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FOREWORD

My team and I are delighted to have played a role in harnessing economic
thought excellence with a view to contributing to rethinking the South African
economy in pursuit of the constitutional commitment to establish a society
based on social justice and fundamental human rights.
The entry point for the Social Justice Chair is the Musa Plan for Social Justice (Social justice M-Plan), an initiative that has been
endorsed by government, business and civil society. The Social Justice M-Plan seeks to ensure that all hands are on deck to deliver
on the constitutional commitment on healing the divisions of the past and establish a social justice anchored society where every
citizen’s quality of life is improved and each person’s potential is freed.
The Social Justice Chair is pleased to have played a role in the commissioning and framing of the original conversation that yielded
the economic policy research paper aptly titled “New Wine in New Wine Skins”. The paper rightly proposes a rethinking of the
ethos underpinning economic transformation in South Africa to correct the enduring legacy of apartheid, colonialism and other
legislated injustices and structural inefficiencies in line with the Constitutional promise and sustainable development principles.
The research points out that not only has the past 26 years failed to correct deeply embedded structural economic injustice,
mostly along racial and gender contours of the past, poverty, unemployment and inequality, have grown catapulting the country
into the status of being the most unequal society in the world. We are also reminded that the Coronavirus COVID-19 pandemic
and lockdown responses to it, have not only exacerbated the situation but also presented a novel opportunity to reflect on viable
development strategies that can drive economic development through redistribution and advancement of wellbeing for all.
The clear message is that growth and social inclusion cannot be achieved through reclaiming the pre-state capture and preCOVID-19 economic pathways. The advice is that a viable future lies in innovative economic pathways that not only disrupt
poverty and inequality but also ignite sustainable growth and planet friendly development.
It is my considered view that South Africa has the potential of rising to become a great nation if it harnesses the full potential of its
people and natural resources. To achieve this, South Africa needs to disrupt and dismantle the social and economic stratification
primarily on the ground of race, gender and geographic disparities that was institutionalised through unjust apartheid and colonial
laws and policies. The structural inefficiencies that are the enduring socioeconomic legacy of previously legislated inequality has
become the country’s main Achilles heel hamstringing growth, development and wellbeing efforts.
There is no question that 26 years is inadequate to undo centuries of socioeconomic harm but the challenge has been compounded
by policy ineptitude, maladministration and corruption, including state capture. There is nevertheless potential and opportunity
to do much better both in terms of advancing wellbeing for all in line with the Constitutional promise and advancing sustainable
economic development through investing in all. This is in line with the principle of Ubuntu, affirmed by the Constitutional Court
as a foundational principle in S v Makwanyane and other cases.

It is our hope that this will enrich South Africa’s post-COVID-19 economic dialogue
and help break the back of poverty and structural inequality during the next
decade in line with the global Sustainable Development Goals.
Prof Thuli Madonsela

Chair in Social Justice
University of Stellenbosch and Social Justice M-Plan Convener
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OVERVIEW

Impact of Strategic
Interventions, 2020-2030
This paper outlines seven strategic interventions
as an alternative policy roadmap to produce an
inclusive growth path.
It proposes measures to mitigate the immediate
impact of COVID-19 and addresses the
chronic crisis of low growth and high rates of
unemployment, poverty and inequality.
The modelling of the impact of COVID-19 on the South
African economy shows that the real gross domestic product
growth rate for 2020 is likely to drop to between -4.4% (Mild
COVID-19 Scenario) and -12.1% (Severe COVID-19 Scenario);
unemployment rate is likely to grow to between 34% (Mild
Scenario) and 39% (Severe Scenario) in 2020; and poverty
rate is likely to increase by between 4% and 7%, growing the
number of poor by between 2.5 and 4.5 million.

The modelling of policy options facing the South African
government indicates that adopting the recommended
policy interventions outlined in this paper is likely to produce
an inclusive growth path that will deliver real and significant
benefits to the private sector, working class and poor families
over the next decade. As highlighted below, the modelling
results clearly show the differences between the policy

If the policy status quo is unchanged, the following projections provide the likely outlook for
the country over the next decade
1.

The compound annual growth rate of gross domestic product will be between 1.3% (Mild COVID-19 Scenario) and
1.6% (Severe COVID-19 Scenario).

2.

The unemployment rate will be close to 27% in 2030, with more than 7 million workers classified as strictly
unemployed.

3.

More than one third of population (35%) will live below the poverty line by 2030, using the Lower Bound Poverty Line.

4.

Overall, post-COVID-19, the economy will gravitate towards low growth, high unemployment and high poverty over
the next 10 years.

If the proposed interventions outlined in this paper are adopted, the following projects provide
the likely outlook for the country over the next decade
1.

The negative impact of COVID-19 on growth, employment and poverty will be significantly reduced.

2.

The recovery period will be shorter.

3.

The economy will grow at CAGR of 6.2% over the next decade.

4.

The economy will create between 8.7 million (Mild Scenario) and 9.8 million (Severe Scenario) jobs over the next
decade.

5.

The unemployment rate will decline by almost 70% to 12.2% by 2030.

6.

The poverty rate will drop by almost 50% to 23% by 2030.

7.

Income inequality decreases by 16% over the next 10 years.

SECTION 1

Introduction
South Africa urgently
needs an alternative
economic framework to
support the sustained
economic development
necessary to catapult
the majority of South
Africans into improved
livelihoods, and able to
realise their full human
potential.

Conventional approaches have not been able
to do this over the past three decades. Nor have
they transformed the deeply unequal and highly
corporatized economy inherited from the colonial
and apartheid eras.

Economic growth has
been lacklustre, resulting
in high levels of poverty
and unemployment and
stubbornly widening levels
of inequality. This triple
crisis is deepening amid a
declining growth trajectory
and a deteriorating natural
resource base.
1

1.1 ENTRENCHED ECONOMIC DISPARITIES
The country’s economic history has been characterised by
ruling elites that controlled the country’s mineral wealth,
particularly that of diamonds, gold, iron ore and platinum.
From the 1890s through to the 1990s, this wealth was shared
between the white English and Afrikaner capital that has
ruled the economic landscape for most of South Africa’s
modern economic history. In the post-apartheid era, wealth
accumulation has followed the same path dependency of
elite accumulation, albeit in a slightly deracialised manner. The
economic policies adopted following democratic elections in
1994 have not restructured ownership of key natural resources,
to the detriment of most South Africans.

for the benefit of whites2 , the post-apartheid government
had no comprehensive plan to ensure redistribution of the
economic gains for the benefit of the majority, and instead
embraced a neo-liberal economic model. As a result, the
business elite continues to remain mostly white; only 3% of
Johannesburg Stock Exchange (JSE)-listed entities are 100%
black-owned businesses.3

The neo-colonial settler mentality – through which a select
few benefit from economic activity persisted after 1994. By
design and default, that handpicked well-connected black
African struggle icons established themselves as business
tycoons. These tycoons were created under the banner of
black economic empowerment policies in successive Madela,
Mbeki and Zuma presidencies.

The South African National Treasury’s growth estimates are
dire, at less than 1% to 2% of the growth projected in the
outer years of the Medium-Term Expenditure Framework
(MTEF) until 2023.5 These estimates were released prior to the
advent of the COVID-19 pandemic and the country’s resultant
economic lockdown.

2. The Afrikaner Broederbond was a secret, exclusively Afrikaner male organisation in
South Africa dedicated to the advancement of Afrikaner interests.
3. B-BBEE Commission 2020, B-BBEE COMMISSION NATIONAL STATUS AND TRENDS
ON BROAD -BASED BLACK ECONOMIC EMPOWERMENT, Department of Trade, Industry,
and Competition, viewed 2 October 2020, https://www.bbbeecommission.co.za/
wp-content/uploads/2020/07/National-Status-and-Trends-on-Broad-Based-BlackEconomic-Empowerment_.pdf

4. Hunderborn, Leibbrandt & Woolard. 2016. Drivers of inequality in South Africa.
1 Statistics South Africa (Stats SA). 2019. 2019 Labour Force Survey.

5. National Treasury. 2019. Economic transformation, inclusive growth and competitiveness:
Towards an Economic strategy for South Africa. Pretoria: National Treasury.
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There was no comprehensive plan in place to ensure
redistribution of economic gains for the benefit of the majority.
While the National Party-led apartheid government (1948–
1994) was able to mobilise significant resources to support a
Keynesian model of economics

Neo-liberal economic policies have yielded poor levels of
growth and productivity. Wealth remains highly concentrated
with persistent poverty entrenched among the lowest income
deciles, driven largely by income inequality.4

1

1.2 THE IMPACT OF COVID-19

Statistics South Africa’s (Stats SA’s) first quarter 2020 GDP
results indicate a significant contraction of 51.1% in economic
output with 9 out of 10 sectors contracting, and the secondary
sector slumping by -72%. The country’s nominal GDP slumped
by R201 billion mainly because of a substantial downward
surge in the sectors of trade (R127 billion), manufacturing
(R111 billion) and electricity, gas and water usage (R45 billion).

An estimated 42% of businesses
were not able to continue operating
without turnover, which impacted the
workforce through job losses.
The likely decrease in incomes will be felt in the medium
term as household spending will contract significantly. This
downward trend is matched by underperformance in tax
revenue collections of almost R304 billion in the current fiscal
year, leading to an estimated increase in the deficit from 6.8%
in the February 2020 budget to 14.6%. The National Treasury’s
projections estimate a bleak outlook with growth estimates of
-7.2% in 2020, 2.6% in 2021 and 1.5% in 2022.8 The country’s
growth estimates are consistently being revised downwards.
The approach proposed by Government to address these
growth challenges will worsen South Africa’s structural
economic problems and support its continued economic
freefall. By securing International Monetary Fund (IMF) loans
conditional on the enforcement of free market policies, South
Africa is effectively formalising what it has been implementing
for the past 25 years without imposed external agency
conditionalities. Average growth in the last decade with these
self-same economic policies has been a dismal 1.9%, resulting
in an economic crisis way before the pandemic.
All countries are facing unprecedented economic shocks
with fiscal expenditure increasing 3–20% of GDP to stimulate
economic activity. The reaction to this pandemic will no doubt
determine the severity and length of the contraction and our
economic trajectory for the immediate and long-term future. It
also provides a unique opportunity to reconfigure, restructure
and rebuild the South African economy.

6. National Treasury. 2020. Supplementary Budget Review. Pretoria: The National Treasury.
Republic of South Africa.

Economic restructuring in this paper refers to an economic
strategy that would double both primary and secondary
sectors’ contribution to GDP, by boosting local productivity,
agricultural productivity and growing exports from
manufacturing value-added sectors.

1.3 GROWTH ESTIMATES AND NEGATIVE
DRIVERS
Even without the COVID-19 crisis, the projected outcomes
of the National Treasury’s 2019 Economic transformation,
inclusive growth, and competitiveness: Towards an Economic
Strategy for South Africa are far worse than those of former
economic policies such as the Growth Employment and
Redistribution (GEAR) strategy (1996) and the National
Development Plan (NDP) (2012).

The National Treasury’s strategy
envisages minimal gains with a 2.3%
growth rate and the creation
of 1 million jobs in a 10-year
timeframe.
It is premised on assumptions about microeconomic reforms
that prior to implementation offer no solution to the more
than 10 million unemployed South Africans. Regardless of
the proposals and plans put forward by the National Treasury,
the IMF projected only 0.9% growth for South Africa in 2020.9
Government efforts, including investment conferences led
by the Presidency and National Treasury policy proposals,
have not managed to convince the international and local
investment community of the positive effects such measures
will have on the country’s total growth story.
There is little or no mention of better integration and
coordination of government institutions, beyond
improving the financial performance of state-owned
enterprises (SOEs) by reducing their reliance on the fiscus.
But SOEs are the vehicles through which governments can
influence economic outcomes beyond budget allocations.
The enhanced functioning of state organs and better
alignment of government activities can enhance the
growth potential of any country. Fiscal policy muscle and
associated institutional instruments should not be ignored
as catalysts for invigorating economies.
South Africa has an unsustainable, highly indebted and
monopolistic energy supplier that is not able to produce a

7. Statistics South Africa. 2020. Business Impact Survey.
8. National Treasury. 2020. Supplementary Budget Review. Pretoria: The National Treasury.
Republic of South Africa.

9. International Monetary Fund. 2020. 2019 Article IV Consultation with South Africa.
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The COVID-19 pandemic and related economic lockdown are
projected to contract growth by a further 7.2%6 annually, with
significant closures of small, medium and micro enterprises
(SMMEs) resulting in an overall business impact of 47.9% and a
contraction in business turnover of 90%.7

2

As per government’s 2019 Integrated Resource Plan (IRP),
South Africa’s coal-fired power stations, which have been
the backbone of the economy, have to be decommissioned
over the next 20 years, while a new fleet of renewables is
constructed to replace them over the same period. Investors
are withdrawing from fossil fuels in response to global
climate change concerns and renewables have become the
cheapest source of energy. A pro-labour zero retrenchment
approach to coal closures – the so-called “just” energy
transition – could act as a key driver of inclusive growth in
South Africa. The potential growth and scale of a low-carbon
energy industry could catalyse the country’s first large-scale
integrated industrialisation programme since 1994. Upstream
manufacturing and the development of local capabilities and
products to support renewables would generate multiplier
effects, create new local manufacturing markets and generate
thousands of jobs.

South Africa does not have a debt
crisis; it has a GDP growth problem.
Compared to major economies, our
debt-to-GDP ratio reveals that our
debt levels are nowhere near the
impending crisis levels purported by
those who insist we have a debt crisis.
Global debt levels fell from 245% of GDP in 2016, to 238%
in 2019.10 South Africa’s debt level has risen sharply during
the past decade. Before COVID-19 it was projected at worst
to climb to 71.3 % in 2022/23, from 60.8 % (2019/20) and
an estimated 65.6% in 2021. The continued downward
adjustment of collected tax revenue over the past few years
has resulted in projected under-collection of tax revenue in
future years. Rising public debt since the COVID-19 pandemic
has shifted gross national debt expectations to 81.8% of GDP
with long-term estimations that South Africa will cross the
100% mark in 2023/24 due to spiralling debt servicing costs.
None of this means that the rising debt-to-GDP ratio cannot
be sustained if the necessary growth rates are achieved. The
issue is whether the high levels of debt can be serviced, and
future budgets balanced more efficiently. Government debt is
not synonymous to household indebtedness; it is rather what
function the debt plays in stimulating aggregate demand

10. Estenssoro, A. 2019. A Decade after the Crisis, Has the Global Debt Burden Stabilised?
Accessed from: https://www.stlouisfed.org/publications/regional-economist/thirdquarter-2019/decade-after-crisis-has-global-debt-burden-stabilized

to boost economic growth that is important. The current
economic posture speaks to the preservation of the existing
framework with little effort taken to reconfigure the structure
of South Africa’s low growth and low employment growth trap.

1.4 THE NEED TO SHIFT TO A NEW PARADIGM
There has also been little effort made to expand our concept
of economic development post-1994 by drawing on the
development economics used to support the successes of the
Asian tigers and some African lions and Latin American jaguars.
Instead, we emulate policies applied in the economies of the
Global North whose models have little relevance for South
Africa’s unique challenges. Our economic policy continues to
rely on classical mainstream economic thinking, which many
countries in both the developed and developing world have
abandoned as vehicles for building their societies. The South
African government continues to adhere to growth models
that result in underdevelopment.
We are unlikely to see different growth outcomes in the next
few years and decades unless we acknowledge the inadequacy
of government’s economic approach illustrated through its
micro- and macroeconomic proposals. This paper proceeds
from the view that the microeconomic solutions offered for
the next decade, on the back of the existing macroeconomic
policy environment, will yield the same persistent outcomes.

We clearly need a different
development approach to enable
us to reach our growth targets and to
rebuild South African society. We must
accept that the vehicles used to date
have resulted in dismal economic
failures.
We argue that South Africa needs a fresh perspective, coupled
with systemic changes in government’s approach to planning,
including the development of parallel planning capabilities
and enhanced monitoring and evaluation systems based on
clear targets. There can also be no sustained economic growth
if townships and rural areas do not constitute the economic
hubs of the future and remain ignored in the structural
transformation project of our economy.
Austerity measures without a decisive economic plan and
strategy will not provide the necessary economic growth and
transformation. Because of vested interests, there is currently
no consensus on how fiscal and monetary policy is used.

SECTION 1 Introduction

stable supply of energy and the cost of energy keeps increasing.
All projected economic growth requires a sustainable source
of energy. South Africa needs a threefold increase in secure
and affordable energy by 2050 to sustain economic growth.

3

Without a united approach providing fresh alternatives, South
Africa risks repeating its mistakes and generating the same
outcomes.

A fresh approach requires growthenhancing structural change
matched by public and private
investment in productivityenhancing sectors coupled to the
development of the necessary skills
and technological knowledge.

It will also be necessary to target sectors with the highest and
most dynamic growth potential, including the energy sector
that is currently retarding growth and development. The
successes of the Asian tigers emanated from their ability to
successfully manage the macroeconomy for the purposes of
structural transformation.

11

11. Nissanke, M. 2019. Exploring macroeconomic frameworks conducive to structural
transformation of sub-Saharan African economies. Structural Change and Economic
Dynamics, pp.48-116. https://doi.org/10.1016/j.strueco.2018.07.005

THIS PAPER OFFERS A COMPELLING ARGUMENT FOR AN ALTERNATIVE FRESH

SECTION 2

Presents the vision and timeframes.

SECTION 3

Provides a diagnostic assessment of the current economic status quo.

SECTION 4

Discusses the challenges that need to be faced with respect to the economic fundamentals.

SECTION 5

Outlines the economic theory applied to grasp the necessary fundamentals for the
alternative economic framework.

SECTION 6

Proposes the necessary fundamentals to build a new economic growth path.

SECTION 7, 8 & 9

Proposes the necessary programmes of delivery, related interventions and targeted outcomes.
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APPROACH AND IS STRUCTURED AS FOLLOWS:
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SECTION 2

Vision and
timeframe
We need a wellbeing
economy that is
economically, socially and
ecologically sustainable
over the long term to
realise the vision of a
socially just South Africa.

This vision is embedded as values in our Constitution
with the related human entitlements expressed in
the Bill of Rights. The key values are the achievement
of equality, human dignity and freedom for all. The
basic human entitlements are civil and political,
social and economic, cultural and environmental,
and development rights.

The harsh reality that 25
years after democracy
more than 90% of all
asset wealth is still in
the hands of 10% of
the population (most
of whom are white)
contradicts this vision.
12

The top 1% of the population have experienced
the most significant increases in wealth since
1994 compared to all other sectors of society.
Economic growth on its own has been
insufficient to ensure greater inclusion.

12. Orthofer, A., 2016. Wealth inequality in South Africa: Evidence from survey and tax
data. Research project on employment, income distribution & inclusive growth, 15.

Stay within planetary biophysical boundaries
– a sustainable size of the economy within our
ecological life support system.

2.

Meet all fundamental human needs, including
food, shelter, dignity, respect, education, health,
security, voice, and purpose, among others.

3.

Create and maintain a fair distribution of
resources, income, and wealth – within and
between nations, current and future generations
of humans and other species.

4.

Have an efficient allocation of resources, including
common natural and social capital assets, to
allow inclusive prosperity, human development
and flourishing. A wellbeing economy recognizes
that happiness, meaning, and thriving depend
on far more than material consumption.

5.

