Money politics in South Africa: from covert party funding to the problem of Black Economic Empowerment 
 Sam Sole

 In April 2010 Jabulani Sikhakhane, an eminently sensible commentator for Business Day, set out a rather astonishing proposition. In his column he wrote that South Africans should not be dismayed at the prospect of the ruling African National Congress (ANC) making up to a billion rands in profit from a contract to build a new coal-fired power station for the state-owned electricity utility, Eskom.
 
The profit would flow from a 25 per cent shareholding in Hitachi Power Africa, which won the tender to supply the boiler sets for two new Eskom stations. The share is held by a company called Chancellor House, which the party has reluctantly acknowledged is an ANC investment vehicle.

Critics have labelled the very notion of the ANC profiting from doing business with the state which its government leads as ‘corruption on a grand scale’, to quote Helen Zille, leader of the opposition Democratic Alliance.
 Zille has argued that the potential benefit to the ruling party is so large that it is a threat to democracy, because of the scale of funds flowing to the ANC. Hitachi has said the profit to Chancellor House will be modest – in the region of R50m.

Sikhakhane is sympathetic to Zille’s concerns, yet he labels the Chancellor House deal as a ‘lesser evil’ than the status quo, in which, as he puts it, ‘the ANC gets the lion’s share of the funding because it, through the deployment of cadres in senior government positions, controls access to government contracts’. He concludes: ‘Chancellor House was meant to cut the ANC loose from the suckers who have attached themselves onto the ruling party. In time, Chancellor House would have made the ANC self-sufficient, or at the very least reduced its dependence on the leeches that cling so hard to the ruling party.’

But, alas, this is like arguing that a drunk would behave himself if only he owned a brewery – perhaps testimony to the helpless desperation with which many regard the ANC’s addiction to easy money. And it’s perhaps as an addiction that we should analyse South Africa’s descent into money politics – and why it has gone far beyond the need for an election funding fix every five years and instead become an infection throughout the body politic. 
For a start we should remember that for most of its history – during the years of the struggle – the ANC relied on donations (in cash and kind) to fund its operations, without too many questions being asked about how the money was spent. These donations came mainly from states and from church and anti-apartheid organisations. And it is worth recalling, too, that individuals (like Jacob Zuma) spent the better part of their lives in a situation where someone else took responsibility for providing the physical necessities: travel, accommodation, food, spending money.

 
After its unbanning in 1990, when the ANC became a government-in-waiting and then a government, it turned first of all to these same sources of funding, but found the nature of the relationship had changed. Now there was a much more demanding environment of ideological, diplomatic, political and economic quid pro quo. Thus, to take one example, the R50m–R70m that the ANC received from the Saudis ahead of the 1994 elections seems to have been predicated on a set of mutual commitments that saw the new ANC government shift oil purchases from Iran to the Saudis and saw President Mandela and his chief of staff involve themselves in a major diplomatic initiative around Libya and the Lockerbie plane bombing – partly at the behest of the Saudis and partly because of Libya’s previous support for the ANC.

 

In turn there was an expectation that the Saudis would purchase some R5 billion worth of G5 and G6 artillery systems from the state-owned armaments manufacturer, Denel, in what would have been South Africa’s biggest-ever defence export deal. So attractive was this transaction that the Denel board of directors was persuaded to pay out almost R100 million in ‘advance commission’ to the Swiss bank account of the Saudi agents who acted as intermediaries, in the hope that this would clinch the deal.
 
This irregular payment triggered a probe by the South African Auditor General  and later by the Investigating Directorate of Serious Economic Offences, the forerunner of the Scorpions. In their request for judicial assistance directed to the Swiss authorities, investigators said they had testimony alleging that part of the commission – little more than a bribe – had been intended to flow back to decision-makers in South Africa, including the ANC, minister of defence Joe Modise and some members of the Denel board.
 Inexplicably, the case was never pursued, despite the Swiss authorities agreeing to seize and convey to South Africa the relevant Swiss banking records.

 
The Denel case had another important sequel, which showed clearly how the ANC’s centralised, dirigiste instincts clashed with and undermined the liberal constitutional framework that was the product of the historic 1990 compromise. 
The party’s deeply held view was that it should be free to use the levers of state to pursue strategic objectives in its own and the national interest, which were in any case regarded as almost identical. Against this there was erected a formal but not very secure new framework of constitutional checks and balances that sought to disperse state power, limit executive discretion and establish independent authorities to act as watchdogs and arbiters. 

