monetary Fund
provided a US$850 million loan with standard Washington Consensus conditions attached,
including reducing wages and maintaining a high interest rate. Soon after the first free and
fair democratic elections, won overwhelmingly by the ANC, privatization began in earnest;
financial liberalization took the form of relaxed exchange controls; and interest rates were
raised to a record high (often double-digit after inflation was discounted) (Figure 12). By
1996, a neoliberal macro-economic policy was formally adopted, and from 1998 to 2001,
the ANC government granted permission to South Africa’s biggest companies to move their
financial headquarters and primary stock market listings to London, representing an
extraordinary case of capital strike that left reinvestment in South Africa at a durably low
rate (Figure 13).
Figure 12: SA’s record high real interest rates

Figure 13: Declining corporate Gross Domestic Fixed Investment

Financialisation and uneven development
Sustaining the subsequent property and financial bubble was due to two sources: residual
exchange controls that limit institutional investors to 15 percent offshore investments and
restrict offshore wealth transfers by local elites, and a false sense of confidence in macroeconomic management. The often-repeated notion is that under Finance Minister Trevor
Manuel, macro-economic stability was achieved. Yet no other emerging market had as
many currency crashes (15 percent in nominal terms) over that period: South Africa’s
crashes happened in early 1996, mid-1998, late 2001, late 2006, late 2008 and mid-2011.
The Economist (February 25, 2009) ranking of South Africa as the most ‘risky’ of 17
emerging markets was because corporate/white power had generated an enormous
balance of payments’ deficit due to outflows of profits/dividends to London and Melbourne
financial headquarters.
To cover the current account deficit, a vast new borrowing spree began, with foreign debt
rising from US$25 billion in 1994 to nearly US$80 billion by late 2008 and US$125 billion
by 2012. Moreover, consumer credit had drawn in East Asian imports at a rate greater than
South African exports, even during the commodity price bubble of 2002–2008. If there was
a factor most responsible for the 5 percent GDP growth recorded during most of the 2000s,
by all accounts, it was consumer credit expansion, with household debt to disposable
income ratios soaring from 50 percent to 80 percent from 2005 to 2008 (Figure 14),
whereas overall bank lending rose from 100 percent to 135 percent of GDP (Figure 15).

Figure 14: Rising consumer debt

Figure 15: Bank lending rose to all-time highs

Source: South African Reserve Bank

Credit overexposure began to become an albatross, however, with non-performing loans
rising from 2007 by 80 percent on credit cards and 100 percent on bonds compared to the
year before, and full credit defaults as a ratio of bank net interest income rising from 30
percent at the outset of 2008, to 55 percent by the end of the year (Figure 16).
Figure 16: Non-performing credit card and mortgage bond loans

Source: South African Reserve Bank, Financial Stability Review, 2009.

By late 2010, the main state credit regulator, Gabriel Davel (2011: 1), registered ‘impaired’
status for 8.3 million South African borrowers, a rise from 6.1 million impaired borrowers
in 2007 (Figure 17): ‘There are a variety of mechanisms through which the ‘reckless lender’
can transfer the cost of default to its competitors. For instance, by applying coercive
collection mechanisms, it ensures that its payment get prioritized and that the client
default elsewhere, or cut back on household expenditure, school fees etc.’

Figure 17: Impaired credit affects millions more consumers

Source: Devel 2011.

A Keynesian reprieve?
Although the decline in corporate tax revenue drove the budget deficit to a near-record 7.6
percent of GDP in 2009 and a bit less in 2010, South Africa was not pursuing a classical
Keynesian strategy (Figure 18). The state was instead carrying through with massive (often
irrational) construction projects contracted years earlier, such as the World Cup stadia.
Anticipated increases in state spending based on ruling party promises – especially for job
creation (500,000 new jobs were promised, but, in fact, 2009–2010 would see 1.3 million
job losses) and the launch of a National Health Insurance – were deferred by the new
finance minister, Pravin Gordhan (2009), in his 2009 and 2010 budget speeches. Only in
mid-2011 was the health plan proposed as a Green Paper, with a still-delayed start,
insignificantly-sized pilot projects, and many loopholes that would allow the private sector
to continue health financing for the wealthy. As another reflection of a weak commitment
to a post-apartheid welfare state, the share of social spending in the total budget only rose
from around 50 percent during the mid-1990s to 57 percent at the peak of the crisis (from
12.5 to 15 percent of GDP), boosted only by social grant transfer payments mainly to the
elderly and single mothers (Figure 19).