Create governance systems that are fair,
responsive, just and accountable.”13

13. Costanza, R., Daly, L., Fioramonti, L., Giovannini, E., Kubiszewski, I., Mortensen,
L.F., Pickett, K.E., Ragnarsdottir, K.V., De Vogli, R. and Wilkinson, R., 2016. Modelling and
measuring sustainable wellbeing in connection with the UN Sustainable Development
Goals. Ecological Economics, 130, pp.350-355.

Vision and timeline

From this perspective, it makes more sense to refer to a
commitment to a wellbeing economy. The United Nations’
2015 Sustainable Development Goals (SDGs) establish the
indicators for a wellbeing economy, which go well beyond
GDP growth as the only significant indicator of progress. When
progress is no longer measured in terms of the quantum of
marketed goods and services (as with GDP) but also with
reference to eliminating hunger and poverty, reducing gender
and overall inequality, ensuring sustainable production and
consumption, the provision of clean energy, taking urgent
action on climate change, and restoring marine and terrestrial
ecosystems, then it is a wellbeing economy that is envisaged.
To achieve a wellbeing economy, the overall goal needs to be
sustainable wellbeing with dignity and fairness for humans and
the rest of nature. This is achieved when humans are mentally
and physically healthy, there is greater equity and fairness,
everyone has a sense of place because they are embedded
in sound social relationships and the natural environment is
flourishing.

1.

SECTION 2

The translation of the Constitutional vision of social justice
into economic policy means going beyond a narrow focus on
economic growth as the necessary and sufficient condition for
“equal enjoyment of all rights and freedoms by all regardless
of human diversity and historical injustices.”

For Constanza, Daly, Fioramonti,
Giovannini, Kubiszewski et al., to
“achieve a wellbeing economy, a
major transformation of our world
view, society and economy are
needed to:
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SECTION 3

Diagnostic
assessment:
economic
status quo
An analysis of South
African economic
indicators points to a
worsening economic
crisis with poor
performances recorded
over most of the past
five decades.

Pre-1994, the apartheid government, finance
sector and industry worked to build a highly
concentrated economy that mostly benefitted
the white elite. Commercial banks and finance
capital supported the growth and expansion
of the mining sector. And infrastructure
development and labour market policies served
to support a strong mineral export capability.

The differences in South African’s economic realities are
determined largely by race and by education (the distorted
structure of access to and quality of education is an apartheid
legacy established to generate unskilled and cheap labour).
South Africa’s failure to build a fully industrialised national
economy over the past five decades is because economic
growth has been premised on low wages and access to a
large pool of unskilled black labour.14 The gains generated from
an export growth model based on minerals extraction could
have catalysed a fully modernised industrialised economy, but
the perennial challenge during the pre- and post-1994 eras
has been the limited purchasing power enjoyed by the large
majority of the working population.
International sanctions imposed on the apartheid-era
government further fundamentally harmed the South African
economy, paving the way for a negotiated settlement. By the
time the apartheid government started negotiations with
the African National Congress (ANC) in the late 1990s, only a
dozen or so people controlled the bulk of the economy. Post-

14. Hart, K. & Padayachee, V. 2013. A history of South African capitalism in national and
global perspective. Transformation 81/82.

1994, the ANC did not replace the racially exclusive capitalist
model with something radically different. The phenomenon of
corporate dominance over a large portion of the economy and
high levels of concentration have resulted in the continued
movement of capital towards the growth of these sectors.
The growth path of finance and capital and the strategic role
of SOEs reinforced the dominance of the mineral-energy
complex during the post-1994 period.
Questions to ask post-1994 are whether finance has changed
its investment portfolio; to what extent have state entities
been used to grow exports and develop related or linked
manufacturing sectors that absorb the majority of those
previously excluded; and, if they have not changed, what
policy mechanisms should be used to change the financial
flows; and how should key institutions within the fiscal and
monetary policy sphere be used to reshape the mineralsenergy complex?

Recent trends confirm the argument
that South Africa’s economy is locked
into a particular path dependency
that is challenging to break out of.

SECTION 3

These institutions played a pivotal role in
growing the state-led industrialisation and
mining sectors. During this time, the state
financed the establishment of institutions,
such as Eskom and Iscor, which would drive
economic expansion of these primary sectors.

Diagnostic assessment: economic status quo

Four key institutions,
developed during the
first half of the 20th
century, drove industrial
growth: two private
entities, Barclays Bank
and Sanlam, and two state
entities, the Industrial
Development Corporation
(IDC) and the National
Finance Corporation.
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3.1 ECONOMIC GROWTH
A series of economic policy packages were introduced post1994 to balance out apartheid-related inequities through job
creation, proper housing incentives and overall socioeconomic
development. This plethora of plans and policies included the
Reconstruction and Development Programme (RDP) (1994),
GEAR, Accelerated and Shared Growth Initiative for South
Africa (ASGISA) (2006), New Growth Path (NGP) (2010) and the
NDP with its variants such as Operation Phakisa between 2014
and 2030.

Between 1960 and 1980, the economy grew at an annual rate
of 4.5%,15 supported by exploitation of its abundant natural
resources. The exclusion and repression of the black majority
continued in the 1980s resulting in political unrest and increased
domestic and international opposition to the South African
government. From 1980 to 1994, the economy experienced
significant capital outflows, export bans and increased debt
burdens arising from economic sanctions. In the mid-1980s,
persistent political turmoil resulted in a debt and financial
crisis because the state was unable to service foreign creditors.
There was a high level of correlation between the political crisis
and the economic crisis meaning that political reform was a
necessary condition for economic stabilisation.

Figure 117 shows how the economy underperformed despite
the strategic policies that were put in place. South Africa’s
high levels of integration with international markets and
vulnerabilities to external shocks also affected economic
growth over the period.

The onset of democratic governance was marked most
notably by a process of trade liberalisation and the gaining of
access to global export markets. The reduced political turmoil
and a boost in aggregate demand and consumption by
government services are some of the factors that helped the
economy recover from an average annual growth rate of 1.0%
(1984–1993) to 3.0% (1994–2003).16 Despite the improved
economic growth outcomes, the reliance on natural resources
coupled with the effects of apartheid-era stringent economic
sanctions ushered the country into a period of subdued
economic growth.

Economic growth reached its highest peak of 5.6% yearon-year (y-o-y) in 2006. The 2008 financial crisis, which saw
the economy contract by 1.5% y-o-y in 2009, exposed the
country’s vulnerabilities. The economy grew moderately after
that but failed to recover from low growth rates.
GDP growth plunged to 0.2% y-o-y in 2019, partially due to
persistent electricity supply deficits, limited investments in
the real economy, failure to industrialise and an inability to
improve income levels. Despite high levels of financialization

15. South African Reserve Bank (SARB). 2019. Resbank Statistics.
(Real GDP figures expressed in constant prices)
16. SARB. 2019. Resbank Statistics. ibid.
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Figure 1: Actual annual economic growth rates versus
policy rates targets

Diagnostic assessment: economic status quo

17. Investec. 2015. Investec GIBS Savings Index: The real facts about saving.
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and strong links to global markets, the nation experienced a
technical recession in the first quarter of 2019. This is expected
to contract even further in 2020 due to sudden economic
and financial shocks triggered by the ongoing COVID-19
pandemic. As such, what seemed to be Africa’s most prominent
powerhouse is now an economy that has effectively reversed
to pre-1994 levels of economic growth.

3.2 PER CAPITA GDP
There is a widening gap between GDP per capita growth rates
in South Africa and those found in other emerging markets
post the 2009 financial crisis. Upward movement in per capita
GDP could be attributed to economic growth policies such
as GEAR that led to macroeconomic stabilisation and while
ASGISA interventions initially generated a sharper rise in
GDP growth, this did not last. Since 1994, the South African
economy has achieved an average annual growth rate of 2.7%
a year18 (compared to 5.7%19 for the emerging markets selected
for comparison in this study of Brazil, China, Ethiopia, Ghana,
United Arab Emirates, Turkey, Philippines, India, Rwanda and
Egypt).20

18. South African Reserve Bank. 2020. Resbank Statistics.
19. IMF. 2019. World Economic Outlook database.
20. The choice of these emerging markets was driven by their historical economic
performance in light of historical economic policy changes, as well as comparing the
performance of various macroeconomic indicators over time with similar economies.
These markets will be used in all emerging market comparisons in the paper except
when otherwise stated.

This is higher than the average population growth rate of 1.8%
(compared to an average population growth rate of 2.3% for
the selected emerging markets) between 1994 and 2018.
This indicates that despite the economy growing at a faster
rate than the population, GDP per capita in South Africa
remained relatively low, growing at a CAGR of 1.2% a year
between 1994 and 2018.21
Figure 222 illustrates that both Brazil and South Africa have
experienced muted GDP per capita growth over the past 25
years. Descriptive evidence shows that South Africa’s GDP per
capita registered at $9 090 in 1994, reached its peak of $12 381
in 2014 and contracted to $11 954 in 2019.23
This further exacerbates the deep-rooted problem of a
widening inequality gap, which is caused by discrepancies in
the allocation of economic benefits among the population.
Figure 3 illustrates South Africa’s volatile GDP per capita rate
and its vulnerability to global economic shocks. It is crucial
to note that despite the dire impact that various global
economic crises had on the selected comparative economies
for this study, their GDP per capita continued to rise as their
economies recovered, while South Africa’s GDP per capita
continued downwards. The deterioration of these growth
rates after 2009 shows the inability of economic gains to
improve standards of living.
21. World Bank. 2020. DataBank: World Development Indicators. Accessed online https://
databank.worldbank.org/reports.aspx?source=2&series=NY.GDP.PCAP.KD&country=ZAF
22. World Bank. 2020. DataBank: World Development Indicators. Accessed online https://
databank.worldbank.org/reports.aspx?source=2&series=NY.GDP.PCAP.KD&country=ZAF
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Diagnostic assessment: economic status quo

23. IMF. 2019. World Economic Outlook database.

Source: World Bank. 2020. DataBank: World Development Indicators. Accessed online https://databank.worldbank.org/reports.
aspx?source=2&series=NY.GDP.PCAP.KD&country=ZAF
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3.3 SUB-SECTOR ANALYSIS

The South African economy has been
traditionally rooted in primary and
secondary sectors.

Figure 4: Historical sub-sector analysis, 1994, 2000, 2009, 2019

Diagnostic assessment: economic status quo

South Africa’s exposure to global shocks, however, weighed
on its overall economic performance. This was evident in 2009
when these key sub-sectors contracted significantly. Data
shows that despite various economic policy interventions, the
country is still very exposed to the volatile global commodity
market.

SECTION 3

During the 2000s, key growth drivers stemmed largely from
the expansion of household consumption underpinned by
significant increases in household debt-to-income levels. The
performance of historical sub-sectors – the manufacturing,
agricultural, wholesale and retail, utilities and transport and
communication sectors – between 1994 and 2000 significantly
contributed to overall economic growth.
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3.3.1

GRAPHIC OVERVIEW OF KEY SUB-SECTOR PERFORMANCE

The historical analysis illustrated below outlines the performance of mining, the primary sector and the stock exchange. The effect
of trade and financial liberalisation of the economy is illustrated.

SECTION 3

Diagnostic assessment: economic status quo

Source: (Statistics South Africa, 2019)
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Diagnostic assessment: economic status quo

Source: (Statistics South Africa, 2019)
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, 2018

3.4 GROSS FIXED CAPITAL FORMATION
Levels of investment in land, equipment and machinery are an
indicator of re-investment and growth in the real economy. In
terms of y-o-y changes, gross fixed capital formation (GFCF)
in South Africa declined substantially after 1994 (Figure 13),
recording its largest drop in 1999 during the Asian crisis
(-7.6% y-o-y) and post the 2009 financial crisis (-6.7% y-o-y).
Investment peaked between 2003 and 2008 and has been
feeble since. Figure 14 further indicates that South Africa’s
GFCF is growing at a slower pace than two of the selected
emerging markets of China and Turkey, recording a CAGR of

0.05% a year, compared to 1.32% and 0.29% a year for China
and Turkey.
Furthermore, among the analysed key contributors to GFCF
(Figure 13), private business enterprises outperformed
the other analysed contributors in terms of investment,
accounting for an annual investment average growth rate of
71.1% (1994–2003) and 66.0% (2009–2019). These trends are
quite low and are deteriorating in comparison to our global
emerging market competitors (Figure 14).

SECTION 3

Fig 11 & 12 Source (Mineral Council South Africa,

Diagnostic assessment: economic status quo

, 2018
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Diagnostic assessment: economic status quo
SECTION 3

Against this backdrop, private business enterprises need to play a more influential role in demanding a business environment
that encourages increased investment and re-investment in the South African economy. Policies aimed at improving the business
environment and private sector growth should therefore be prioritised because they have the potential to induce further
investment inflow, as well as unlock additional revenue for government.
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3.5 UNEMPLOYMENT RATE

The unemployment rate remains the
most fundamental indicator of economic
health. Unemployment was at 29.1% in
2019 (quarter 4 estimate) increasing to
30.1% in 2020 (quarter 1) indicating that
South Africa has a jobs crisis.

Weak economic growth, de-industrialisation and contracting
primary sectors coupled with a stressed fiscal balance
and energy shortages have put additional pressure on the
South African labour market. The number of discouraged
workseekers is a staggering 2.9 million people. The number of
discouraged women work seekers (aged between 15 and 64
years) is about 1.5 million, compared to 1.3 million for men in
quarter 1 of 2020.

24. Statistics South Africa. Quarterly Labour Force Survey. Quarter 1: 2020.
25. Statistics South Africa. Quarterly Labour Force Survey. Quarter 1: 2020.

3.6 FISCAL POSITION

The democratic government inherited
significant socioeconomic backlogs in
1994 because of the systemic exclusion
implemented by apartheid policies.
The new democratic government adopted the RDP programme
to address developmental challenges; this was quickly
succeeded by GEAR in 1996. The RDP aimed to ensure growth
through redistribution, while GEAR’s primary aim was to foster
economic stability with a focus on macroeconomic policy.
Diagnostic assessment: economic status quo

While economic policies did help lower unemployment
levels between 2000 and 2008, things remained unchanged
for black youth and more so for women. Failure to absorb
the 15 to 24-year-old cohort into the labour market has led
to heightened levels of youth unemployment of 59% (first
quarter of 2020). This number is even higher (61.7%) among
youth without a Grade 12 qualification.25

This shows the widening of the
inequality gap, particularly among
women and the youth, as well as the
continued exclusion of women from
the formal labour market.

SECTION 3

Unemployment has remained stubbornly above the 21% level
since 1994, with worsening outcomes based on age, level of
qualifications, gender or region. To put this into context, the
unemployment rate for women between the ages of 15 and
64 years is 32.4%, while for men it is 28.3%.24
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3.7 GOVERNMENT DEBT

The accumulation of debt in South
Africa has been driven primarily by
persistently feeble economic growth,
exacerbated by the poor performance
of SOEs.
Between 1994 and 2019, government debt expanded by a
CAGR of 11.3%. Global economic events over the years have
exposed the country’s vulnerabilities and its lack of external
buffers. Government debt significantly increased post-2009
and has been on an upward trend since. Stimulating the
economy after any economic crisis will inevitably trigger debt.
South Africa’s gross debt as a percentage of GDP between

The debt management programme
outlined in the February 2020
Budget Statement and the June 2020
Supplementary Budget Review outline
the implementation of austerity
measures that seek to resolve
increasing levels of government debt.
The main strategy is the introduction of a targeted surplus by
the National Treasury to improve fiscal sustainability. But, on
the back of increased fiscal risks and weaker than expected
growth, collections will be reduced significantly. There is no
significant emphasis on the actions necessary to reverse low
economic growth and declining revenue trends. The main
variable listed in response to rising debt-to-GDP levels is a focus
on reduced spending, with less emphasis on tax increases.
One of the targeted outcomes is to improve the country’s

Diagnostic assessment: economic status quo

Adjustment policies must improve the composition of
spending and reprioritise expenditure to support long-term
economic growth, while managing existing risks, erasing
socioeconomic inequalities and fostering the sustainable use
of resources.

1994 and 2019 is relatively lower than that of Brazil. Despite
differing magnitudes, South Africa and Brazil’s large debt
stocks are mainly due to their precarious fiscal position and
feeble economic growth. The South African government
therefore needs to focus on optimising public goods and
resources, including SOEs whose financial crises have
heightened with several requesting bailouts even during
the COVID-19 pandemic. The prioritisation of expenditure
for SOEs that contributes to the alleviation of the country’s
known triple threat of poverty, inequality and unemployment
requires further analysis, which is not conducted in this
report. Furthermore, expansionary monetary policy should
be applied, with the intention of developing fiscal plans and
expenditure controls to prioritise the funding of sectors and
industries able to create more job opportunities and stimulate
the business environment.

SECTION 3

Fiscal frameworks narrowed the significant fiscal deficit, but
the economy failed to recover after the 2009 financial crisis.
Government increased social and investment spending in
response to the shock to facilitate economic growth, which
further widened the deficit in a weakening growth scenario.
The country’s fiscal position has weakened significantly over
the last five years due to continued weak growth and reduced
tax revenues. Ailing state efficiency and significant financial
leakages from state institutions due to state capture have
placed further pressure on state expenditure. South Africa’s
budget shortfall worsened to 6.5% of GDP in the 2019/20
financial year, from a 1.1% deficit recorded in the 2002/3
financial year.
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sovereign debt grade. There is an admission that weak growth
since 2014/15 has been the key driver in revenue collection
shortfalls ranging between 7.4% (2014/15) and 57% (2018/19).
Budgeted estimates reveal that weak growth is the key driver
of worsening debt levels.26 Other drivers of increased and
growing expenditure are agreements to higher remuneration
levels for public officials and widening social grant coverage.
The IMF validates this approach in the Article IV consultation
that outlines that the Medium Term Budget Policy Statement
(MTBPS) has proposed government savings and rationalisation of
expenditure to ensure fiscal consolidation and debt sustainability
since October 2019.27 This rationalisation continues with little
insight into the potential devastating effects of austerity measures
implemented during an economic crisis in what was already
a depressed economy. The cuts in spending across different
budget votes may hinder the rapid recovery needed in a time of
crisis when all sectors have shrunk, worsening the debt-to-GDP
levels and increasing the likelihood of a potential debt crisis. It is
important to note (Figure 17) that the comparable historic debt

levels of South Africa have historically not fared worse than other
emerging markets.

3.8 INFLATION AND THE REPO RATE
Inflation trends in South Africa were high during the 1980/90s,
averaging around 14% a year, but monetary policy that
targeted inflation lowered this to 7% a year between 1994 and
2002. This has been the most effective instrument for yielding
price stability, and inflation levels have stabilised within the
targeted 3–6% range in recent years.
Interest rate hikes, such as those in 2002 and 2008, effectively
quelled double-digit inflation levels. Adverse effects include
high debt service costs as the cost of borrowing continues
to rise. SARB has maintained and fiercely defends its primary
mandate of targeting inflation. Its mandate regarding
monetary policy and the coordination of fiscal policy for
reform to strengthen the capacity for economic growth and
prioritise full employment remains debated.