A major test emerged with the decision to call for tenders to set up a third cellular telephone operator, in competition with the highly successful duopoly of MTN and Vodacom. The process lay in the hands of the SA Telecommunications Regulatory Authority (Satra), an independent, constitutionally protected regulator chaired at that time by Nape Maepa. Maepa was a senior engineer who had already made a comfortable life for himself by a successful corporate career in exile in the United States. He was technically competent and experienced and took his legal independence seriously. This made him an obstacle to an emerging practice whereby formal decision-making processes were subject to informal management – in a word, manipulation – by state and party.

As far as can be established – many of the facts remain hidden behind a veil of corporate and state secrecy – the informal position was that the government believed that if the Cell C consortium, backed by the company Saudi Oger, won the bid, it would finally clinch the long-delayed Saudi decision to buy guns from Denel. Maepa was not, however, prepared to have the selection process stage-managed in any way – and indications were that, in a straight contest, Cell C might well lose. The result was the worst possible outcome. Maepa was removed on spurious grounds; Satra proceeded to award Cell C the licence in a process that showed every likelihood of being successfully challenged in court (Cell C was eventually forced to reach an expensive settlement with a losing bidder); and, in the end, the Saudis did not purchase the guns.

 

Instead of seeing this outcome as a lesson in how independent institutions could save a dominant party from making poor strategic choices, the ANC’s response was to intensify and entrench a formal policy position that the party should achieve hegemonic control of all the main strategic institutions – and at every level, from the civil service, to state-owned entities, right down to local government level. 
This was to be achieved by a process of cadre deployment, whereby party members were to placed in strategic positions in which they (unlike Maepa) could be relied on to take the ‘patriotic’ view.
 

The ‘deployment’ of ANC cadres to a bureaucracy that observed as part of its culture an unwritten mandate to ‘bend the rules’ for the party where necessary is part of what allowed the poison of money politics to spread so quickly and so far. The formal legal framework made it difficult for the ANC to be seen to be openly issuing such directives. So if the local branch chairman told the local municipal manager that the tender had to go a certain way and that such instructions came from above, who was to gainsay it? But that is only part of the story. More important was another element of the unwritten understanding that was handed down from the party leadership, most notably Thabo Mbeki. Perhaps the most damaging manifestation of this kind of strategic-level ‘grand corruption’ which Sikhakhane views as the lesser of two evils was of course South Africa’s multibillion-rand Strategic Defence Procurement programme.

 

The project was undone by its own hubris. According to this inflated view, the arms deal would meet South Africa’s need to re-equip its ageing navy and airforce fleets; would cement strategic trading partnerships; would create significant local industrial development by means of counter-trade obligations; and would provide covert party funding behind the cloak of secrecy associated with defence purchases. So the necessary meetings in smoke-filled rooms were held to sort out the necessary mutual understandings – some clearly so obscure that a number of those involved, including former President Thabo Mbeki, can no longer recall them taking place.

 

Once again the state had to face a formal architecture of independent decision-making – much of it staffed by unsympathetic apartheid-era technocrats – which had to be sidestepped to realise the desired outcome. In almost every case this was achieved by the manipulation of offset offerings, which the politically reliable Trade and Industry Department rubber-stamped, no matter how bloated and improbable. 

 

Of course, strategically placed individuals took advantage of this humbug – and the formalised dishonesty it implied – to negotiate themselves lucrative side-deals that probably far exceeded the sums that actually flowed into party coffers. And the need to maintain the overall façade – in the face of the inevitable leaks and scandal – meant disciplining or discrediting independent players or institutions that were not prepared to toe the party line. 

Parliamentary oversight was curtailed. Party discipline was applied to rein in the Standing Committee on Public Accounts, which had been asking too many difficult questions. Pressure was also brought to bear on the Auditor General and a report on irregularities within the procurement process was watered down to appease the government.
 
The criminal investigation of corruption allegations linked to the deal – conducted by the new FBI-style Scorpions unit – was encouraged to proceed only in directions inimical to Mbeki’s political enemies, like Jacob Zuma. Thus began a process of factionalisation and politicisation of state security structures that would ultimately see the destruction of the Scorpions when Mbeki fell from power.

Following the débâcle of the arms deal, the ANC attempted to deal with the obvious pitfalls of getting more-or-less corrupt slices of state deals through ‘donations’ and ‘commissions’, by setting up its own covert business entities. It is not known how many of these vehicles existed on a small scale, but one official of the ANC treasury department became known as ‘Mr 10%’ because of his frequent presence as a company director or shareholder, apparently as a nominee for party interests. 

The Mail & Guardian exposed two attempts to do this on an ambitious scale, firstly through Imvume, the company involved in the Oilgate scandal, and secondly through Chancellor House. 