Figure 18: Brief Keynesian intervention

Source: SA Reserve Bank

Figure 19: Measly increases in social spending during 2000s

Source: International Monetary Fund Article IV Agreement, 2010, http://www.imf.org

The huge bubble in energy resources (including coal), minerals, cash crops, and land
disguised the extent of vulnerability for countries like South Africa, and indeed the early
2000s witnessed increasing optimism that the prior (late 1990s) emerging markets
currency crises could have been overcome within the context of the system, simply through
strategic bailouts and ever faster liberalization. Moreover, even before the resources boom,
by 2001, the rate of profit for large South African capital was restored from an earlier
downturn from the 1970s to the 1990s, to the ninth highest rate amongst the world’s major
national economies (far ahead of the U.S. and China) (Citron and Walton 2002).
But resurgent corporate profits were not a harbinger of sustainable economic development
in South Africa as a result of persistent deep-rooted contradictions (Davies 2009, Legassick
2009, Loewald 2009):
•

•

•

•

•

•
•

as noted, with respect to stability, the value of the Rand crashed (against a basket of
trading currencies) six times, which is the worst record of any major economy and
reflects the vulnerability of South Africa regarding international financial markets
due to steady exchange control liberalization (there was a loosening of currency
controls on 30 occasions starting in 1995);
South Africa witnessed GDP growth during the 2000s, but this fact did not take into
account the depletion of non-renewable resources – if this factor plus pollution
were considered, South Africa would have a net negative per person rate of national
wealth accumulation (of at least US$2 per year), according to the World Bank (2006:
66);
South Africa’s economy became much more oriented to profit-taking from financial
markets than to production of real goods, in part because of extremely high interest
rates, especially from 1995 to 2002 and from 2006 to 2009 (in early 2011, only
Greece had a higher rate among the leading 50 national economies);
the two most successful major sectors from 1994 to 2004 were communications
(12.2 percent growth per year) and finance (7.6 percent) while labor-intensive
sectors such as textiles, footwear, and gold-mining shrunk by 1 to -5 percent per
year, and overall manufacturing as a percentage of GDP also declined;
the Gini coefficient measuring inequality rose from 0.56 in 1995 to 0.73 in 2006
(one of the highest coefficients worldwide) according to the Institute for Democracy
in South Africa (2009, citing Statistics South Africa), while Bhorat, van der
Westhuizen, and Jacobs (2009: 80) calculated a rise from 0.64 to 0.69, and the South
African Presidency (Republic of South Africa 2008: 96) conceded an increase from
0.67 to 0.70 over nearly the same period;
black households lost 1.8 percent of their overall income (including wages, salaries,
and unearned income) from 1995 to 2005, whereas white households gained 40.5
percent (Bhorat et al. 2009: 8);
total unemployment doubled to a rate of around 40 percent at peak (if those who
have given up looking for work are counted; otherwise around 25 percent, and just
6 percent for whites), but state figures underestimate the problem given that the
official definition of employment, consistent with the International Labor