26. The in-year revenue shortfalls range from a R9.9 billion (2014/15) shortfall to R62.2 billion (2018/19) to R69 billion (2019/20) and R304 billion shortfalls (2020/21).
27. International Monetary Fund. 2020. 2019 Article IV Consultation with South Africa.
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3.9 SAVINGS RATE

The pivotal role that investment plays in fuelling sustained economic growth has been well documented in economic literature.29
Figure 20 shows that South Africa’s total investment as a percentage of GDP is growing at a lower rate than that of the selected emerging
markets over the 1994–2003 period. The IMF’s most recent data release shows that South Africa’s total investment in 2019 registered at
17.6% of GDP, which is lower than the 17.7% recorded in 1994.30
Furthermore, the IMF notes that total investment for the selected emerging markets registered a CAGR of 0.76% a year over the 1994–
2019 period, while South Africa’s total investment rate contracted by 0.02% a year over the same period.
Government’s efforts to encourage investment inflows into the country have been hindered by feeble economic growth, political
instability, weak savings rates, dysfunctional SOEs and high levels of government debt. The underlining factor, however, is that the South
African economy is not growing, and this causes negative spill over effects on other key macroeconomic indicators, which, in turn,
discourages investment activity. Overall fixed investment growth rates have been below GDP growth, suggesting that the private sector
remains hesitant to expand capacity despite economic policies geared towards encouraging fixed investment as a percentage of GDP.
28. Investec.2015. Investec GIBS Savings Index: The real facts about saving.
29. Roy Harrod (1939) and Evsey Domar (1946), which later received a strong endorsement from Robert Solow (1956) and TW Swan (1956).
30. IMF. 2019. World Economic Outlook Databases.

SECTION 3

3.10 INVESTMENT (AS % OF GDP)

Diagnostic assessment: economic status quo

South Africa has predominantly been a consumption-driven economy. Limited personal savings means that the poor are not
protected against unforeseen shocks. Higher savings levels could be used to fund long-term investments in human and economic
development. According to the Investec GIBS Savings Index28 report, inadequate savings levels diminish investments and have
negative spill over effects on economic growth and employment. The index further shows that South Africa’s savings levels are at
their worst level since 1990. SARB notes that South Africa’s ratio of gross savings as a percentage of GDP only grew by a CAGR of
0.6% between 1994 and 2019. Furthermore, the lack of financial inclusion for small businesses and poorer income groups further
weighs on the already subdued savings rate. The country’s lacklustre economic performance undermines government efforts to
encourage saving behaviour (through tax-free savings accounts, for example).
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Rapid internationalisation, opening of trade barriers, and the
loosening of capital controls in South Africa have supported
private sector credit extension and maintained the high
concentration and oligopolistic dominance of the five major
banks. Total credit extended to the private sector declined,
however, from 14.2% y-o-y in 2001 to 6.1% y-o-y in 2019.
The banking sector’s total credit to the private sector mainly
comprises mortgage advances, with a widening gap showing
that a minute proportion is allocated to actual investment,
which barely rose beyond R293 billion in 2018.
Increased levels of household access to bank credit from
1994 to 2019 is linked to rising household income-to-debt
ratios, which was the main driver of economic growth in the
late 2000s. Post-2009, continued resilience in private sector
demand for bank credit was supported by relatively low debt
levels, expectations of a decline in interest rates and ongoing
increases in the price of mortgages. But since 2015, private
sector credit has decreased, mainly due to bills discounted
and mortgage advances. Subdued economic growth as well
as exchange rate differentials and volatility pose upside risk
for private sector credit. Expansionary monetary policy could
alleviate this problem, but only if it succeeds in stimulating the
economy and providing inclusive financial support to smalland large-scale firms within the private sector. Credit needs to

The percentage of those using non-banking services grew
from 72% to 74% in 2017, which indicates a resilient banking
sector.31 Adult access to banking grew from 43% in 2004 to
63% in 2008 on the back of the Financial Sector Charter in
particular the introduction of the Mzansi account.32 Despite
the increased levels of financial inclusion and a stable financial
sector, inequality remains entrenched in the urban-rural divide
and among race groups. Financial inclusion in the urban areas
is about 90% and in the rural areas 81% and for whites it is about
97% and for blacks 86%. Strong domestic capital markets are
therefore critical for development. We must promote a change
in investment patterns in capital markets that promotes the
use of domestic savings for allocation towards productive
projects that encourage economic growth. And it is imperative
to broaden the scope of the South African financial sector to
target underdeveloped areas.

31. South African Institute of International Affairs (SAIIA). 2019. Digitising Financial
Services: A Tool for Financial Inclusion in South Africa?
32. Hanouch, M. (2012). Beyond the Mzansi Account in South Africa – Targeting Usage.
Retrieved from CGAP: https://www.cgap.org/blog/beyond-mzansi-account-south-africatargeting-usage

Diagnostic assessment: economic status quo

The public’s demand for bank credit remains resilient. One of
GEAR’s key tenets from the 1990s to 2004 was private sectorled development with a key objective of expanding private
sector credit extension. This reinforced the balance sheets
of the five major banks who combined control 85% of all
financial assets.

be directed towards capital investment in productive sectors
rather than targeting mortgage advances to yield larger-scale
economic benefits.

SECTION 3

3.11 PRIVATE-SECTOR CREDIT
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3.12 MARKET CAPITALISATION

South Africa has historically been part of a group of fast developing countries in Africa
but has now been surpassed by some Eastern and Central African counterparts,
despite their smaller concentrations of capital assets.
The country’s GDP is largely accounted for by its stock market, which far exceeds that of other growing developing country
economies such as Mexico and Indonesia.33 The JSE’s significance in the national economy, measured by the ratio of market
capitalisation to GDP has remained stable, performing efficiently over the years, growing from 185.7% of GDP in 1994 to 235% of
GDP in 2018, having reached a peak of 352% in 2017.34 The stock market capitalisation of more than three times the national GDP
is significant, with equity markets and bond issuances surpassing most countries in the region.

Poverty and inequality in South Africa are two of the most salient features of our society. The country is consistently ranked as one of
the most unequal countries in the world, an empirical fact that has its roots in the history of colonisation and apartheid. To confront
the challenge of addressing South Africa’s triple threat (poverty, unemployment and inequality), higher rates of economic growth
underpinned by redistribution and job creation are crucial.
This study emphasises the importance of triggering robust economic growth matched by improved productivity and expansion of
the real economy.
Although government has repeatedly included growth imperatives in its various national policy proposals (GEAR, ASGISA, NGP, NDP),
it has failed to adequately reduce the number of people living in poverty, who remain heavily reliant on government cash transfers.
The main drivers of poverty and inequality are continuous weak economic growth, deteriorating manufacturing sectors, ineffective
income redistribution policies, lack of investment inflows, an underdeveloped informal sector, inadequate educational infrastructure
and services, a deteriorating healthcare system and lack of financial inclusion for poorer households.

33. Hassan, S. 2013. South African Capital Markets: An overview. South African Reserve Bank Working Paper Series WP/13/04
34. The Global Economy. 2019. South Africa: Stock market capitalization, percent of GDP.
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3.13 POVERTY AND INCOME INEQUALITY

Diagnostic assessment: economic status quo

Capital markets do have the potential to accelerate economic growth. But South Africa’s high exposure to international markets
poses downside risks for the economy, as the unpredictable fluctuations in a volatile capital market can undermine the effectiveness
of economic policy. Despite this, a well-developed and inclusive financial sector has the potential to grow domestic savings
and allocate capital for productive projects that encourage economic growth. These markets remain under-utilised as means of
reducing debt and finding alternative sources of finance. It is critical that efforts are made to increase allocation of domestic capital
markets for funding investments to support national growth and development agendas (see Section 7).

21

South Africa’s Gini coefficient, overall poverty measured at a
national level, declined between 2006 and 2015 but remains
stubbornly high with more than 30 million people out of a
total population of 59 million falling below the poverty line.36 In
addition, the country’s labour market is characterised by severe
gender and race biases. Women workers earn about 30% less
than male workers for similar jobs and the mean real earnings
for employed black Africans was R6 899 per month (2011–
2015), for coloureds and Indians/Asians between R9 339 and
R14 235 per month, and for whites R24 646 per month. Income
discrepancies between blacks and whites have widened over
the years, despite policy interventions such as broad-based
black economic empowerment (B-BBEE). The data suggests
that poverty is concentrated amongst black females, thus policy
responses need a gendered response to effectively deal with
labour market discrimination.
Data from Stats SA also shows that from 2006 onwards lower
or bottom deciles are increasingly more dependent on social
grants than on income from the labour market. This poses a
significant risk for government because such dependency
has the potential to increase the likelihood of generational
poverty. Regulations to deal with formal and informal sector
labour market practices therefore need to be re-evaluated to
ensure that the bottom deciles are not exploited to the extent
that social services become a more favourable option than
seeking employment.

35. Statistics South Africa. (2019). Inequality Trends in South Africa - A multidimensional
diagnostic of inequality. Statistics South Africa. Retrieved from http://www.statssa.gov.za/
publications/Report-03-10-19/Report-03-10-192017.pdf

36. Statistics South Africa. (2019). Inequality Trends in South Africa - A multidimensional
diagnostic of inequality. Statistics South Africa. Retrieved from http://www.statssa.gov.za/
publications/Report-03-10-19/Report-03-10-192017.pdf

SMMEs can be a dynamic transformational force relative
to larger firms because they enhance competition and
entrepreneurship, grow job opportunities and spur economywide efficiency, innovation and economic growth. However, a
lack of credible data makes it hard to estimate the full impact
of these businesses on the domestic economy.

The Small Enterprise
Development Agency provides
some insights into this business
environment: 37
1.

The number of SMME enterprises has been on
an upward trajectory in the 2017–2019 period,
growing from 2.4 million in 2017 (quarter 1) to
2.6 million in 2019 (quarter 1).

2.

The number of formal SMMEs increased by
11.8% y-o-y in 2019 (quarter 1) compared to
the same quarter in 2018, while informal SMMEs
moderately increased by 2.3% y-o-y in the same
period.

3.

SMMEs mostly operated in the trade and
accommodation (41.3% of total SMMEs) and
the construction (13.9% of total SMMEs) sectors
(quarter 1, 2019).

4.

The share of SMMEs in business for less than
three years has gradually declined from 35% in
2008 to 26% in 2019 (quarter 1).

37. Small Enterprise Development Agency. 2019. Annual Report 2018/19.
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The 2019 data shows that the top
10% of the population spent 8.6 times
more than the bottom 40% in 2006,
dropping to 7.9 time more in 2015.
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SMMEs can clearly play a vital role in the provision of goods
and services, and this requires a rethinking of value chains
and point of sales within local markets. A high concentration
index of oligopolies currently controls these at a retail level,
constraining the ability of local businesses to meet demand.
Despite the growth in the number of SMMEs to date, the
lack of infrastructure support and funding creates additional
market entry barriers and encourages oligopoly practices in
South Africa.

3.15 ENERGY SUPPLY
South Africa is facing an energy crisis as the demand for
electricity outpaces supply. The result is that despite the
economic downturn caused by the COVID-19 pandemic, there
has been more load-shedding in 2020 than in previous years.
Empirical modelling work by Meridian Economics and the
Council of Scientific and Industrial Research (CSIR) has shown
that unless large amounts of renewable energy are brought
onto the grid within the next five years, load-shedding will
be a permanent fixture by 2025 (affecting up to 20% of
total supply). Estimates of the amount of renewable energy
required within the next five years range from 6 gigawatts
(GW) to a massive 30GW.

In a highly influential report published in 2020 by Meridian
Economics, in partnership with the CSIR, entitled A Vital
Ambition: Determining the Cost of Additional CO2 Emission
Mitigation in the South African Electricity Systems, a detailed
quantitative assessment confirmed that South Africa must
accelerate the energy transition to a renewables-based
economy.

As most powerplants are nearing their
“dead-stop dates” the “energy available
factor” has steadily declined since
2010, resulting in the current state of
load-shedding.

SECTION 3

(Source: Roff, A., Steyn, G., Tyler, E., Renaud, C., Brand, R. &amp; Burton, J. in collaboration with the CSIR
Energy Centre (2020). A Vital Ambition: Determining the Cost of Additional CO2 Emission Mitigation
in the South African Electricity System. Cape Town: Meridian. p.20)
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Figure 23: Energy forecast versus actual consumption 1994–2024
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The 2019 IRP contains models of
a variety of energy scenarios that
combine a variety of energy sources,
building on previous IRP versions.
The IRP (2016) included a base case, a carbon budget case,
an unconstrained base case, a decarbonised case, and a least
cost case. The CSIR modelled annual cost projections with
associated carbon emissions, usage of water and impact on
jobs every decade from 2020 through to 2030 and 2050. Using
conservative cost estimates of inputs for each technology
type, the least cost scenario includes solar photovoltaic
(PV), flexible power generators (mainly gas) and wind. This is
underpinned by the gradual replacement of old plants with
solar PV and wind over the long-term planning trajectory. This
new energy mix provides the foundation for a just transition

from fossil fuels to the renewable alternatives of wind, hydro,
gas and solar PV.
The 2018 IRP identified an energy mix comprising solar PV,
wind and natural gas as the least cost combination for new
build options. This therefore assumes the decommissioning
of coal-fired power stations. The 2019 IRP confirmed that this
is the least cost option, but it adopted a preferred option
that will cost R100 billion more because it includes a cap
on renewables from the 2040s onwards and mandates the
construction of new coal-fired power stations.

(Source: Roff, A. et. al. Ibid, p.20)

On 10 September 2020, the
Department of Mineral Resources and
Energy (DMRE) formalised the longawaited final determination required
for procuring additional energy.
This included 6 800 megawatts (MW ) from renewables,
3 000MW from gas and 1 500MW from coal. This provides the
basis for the Request for Proposals for the fifth bid window
of the Renewable Energy Independent Power Producer
Procurement Programme (REIPPP) that will be announced in

December 2020. Many other countries manage to construct
30GW of new renewable energy per annum (including in the
United States (US) where the government does not favour
renewables). This puts into context the DMRE determination,
which is a positive but not ambitious enough step forward.

SECTION 3
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Figure 24: Actual and projected plant performance, 2010–2025
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The 2019 IRP provides for a substantial
increase in renewable energy, additional
coal-fired power and a variety of other
sources through to 2030.
According to the Meridian/CSIR research, if the IRP assumptions
are retained and the projections extended to 2050, the result
is a steady increase in renewables coupled with a decline
in coal-fired power to the early 2040s after which coal-fired
power generation will increase before levelling out. The total
carbon dioxide (CO2) emissions from this scenario is around

4 gigatons. Given that South Africa has committed to a “net
zero carbon” target by 2050 in its Nationally Determined
Contribution as required by the United Nation Framework
Convention on Climate Change, this may well be too low. For
South Africa to be “net zero”, the electricity sector will have to
generate far less than 4 gigatons.

3.16. LABOUR MARKET CONSTRAINTS

The post-apartheid labour market
outcomes show challenges and
constraints that inhibit the expansion
of employment in South Africa. Market
failure is prevalent shown by the massive
scale of unemployed and discouraged
workseekers, about 10 million people,
mainly youth and women.

Educational attainment has a positive correlation to increasing
likelihood of employment, but a concerning trend of rising
unemployment exists even amongst graduates. The term
“structural unemployment” has now become synonymous
with the labour market as skills gaps persist with the mismatch
between demand for labour by employers and supply of their
labour by the work force. The type of qualification obtained,
and field of study are important determinants to employment
prospects. It is apparent that an alternative approach is required
to fixing the labour market rigidities that seem unable to absorb
a significant number of South Africans.

SECTION 3

(Source: Roff, A. et. al. Ibid, p.33)
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Figure 25: Carbon budget: installed capacity, 2020–2050
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The economic strategy requires a deliberate effort to address
the skills shortages, skills mismatch and the composition of
labour demand in relation to the labour supply. The myriad
of interventions and economic and fiscal policies have failed
to break the labour market legacy of apartheid based on the
exclusion of black people, who when not excluded were
reservoirs of cheap labour provided with low quality education.
Wage earning differentials and segmentation persist between
formal and informal sectors, within rural and urban areas and
between former homelands and non-homelands.

Our economy has a skills bias, with
low demand for low skilled labour
and probability of participation and
wage earnings still determined by race,
followed by gender.

South Africa has experienced sluggish economic growth
over the past few years. The country’s exposure to global
shocks is also high given the degree of integration with
international markets. Despite overcoming various global
economic crises, the country’s inability to generate more
jobs during periods of improved economic growth has
deepened the socioeconomic crisis inherited in 1994.
Moreover, a series of economic policy packages have
failed to address the underlining issues of inequality,
unemployment and poverty. Subdued investment
growth and private sector development further weigh on
the already depressed business environment.
South Africa’s considerable economic potential can be
achieved only if the right policy mix is conceptualised at
the very outset of this new era. Restructuring government
expenditure by raising investment to mainly target the
poor and underprivileged could help reduce income
inequalities and encourage sustainable job creation. As
discussed in more detail below, expenditures need to be
targeted at the building of productive capabilities and the
strengthening of new economic entrants.

There are a range of factors that contribute to labour market
outcomes that are not covered in this section but it is important
to outline that any economic strategy that does not decisively
address the failed labour market outcomes of the last 25 years
will result in the same outcomes. There are targeted policy
interventions that must address the labour market challenges.

Diagnostic assessment: economic status quo

The indices in this section have described the historical
and current performance and health of South Africa’s
economy. Covid-19 will worsen some of these conditions.
The next section discusses the underlying drivers of the
economic crisis and describes the challenges that will
continue to impede economic performance in a postCOVID-19 world if nothing changes.

38. Fourie, F. 2016. Towards employment intensive growth in South Africa. UCT Press.
Cape Town SA. Chapter 3. Edited by Black, A.
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Stats SA documents worsening unemployment on an
annual basis. High labour absorptive primary sectors such
as mining and agriculture are shrinking. The mining sector’s
employment contribution has dwindled from 518 000 to
456 000 (Figure 11) while agricultural sectors contribution
to employment (Figure 7) reveal a constant demand for
labour of 819 000 to 861 000 between 2008–2018. This is not
surprising as commercial farming, whose share of output
dominates markets, has become capital intensive and the
growth of smallholder agriculture that would support the rural
population has failed to grow sufficiently. This suggests despite
a growing population of working age, these sub-sectors,
including manufacturing, have not grown the employment
rate, and rather have shed jobs. South Africa has a structural
constraint of a low employment coefficient averaging 0.5;38
this means that formal sector employment increases by half of
the real GDP growth rate.

3.17 IN SUMMARY

It also means that the growth of our
labour force is unable to absorb new
entrants sufficiently, resulting in a
declining labour absorption rate.
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The core
challenges
that need to
be faced

The core challenges that need to be faced

Unlike historical disasters such as World War I
and II where nations suffered based on their
proximity to a particular regional conflict
(in deaths and economic contraction), this
pandemic has left no economy unaffected.

SECTION 4

The economic impact of
the COVID-19 pandemic
and the subsequent
national-level lockdowns
to safeguard the lives of
citizens have the potential
to cause a global
economic disaster worse
than that of the 2008
financial crisis.
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The projected global
magnitude of economic
disturbance will result in a
3% contraction in global
GDP in 2020 and a 7.2%
contraction in domestic
GDP.
39

40

The most imminent challenge that all
economies face is to determine what measures
will directly mitigate the direct and indirect
impacts of production shutdowns – this goes
beyond estimating the economic impacts and
effects of the pandemic.