In 2005 the M&G revealed how R11 million of public money was diverted to ANC coffers ahead of the 2004 elections, at a time when the party was struggling to pay the salaries of its own officials. South Africa’s state oil company, PetroSA, advanced R15 million to Imvume Management, a company which investigations showed had very close ties to the ANC. The money was supposedly meant to be used to pay for oil condensate that Imvume had a contract to supply to the PetroSA production plant at Mossel Bay. Instead, Imvume transferred the R11 million to the ANC as a ‘donation’.

This left Imvume with inadequate resources to pay for the condensate, prompting PetroSA to release another R15 million directly to Gencore, the Swiss-based supplier – a double payment that has never been fully repaid. Although no clear evidence emerged that PetroSA was aware of the real destination of the funds, the question of who knew what when was never clarified by the desultory investigation carried out by the Public Protector, one of the constitutional safeguards emasculated by the ANC’s cadre deployment policy.

The M&G won a court challenge to review and set aside the Public Protector’s flawed report, with the judge ordering him to carry out a proper investigation of Oilgate, but the Protector is still appealing against that decision. Further investigation by the M&G
 revealed that Imvume, with the written blessing of the ANC secretary-general, had embarked on an ambitious project, together with Saddam Hussein’s Baath party. The company also appeared to have direct support from the Department of Mineral and Energy Affairs. The plan was to use oil lifting rights granted by the Iraqi oil ministry in terms of the United Nations oil-for-food programme to raise funds for the ANC. The scheme was stymied by the invasion of Iraq, which also exposed some of the Iraqis’ documents setting out their relationship with Imvume.

 

Imvume was set up in early 2001, with an opaque shareholding of three trusts. But it was largely a one-man-band in the person of Sandi Majali. Its relationship with the ANC appears to have been built around Majali’s personal position of trust with Mbeki, with ANC treasurer-general Mendi Msimang, and especially with then secretary-general Kgalema Motlanthe. 

 

Chancellor House Holdings (CHH), registered in 2003, appears to have been an attempt to establish a more structured vehicle for party funding. Its shareholder, the Chancellor House Trust, had as trustees the senior ANC figure Popo Molefe (a former provincial premier) and Salukazi Dakile-Hlongwane, chief executive of Nozala Investments, a leading black economic empowerment (BEE) company. The founding directors of CHH included ANC veteran Henry Makgothi; Sivi Gounden, former director-general in the Department of Public Enterprises; and Irene Charnley, director of cellular telephony giant MTN. 
The managing director was Mamatho Netsianda, former deputy secretary of defence, who had served in the ANC London office under Msimang in the late 1980s. The board was chaired by Professor Taole Mokoena, who was reported to have been close to the late Manto Tshabalala-Msimang, wife of the then treasurer-general. Since Mbeki’s fall from power, three new directors more sympathetic to the Zuma administration have been appointed.

 

According to the detailed investigation published in 2006 by M&G journalists Stefaans Brümmer and Vicky Robinson, Mendi Msimang approached the Department of Minerals and Energy (DME) as early as 2002, seeking opportunities for Chancellor House, and by 2004 the company ‘kept trying to get deals [from the DME]. It said the money was for the ANC.’

 

Since 2003 the group has accumulated ‘empowerment’ stakes in minerals, energy, engineering, logistics and information technology. It is not surprising that Chancellor House focused strongly on the minerals and energy sector. It was one of the first sectors where the government laid down formal legal requirements for companies to reach black empowerment targets, stipulating that a significant percentage of ownership and control had to be transferred to black or ‘historically disadvantaged’ South Africans. 

The mining sector was heavily regulated and the government, through the DME, could impose direct empowerment conditions on the granting of mining licences and the acquisition or retention of mineral rights.

 

Brümmer and Robinson’s case study showed how a consortium led by Chancellor and backed by controversial Russian oligarch Viktor Vekselberg was awarded strategic mineral rights in an extraordinary dance of DME officials, Russian diplomats, politically well-connected businessmen and the ANC’s Motlanthe and Msimang. As an added complication, the latter two appeared to be backing different business factions. The case study revealed that the DME had, at the very least, bent its own rules in making the award.

 

But it was the Chancellor House investment in another entity that really brought to the fore the role of the party as both referee – through its cadres deployed in government and state-owned enterprises – and player, when companies in which it had an interest bid for public-sector contracts. 