•
•

•

•
•

•

Organization, includes such work as ‘begging,’ ‘hunting wild animals for food,’ and
‘growing own food’;
overall, the problem of capital strike – large-scale firms’ failure to invest – continues,
as gross fixed capital formation hovered around 15 to 17 percent from 1994 to
2004, hardly enough to cover wear-and-tear on equipment;
businesses did invest their South African profits but not mainly in South Africa:
Dating from the time of political and economic liberalization, most of the largest
Johannesburg Stock Exchange firms – Anglo American, DeBeers, Old Mutual,
Investec, South African Breweries, Liberty Life, Gencor (now the core of BHP
Billiton), Didata, Mondi, and others – shifted their funding flows and even their
primary share listings to overseas stock markets mainly in 2000–2001;
the outflow of profits and dividends originating from these firms is one of two
crucial reasons for South Africa’s current account deficit that has soared to among
the highest level in the world (in mid-2008, it was exceeded only by New Zealand),
and hence it is a major danger in the event of currency instability;
the other cause of the current account deficit is the negative trade balance during
most of the recent period; a balance that can be blamed on a vast inflow of imports
after trade liberalization and an export growth it could not keep up with;
another reason for capital strike is South Africa’s sustained overproduction problem
in existing (highly monopolized) industry, as manufacturing capacity utilization
especially in de-industrialized sectors such as clothing, textiles, footwear,
appliances, and electronics fell substantially from the 1970s to the early 2000s;
corporate profits avoided re-investment in plant, equipment, and factories and
instead sought returns from speculative real estate and the Johannesburg Stock
Exchange: there was a 50 percent increase in share prices during the first half of the
2000s, and the property boom (largely beneficial to white homeowners in
established suburbs) was unprecedented.

With this sort of fragile economic growth, subject to extreme capital flight, it is no surprise
that in the second week of October 2008, the Johannesburg stock market crashed 10
percent (on the worst day, October 8, shares worth US$35 billion evaporated, and the
currency declined by 9 percent, while the second week witnessed a further 10 percent
crash). By way of reaction, the South African Reserve Bank (SARB) came under heavy
pressure to reduce interest rates – by 5 percent from late 2008 through mid-2009 – and the
real prime rate fell to the 2 percent range, down from a peak of 15 percent a decade earlier.
But it did not work, as manufacturing, mining, and retail continued to crash. Although as
late as February 2009, Finance Minister Trevor Manuel claimed that such moves would
prevent a recession, he was proven wrong in May when government data showed a 6.4
percent quarterly GDP decline (the worst since 1984 during anti-apartheid protests), the
gold price plummet, and the tightening of sanctions.
Evidence of the weakness of South Africa’s economy at that stage was especially poignant
in the sector that was the fastest growing during the false boom: construction. From 2003
to 2009, the economy’s main growth engines were construction and finance (Figure 20).
During the first quarter of 2009, real sector crash was, indeed, mitigated by the

construction industry that grew 9.4 percent due to infrastructural investments of rather
dubious medium-term merits: 2010 World Cup stadia (which failed to cover operating
costs after the soccer matches), an elite rapid train service for Johannesburg–Pretoria used
only by professionals given its high cost (US$14 for the airport–Sandton route), the
persistently failing (albeit generously subsidized) industrial complex at Coega, the world’s
third- and fourth-largest coal-fired electricity generators (Kusile and Medupi), mega-dams,
and expansions to airports, ports, roads, and pipelines. But these big projects aside, the
number of building plans registered in 2008 was already 40 percent lower than in 2007
and declined further thereafter.
Figure 20: Winning sectors during 2000s ‘growth’

Source: SA Reserve Bank

Conclusion
Only by shifting to a looser monetary policy, gripping more tightly onto national resources,
and turning them into development will society survive the ongoing international financial
crisis and its local downturn. The critical step in that direction is to reduce vulnerability to
global markets and adopt a much more locally oriented development strategy. The very
first sign of this awareness was leading Pretoria Department of Economic Development
official Saleem Mowser (2012) who, in a newspaper article defending the hiring of Joseph
Stiglitz as an international advisor, allowed that his alleged competitor in the Treasury –
the Harvard Group of economists – ‘came to fundamentally the same conclusion: one of the
biggest challenges confronting the local economy is currency overvaluation and volatility –
and it requires active interventions to address this. Interestingly, the two lead economists
of the Harvard Group recently signed petitions supporting the use of capital controls as
legitimate and necessary policy instruments.’ This was the first mention I am aware of by
state officials that imposition of capital controls is ‘legitimate’ and worthy of debate,
notwithstanding that they were single-handedly responsible for preventing financial
contagion from affecting China and India, and they helped turn around economies including
Malaysia and Venezuela in the past fifteen years. There is a South African precedent that is
worth discussing: the 1930s era of selective de-globalization during which South Africa’s
growth per capita was the highest in its modern history (Figure 21).
Figure 21: South Africa’s deglobalisation (1932-40) growth and globalization decline

Source: Johannes Fedderke.