Some studies have estimated sectoral effects using a
Social Accounting Matrix and econometric modelling in a
combination of sectors and activities. Shocks are expected
in the supply of goods and services, with disruptions in
supply due to reduced activity in various economic sectors.
Non-essential business operations will suffer the most.
Movement restrictions will reinforce this contraction. Severe
travel and movement restrictions also affect the movement
of South African exports while combined global supply chain
disruptions have severely reduced production within the
entire global value chain.
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1.

Global shocks and lower demand for
commodities are estimated to cause export
volumes to fall between 40% and 75%; the
decline in agricultural exports will be less drastic.

2.

Household demand for goods and services will
decline substantially both during and postpandemic because of reduced movement,
loss of income as companies reduce wages
and their workforce, which will adversely affect
employment.

3.

Wage earnings will be disrupted by an estimated
30%, with variations ranging between 25–40%
reduction; lower-income households will be the
hardest hit.

4.

The disruption of the production of consumer
goods and services will lead to contractions of up
to 60% (or more) across various sectors, including
construction, catering and accommodation,
machinery and equipment, tyres and rubber
production, non-metallic minerals and products
(cement and concrete), wood and wood
products and alcoholic beverages and tobacco.

39. IMF.2020. Chapter 1: Global prospects and policies.
40. National Treasury. 2020. Supplementary Budget Review. Pretoria: The National Treasury.

41. Arndt, C., Davies, Rl, Gabrie,S., Harris, L;, Makrelov, K;, Modise, B., Robinson, S.,
Simbanegavi, W., van Seventer, D. & Anderson, L. 2020. Impact of Covid-19 on the South
African Economy: An initial analysis. SA-TIED Working Paper 111; PWC. 2020. Thinking
through the possible Economic consequences of COVID19 for South Africa. https://
endeavor.co.za/wp-content/uploads/2020/04/PwC-Economic-Consequences-ofCOVID19-for-South-Africa.pdf

The core challenges that need to be faced

This section looks at the core challenges that must be
addressed in South Africa’s economic strategy, such as the
pandemic, widening inequality, unacceptably high poverty
levels and a current economic strategy that fails to adequately
respond to fundamental growth challenges.

The following impacts of the
economic crisis in South Africa
can be anticipated:

SECTION 4

These measures would need to be in response to the estimated
economic losses once the true costs of COVID-19 are assessed.
In this post-COVID-19 recovery period, the economic losses
do not incorporate the loss of fixed capital value that is usually
eroded with economic crisis. The data on the full impact of
COVID-19 is constantly changing, but some work done prior
to the release of this paper has been considered.
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6.

Moderate declines of between 10% and 30% are
expected for petroleum, plastic, glass, food and
non-alcoholic sectors, similarly for real estate,
legal and accounting services, while declines
of less than 10% are expected for agriculture,
forestry and fishing sector, pharmaceuticals,
hygiene and cleaning, electricity, gas and water
and financial and health services.

7.

Tax revenue and tax collections will be adversely
affected with an estimated decrease of R304 billion
collected in 2021 as collection of import tax,
direct taxes on households and enterprises and
production taxes fall.

Actions taken in response to the economic impact of
lockdown will determine the economic effects of COVID-19
and the pace at which South Africa’s economy will be restored.
This economic recovery will largely depend on the balance of
political forces and the type of economic policies adopted for
reconstruction and recovery.
Based on the estimated impact of COVID-19, government
announced a fiscal stimulus package of R500 billion,42 which
was allocated within the existing economic framework. This
allocation included increased funding for job creation and
protection (R100 billion), social security cash transfers (R50
billion), healthcare (R21.5 billion), wage support from the
Unemployment Insurance Fund (R40 billion), municipalities
(R20 billion) and tax relief (R70 billion). The biggest component
of the fiscal stimulus package is the R200 billion credit
guarantee scheme, which had an uptake of only R10 billion
(5% of total funds) by July 2020. Although uptake had
increased by 1 September 2020 to R14.5 billion, the still low
uptake is because of the high 35% rejection rate of applicants
not meeting the banks risk criteria of affordability, loan value
and the business being in good standing.43

The allocated R50 billion for social
security and increased welfare subsidy
to the most poor and vulnerable
includes the COVID-19 R350 grant for
8 million South Africans.
There was a clarion call by academics, civil society and several
movements44 for a moratorium on all debt servicing and
vociferous opposition to accessing IMF funding as announced
by the National Treasury. Despite these concerns, South Africa
intends to borrow US$7 billion from multilateral finance
institutions for the pandemic response; $1 billion has already
been approved by the New Development Bank. An additional
US$4.3 billion will be borrowed through the IMF’s financing
facilities.45 The National Treasury’s intentions are to strengthen
public finances while restoring economic activity and
providing the necessary measures to buffer the shocks caused
by the pandemic. Public consternation about rising public
debt levels and falling revenue, increased national expenditure
and widening budget deficits are used to justify harsh fiscal
stabilisation measures. The budget allocated R145 billion
for non-interest expenditure increases for a COVID-19 relief
package,46 of which only R36 billion was an actual net overall
increase as opposed to a re-allocation from other budgets.
The country’s sub-investment credit ratings seem to have
done little to lower the appetite for borrowing despite the
increased risk premium that will certainly increase borrowing
costs. The further 40% depreciation of the currency and
related volatility will put significant pressure on repayments of
dollar-denominated debt. During the first half of 2020, interest
rates declined by 275 basis points due to the collaboration
between the National Treasury and SARB. Commercial banks
have introduced temporary payment holidays for households
and businesses, and financial sector regulations have been
eased to support credit flow.47 The stimulus response will have
a lagged effect, but it certainly will have macroeconomic
impacts. Our economic modelling in Section 8 illustrates the
economic scenarios that measure the magnitude of output
losses and the effects of growth gains from COVID-19-related
shocks.
A significant proportion of the state budget will be reprioritised

44. Alexander Winning. 2020. South Africa should not approach IMF for help, ANC and
allies say.
45. National Treasury. 2020. Supplementary Budget.

42. South African Government. 2020. President Cyril Ramaphosa: Additional Coronavirus
COVID-19 economic and social relief measures.
43. This was sourced from Banking South Africa website - https://www.banking.org.za/
news/covid-19-financial-relief-update/

46. The allocation of the increased non-interest expenditure is as follows: Support
for vulnerable households R40.8 billion; Health R21.5 billion; Municipalities R20 billion;
Frontline services R13.6 billion; Basic and Higher education R12.5 billion; SMMEs, business
support and job creation R6 billion; Public entities support R5.9 billion; and Provincial
allocations R19.6 billion.
47. South African Reserve Bank. 2020. Statement of the monetary policy committee.

The core challenges that need to be faced

Manufacturing output will decline by an
estimated 30–60% for sectors such as basic
chemicals, fertilisers, paints, paper and paper
products, textiles and clothing, transport and
storage, and mining and quarrying. This will
have knock-on effects for other sectors such as
business services, research, rentals, wholesale,
retail trade and education services.
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5.
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Economies during times of disaster employ expansionary fiscal
and monetary policy. This is an opportunity to industrialise
and develop the agricultural sector.
The reconstruction of the economy from the pre-COVID-19
recession and post-COVID-19 contractions requires
coordinated effects towards national reconstruction and
the survival of the South African economy using the policy
instruments outlined in Section 7. Besides the impacts of
COVID-19, there is a further challenge in that economic
growth will have a limited impact and not yield the intended
outcomes because of the high levels of inequality that persist
in our country. Evidence from countries with similar growth
and poverty rates shows that they have experienced far

Source (United Nations University, 2017)

The reason for this is African countries,
including South Africa, suffer from
what is known as low growth to
poverty elasticity.
In non-African developing economies, a 1% increase in GDP
per year results in a 0.53 percentage point decline in poverty,
whereas in Africa it only results in a 0.16 percentage point
decline.48 This suggests that any growth strategy that does
not look at the restructuring of economic gains to reduce
inequality will yield little positive outcomes for large masses of
the population. Furthermore, distributional changes in income
distribution that improve growth outcomes elsewhere are not
experienced in South Africa towards the poorer percentiles of
the population. Income groups need to benefit proportionally
from increases in economic growth for poverty reduction to
occur at a rapid pace, but inequality thwarts the proportional
distribution of growth gains. Research from the World Bank
accentuates that during an economic boom, incomes of
people in the lower quartile of the income distribution
spectrum grow at a slower pace than those of people in
higher quartiles.49 Inequality thus minimises the povertyreducing effects of economic growth. Any economic strategy
that does not propose a growth path that causes a systemic
movement of income distribution will not serve South Africa
any differently to other post-apartheid policy outcomes.

48. Clementi, F., Fabiani, M. & Molini. 2019. The Devil is in the detail: growth, inequality
and poverty reduction in Africa in the last two decades. Journal of African Economies,
28(4):408-434.
49. The World Bank. 2013. African Pulse: An analysis of issues shaping Africa’s economic
future.

The core challenges that need to be faced

It is critical that during this time we
are careful not to worsen the effects
of the pandemic due to ineffective
economic policies and a failure to
coordinate policy, which will cause
further wreckage of the currency,
welfare and production of output.

greater reductions in poverty levels than African counterparts.

SECTION 4

towards the urgent and immediate needs of state institutions
and healthcare facilities. It remains unclear what proportion
of resources dedicated to responding to COVID-19 emanates
from local manufacturers. This expenditure on healthcarerelated goods and services may not be sufficient to impact
the national economy, but it may be crucial in boosting the
chemical and equipment manufacturing sub-sectors. Their
ability to retain jobs and absorb the unemployed is essential
for stabilising manufacturing and preventing further job
losses.
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The question then becomes: what is the required framework
for an economy that sustains poverty alleviation? The answer
would be clear structural economic transformation, movement
towards greater labour productivity and a simultaneous
movement of capital and labour into high productivity sectors.
The importance of driving labour productive growth is so that
all income strata benefit from the gains of productivity and
growth equally.

50. Frankema, E. & van Waijenburg. 2018. Africa Rising? A historical perspective. African
Affairs, 117 (469), 543-568.

The historical emphasis on resourceextractive industries coupled with
dwindling and stunted manufacturing
growth has meant that South Africa
has remained stuck in the typical low
African growth path.
It is thus no surprise to see the outcomes laid out in the
diagnostic assessment (Section 8). If we continue to repeat
the growth model, which has not yielded improved incomes
or driven industrialisation, and the enabling of capital-intensive
growth, we will manifest the same poor outcomes.
Policymakers need to accept that the outcomes of economic
policy must result in the employment of our youth and
improve incomes and productivity. The economic status quo
shows us that growth has occurred because of an expanding
services sector, which is contrary to what is necessary for a
structurally transformed economy. Evidence has shown us that
high productivity is derived largely from the manufacturing
sector. Furthermore, labour intensivity coupled with exports
orientation is also derived from a growing manufacturing
sector. Sub-Saharan Africa’s ability to create employment is
severely thwarted by the structure of our economies;51 South
Africa is not an exception to this finding.
51. Bhorat, H., Rooney, C. and Steenkamp, F., 2018. Understanding and Characterizing.
Industries Without Smokestacks: Industrialization in Africa Reconsidered, p.275.

The core challenges that need to be faced

with a 1 % increase in population
growth rates. In sub-Saharan African
countries, poverty levels are falling at
only half the required rate. We need to
set clear tangible targets that can be
measured and monitored.

The South African growth model is not underpinned by high
levels of labour productivity, but rather a movement toward
capital intensivity that completely negates the strategy
pursued by the Asian tigers we seek to emulate.

SECTION 4

An additional challenge is that the full-scale eradication of
poverty must be a main tenet and outcome of proposed
economic strategies.
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This means changing the current
productive structure of our economy
to enhance structural reform that will
have spin offs for further productive
capabilities.
Hausman and Hidalgo argue that most African economies
suffer low levels of economic complexity, which is the
opposite prerequisite for producing more diverse and complex
products.53 The capabilities of a country enable the production
of more complex products and this sets them apart on global
product markets. Economic and productive complexity
directly influence levels of exports and the competitiveness
of products in the global markets. The enhancement of the
export portfolio and the building of the requisite productive
capabilities of a diversified portfolio is what should be
prominent in our growth-related discussions for policymakers.
South Africa must identify industries where there are
already productive capabilities that provide opportunities
for expansion. The public sector would then support this
development agenda by using incentives and subsidies to
finance the entry and expansion of the private sector in these
sectors for the growth and expansion of the economy, with
52. Bhorat, H., Kanbur, R., Rooney, Cl, Steenkamp, F. 2017. Sub-Saharan Africa’s
Manufacturing Sector: Building Complexity. Development Policy Research Unit:
University of Cape Town School of Economics.
53. Hausmann, R., Hidalgo, C., Bustos, S., Coscia, M., Simoes, A. and Yildirim, M.A., 2011.
The Atlas of Economic Complexity: Mapping Paths to Prosperity. Cambridge: Center for
International Development, Harvard University.

The role of the state in driving development and its use of
both monetary and fiscal policy is not emphasised in the
current National Treasury economic strategy. The COVID-19
crisis has forced changes that will result in more interventionist
approaches. Before the crisis, the strategy emphasised
austerity and fiscal consolidation, despite significant evidence
proving the negative economic multiplier effects of cutting
state expenditure. Furthermore, reducing state expenditure
will further constrain demand and reduce growth because
global growth is projected to contract further and there are
already low levels of private sector-led investment.
Its proposed economic strategy does not acknowledge the
magnitude of the problem, as it says little about poverty or
inequality and its implementation will have dire consequences
for the economy. If successful, the proposed restructuring will
only yield a 2.3 % increase in growth increase at most and
contribute an additional 1 million jobs in the next decade. To
implement the National Treasury strategy would be irrational
in the context of the much greater challenges that need to
be faced. While this strategy focuses on microeconomic
reforms, which are necessary to improve competitiveness and
reduce government expenditure, there is little focus on the
decisive action needed to boost growth and restructure the
economy in ways that redistribute wealth to reduce poverty
and inequality. The strategy does mention regional economic
integration. Intra-Africa trade is a mere 17 percentage points of
total continental trade versus the European Union’s 70%, and
so there are great gains to be made in significantly improving
regional and continental trade flows.54 The strategy does not
reference how our current economic outcomes were derived
and merely notes the learnings from the failures of the past
fiscal and monetary policy positions, but does not question
the underlying economic theory that has led to the replication
of failures of the last three decades.

Clearly, we need a new approach
premised on a fiscal stimulus, which is
a prerequisite for growth.
This requires a new model of how the state functions, with
focused state coordination for greater impact, which is
supported by mobilisation of domestic capital and a reduced
reliance on external capital markets and financial flows.
54. UNCTAD. 2008. Economic development in Africa. Export performance following trade
liberalization: Some patterns and policy perspectives.

The core challenges that need to be faced

For long-term economic development and growth, we must
focus on and intervene in the manufacturing sector to unlock
the growth potential of the sector and elevate the importance
and economic contribution it can make.

the firm intent of ensuring a growing manufacturing base. This
base would be both export-orientated and labour intensive to
drive growth outcomes that result in job creation and genuine
structural reform, which we have not yet seen. None of this is
possible if the energy sector cannot ensure a secure supply of
reliable and affordable energy.
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Despite growing at 5% per annum between 2000 and 2008,
the rate at which we have created jobs for the working age
population has barely matched the needs. The working age
population has expanded from 443 to 550 million, an increase
of 107 million people but the economy has only created
73 million jobs, of which only 22% of these are allocated to
youth (between 15 and 24 years of age). More than half of the
population is under the age of 25, with 22% of new jobs created
absorbing the youth meaning that a significant proportion are
unemployed, leaving us with a continental unemployment
level of 12.3%.52 South Africa fares significantly worse with a
youth unemployment rate of 59%, more than four times the
sub-Saharan Africa rate, this is differentiated across provinces
and by level of qualification. The resounding outcome of a
failed restructuring of the economy and a reliance on services
sector growth for expansion is that we have a parallel inability
to create jobs.
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Macroeconomic stabilisation refers to limiting the
role of the state to ensuring that fiscal policy does
not lead to the debt-to-GDP ratio rising above 60%.
It also refers to the role of the SARB as the guarantor
of a hawkish monetary policy that maintains the
inflation target of around 4.5%, no matter the
consequences for employment levels. If these two
numbers are fixed and non-negotiable, then the
cornerstones of macroeconomic policy are set.

SECTION 5

South Africa’s
macroeconomic
policy frameworks
have emphasised
the importance of
macroeconomic
stabilisation since
1996.

Making underlying economic theory visible

Making
underlying
economic
theory visible
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Buried within this
seemingly logical, and
therefore uncontested,
phrase is a bold claim
that “our macroeconomic
framework is secure
and tight, all we need to
worry about now are the
microeconomic details”.

Is this the only way to configure our economic policy
framework? Why do we assume that the debt-to-GDP ratio
should be 60% when no developed country has achieved
economic development without going way above 60%? Why
do we assume that an inflation target of 4.5% prevents runaway
inflation when most of our inflation is caused by global market
dynamics that affect the price of imports, especially oil?
Reading the National Treasury’s economic strategy is like
arriving in Havana, Cuba where everyone drives cars from a
bygone era because the US isolated the country with a six
decade-long trade embargo. The deep attachment to our
current economic theory has much to do with the fact that the
National Treasury “drives” a general equilibrium model from a
bygone era; the result is cognitive dissonance. Somehow it has
not noticed that in the (northern) summer of 2016,

the high priests of economic policy declared that the general
equilibrium models used by everyone were no longer useful.
Paul Romer, Nobel Prize winner for Economics and the Chief
Economist of the World Bank at the time, wrote a paper (that
lost him his job) where he declared: “For more than three
decades, macroeconomics has gone backwards…”55 Olivier
Blanchard, in a paper he wrote a month after resigning as
Chief Economist of the IMF said: “I see the current DSGE
[Dynamic stochastic general equilibrium] models as seriously
flawed...”56 Narayana Kocherlakota, Rochester University Prof. of
Economics and former President of the Federal Reserve Bank
of Minneapolis, declared: “…we simply do not have a settled
successful theory of the macroeconomy. The choices made
25-40 years ago – made then for a number of excellent reasons
– should not be treated as written in stone or even in pen.”57

55. Romer, P. 2016. The trouble with macroeconomics. Delivered January 5, 2016 as the
Commons Memorial Lecture of the Omicron Delta Epsilon Society.
56. Blanchard, O. 2016. Do DSGE models have a future? Washington, D.C.: Peterson
Institute for International Economics, Policy Brief.
57. Kocherlakota, N. 2016. Fragility of Purely Real Macroeconomic Models. Cambridge,
MA: National Bureau of Economic Research, NBER Working Paper No. 21866.
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Underneath this policy commitment lies a particular economic
theory. It is time to ask a deeper question: if we have a theory
that cannot generate the answers required by the demands
of this historic moment, why not replace it with a theory that
can? If there is no room to discuss macroeconomic policies,
then we are left only with microeconomic instruments to
address our mega-challenges of unemployment, poverty and
inequality.

Making underlying economic theory visible

This formulation has been at the heart of
all our economic policies since 1994. If this
was an appropriate approach, why then are
there more poor South Africans today than
there were in 1994? Why do more than 90%
of all assets remain owned by 10% of the
population? Why is unemployment just as
bad today as it was in 1994?
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These statements from the high
priests of mainstream economics
are the equivalent of the Pope
renouncing Catholicism.