In 2005 Chancellor House took a 25 per cent stake in a new company, Hitachi Power Africa, formed to bid for the Eskom programme to build new power stations to meet the country’s growing energy demands. HPA was a subsidiary of the Japanese multinational. In 2007 Eskom awarded Hitachi a R38.5 billion tender to supply boiler sets for two power stations, Medupi and Kusile. In February 2008, the M&G revealed that the Eskom chairman, former ANC Cabinet minister Valli Moosa, had presided over the board meetings that confirmed the contracts, while also serving on the ANC’s fundraising committee.

 

A subsequent investigation by the Public Protector confirmed that Moosa had been aware of the ANC interest through Chancellor House and should have acknowledged the conflict of interest. But the ANC’s beneficial interest in Eskom’s programme only emerged as a major public issue in 2010 when it became clear Eskom would require massive tariff hikes in order to fund its capital projects. The ANC’s conflict of interest – it formally opposed the tariff hikes but stood to benefit from them through Chancellor House – became a matter of national debate.

 

Zwelinzima Vavi, general secretary of the trade union federation Cosatu, the ANC’s leftist ally, expressed rhetorical disbelief that the ANC had put itself in such a position. He noted: ‘The problem with this is that the ANC will not be able to ward off genuine concerns that it might have decided to accept the extraordinarily high tariffs imposed on the poor and industry because it stands to benefit. If it is true that the ANC company has invested in Eskom, then God help us all.’

 

But the political complexities thrown up by party business interests were highlighted by the response of ANC secretary-general Gwede Mantashe, who is also the chairman of the South Africa Communist Party and a close ally of Vavi against the nationalist-populist wing of the ANC. 

At an ANC–Cosatu bilateral meeting Mantashe launched a blistering counter-attack, accusing Cosatu of taking part in a ‘malicious debate’ and adopting ‘a populist stance’. In a paper presented at a bilateral meeting with Cosatu he defended the income stream provided by the Eskom deal. 

‘The veiled suggestion that companies with investments in the ANC or alliance partners must not bid for such work suggests that conservative companies should monopolise these opportunities,’ Mantashe said. ‘This flies in the face of the 1995 resolution of the NEC of the ANC that the democratic movement should invest in the various sectors of the economy to sustain themselves in the face of the donor funding that was fast drying up,’ argued Mantashe, pointing out that union investment companies faced many of the same potential conflicts and calling for a proper debate on the sustainable public funding of political parties.

 

Mantashe’s latter comment is somewhat disingenuous, given that the ANC has resisted repeated calls, since about 1997, for legislation to regulate party funding. But beneath the internal tactical manoeuvring that may also inform Mantashe’s defence of Chancellor House lies the same ethical quandary expressed by Sikhakhane: the view that the Chancellor House model represents the lesser of two evils. 

This is because, in theory, it centralises and institutionalises the grubby exchange of the political allocation of rents in return for party funding – in other words, the way in which politicians get money from business in return for using political influence to allocate business opportunities. Like Sikhakhane, Mantashe apparently believes that it would be better for the party to monopolise this power, as opposed to the free-for-all that currently exists.

 

There are two problems with this view. One is that the genie is already out of the bottle in the sense that the idea of political power and material accumulation as a sweet and natural cycle has been propagated throughout our political system. The second problem is the implicit view that this understanding of the relation between power and accumulation is an aberration. 

It is easy to pick a few quotes to illustrate this anecdotally: then Cabinet minister Phumzile Mlambo-Ngcuka’s statement to a gathering of black businessmen that they should not be ashamed of wanting to be ‘filthy rich’, or former ANC’s spokesman Smuts Ngonyama’s crass retort to questions about his empowerment stake in Telkom that he ‘didn’t struggle to be poor’. But it’s harder to show just how pervasive is the unwritten ideology of ‘it’s our turn to eat’, to borrow the classic Kenyan expression of elite parasitism.

 

To cite one statistic: in 2009 a special Auditor General’s report revealed that more than 2000 government officials were doing business directly with the government and had directly or indirectly benefited from government tenders worth more than R600 million. Both Cosatu and the ANC are aware of the scale and depth of the problem. 

In an August 2009 article in the journal ANC Today, Mantashe wrote: ‘The biggest threat to our movement is the intersection between the business interests and holding of public office. It is frightening to observe the speed with which the election to a position is seen to be the creation of an opportunity for wealth accumulation.’
 

But when Cosatu began to press for ‘lifestyle audits’ for ministers and senior officials and to demand that those in government not merely declare but divest themselves of their business interests, the ANC put on the brakes.

 

At the same bilateral the ANC accused Cosatu of trying to create the impression that the ANC was inherently corrupt and anti-worker: ‘Our observation is that sometimes the federation joins the chorus of accusing individual comrades of corruption too easily without even taking the trouble of validating the accusations … This is understandable when the opposition does it, but is incomprehensible when an ally advocates it.’ The message is clear: loyalty comes before probity. Pissing inside the tent will be regarded as disloyal, no matter how justified. 