At that time, import-substitution industrialization occurred in South Africa (as well as in
Latin America) along its most balanced trajectory, with much of local manufacturing
industry established during the 1930s, as well as national assets such as Eskom and Iscor.
The years of high growth were not reserved for whites alone, and indeed the rate of
increase of black wages in relation to white wages occurred at their fastest level ever
during the period 1933–1945 (Nattrass 1981, Appendix). The reason for the era of
relatively more autonomous, self-reliance development was the crisis of the world
economy, from the 1929–1933 financial payments freeze to the 1930s Great Depression,
and to the 1939–1945 disruption of commercial shipping due to war. This meant that
regardless of intent, South Africa followed advice given by John Maynard Keynes (1933,
769):
I sympathise with those who would minimise, rather than with those who would
maximise, economic entanglement among nations. Ideas, knowledge, science,
hospitality, travel – these are the things which should of their nature be
international. But let goods be homespun whenever it is reasonably and
conveniently possible and, above all, let finance be primarily national.
In contrast, recent pressure on Africa from Washington (both financial institutions and the
U.S. State Department) has increased and amplified the vulnerability in the world markets
in order to avoid Keynesian strategies. Yet this move risks what even World Bank chief
Africa economist Shanta Devarajan in 2009 termed at a press conference, ‘the specter of
political instability and social unrest.’ For Devarajan, ‘market-based reforms, which were
painful in the first place but which African countries implemented because they could see
the impact they were having on growth, are likely to lose political support because they no
longer deliver results’ (World Bank 2009). At the same press briefing, World Bank Africa
Vice-President Obiageli Ezekwesili worried: ‘It is precisely in a season of crisis like this that
African governments must stay the course of market-based reforms’ (World Bank 2009).
With advice from the Bretton Woods Institutions prevailing in South Africa, with Gordhan
relaxing exchange controls yet further, with foreign debt rising dramatically and a
persistent high outflow of profits and dividends, indeed whether to stay the course of
market-based reforms would increasingly occupy the society. The most important single
disruption to the logic occurred on the roads of Gauteng in April 2012, when in advance of
a massive strike timed to halt traffic on the ‘e-tolled’ highways, the government appeared
to give in to the trade unions and white middle-class critics of commercialized highways.
The punishment in early May was swift, as Moody’s – working on behalf of international
finance – lowered the SA road agency’s international credit rating. But this in turn would
permit even further questioning of whether South Africa had now become far too
vulnerable to international finance.
What more general lessons can be learned? Relying upon finance as the driver of economic
development, we have observed in a brief historical sweep, typically intensified local-level
uneven development. Simon Clarke (1988, 110) has assessed historical processes in Britain
which (as in South Africa) point to contradictory roles of geography and finance:

In the initial phase of development of the credit system accumulation was
frequently disrupted at an early stage by the failure of local banks. Although
this was often put down to unsound banking practices, it was primarily a
result of the geographical unevenness of accumulation which led to
imbalances in the inter-regional flows of commodities and of capital, which
resulted in an inflow of money into some regions and an outflow from others.
Banks in some regions accumulated ample reserves of the money commodity,
while banks elsewhere found themselves under increasing pressure.
In sum, across a variety of scales, uneven development is generally accentuated during those
periods (such as at present) when financial institutions increase their range of movement,
the velocity and intensity of their operations, and simultaneously, their power over debtors
(whether companies, consumers or governments). It is at such points that David Harvey
(1982, 396) asserts the ‘hegemonic role’ of finance:
The power of money capital is continuously exerted over all facets of
production and realisation at the same time as spatial allocations are brought
within its orbit. The credit system affects land and property markets and the
circulation of state debt. Pressure is thereby brought to bear on landowners,
developers, buildings, the state and users. The formation of fictitious capital,
furthermore, permits interest-bearing money capital to flow on a continuous
basis in relation to the daily use of fixed, long-lived and immobile use values.
The titles to such revenues can even circulate on the world market though the
assets themselves are immobile.
But with power comes vulnerability, as is evident enough at the turn of the 21st century,
after two decades of spectacular financial crises across the world, and corresponding
spectacular problems of uneven development.
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