During the post-World War II era up until the 1980s, mainstream
Keynesian economics was premised on the assumption that
fiscal policy must be used to stimulate investment during
recessionary times (increased spend and/or lower taxes)
supported by monetary policy (lower interest rates) and
during growth times, fiscal policy must reduce investment
(less public spending and/or higher taxes) and encourage
savings supported by monetary policy (higher interest rates).
The underlying assumption was that economies tend towards
disequilibrium and therefore state intervention is rational.
This consensus was shattered by the rise of the neo-liberals
who argued that the “fiscal crisis of the state” after the oil crisis
of the early 1970s must be resolved by shrinking the state,
limiting fiscal spending, prioritising inflation targeting using
monetary policy and balancing budgets (i.e. limiting debt).
Armed with the new computing power delivered by the
information technology revolution, elaborate and extremely
elegant mathematical general equilibrium models were
built and installed by the World Bank and IMF teams into the
beating heart of economic policymaking in governments
across the world (together with the consolidation of GDP as
the only significant measure of economic performance).

These “pacemakers” resulted in a kind of intellectual
monocropping that allowed economists to abstract out
everything about the real economy that really mattered (in
particular the declining returns on energy invested since the
1990s, but also unemployment). Debate, of course, became
non-essential. This Nintendo generation of econometricians
gained enormous power and prestige.
The result was the financialization of the global economy, a
shift from investment-led inclusive growth over a sustained
period to debt-funded consumer-driven and volatile economic
growth. As banks were deregulated, the money they issued as
debt massively expanded the total quantity of cash available
to drive a consumer boom that made everyone think that
depression was a thing of the past. This, of course, suited China
– the new state-driven economic powerhouse from the 1990s
onwards that became the world’s manufacturer because it
preferred to sell to the new “indebted man”58 in the West rather
than increase the size of its own markets by raising the wages
of Chinese workers.

Economists claim that data matters.
While it is well known that the only
way a bad theory is replaced is when
a better theory comes along, it may
be worth looking at the data.
58. Lazzarato, M. 2012. The Making of the Indebted Man: An Essay on the Neoliberal
Condition. Boston: MIT Press
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Figure 28: Total amount of money created by the Federal reserve (blue) relative to
continuously compounded annual rate of change, which is the inflation index (red), 2007–2014
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And yet, reading the National Treasury document, one
wonders if it has read these papers? And if so, would it not be
more honest to open the general equilibrium model up for
public scrutiny? And we all need to ask whether there is an
alternative non-equilibrium model that may generate more
contextually appropriate results.

FRED 2018, Stlouisfed.org, Federal Reserve Bank of St. Louis, viewed February 2019, <https://fred.stlouisfed.org/>.
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Take the relationship between money supply and inflation. For neo-liberals, increasing money supply should trigger inflation but
this never happened. Figure 28 shows what happened in the US economy: an increase in money supply because of quantitative
easing (2008, 2011 and 2013) resulted in inflation that is essentially flat (if one removes the volatility).
In orthodox models, if public debt goes up, so too should the spread on treasury bonds (i.e. less demand for them pushes up the
interest rate to compensate for the risk). This also did not happen.

The graph shows a substantial increase in public debt in the US economy
between 2005 and 2014 (itself contrary to what neo-liberals would have
preferred), but the spread in the 10-year Treasury bond generally declined.
Figure 29: Public debt in the USA (red) compared to spread in US 10-year
treasury bonds (blue), 2005 - 2014

FRED 2018, Stlouisfed.org, Federal Reserve Bank of St. Louis, viewed February 2019, <https://fred.stlouisfed.org/>.
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Figure 30: Forecasted percentage change in GDP between 2008 and
2012 (vertical) in relation to fiscal tightening as a % of GDP, 2008–2012
(horizontal)

Making underlying economic theory visible

According to general equilibrium models and following the anti-Keynesianism of renowned economist Alberta Alesina (whose
models were later proven wrong), fiscal contraction should lead to economic recovery because more space is created for private
sector investment. This did not happen. Figure 30 shows that during the period of fiscal tightening between 2008 and 2012, the
opposite happened. According to this IMF data, the more fiscal austerity there was, the lower the growth rate, with Greece being
the poster child of the outcomes of this fantasy.

Source: Giraud, G. 2019. Lecture Presented at the Sustainability Institute, Stellenbosch, August 2019
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There is an alternative and it comes from so-called heterodox
economists. The starting point is a shift from supply-side to
demand-side economic policy thinking. Underpinning this is
an acceptance that economies tend towards disequilibrium,
and therefore state-led directionality and intervention is a
necessity (as was the case during the decades of stability after
World War II and in the miracle economies of East Asia). The
focus would be aggregated demand, employment creation
and inflation targeting, which would be subordinated to wider
economic goals. Fiscal policy would lead the way and monetary
policy would support macroeconomic goals. Investment
levels would be the primary focus and measurement of
progress would be overall wellbeing (following the lead set by
New Zealand and many other countries during the COVID-19
crisis), and not GDP.

MAINSTREAM ECONOMICS & FINANCE IS
NOT AN OPTION ANYMORE
The return to the Keynesian notion that economies
tend towards disequilibrium would undermine the
primary theoretical concept on which all computational
general equilibrium models are built, namely that
economies tend towards equilibrium. Echoed across
many different literature sources (from systems theory

59. Wilcox, O. 2019. There is no fiscal problem in SA. Power Business, 26 August 2019.

For the mathematics to work,
Walras needed quantitative
predictability, and more
specifically the equivalent of the
kind of equilibrium found in the
first law of thermodynamics.
The result was the imagined balance between supply
and demand in an economic equilibrium as equal to
the balance of physical forces in a physical equilibrium.
For Walras, the perfect indicator of this balance –
this point of equilibrium – would be a stable price
acting as the ultimate “signal” that this ideal state (i.e.
balance between supply and demand) had arrived. As
Beinhocker shows, Walras then borrowed the

60. Prigogine, I. and Stengers, I., 1997. The end of certainty. Simon and Schuster.
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Even mainstream economists who are
essentially neo-liberals but influenced
by Keynesian thinking have broken
away from Alesina’s misguided notion
of “contractionary expansion”. Leading
economists like Larry Summers, Olivier
Blanchard and Jason Furman are all
calling for a return to expansionary
fiscal policies precisely because the
evidence now shows this “sucks in”
rather than “pushes out” private sector
investment.

to political ecology, ecological economics, resilience
theory and environmental science), there is consensus
that the fundamental premise of neo-classical
economics contradicts the laws of non-equilibrium
thermodynamics. Non-equilibrium thermodynamics
is a conceptual framework rooted in late 19th century
physics, which was not fully consolidated until
Prigogine’s Nobel Prize-winning work in the 1970/80s.60
By contrast, for neoclassical economists, real economies
tend towards equilibrium. As will be argued below, this,
in turn, is why neo-classical economists regard state
intervention as economically irrational. And without
state intervention, a just transition (decarbonisation
plus social justice and inclusion) is inconceivable. The
belief that economies tend towards equilibrium lies at
the very centre of neo-classical economics and justifies
the dogmatic belief in free markets and minimal state
intervention (i.e. “if markets naturally tend towards
equilibrium, state intervention is irrational”). The
question, of course, is where does this belief originate?
The answer lies in the formulations developed by 19th
century economists. French economist Leon Walras
and his fellow so-called “Marginalists” succeeded in
applying the mathematical techniques of differential
calculus to the hitherto largely philosophical discipline
of economics. Walras achieved this in his famous 1872
book Elements of a Pure Economics. The claim that
economics is a “science” – and therefore by implication
“pure” – is a profoundly Walrasian assumption. It is also
indelibly modernist, and profoundly wrong from a
complex adaptive systems perspective.
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The National Treasury has launched a new austerity drive
despite the call by an ex-Treasury official to do the opposite.59
The official has argued along similar lines to the leading
economists cited here, and is cognisant of the datasets cited
above.
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Contemporary non-equilibrium thermodynamics
is the emergent outcome of a century of scientific
endeavour that took physics to a place very far away
from the equilibrium-oriented worldview (the first
law) that predominated in Western scientific circles
in the late 1800s. Unfortunately, economics remained
ignorant of these trends, getting stuck in a 19th century
epistemology that was applied with great force and
arrogance during the last quarter of the 20th century
to the detriment of billions of people and nature. For

John Reed, Chair and CEO of the
giant global bank Citicorp in the
1980s, became dissatisfied with
how disconnected economists
were from the crisis-ridden, real
world dynamics of the actual
economy.
He eventually funded a highly significant meeting
in 1987 – at the Santa Fe Institute in New Mexico –
between the world’s leading economists (including
former US Presidential Advisor Larry Summers) and
the world’s leading complexity thinkers, including
leading physicists (who had recently founded the
Santa Fe Institute). It was here that the economists
were confronted by physicists who were extremely
surprised to discover a group of renowned highly
influential intellectuals who had absolutely no idea
that their underlying assumptions about the nature of
reality were no longer theoretically valid. This, of course,
did not collapse the dogma because by then the neoclassical revolution was well underway, supported by
the world’s major business coalitions and unleashed
by the earlier elections of Ronald Reagan and Maggie
Thatcher as President and Prime Minister respectively
of the US and United Kingdom.
Keynesian economics was discredited, welfarism
dismantled and financialized globalisation unleashed
via deregulation. This was not the moment that neoclassical economists were about to fall on their swords
simply because a bunch of physicists thought their
theoretical assumptions were wrong.

61. Beinhocker, E.D., 2006. The origin of wealth: Evolution, complexity, and the radical
remaking of economics. Harvard Business Press, pp31-32.
62. Beinhocker, 2006:36.

63. Beinhocker, 2006:70.
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From Samuelson and Arrow in the 1940/50s to
Milton Friedman and the Chicago School in the
1960/70s, this basic logic was consolidated into the
late 20th century as a fully-fledged theoretical and
methodological framework that became known as
the neo-classical economic consensus. This theory
has been formalised into the highly sophisticated
general equilibrium models that are used – with few
exceptions – to support economic policy formation
in the world today. However, as Beinhocker shows,
it was premised on a conception of equilibrium that
was borrowed from physics at a time when the second
law of thermodynamics was still in the early stages of
construction. The full theoretical elaboration of the
second law of thermodynamics within closed/open
systems was only realised with Prigogine’s Nobel Prizewinning work in the 1970s.

Beinhocker, neo-classical economics (what he refers
to as the “Traditional Model”’) was built on a profound
conceptual flaw that resulted in the “misclassification”
of the economy: “The Traditional model was created
with the implicit assumption that the economy is a
thermodynamically closed equilibrium system, even
though, at the time, Walras, Jevons, and their fellow
Marginalists did not know that they were building
this assumption into their theories. For the next one
hundred years, as economics and physics each went
their separate ways, this assumption lay buried in the
mathematical heart of Traditional Economics”.63
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mathematics of physicist Louis Poinsot (Elements of
Statistics published in 1803) to demonstrate in detailed
mathematical terms for the first time how supply,
demand and prices align in markets under conditions
of general equilibrium.61 This is when resources are
most efficiently used and when welfare is “Pareto
optimal”. The die was cast. The general equilibrium
models that are used to run economies today replicate
this basic founding logic. Beinhocker sums up the
resultant epistemological revolution that became one
of the cornerstones of mainstream economics and,
ultimately, of economic modernism: “Walras declared
that his “pure theory of economics is a science which
resembles the physico-mathematical sciences in
every respect”. Jevons believed that he had created a
“calculus of moral effects”. And Pareto proclaimed, “The
theory of economic science thus acquires the rigor of
rational mechanics.” In their view, the Marginalists had
succeeded in their dream of turning economics into a
true mathematical science.62
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This approach would require the adequate regulation of
domestic finance and management of cross-border economic
flows. It would require reshaping and reforming financial
markets to move away from high short-term returns and
the maximisation of shareholder value that requires them to
behave speculatively and exploitatively in domestic markets.
Instead, the focus would be on the building of financial markets
that serve the country’s socioeconomic developmental goals.
This alternative approach would require strategically
intentional (rather than reactive) increased government
spending and rising debt-to-GDP ratios to support
industrial policy and the improvement of the outcomes in
the education and health sectors. To prevent these funds
from being depleted through rent seeking, ring-fenced
institutional arrangements that blend public and private
funding will be required. This will ensure that funding
achieves the desired goals.
The entire macroeconomic literature has no compelling
evidence on what the debt-to-GDP ratio should be. The
famous Reinhart and Rogoff paper on this subject64 said that it
was only at levels of debt-to-GDP above 90% that a negative
impact on GDP growth appears. Even though the data in this
paper was thoroughly discredited, the consensus now is that
there is no universal threshold applicable to all contexts – if
anything, it is higher than 90%. Only three of the G7 countries
are below 90% (Canada, the United Kingdom and Germany),
and none are below 60% (only Germany comes close).

64. Reinhard, C. & Rogoff, K.S. 2011. Growth in a time of debt. Cambridge, MA: National
Bureau of Economic Research. Working Paper No. 15639.

Ultimately, we need to face a simple reality: given our realities
and that austerity will not stimulate growth under these
circumstances, why must monetary and fiscal policy remain
sacrosanct, and therefore non-negotiable?
No country has achieved its development targets with low
inflation and a 60% debt-to-GDP ratio. And most so-called
Asian Tigers had activist Reserve Banks that intervened
when required to ensure investment-led growth rates were
consistently maintained. Surely the classic sense of South
African “exceptionalism” should not be extended to thinking
that we are different, especially given our socioeconomic
challenges. If savings are low and we want to end the
investment strike, why not increase debt to stimulate growth
in ways that will make it possible to pay off the debt rather than
just bankrolling more consumption? Surely the alternative is
worse: rising debt levels to mitigate the consequences of low
growth and the COVID-19 pandemic in a high unemployment
environment to stave off a revolution.
Given our challenges, the important question is not regarding
the size of the fiscal multiplier (i.e. spending to GDP growth
ratio), but how the fiscal multiplier becomes a policy variable
for determining how government should spend and invest.
This means doing the calculations as to what investments will
generate the best returns (financial and developmental). And
here there is much in the National Treasury document that is
useful. For example, the emphasis on removing restrictions to
the generation and use of renewable energy in the IRP and
no mention of nuclear is an obvious case in point: the returns
on renewable energy investments are obvious, now that it
costs 60 cents (c)/kilowatt hour (KWh) compared to coal at
R1.05/KWh (and rising). These new methods for assessing the
socioeconomic and environmental impact of blended public
and private sector investments will shape the way institutions
are configured to limit rent seeking. The role of the DFIs – the
IDC, Development Bank of Southern Africa, Land Bank and the
National Empowerment Fund – will be key.
In short, microeconomic interventions cannot work if the
macroeconomic framework is not aligned with what is
needed. By focusing on microeconomic strategies, we may
well be unwittingly endorsing intellectually indefensible and
developmentally irrational macroeconomic assumptions.
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A new generation of coordinated institutional arrangements
would be established to coordinate the deployment and
allocation of public and private capital towards building
and supporting a productive, innovative economy and a
revitalised socioeconomic infrastructure. This way of derisking investment holds the key to ending the private sector
investment strike that persists despite words to the contrary at
the 2018/29 Investment Summit. To respond to this by saying
savings levels are too low to sustain investment-led growth is
to totally miss the point. Banks create money by issuing debt.
When this goes into consumption and not production, things
go wrong. The state has the instruments to direct the flows
of investment, particularly newly created debt and existing
savings located in pension funds.

In the most advanced models today, at least three other
variables influence public debt levels: the employment rate,
the labour share (of GDP) and the private debt/GDP ratio.
From this perspective, the inflation-focused National Treasury
model is crude and totally inappropriate for the South African
context.
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In this configuration, the state’s
role as driver of development – via
development finance institutions (DFIs)
in particular – would become a reality.
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South Africa’s current
economic trajectory is
unsustainable.
Economic growth has deteriorated,
and unemployment is growing, while
poverty and inequality levels remain
relatively high. The energy crisis and
COVID-19 will further exacerbate market
failures and widen the poverty gap.
Government needs to urgently address
and implement economic reforms that
will stimulate economic growth, promote
income equality and ensure that poor
households are not left behind during
the process of economic transformation.

SECTION 6

for long-term wellbeing, social justice
and sustainability

Necessary fundamentals for long-term wellbeing, social justice and sustainability

Necessary
fundamentals
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In the sections that follow, a set of
necessary fundamentals are proposed.

Reducing poverty levels requires economic growth that
creates more job opportunities in labour-absorptive sectors
and grows the value-added manufacturing sector. In South
Africa, however, the services sector has been the largest labour
absorber in the period 2008–2019 (see Figure 31), expanding
consistently, closely followed by the trade and finance sectors.
Manufacturing has experienced a reversal with a clear lower
proportion of employment attributed to this and other
productive sectors such as mining since 2008. Construction
is the fourth largest contributor to employment although it
is reliant on government expenditure during countercyclical
periods. Without a concerted effort to resolve the energy crisis,
which retards energy-intensive growth (manufacturing), this
downward contribution will likely continue if fiscal stimulus
continues to focus on short-term interventions.

6.1 A DECISIVE ECONOMIC STRATEGY
South Africa needs a decisive economic strategy with a clear
vision on how to generate labour demand while stimulating
productivity. Strategies that do not decisively clarify how the
unsustainable issue of unemployment will be tackled should
not be adopted.
Poverty and inequality reduce the positive effects of economic
growth because of the unequal distribution of income and
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6.2 ALTERNATIVE MECHANISMS TO ENHANCE
PRODUCTIVITY
Government must make full use of fiscal, monetary and trade
policy instruments, among others, to enhance productivity
and a way that translates to inclusive growth. This means
moving on from failed current policy tools and instruments
to deploying innovative methods for improving sectoral
outcomes and supporting local and national firms.

Figure 32 outlines the contribution of South Africa’s primary,
secondary and tertiary sectors to GDP since 1994. The
contribution of the secondary sector is inadequate given the
country’s development challenges.
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Given the specific character of South African conditions, the
specific strategic interventions proposed in the section that
follows depend on the existing of these underlying necessary
fundamentals. They underpin and cut across the strategic
interventions. These necessary fundamentals include (1)
the need for a decisive economic strategy, (2) alternative
mechanisms for enhancing productivity, (3) reformed inclusive
value chains and distribution channels, (4) transformation with
an aggressive tranfer of the factors of production, (5) optimised
public goods and ownership, (6) adoption of technologies to
advance growth, (7) all South Africans are working, and (8) an
energy transition.
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economic benefits. Employment addition must target the
absorption of no less than 7 million unemployed people to drive
unemployment levels below 15%. This requires the setting of clear
targets to measure the success of the strategy’s implementation,
with a clear process of developing long-term goals and
measurable targets, which, on implementation, are monitored
for impact. Its long-term objectives should directly address the
country’s deep-rooted fundamental economic challenges.
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Economic restructuring requires the dismantling of
oligopolistic and monopolistic structures and of the barriers
to entry in targeted industries to enable and promote new
entrants in a new shared economy. An inclusive growth model
is needed in sectors that are in their infancy, such as the digital
market and economy. Section 7 describes the opportunities
for strengthening local participation in new sub-sectors
such as these, which is necessary to overcome the historical
exclusion of the black majority from key economic sectors.
It has been proven that digitalisation enhances economic
activity, which has a positive effect on economic growth.66
Determinants of significant growth include the level of
infrastructure, accessibility of communications and affordable
mobile technolog. If these are drivers of growth, then it is
critical to ensure the inclusivity of market channels and new
product and process development.
65. UNIDO 2020, UNIDO Statistics Data Portal, stat.unido.org, viewed 2020, https://stat.
unido.org/
66. Myovella, G., Karacua, M., Haucap, J. 2020. Digitalization and economic growth: A
comparative analysis of Sub-Saharan Africa and OECD economies. Telecommunications
Policy, 44(2).