 

Indeed, Mantashe’s prescription for dealing with the problem of corruption is to reach for the same quasi-authoritarian instruments that Mbeki tried, and failed, to impose.

In an address to a municipal workers’ congress in November 2009, Mantashe argued that greater party discipline was the key to dealing with these corrupt tendencies. ‘When our structures are operational at all levels we can enforce organisational discipline with ease. We can ensure that the principle of democratic centralism can be enforced,’ he argued. ‘This takes me to the question of deployment of cadres to run the state bureaucracy, in the main, even though the principles apply to all deployment. The media and the opposition parties are trying hard to make us feel guilty about the deployment policy. There is nothing wrong with deployment as a policy. What is wrong is the abuse of that policy wherein it is used to offer jobs to pals. Deployment of cadres must be linked to a serious cadre development programme.’

 

Clearly the ANC will not confront the possibility that cadre deployment per se leads to abuse through the inbuilt conflicts of interest it creates. That wilful blindness also characterises the failure of most of the ANC–Cosatu–SACP Alliance to confront the consequences of what is termed ‘the 1996 class project’. 

This term represents a ‘left’ critique of the Mbeki presidency which emerged rather late in Mbeki’s time at the helm of the party – around 2006 – when the damage had been long done. The 1996 class project was so called because this was the year in which Mbeki presided over the shift from the broad redistributive goals of the Reconstruction and Development Programme (RDP) to the neo-liberal macroeconomic disciplines of the Growth Employment and Redistribution strategy (Gear).

 

But Gear was merely a marker. Even some on the left now concede the necessity at the time of macroeconomic stabilisation, which was the central impact of the programme. Indeed, the 1996 project represented much more. It was an effort to fundamentally reshape the character of the ANC by establishing the black middle classes and nascent black capital as the centre of gravity for the party, rather than the working-class hegemony favoured by Cosatu and the SACP. 

Of course, this project was never openly articulated by Mbeki. The closest he got perhaps was in an address to the Black Management Forum late in 1999, when he told the audience, ‘As part of the aim to eradicate racism in our country we must strive to create and strengthen a black capitalist class.’ He went on to equate any failure of BEE with a failure of the ANC to achieve its historic mission to eradicate racism.

 

Sometimes, in more charitable moments, I imagine that Mbeki knew the character of his exile party too well – recognised that in some ways it was little more than a collection of competing warlords, jockeying for control over the fruits of liberation – and that he calculated that the only escape was through the rapid creation of a black middle class, no matter how many eggs were broken in making this quick and dirty omelette.

 

But I suspect this was a much more Faustian pact. Mbeki’s initiation of his own programme, Gear, as a substitute for the RDP coincided with his battle to succeed Nelson Mandela as ANC president. The aspirant black elite were his natural class allies, and the racial-populist nature of the ‘transformation’ programme he held out to them fitted well with his own racial super-sensitivities. 

So broad redistribution – through the tax system and the proper funding, staffing and functioning of core departments of state (in education, health and local government) – took a back seat to BEE and cadre deployment.

 

What Mbeki assessed correctly – and his critics have still failed to understand – was what a powerfully seductive mix this was. 

BEE offered virtually instant gratification to the newly empowered political elite at every level: the promise of millions (at one end of the scale) or a house and a flashy car (at the other end) within months, rather than the years or decades of effort demanded by broader programmes of national reconstruction. 

For those on the outside of this narrow redistribution, BEE offered at least a clear aspirational goal and a chance, even vicariously, to upset the order of racial privileges of the past, with all their accumulated and attendant resentments. 
 

Thus, while the Zuma administration, after a year in office, is still struggling to articulate a coherent economic programme consistent with it development goals, state departments like Communications know what they are about. Never mind that embedded cadre and party interests have stultified the deregulation and development of the telecommunications industry. Never mind that the country’s mining industry – subject to some of the earliest and most demanding of the BEE rules – is, at best, treading water. Despite these realities, the Department of Communications has a clear priority: legislate some of the BEE codes because companies in the telecommunications industry have been too slow to meet voluntary transformation targets. 
 

BEE offers a simple and coherent ideological message with which the liberation movement’s left wing has not even begun to compete: it’s our turn. It is BEE that has provided both a vehicle and a respectable justification for the injection of money deep into our politics. Until the Alliance recognises and confronts that reality – confronts its own addiction to short-term gratification – the prospects for a cure will remain remote. 
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