Africa has leapfrogged growth in sectors such banking using
mobile communications technology for money transfers and
informal banking transactions. It is important to encourage
innovation that will solve development challenges in all
sectors of the economy. Government’s ICT policies should
encourage local champions to establish digital infrastructure.
Regulatory policy should advance the growth of new entrants
while e-commerce, digital infrastructure and technology
expansion models must advance black-owned and -managed
firms as the domestic market grows.
Developing and developed countries’ level and growth of
broadband infrastructure differs based on institutions, policy
development and the scale of local networks and knowledge.
In Southeast Asian economies, it is local companies that
have grown the market. These countries used a strategy to
proactively back local champions with policy and regulation
and limit the entry of foreign digital giants and instead
advancing local participation and product development. 68
Enhanced local participation and ownership could also help to
alleviate public distrust and growing security concerns about
digital infrastructure.
67. Gilbert, 2019 and GoSA, 2019
68. Nanyang Centre for Emerging Markets. 2020. Competition in Southeast Asia’s Digital
Economy. Nanyang Business School. Singapore. Accessed online. https://nbs.ntu.edu.
sg/Research/ResearchCentres/CEM/Research/Documents/Competition%20in%20
Southeast%20Asia%27s%20Digital%20Economy.pdf
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6.3 REFORMED INCLUSIVE VALUE CHAIN AND
DISTRIBUTION CHANNELS

South Africa has 31.18 million active internet users using
mobile phones with penetration levels differing by province:
Gauteng (74.6%), Western Cape (72.4%) and Mpumalanga
(70.2%).67 Rural provinces have lower internet usage rates
with Limpopo at only 46.2% and the Eastern Cape at 55.3%.
These figures suggest that lower average incomes results in
reduced access to mobile technology. It is reported that South
Africa has 91.7 million cell phone subscriptions, most of which
are prepaid (88%). The use of basic phones and duplicate
ownership is widespread.
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Economic restructuring that substantially increases the share
of South Africa’s manufacturing sector means a revisiting
existing policy instruments. This paper targets a manufacturing
value add of more than 30% to GDP and notes that more than
80% of exports should comprise manufactured goods. These
are the levels achieved by Newly Industrialised Countries:
Korea (98%), Thailand (87%), China (95%) and Singapore (90%);
manufactured goods also comprise around 90% of exports in
countries with longer histories of industrialisation such as the
US and the United Kingdom.65
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Access to factors of production such as land, capital and
sufficient human capital development to strengthen labour
capabilities remains constrained and distributed along
historical racial lines. There must be an aggressive transfer of
the factors of production to black South Africans.
Government has delayed land reform and restitution processes,
causing considerable uncertainty and social tension. A
rapid finalisation of these processes could help government
address the deteriorating social conditions in the country. The
complexities surrounding the process and the sustainability
of land redistribution needs to be clarified and the impacts
associated with industry supply chains and market access
considered. Despite the many questions surrounding land
redistribution, the process should endeavour to create a more
inclusive approach while address poverty.

6.5 OPTIMISED PUBLIC GOODS AND 		
OWNERSHIP
A coordinated approach across state entities and organs
will be required. First, state entities should design targeted
interventions with set. These targets must be overseen and
prioritised aligned to the alternative strategies outlined in
Section 7. The outcomes of these strategic interventions
must be regularly measured. Second, there is a need to ensure
synergistic coordination of all state entities and organs with
a focus on monitoring outcomes. This requires measurable
indicators against which all government spheres and agencies
are held accountable, and which are evaluated at regular
intervals to measure impact in alignment with national
priorities. This will advance social justice outcomes without
negating the necessary long-term structural changes.
The industrialisation path requires strong and competitive
institutions that are linked to the growth of targeted sectors
and national firms. Productive SOEs can absorb the risk and
address market failures that the private sector will attempt
to avoid. Public trust and confidence in the state needs to
be rebuilt through enhanced efficiencies, good governance
and public private consultation that yields tangible economic
results. Building the credibility of the state requires rule of law,
sanctions for corruption and the elimination of incompetence
in all spheres of the state and its agencies. The notion of the

6.6 ADOPTING TECHNOLOGY TO ADVANCE
GROWTH
Technology applied in the production process will positively
affect economic growth. South Africa needs an industrial
growth path that is led by the production of labour-intensive
goods and later replaced by the production of semi-capitalintensive goods. There are up- and downsides to this approach,
but Asian economies were able to transition by relying
heavily on technology imports. There is also the potential to
stimulate SMME growth and boost overall economic output
by increasing foreign investor interest in local industries with a
focus on technological innovation.
There is a possibility that automation and adoption of
efficiency best practices will suppress the demand for labour,
causing permanent job losses, particularly for low-skilled
labour. The transition to online digital banking in South Africa
in 2019, for example, led to one of the country’s biggest sectors
shedding about 4 700 jobs.69 A McKinsey & Company study70
indicates that while the adoption of automation technologies
could boost job creation and productivity, it could also lead
to significant job losses, particularly in the manufacturing
and retail sectors. The study further notes that automation
would reduce demand for low-skilled workers (those without
a Grade 12 qualification).
The implication is that South Africa’s impoverished and
uneducated citizens are more likely to be excluded from
participating in and benefitting from increased economic
growth derived from automation. Any technology-infused
growth must therefore be complemented by investment in
human capital and a strategy to protect and develop labourintensive industries for workers whose skills are not required in
high-tech environments.

69. Mathe, T 2019, Swings and roundabouts for jobs in banks, The Mail & Guardian, viewed
2 October 2020, https://mg.co.za/article/2019-10-11-00-swings-and-roundabouts-forjobs-in-banks/

70. McKinsey & Company. 2019. The future of work in South Africa: Digitisation,
productivity and job creation.
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6.4 TRANSFORMATION WITH AN AGGRESSIVE
TRANSFER OF FACTORS OF PRODUCTION

SECTION 6

As the contribution of the digital economy to GDP is likely to
continue growing, state-led expansion of digital infrastructure
should adopt models that strengthen local network
development and knowledge.

public sector should become synonymous with a strong
drive to deliver service to citizens, excellence, integrity and
innovation. This will not occur by chance, it requires an
enhanced human resource development strategy for the
state, underpinned and girded by ethical, servant-hearted and
performance-orientated leadership.
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South Africa must become a
society in which individuals take
responsibility for themselves and
their families, while poverty reduction
is realised via cash transfers, work and
social programmes.

In the same way that digitisation in a knowledge economy is
a necessary fundamental enabler of the seven interventions
that follow, so too is a secure, affordable and clean supply
of energy. A global energy transition is underway that will
directly affect South Africa’s future energy choices and that
could allow the country to transcend its reliance on the
mineral-energy complex.

Self-sufficiency should be prioritised over dependency on
the state. Asset distribution should be achieved via taxation
and the construction of new assets in black hands. The state,
which has become the sole provider for more than 17 million
beneficiaries; this is more people than the number with jobs.
The resultant increased welfare costs will be unsustainable if
we do not bring South Africans into local economies.
This provides a rationale for a targeted economic policy
approach that will ensure that South Africa’s labour market
is able to absorb more than 10 million unemployed citizens
while promoting self-sufficiency, strengthening human
dignity and supporting the realisation of full human potential.

Total global investments in renewable energy have now
reached nearly $300 billion a year on an upward trend; this
is double the total investments in both coal-fired and nuclear
power. In the context of the “climate emergency” and the
remarkable drop in prices for renewables by 80–90% between
2008–2019, nearly all the world’s largest public and private
financial institutions have committed to withdrawing all
investments in coal mining and coal-fired power generation.
Constructing new renewable energy is now cheaper than
operating existing coal-fired power stations.71

South Africa will have to close 14 of
its 16 coal-fired power stations by
2050 because they are too old and
with no possibility of replacing them
because of disinvestment from this
sector.
71. Bloomberg Finance. 2019. New energy outlook. [Online] Available: https://about.
bnef.com/new-energy-outlook/#toc-download.

Necessary fundamentals for long-term wellbeing, social justice and sustainability

6.8 AN ENERGY TRANSITION
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6.7 ALL SOUTH AFRICANS ARE WORKING
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The seven interventions that follow will only have the desired outcomes
if they are premised on these necessary fundamentals, namely strategies
that promote labour absorption, productivity improvements, new value
chains, black ownership of assets, the optimisation of public goods provision,
digitisation, and an energy transition.

Necessary fundamentals for long-term wellbeing, social justice and sustainability

In short, not only will renewables ensure energy security and
a supply of affordable energy over the long term, but the
combination of the renewables build and green hydrogen
programmes and the resultant upstream and downstream
industrialisation programme will stimulate the largest job
creation programme since 1994. It will simultaneously provide
the most significant opportunity for creating large-scale
black-owned energy assets. Enabled by the redistributive
policy frameworks promoted in this paper, this renewablesled industrialisation programme worth trillions of Rands
over 20 years could result in black ownership of the energy
foundations of a growing job-creating industrialised economy.
There is no other sector that can create such a considerable
opportunity to construct black-owned assets (and create jobs
on a large scale) in such a short period of time.

SECTION 6

At the same time, South Africa has some of the best renewable
energy resources in the world. Modelling work undertaken by
Meridian/CSIR shows that the cheapest option and one with
the potential to create the most jobs is renewables backed
by storage and gas. This would also transform South Africa’s
status from a carbon pariah to a decarbonisation global
leader. Furthermore, the global transition to renewables will
create two new significant economic opportunities. The
first is meeting global demand for a wide range of minerals
and rare metals that exist in abundance in South Africa to
construct renewables infrastructure. The second is that the
large quantities of water currently used by coal-fired power
stations will become available for conversion into so-called
“green hydrogen” via electrolysis.
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Strategic
interventions
To build a diversified
economy that mobilises
the country’s abundant
natural resources.

SECTION 7

Strategic interventions

To build a diversified economy that mobilises
the country’s abundant natural resources in
an ecologically sustainable way, policymakers
must rethink current development strategies
and introduce policies that promote
economic transformation, support labourintensive growth, restore the environment
and create a globally competitive economy.
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A key indicator of
success will be whether
the capabilities and
knowledge base of
all South Africans are
significantly improved.
As the productive capabilities of society grow
over time, it becomes possible to produce
sophisticated goods within a diversified
economy.
Hausmann, Hidalgo, Bustos et al. refer to this process of
improving the productive capabilities of society as building
“economic complexity”.72 Building on this approach, Bhorat et
al. suggest that “economic growth and development can be
thought of as being about the accumulation of productive
capabilities”.73 This approach requires that government, private
sector and other stakeholders collaboratively use the country’s
72. Hausmann et al., 2011

current diverse productive capabilities as stepping stones into
new sectors with greater economic potential, such as using
our capability to transform hydrocarbons into liquid fuels.
In this section, we present interventions that can help
policymakers enhance and deepen the economic complexity
of the South African economy. This, in turn, will result in the
much-desired economic diversification necessary to support
inclusive sustainable economic growth.

73. Bhorat, H., Ewinyu, A., Lilenstein, K., Rooney, C., Steenkamp, F., Thornton, A.
.2018. Economic Complexity and Employment Expansion: The Case of South Africa.
Development Policy Research Unit: University of Cape Town School of Economics.

7.1 INDUSTRIALISATION, REQUISITE MACRO-POLICY INSTRUMENTS

We propose the establishment of an Industrial Council to implement a coherent industrial planning framework that will knit this
array of institutions into a set of mutually reinforcing institutional entities. The Council would determine industrial policy, drive
research and the use of appropriate mechanisms and policy instruments to advance a newly developed economic strategy.

SECTION 7

The merging of the DTI and the Department of Economic Development into the Department of Trade Industry and Competition
(DTIC) in 2020 presents an opportunity to drive a coordinated approach to restructuring the economy. This new ministry is
responsible for the current mix of industrial policies and downstream sector programmes, as well as trade policy and negotiations.
It oversees the IDC, Small Enterprise Finance Agency and the National Empowerment Fund, as well as the International Trade
Administration Commission, Competition Commission and the Competition Tribunal. Each of these institutions uses different
incentives to drive industrial policy and supports specific industrialisation programmes and projects. There is widespread consensus
across the boards and executive committees of these institutions that economic planning is fragmented and ineffective.

Strategic interventions

The industrial sector is still contracting despite industrial strategies and the
various resolutions adopted at job and growth summits.
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The South African industrial sector is
characterised by the following:

2.

A labour force that is vulnerable to the inefficiencies of
this concentrated operating structure.

3.

•

Given the importance of the DTI and the
Department of Economic Development
in supporting industrialisation, the Public
Finance Management Act is an inappropriate
governance framework for the kinds of
public-private partnerships necessary for state
enablement of industrialisation.

•

The current regional economic integration
strategy is vague, with unclear political
commitments and mandates when it comes to
industrialisation.

•

Oligopolies tend to dominate the value chain
with respect to the supply of essential household
goods and services, thus constraining entry by
SMMEs from entering mass markets (reinforced
by exclusive lease agreements at malls). The
high levels of market concentration in many
sectors create a barrier to entry for new entrants.
This is critical particularly at the point-of-sale
where market access is critical.

A techno-industrial base under threat from technological
disruptions that are being driven by the global response
to the “climate emergency”, including a transition away
from fossil fuels to cleaner, cheaper forms of energy.

Based on these characteristics, we
identified the following challenges
within the industrial cluster:
•

Traditional industrial corporations have lost
substantial market share due to limited
investment in new technology within their
operations, which has made them less
competitive in the global market.

•

Inefficiencies within operations have seen
the negative performance of organisations
like Arcelor Mittal affect the productivity and
competitive ability of downstream industries,
such as foundries. As a result, these organisations
“look to China” for more diverse production
options at better prices.

•

R&D investment has declined over time
making key industrial sectors increasingly less
competitive.

•

Development finance packages tend to exclude
small and medium industrialists, limiting their
ability to commercialise ideas.

7.1.1 EXISTING MECHANISMS
There have been a variety of incentives and measures that
have been implemented in the last 26 years ranging from
tax concessions to infrastructure and trade and tariff support,
competitiveness and training grants, various production
and regional subsidies, and R&D and non-tariff government
support. Table 1 details the existing mechanisms, followed by
a description of their shortcomings.

Table 1: Incentives and measures to improve South Africa’s industrial productivity
TAX CONCESSIONS

INCENTIVE DETAILS

•

•

Income Tax [S12I, S37]

Companies are offered tax allowances (up to 10%) for
industrial policy projects. Both greenfield and brownfield
projects qualify if they improve energy efficiency, are in
an industrial development zone, train employees and
target employment creation and SMME procurement.

Strategic interventions

A centralised (oligopolistic) industrial complex effectively
owned by a relatively small group of shareholders.

Labour unions are inadequately mobilised
within most industrial clusters, which means
that workers do not have an effective way to
bargain for better alignment between wage
demands and productivity improvements,
via skills development and technology
improvement.
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•
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INFRASTRUCTURE SUPPORT
•
•
•
•

Green Fund
Manufacturing Investment Grant (MIG)
Critical Infrastructure Programme (CIP)
Foreign Investment Grant (FIG)

•

The MIG (2008–2014) offered a grant of 15–30% of the
value of machinery, equipment, land, buildings and
commercial vehicle costs.

•

The CIP is a cash grant covering up to 30% of the costs
of qualifying infrastructure to attract investment in
manufacturing.

•

The FIG covers up to 15% of the value or to a maximum
of R10 million of the cost of importing machinery and
equipment.

ENTERPRISE DEVELOPMENT SUPPORT

•

•
•
•
•
•
•
•
•
•

•

About R20 billion was allocated towards manufacturingrelated tax incentives between 2012 and 2020.

•

As of December 2019, the Jobs Fund had R8.1 billion in
grant funding and a further R12 billion leveraged from
its partners.74

•

The DTI increased its allocation for enterprise
development support incentives from R3.3 billion in
2012 to R7 billion in 2015.

•

The most popular incentive in recent years to improve
competitiveness and productivity of local vehicle
manufacturing to promote vehicle exports and
encourage investment inflows.

•

Local manufacturers who produce more than 50 000
vehicles can import vehicle components duty-free.
This allowance falls under the Automotive Investment
Scheme (AIS). These manufacturers also receive a cash
grant of between 20-25% of the value of investments in
productive assets.

•

Existing businesses can apply for production incentives
to further capital investment; green technology, improve
competitiveness, undertake feasibility studies and cluster
competitiveness.

•

Production incentives range between 7–15%, with local
market value added (MVA) offering higher ranges at
10–25% in industrial financing loan facilities for targeted
industries. Firms can access up to R50 million subject to
MVA limits and there are production incentives for green
technology.

•

Assets worth R5 million receive incentives of up to 70% of
cost, those between R30 million and R200 million receive
60%, while those above R200 million receive about 50%.

Motor Industry Development Programme
Automotive and Production Development Programme
Enterprise Incubation Programme
Manufacturing Investment Programme
Business Process Outsourcing Programme
National Industrial Participation Programme
Income Tax [S12I]
Green Fund
Jobs Fund

TRADE AND TARIFF SUPPORT
•
•

Motor Industry Development Programme
Duty Credit Certificate Scheme, drawbacks and rebates

Jobs Fund
Skills Support Programme
Skills Development levy
Competitiveness Fund
Manufacturing Competitiveness Enhancement
Programme (MCEP)

74. National Treasury. 2020. The Jobs Fund Newsletter, March 2020.
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COMPETITIVENESS AND TRAINING GRANTS
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REGIONAL SUBSIDIES
•
•

Regional Industrial Development Programme
Industrial development zones

•

These have been established in special designated areas
across the country targeting economic activities with
laws and systems different to the rest of the country.
These incentives include:
•

Preferential 15% corporate tax.

•

Building allowance eligible with tax relief.

•

Employment tax incentive.

•

Income tax allowance supporting greenfield
investment utilising new and unused manufacturing
assets.

•

Tax relief in line with various tax prescripts.

R&D SUPPORT
•
•
•

Innovation Fund
Support Programme for Industrial Innovation
Income Tax [11D]

•

To promote R&D activities, the Income Tax Act Section
11D enables tax credits even if IP resides outside the
country.

•

The Act has no cap and offers several exclusions to
disallow non-R&D related activities.

Source: (Department of Public Works, 2019; Newman, nd.)

South Africa’s existing industrial
mechanisms focus on supply-side
constraints to restructure production
in the economy to deal with increased
global competition in the wake of
trade liberalisation.

INADEQUACIES

Trade liberalisation contributed to the weakening of South
Africa’s industrial capability. Two key examples are the
devastating effects of the United States’ African Growth and
Opportunity Act (2000) on the poultry market and the bilateral
trade concessions made with the Chinese textile sector on the
South African textile industry. These two examples suggest
that trade policy is not being used effectively to grow South
Africa’s MVA per capita. South Africa has a much lower MVA
compared to most emerging markets; its MVA growth is

The Jobs Fund was designed to address job creation and
respond to the mismatch between supply and demand in
the labour market, with a particular focus on unemployed
work seekers. It also aims to foster partnerships between
stakeholders and provide low-cost infrastructure for SMMEs.
This includes better shelter and trading facilities for informal
enterprises and improved market access. The fund is perhaps
government’s largest intervention in response to labour
market anomalies, but it only focuses on existing companies
whose initiatives create more employment opportunities. A
mandatory requirement is matched funding of at least R10
million for each project, rising to higher levels for the different
windows and calls for applicants. As of December 2019, the
Jobs Fund had created 254 618 permanent jobs, including
seasonal jobs and job placements. But this job creation was

75. Weiss, J. 2010. The Economics of Industrial Development. ISBN 9780415473729.
Published by Routledge. Pages 272-16B/W Illustrations

Strategic interventions

7.1.2

estimated at 2% per annum, much lower than China’s 6%,
Korea’s 6% and India’s 5% annual MVA growth.75
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Many incentives and measures were introduced at a time
when South Africa joined the World Trade Organisation (WTO)
in 1995. Unlike East Asian economies who joined the WTO
when their industrial sectors were strong enough to benefit
from opening to foreign competition, South Africa’s industrial
sector remains below its potential and is, therefore, severely
constrained by foreign competition.
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supported by R8.1 billion in grant funding and a further R12
billion leveraged from partners.76
Although public expenditure on industrial development
has grown from R210.6 million in the 2005/06 financial year
to R2.1 billion in the 2019/20 financial year, industrialisation

remains well below its potential with relatively low
government expenditure on industrialisation development at
0.13% of total government expenditure in the 2019/20 financial
year. Figure 34 shows the total government expenditure on
industrial development over the last 15 years.

76. National Treasury. 2020. The Jobs Fund Newsletter, March 2020.

A Shoprite Checkers store located
in Butterworth in the Eastern Cape
province, for example, will extract far
more from the local economy than a
string of local SMMEs would.

Public policies are ineffective due to their poor design and
lengthy government bureaucracy processes; for example, the
state tends to be slow to amend policies based on feedback
or to implement measures to overcome policy inadequacies.
There is also insufficient oversight over whether companies
that access the grants and incentives expand and create
jobs as planned. There are few cost-benefit analysis studies
on these programmes and very few public reports on their
successes as related to growing exports, creating jobs and
enhancing competitiveness. Even if reliably quantified, it
would be difficult to ascertain to what extent the outcomes
can be attributed to these incentives.

Strategic interventions

Municipal bylaws are not used to enforce localisation and
despite rhetoric to the contrary, they do little to provide
accessible spaces for local SMMEs within food and household
goods markets, which are dominated by oligopolies.

Preferential procurement policies remain stand-alone affairs.
They are not integrated and coordinated in a fashion that
supports local industries.

SECTION 7

There is a lack of coordination between institutions developing
innovative technologies and products (such as the CSIR,
Human Sciences Research Council and universities) and those
that can finance such innovations. This has constrained the
development of export-oriented innovative technologies and
products for the global market.
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7.1.3

ALTERNATIVE INDUSTRIALISATION STRATEGIES

Given the inadequacies of current industrialisation policies, we propose that any
new strategies consider the following:
1. Evidence-based industrialisation strategies comprising a mix of proven incentives and instruments that will
generate high levels of employment and grow existing and new sub-sectors while developing our industrial capabilities.
There is a need for concise and legible planning for a 10–20-year trajectory, overseen and coordinated by the ministries. It is
proposed that an Industrial Council oversee targeted sectors while putting state assets and instruments to optimal use. This
council should incorporate both government and business to provide real-time solutions to constraints and bottlenecks. The
effective coordination of productive activities will underpin the success of these initiatives.
2. Economic restructuring that aims to double South Africa’s MVA contribution to GDP. The sectoral composition
should show a shift away from primary sector activities towards the production of high value-added goods and processed
agricultural products. Our economic strategy should aim to double manufacturing output to improve economic prosperity
and grow per capita GDP.
3. Driving expansion of South African frontier products and manufactured goods through the mobilisation of finance
and capital for productive investments into differentiated products, particularly for those where firms set prices.

DESCRIPTION

Stone wool

Slag, rock wool, mineral fibre and similar mineral wools

Vehicle parts

Part and accessories (e.g. bumpers, safety seat belts, gearboxes, drive axles, exhaust
pipes, radiators, suspension system)

Pig and poultry fat

Pig fat (including lard) and poultry fat

Lifting machinery

Lifting, handling, loading or unloading machinery (e.g. lifts, escalators, conveyors,
hoists, elevators)

Traffic signals

Signalling, safety or traffic control equipment; for railways, tramways, roads, inland
waterways, parking facilities, port installations, airfields

Aldehydes

Aldehydes, whether with other oxygen function or not; cyclic polymers of aldehydes;
paraformaldehyde

Other engines

Engines and motors (e.g. reaction engines, hydraulic power engines, pneumatic
power engines)

Rubber sheets

Plates, sheets, strip, rods and profile shapes, of vulcanised rubber other than hard
rubber

Engine parts

Parts for engines (spark-ignition reciprocating or rotary internal combustion piston
engines, diesel or semi-diesel engines)

Vinyl chloride polymers

Polymers of vinyl chloride or other halogenated olefins, in primary forms

Large flat-rolled iron

Iron or non-alloy steel; flat-rolled products, width less than 600mm, not clad, plated
or coated

Nitrile compounds

Nitrile-function compounds

Refractory cements

Refractory cements, mortars, concretes and similar compositions
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Table 2: List of suggested frontier products
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Fire extinguishers preparations

Preparations and charges for fire-extinguishers; charged fire extinguishing

Other agricultural machinery

Agricultural, horticultural, forestry, poultry-keeping, bee-keeping machinery; poultry
incubators and brooders

Dairy machinery

Milking machines and dairy machinery

Iron radiators

Radiators for central heating, not electrically heated and parts thereof, of iron or steel;
air heaters

Harvesting machinery

Harvesting and threshing machinery, straw and fodder balers, grass or hay mowers;
machines for cleaning, sorting or grading eggs, fruit or other agricultural produce

Large construction vehicles

Bulldozers, graders, levellers, scrapers, angledozers, mechanical shovels, excavators,
shovel loaders, tamping machines and road rollers, self-propelled

Prints

Engraving, prints and lithographs

Renewable energy components

Solar panels, wind farm components, solar storage boilers, connection kits and parts,
pump stations, valves, heat pump systems and kits, grid components, batteries,
inverters, charge controllers.

Source: Adapted from Bhorat et al. 2018

6. Interventions to broaden participation in large
brownfield industrial sectors and their respective
value chains. The government must restructure policies
to widen access to the point of sales within the retail
sector. This would ease the barrier to entry faced by smaller
businesses. Small-scale manufacturing and cottage
industries should be expanded to grow employment
in rural and peri-urban areas. A targeted 30–40% of
employment should stem from such cottage industries.
These include bakeries, woodworking, building materials,
metalworking, dressmaking, hairdressing, artisanal mining
and soapmaking. It is crucial that we develop production
capabilities in a decentralised operating model while

7. A focus on developing a regional production
partnership model to leverage strengths within the
Southern African Development Community region,
intra-Africa and other global markets. A governmentdeveloped cohesive industrialisation strategy could
address impediments to trade in sub-Saharan African
countries, provide support for exporting and facilitate
trade in finding new markets. It should provide export
finance credit to small firms like what most Organisation
for Economic Co-operation and Development
governments have done. Non-trade barriers can limit
access to developed economy markets. This may require
support from state entities to enable quality and safety
standards bodies to provide the necessary support to
small firms and new entrants.
8. A revised and strengthened commitment to local
procurement and sourcing by redeveloping incentive
structures for international businesses who use locally
sourced inputs. The DTIC and the National Treasury
should strengthen their cooperation to ensure that local
manufacturing is embedded in the state expenditure
framework with clear targets and goals.
9. A framework for expanded industrial funding.
Existing financing institutions have not adequately
addressed market failures. They must provide more
targeted support to improve the global competitiveness

Strategic interventions

5. Rectifying policy misalignment. Current policies
tend to under-emphasise downstream production.
The processing of steel into manufactured products
such as equipment and machinery holds opportunities
for job creation. There is significant growth potential
in the linkages between agriculture and advanced
manufacturing industries because primary sector activities
require machinery and equipment. Green hydrogen
production is another example of an opportunity
that becomes available as the energy transition gets
underway. Revisiting industrial trade policy (in a way
that groups products that could potentially be produced
domestically) and adopting appropriate developmental
tariff regimes and duty-free schedules is key.

also responding to the constraints of rural and urban
manufacturing. This includes lack of energy, difficulty
accessing credit, poor quality infrastructure and lack of
demand for small firm products. Government must focus
its efforts on enabling micro-credit and finance because
these firms cannot access finance from traditional banks
and financial institutions.

SECTION 7

4. Adopting a multi-pronged approach that grows the
production of non-traded goods and services using a low-skill
but high-labour absorptive workforce in the manufacturing
and primary sectors and supports the existing high capital
and skills-intensive manufacturing sectors.
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11. Employment of a phased approach whereby high
labour-intensive sectors should be further developed
using the policy instruments that have already been
discussed. Over the long run, however, a more capitalintensive growth path may be needed that targets
comparative advantages that enable South Africa to
transition into a technology-based industrialisation
pathway.
12. Supporting national firms by improving access
to technology, and using R&D to generate
technological rents. A research-driven industrialisation
strategy is too risky for the private sector because the
returns accrue to society and not just to the investor.
Government must de-risk innovations by investing in R&D
via entities such as the National Research Foundation as
a core pillar of its national industrial strategy. De-risking
can also take place via SOE investments (directly or
via procurement) that support risk-taking firms during
the early stages of the innovation cycle. Knowledgedriven expansion should be used not only to respond
to bottlenecks and shortcomings but should also be the
strategic focus of industrial policy. Hence the proposed
Industrial Council would coordinate policy and ensure
that the CSIR explores industrial policy-related R&D. Clear
metrics of what proportion of public expenditure will be
allocated to R&D as a part of the industrial strategy are
required.
13. Enabling accreditation bodies and institutions of the
state that provide approval for the standard of goods will
be a key enabler of expanding trade in manufactured
goods. Various sectors require certification from the
South African Bureau of Standards. Capital and finance
are required to ensure that these accreditation bodies
can meet the demand for certification services as export

14. Transition the energy sector towards renewables.
This pathway is modelled in the Meridian/CSIR report
with demand met by a combination of solar, wind,
battery storage and gas. This will save 1 gigaton of CO2
through to 2050 and trigger a massive renewable energy
build programme. To achieve this, annual construction
needs to climb to an average 5GW per annum. Herein
lies an opportunity to develop a local supply value chain
and sustainable local renewables industry. The total
investment in renewables for the first decade will be about
R450 billion (about R1 trillion over two decades) for the
plants themselves – as they need to be rebuilt on average
every 20 years. There is significant opportunity for job
creation in the development stages and in the upstream
industrialisation programme when the policy certainty
necessary to ensure the large-scale flow of investments
into this sector is in place. Development models for this
sector must focus on equitable and local participation, the
upgrading of local skillsets to prevent job displacement
and mandate local manufacturing of components.77
An industrial policy framework must support local firm
manufacturing of wind and solar PV components and
stimulate investment into local intellectual property to
ensure the growth of the local sector. There will be a need
for state interventions to support workers and regions
reliant on coal mining for income; these interventions
can include direct compensation to workers, support
for regional diversification using subsidies and tax
incentives, strengthening local allocation of REIPPPP bids
in former mining towns, skills training and worker transfer
and redeployment programmes.78 It is imperative that
ownership models aggressively ensure the participation
of black-owned enterprises and encourage new
economic entrants. We need innovative methods and bid
criteria to support the entry and participation of locally
owned black firms in the REIPPPP bidding process. For
this to happen, the IRP will need to be updated. Followed
through to 2050, the IRP policy framework will result in
the building of additional coal-fired power stations by
2040 (Figure 35). By then, no-one will want to fund coalfired power stations. The alternative is a “least cost” option
for ensuring security of supply and decarbonisation. The
result is the steady decline of coal-fired energy production
through to 2050 (Figure 36).

CASE STUDY: STATE-LED AND DRIVEN

77. The BW5, which is the fifth window of procurement, and the issues of local economic
participation, job creation and addressing redistribution in ownership patterns within
subsectors requires interventions that assess previous bid windows’ ability to grow black
participation in this process. The role of the state in the purchase of power should be
kept so that it can use the sector to drive structural change. The REIPPPP bid evaluations
comprise a tariff (70% weighting) and a non-price (30%) evaluation comprising
seven development criteria: skills development, job creation, enterprise and supplier
development, local content, socioeconomic development and black ownership.
78. Climate Transparency. 2019. Socio Economic considerations for a Paris agreement
compatible coal transition in South Africa. [Online] Available: http://webcms.uct.
ac.za/sites/default/files/image_tool/images/119/Burton%20Marquard%20McCall_
Just%20Transition_South%20Africa%2018072019.pdf.
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10. Improved state capacity for disbursing funds
timeously and in more innovative ways. Programmes
could be devised that take advantage of all incentives
across all agencies to achieve more impactful blended
finance outcomes. It will be necessary to develop
a national and provincial teams of trade facilitation
experts.

capacity improves.
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of local firms. Financing new economic participants in
regional and global trade requires broadening the
mandate of DFIs to incorporate trade finance or the
establishment of an entirely new export-import bank
that finances and facilitates trade finance. This may
be particularly important for advancing intra-Africa
trade and for leveraging new markets from the African
Continental Free Trade Area agreement.
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Figure 35: Current policy trajectory (with renewable energy build limits retained):
annual electricity production, 2020–2050

(Source: Roff et al., 2020, p21)

Figure 36: Least cost scenario for annual electricity production in GWh, 2020–2050

(Source: Roff et al., 2020, p21)

INDUSTRIAL PROCESS IN NORWAY

79

•
•

•

The longevity of institutional leadership with many of the strategists having been involved in driving policy and
research from the 1950s through to the 1980s.
Close collaboration between the research council and the Ministry of Industry to ensure that policy was based on
social and economic evidence and that research knowledge was diffused to all parts of the economy.
The research councils supported technological development within small-scale primary industries, such as agriculture
and fisheries, as well as larger-scale industries like construction and shipbuilding. Companies were also able to inform
the councils of their R&D needs and gain publicly funded support in this regard.
There was a focus on commercialising new technologies.

79. Wicken, O., 2007. The Role of R&D in Industrial Policy: Rise and fall of a research driven strategy for industrialisation (No. 20070603). Centre for Technology, Innovation and Culture,
University of Oslo.
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In the mid-1960s the Norwegian government reorganised its research institutions to establish a collective fund for
industrial research. One of these was the Norwegian Defence Research Establishment (FFI) that developed technologies
for products like detection systems for submarines, telecoms equipment and electronic intelligence, as well as nuclear
weapon detection tests. These institutions set industrial policy using industrial research and establishing evidence-based
sector programmes. The success of this approach is accredited primarily to the following elements:
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The council identified the main impediments to the growth of local companies and supporting their growth by selecting
those with potential across different clusters. Up to 284 companies were identified as beneficiaries, with 24 companies
emerging as “national champions” and receiving 8% of the funds. Of these national champions, one company Det Noske
Veritas received 17% of monies distributed.
This Norwegian model is a good example of a state-led and driven industrial process that supported private enterprises.

7.2 LABOUR-ABSORPTIVE STRATEGIES

“The structure of the economy, which was built on the
extraction of minerals, where ownership and control are
highly concentrated, remains largely untransformed. The
jobs that have been created over the past few years have
not kept pace with the growth of the population or the
expansion of the workforce”.80

80. South African Government. 2018. Address by President Cyril Ramaphosa at the
Opening of the Presidential Jobs Summit, Gallagher Convention Centre, Johannesburg.

Building a strong national knowledge infrastructure is critical
for labour absorptive growth and for improving productivity.
Although high tech products can readily be imported,
developing technological capabilities and associated
knowledge bases would improve South Africa’s comparative
advantage. This takes time, however, and requires a skilled and
competent workforce. Countries that supply the global value
chain and are critical for the global production network focus
on supply-side outflows in the labour market. Human resource
development, underpinned by enhanced science and
technology capacity, is critical for economic transformation.
This builds human capital, which strengthens the growth of
productive activities and capabilities.
A good example of how to do this emerges from the work of
Bhorat et al.; using an “economic complexity” approach that
identifies adjacent capabilities, it becomes possible to identify
key high potential opportunities (“frontier products”) that
cross-cut traditional sectors.81 This means comparing how a
percentage change in production for various frontier products
results in the highest potential job opportunities.

81. Bhorat et al., 2017
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Former President Nelson Mandela
identified unemployment as the
biggest problem in South Africa at
the opening of the 1998 Presidential
Jobs Summit. This problem remains
unresolved. At the last Presidential
Jobs Summit in 2018, current
President Ramaphosa went further to
identify inequality as the root cause of
the problem:

Although labour policy cannot address the structural
persistence of inequality, it can address the problem of a
mismatch between education/skills development and the
world of work, including the national demand for skilled and
semi-skilled labour. Policymakers, educational institutions
and the Department of Labour have tried to address this
challenge since 1994, but their efforts have yielded minimal
improvements. Moreover, a large portion of learners
increasingly prefer less technical subjects with fewer learners
enrolling for mathematics, science and other technical subjects
(even at technical and vocational training institutions). This has
negatively affected the skills capacity of youth in the country,
and this trend must be shifted if the productive economy is to
drive economic reform.
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South Africa’s National Human Resource Development
Strategy requires that state institutions ensure that school
leavers transition from school to post-schooling opportunities
in a way that maximises their potential. This should include
improved support for first-time entrants into the labour
market. Improved connectivity between relevant sectoral
agencies is particularly urgent during this time of continued
contraction and in a post COVID-19 economy. Unemployment
is at its worst, peaking at 29.1% in the last two quarters
of 2019, worsening to 30.1% in quarter 1 of 2020. Over the
years, the services sector has historically absorbed the masses
of South Africa’s unskilled labour. A protracted slowdown
of the sector could lead to more job losses. It is therefore
critical that proposed labour absorption strategies address
unemployment in general, and unemployment among South
Africa’s youth specifically.
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7.2.1 EXISTING MECHANISMS

The government has implemented
several job creation programmes
since 1994, including the Expanded
Public Works Programme (EPWP), the
Community Work Programme and the
Jobs Fund.
In addition, educational opportunities for technical and
vocational training are provided by publicly funded Technical
and Vocational Education and Training (TVET) colleges. In
recent years, job creation policy has focused on the TVET
sector because of the role it is meant to play in the provision
of critical technical skills. The sector’s funding allocation has
grown notably since 1994, in line with the NDP target of 2.5
million TVET enrolments by 2030. This section focuses on the
Sector Education and Training Authorities (SETAs), EPWP and
TVET colleges.

SETAS
South Africa established the SETAs in response to the lack of
skills and high unemployment levels in the country. There
are currently 21 SETAs, each providing the skills development
across various economic sectors. SETAs are tasked with
developing the appropriate skills, developing and registering
learning programmes and distributing skills development
levy (SDL) funds. The SDL is a mandatory levy imposed on
companies to encourage learning and development in South
Africa and is determined by an employer’s salary bill. The
funds are paid to the South African Revenue Services that
divides them between the SETAs (80%) and National Skills
Fund (20%). The funds are used to develop and improve the
skills of employees. The total expenditure on SETAs in the
2018/19 financial year was an R17.5 billion, 7.3% higher than
the previous year.82 In the same reporting period, the various
SETAs supported 142 730 workers on learnerships, bursaries

TVET COLLEGES
Government introduced TVET colleges in 2012; they form part
of the post-school education and training cohort of South
Africa’s education system alongside universities. They focus on
equipping the unemployed with job-specific vocational skills
and practical work (e.g. internships, on-the-job training and
apprenticeships). Programmes comprise a mix the National
Certificate Vocational, occupational and artisan education and
N-rated programmes. There are currently 50 TVET colleges
in South Africa following the mergers of the 152 original
colleges. A significant allocation of capital, both public and
private, is directed towards these institutions, including funds
to refurbish and build new campuses. The TVET college system
received R1.3 billion for infrastructure maintenance through
the Capital Infrastructure and Efficiency Grant in the 2018/19
financial year. Government expenditure on TVET colleges has
amounted to R62.6 billion between 2010/11 and 2018/19.
Figure 37 below shows the total government expenditure on
TVET over the 2013-2019 period.

83. Department of Higher Education and Training. (2019). Fact sheet on NEETs. Pretoria:
Department of Higher Education and Training. Retrieved from: http://www.dhet.gov.za/
SiteAssets/Planing,Policy%20and%20Strategy/FACT%20SHEET%20ON%20EETs.pdf, p 167.
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82. Department of Higher Education and Training. (2019). Fact sheet on NEETs. Pretoria:
Department of Higher Education and Training. Retrieved from: http://www.dhet.gov.za/
SiteAssets/Planing,Policy%20and%20Strategy/FACT%20SHEET%20ON%20EETs.pdf, p 151.

and skill programmes, of which 122 023 (85.5%) completed
the programmes; a further 180 921 workers were funded for
artisanal programmes, of which 111 275 (61.5%) completed
the programmes.83

2020
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EPWP
The EPWP aims to draw a significant number of unemployed
South Africans into productive work in a way that will enable
them to gain skills and increase their capacity to earn income
and develop their communities. The EPWP has had a notable
impact on job creation for non-skilled and semi-skilled
citizens. Since its inception in 2004, it has created 10.9 million
work opportunities, of which 66% of EPWP participants were
women, 47% were youth, and 1% were people with disabilities.84
The programme also helps participants to establish their own
business or find permanent employment.

84. Department of Public Works. Expanded Public Works Programme (EPWP), Quarterly
Report. Accessed online: http://www.epwp.gov.za/documents/Reports/Year16-19-20/
Q1/2019-20_QTR1_Annexure_A-E3.pdf

Government allocated about R20.75 billion towards
employment programmes, including the EPWP, Community

Work Programme and the Jobs Fund, in its 2019/2020 budget,
a substantial increase from the R3.1 billion allocated in 2010.
However, as Figure 38 below shows, the increase in the total
allocation to these employment programmes has not reduced
South Africa’s unemployment rate. This highlights the fact that
South Africa’s unemployment problem is not due to the lack
of funding but rather the failure to increase labour intensity of
output, a skills mismatch, the composition of labour market
demand in relation to supply, a skills bias in our economic
growth path towards high-skilled jobs replacing demand
for low-skilled jobs, and the ineffective implementation of
interventions.

, 2010-2019

85. Department of Basic Education. 2019. A 25 Year Review of progress in the
basic education sector, 2019. Retrieved from: https://www.education.gov.za/
Portals/0/Documents/Reports/DBE%2025%20Year%20Review%20Report%202019.
pdf?ver=2019-12-13-133315-127
86. Department of Education. 2018. General Household Survey (GHS): Focus on Schooling
2018. Retrieved from: https://www.education.gov.za/Portals/0/Documents/Reports/
General%20Household%20Survey%202016%20Focus%20on%20Schooling.pdf

crisis if more than half of learners exiting school fall straight
into unemployment and others into chronic unemployment.
Education and training institutions are failing to effectively
channel first-time entrants into economic opportunities; and
large-scale public works initiatives are ineffective at absorbing
all these learners.
Despite increasing expenditure on basic education, South
Africa still lags in Maths and Science competencies compared
to international standards. The Trends in International
Mathematics and Science Study (TIMSS) – an assessment
of the mathematics and science knowledge of fourth- and
eighth-grade learners around the world – is the best available
benchmark to assess the country’s quality of maths and science
education. In South Africa, the 2015 TIMSS was conducted
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Although South Africa’s school attainment at primary school
level has improved notably, with completion rates rising from
85% in 2002 to 95% in 2017, secondary school completion
rates remain low.85 The secondary school completion rate
has only grown from about 40% in 2002 to 50.7% in 2017.
Moreover, according to the latest General Household Survey, of
youth aged 19-23 years (i.e. either school-going age or higher
education institution students), 67% were not attending
any educational institution and only 7.1% were enrolled at
universities and 6.4% at TVET colleges in 2018.86 There is a

Strategic interventions

7.2.2 INADEQUACIES
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at grade 5 and grade 9 levels. South Africa was ranked last
out of the 39 participating countries in science and 38th in
mathematics for the grade 9 cohort.87 The 2015 TIMSS indicates
the same trend for the grade 5 cohort, with the country ranked
47th out of the 49 participating countries in the study.88 This
trend should be addressed because maths and science are
the backbone of innovation and, in turn, production capacity.
Nevertheless, South Africa’s 2015 TIMMS scores did show an
improvement from the 2011 study, particularly for the grade 9
cohort, which reflects some improvements in the country’s
delivery of maths and science education.

Nevertheless, even on its own terms,
critics point to the following:
•

Only 12.4% of EPWP participants found permanent
employment, while 47.8% were granted other temporary
contracts. Furthermore, only 14% received further
training and education during employment.90 This means
that almost half of the participants already on short-term
contracts would be compelled to sign yet another shortterm contract.

The TVET sector has been unable to grow the employment
rate of its graduates partly because of poorly designed
programmes and the poor performance of enrolled students.
The Human Resource Development Council of South Africa
accentuated that the low employment outcomes in this
sector are due to its lack of partnerships with industry and the
perception that TVET colleges are institutions of last resort.89

•

Out of the 845 162 work opportunities created by EPWP
at the end of the third quarter of phase three, only 42 761
participants had received formal training.91

88. Department of Education 2015. TIMSS 2015 – Highlights of Mathematics and Science
Achievement of Grade 9 South African Learners
89. Human Sciences Research Council. 2003. Human Resources Development Review
2003: Education, Employment and Skills in South Africa, Cape Town: HSRC Press and East
Lansing: Michigan State University Press

90. Department of Public Works. Expanded Public Works Programme (EPWP), Quarterly
Report. Accessed online: http://www.epwp.gov.za/documents/Reports/Year16-19-20/
Q1/2019-20_QTR1_Annexure_A-E3.pdf
91. Department of Public Works. 2019. EPWP Quarterly Report 1 April- 30 June FY
2019/20.

Work Opportunties with training
Work Opportunties without training
Work Opportunties

Western Cape
North West
Northern Cape
Mpumalanga
Limpopo
Kwa-Zulu Natal

Gauteng
Free State
Eastern Cape
0

50000

Source: (Department of Public Works, 2019)

100000

150000

200000

250000

Strategic interventions

87. Department of Education 2015. TIMSS 2015 – Highlights of Mathematics and Science
Achievement of Grade 9 South African Learners
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There are concerns about the
employment opportunities offered
by EPWP, with critics suggesting the
programme treats the symptom
and not the cause of the problem.

Figure 39 shows that the proportion of work opportunities
without training is greater than that of working opportunities
with training across all provinces. This indicates that youth
who find working opportunities without training are more
likely to be absorbed into the informal sector or go back to
being unemployed. The lack of skills development within
EPWP is alarming, given the high-level entry requirements
for decent employment in the labour market. Broadening of
employment programmes to encourage industrial related
skills and training could encourage displaced youth to create
employment opportunities for themselves. The large number
of displaced youths from short-term formal employment will
continue driving up the country’s already high unemployment
rate, and further worsen the vicious cycle of poverty.
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ALTERNATIVE LABOUR-ABSORPTION
STRATEGIES

Given the inadequacies of current labour absorption policies,
we propose the prioritisation of sectors that have the most
potential to absorb the unemployed. The sectors that hold
the greatest potential for employment are agro-processing,
metal products, plastics and construction machinery, as
well as a renewables-led industrialisation programme.92
Further alignment of these high-potential sectors with the
programmes offered by public education institutions is
necessary to address the projected and current shortages of
skilled workers in these sectors.

3.

Unemployment adversely affects women and youth;
thus, we propose that those industries that would
absorb a large proportion of women and youth be given
priority. Industries that employ greater proportions of
women are agro-processing, plastics and chemicals.
Using career guidance platforms to raise awareness
about opportunities in manufacturing for women, labour
legislation to equip workplaces for the employment
of women and ensuring effective sexual harassment
policies are in place, it is likely that these sectors would
offer opportunities for women in the production line.

4.

Youth employment in manufacturing is low and has
declined by -2.7% between 2008–2014. Sub-sector
studies reveal youth employment levels as a share of
manufacturing contracted in transport equipment (-8.7%),
vehicle parts (-6.5%), glass products (-5.6%), chemicals
(-4.8%) and plastics (-4.5%). Only rubber (7.1%), machinery
and equipment (1.9%) and meat products (2.5%) showed
growth.93 Overall net youth employment remains negative.
To increase their absorption in manufacturing, technical
qualifications linked to sub-sectors and the completion
of secondary school education with mathematics will be
requirements.

5.

The military apparatus and SOEs should be mobilised
to introduce a youth conscription or community
service platform. Besides teaching valuable life skills,
the focus would be on developing a black artisanal
class with sought-after skills, such as artisans, plumbers,
boilermakers, electricians, aircraft engineers, shipbuilders
and engineers.

6.

Government should provide unemployed people with
livelihood/employment opportunities by using the public
employment schemes, which, in turn, will reduce pressure
on the social welfare systems. This could be a further
extension of the EPWP programme or the introduction of
a grant for community healthcare workers.

7.

The energy transition will generate about 10 000
construction jobs per GW of renewable energy built. In a
build up to constructing 5GW, this translates into 50 000
jobs per annum, plus 200 permanent operations jobs per
TWh. These jobs can be viewed as permanent because
5GW will need to be constructed each year, forever.
To put this in perspective, there are 56 000 coal miners
working for mines that supply coal to Eskom. There is also
the potential for job creation in the upstream industries
involved in component manufacturing for the plants and
ancillary jobs related to infrastructure, grid extension and

Any effective labour-absorption
strategy in South Africa needs to
take the following factors into
consideration:
1.

2.

Several sectors have increased production levels, yet
the unemployment rate remains high. This suggests
that these sectors do not hold the potential to create
significant numbers of jobs; some of these sectors are
chemicals, machinery and equipment, agricultural
machinery and transport equipment. That said, they do
play an essential role in contributing to GDP and currently
offer employment to many people. They should be
supported and stabilised using local procurement with
the conditionality of employment generation in state
procurement programmes.
Research shows that capital-intensive sectors tend to cut
employment as they replace labour with technologies.
The analysis shows a worrying trend of declining
employment in the automotive sector, despite the high
levels of incentives through the MIDP and APDP subsidies.

92. Bhorat et al. (2018),

93. Bhorat et al 2018
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7.2.3

This warrants a dual focus on both high labour absorptive
sectors and those that are non-traded with a domestic
concentration, as the latter bolsters domestic distribution.
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It is vital that policy and its implementation equips the
unemployed with the necessary job-specific vocational skills
and practical work (e.g. internships, on-the-job training, and
apprenticeships) that will help them find decent employment.
South Africa’s artisanal base among previously disadvantaged
groups remains poor. An artisanal class could, ideally, be
produced through the institutional capacity of the TVET
system. Industrialisation requires a parallel human resource
development strategy to address the need for technical
vocational training by young people and the demand for
these skills in the labour market. Hence, both the inadequate
capacity and poor quality of the country’s vocational education
are significant bottlenecks to labour absorption.
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then (further downstream) in operations, maintenance
and servicing. The state’s planning capabilities must be
bolstered and aligned to future demand in this sector,
and both the TVET and schooling systems need to review
their curricula and programmes to produce the artisans,
engineers, operators and maintenance workers that will
be needed.

The procurement framework should also be revised
to promote local context programmes (like what is
applicable in the REIPPPP). SOEs have the internal
capacity to produce equipment with local manufacturers,
which would create significant numbers of local jobs.
Procurement bills, however, do not favour localisation
even though this is a national development priority. There
is a clear need is a clear need for other factors beyond
pricing to be considered in the procurement of goods
and services.

11. Urgent attention must be given to the TVET sector with
monitoring of performance indicators such as throughput
rates, certification rates, number of artisans, placements
of learners and the low performance of learners in
engineering and information technology programmes
within the National Certificate Vocational. There must be
capacity to measure programme output and pass rates.
This could enhance performance targets of the sector
by ensuring that output meaningfully responds to the
strategic role they are envisaged to play. High levels of
dropouts and low certification rates must be addressed.94
94. DNA Economics. 2016. Performance and Expenditure Review: Technical and
Vocational Education and Training Final Report: National Treasury. reported that for
half the colleges average certification rate is below 300.5% This increases the costs
per graduate thus improved certification ensures costs are decreased overall. The
NCV programme the cost can be reduced from R454 00 to R233 000 per enrolment if
throughput rates are increased from the current 10.6% to 30% in NCVs.

CASE STUDY: PUBLIC EMPLOYMENT PROGRAMMES COUNTERCYCLICAL EMPLOYMENT 		
		
POLICIES
Every South African youth should be given an opportunity to work. The extremely high levels of unemployment (70%)
among discouraged youth work seekers can no longer be ignored. The labour market has 2.9 million discouraged work
seekers who live mostly in communities that experience the highest levels of poverty. The percentage of discouraged
workers at 9% of the population is higher than in Venezuela, Ukraine, Syria and India, which has a total unemployment
rate between 8% and 8.8%. Unusual times call for unusual measures. Stats SA data (see table below) highlights that the
concentration of unemployment is unequally distributed and mainly found in rural areas. Such areas have limited access
to the world of work and are constrained by lack of economic opportunities. The Northern Cape, Free State, Kwazulu-Natal,
North West, Mpumalanga and Limpopo provinces have devastatingly high levels of unemployment, more than 40%. It is
necessary to focus on the expanded definition that includes those who have simply stopped looking for work. The poorest
performers are the rural areas of the Eastern Cape (56% of the population unemployed) and Kwazulu-Natal (50%).

LABOUR MARKET OUTCOMES BY PROVINCE, GENDER AND YOUTH
UNEMPLOYMENT RATE (EXPANDED DEFINITION)

2020 (JAN–MAR)		

2019 (JAN–MAR)

South Africa							39.7				38
Women							43.4				41.5
Men								36.5				34.9
15-24 years							70.0				69.1
25-34 years							46.9				44.0
Western Cape							24.8				22.7
Western Cape non-metro					24.3				21.6
Eastern Cape							48.9				48.3
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9.

The state procurement framework should be revised
with certain services returning to more secure full-time
employment practices, such as cleaning and security.
We propose the banning of outsourcing in certain
identified sectors. Some private sub-sectors promote the
casualisation and exploitation of workers by persistently
relying on labour brokers. These workers should be
employed with full benefits.
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8.

10. Higher education institutions should be mandated to
organise skills-employment matching. Students and
learners who exit the tertiary training and education
sector should be channelled into employment/livelihood
activities. The government should conduct frequent skills
audits, in conjunction with the private sector, to identify
the skills required. Institutions of higher learning should
use the audits to develop curriculums and learning
outcomes aimed at addressing the identified skills
shortages.
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Eastern Cape non -metro					56.5				54.4
Northern Cape						40.0				41.5
Free State							44.5				40.1
Free State non-metro						46.7				41.4
KwaZulu-Natal						43				42.4
KwaZulu-Natal non-metro					50				50
North West							45.1				44.4
Gauteng							36.3				33.6
Gauteng non-metro						39.4				40.4
Mpumalanga							43.9				43
Limpopo							44.4				43.1
It is possible that a growing number of workseekers may never enter the world of work or acquire the necessary skills for
the workplace. It is a fact that our economy is unable to absorb more than 10 million South Africans whose capabilities and
skills do not contribute to growth outcomes. This lack of productivity is heightened in rural areas and communities where
economic opportunities remain scarce and limited. Drastic interventions are necessary to integrate those in marginalised,
poor areas and provide them with an opportunity to enter the labour market as the longer they remain unemployed, their
likelihood of entrance diminishes. What must be done? And who will finance such interventions? What shape or form
would such interventions take?
Economic transformation, redistribution and labour market absorption have not borne fruit and the effect of COVID-19 on
the potential of employment for the currently excluded will worsen as the projected contractions are realised in the next
few quarters. To boost household demand and address the systemic labour market failures, a massive Communities Work
Programme premised on Public Employment Programmes should be operated. India’s Mahatma Gandhi National Rural
Employment Guarantee Action provides an example in which 60 million beneficiaries of the project are reported.95

The state becomes the employer of last resort.

•

Community works are determined at local ward level based on community needs.

•

The rate is equivalent to the R76 per day, at R608 per month for part-time work as set by the ministerial determination
of working conditions for EPWP.

•

Restrict the public employment programmes to rural areas where unemployment rates exceed 40%. And link them to
social protection for those not disabled, children, those unable to work and the aged.

•

Transparency, regular audits and disclosures of beneficiaries.

•

Implemented at municipal level where 8 days a month equivalent to 100 days of work is provided annually.

•

Public participatory processes advise on the community needs at each municipality.

•

The option of volunteering for days when not paid to improve skills.

•

Examples of useful Community Work Programmes are community food gardens, cleanup activities, maintenance
activities, care work, community safety and environmental rehabilitation.96

The intended outcome would be to break the cycle of structural unemployment within marginalised communities and
improve livelihoods beyond provision of a cash transfer. The nature of these programmes should be structured interventions
that enable our youth to participate in work, receive an income and positively contribute to their communities’ betterment.
The multiplier effect on local economies is positive as outcomes include increased consumption with positive effects on
local suppliers and other services. Lifting the dignity of our people must be a priority, the proposed cash transfers will
not solve the social effects of exclusion suffered by communities with youth who are willing to work but unable due to
structural exclusion. It must be a priority to respond to this market failure with long-term interventions at local level.
95. Phillips, K. 2016. Public employment and inclusive growth: unlocking the transformative power of labour. chapter 12 in Butlers, A. Towards employment intensive growth. UCT Press.
96. Phillips, K. 2016. Public employment and inclusive growth: unlocking the transformative power of labour. chapter 12 in Butlers, A. Towards employment intensive growth. UCT Press.
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•
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Principles espoused in the suggested programmes include:
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Government policy also forced black Africans into cheap
labour to advance the industrialisation and mining interests
of a white South Africa, with labour returning to the rural areas
when no longer needed. This resulted in rural land becoming
unproductive as those who had remained were largely
unemployed migrants, farm workers or black subsistence
farmers. These policies also entrenched the reliance of rural
black populations on wage labour for food and income
security. Historical patterns of self-provision with a low reliance
on market purchases were eroded, and have been further
eroded in the post-democratic transition.
About 30.4 million South Africans lived below the poverty
line of R992 per person per month in 2017.97 South Africa’s
Multidimensional Poverty Index shows that poverty levels are
higher in the Eastern Cape and Limpopo, with the highest
incidences among black women, followed by North West,
Mpumalanga, KwaZulu-Natal and the Northern Cape. These
provinces have a greater proportion of their population living
in rural areas. Poverty in rural areas is compounded by poor
access to quality basic education and government healthcare
facilities and inadequate infrastructure development. Those
provinces with economic hubs experience far better poverty
outcomes.

Most of South Africa’s poor
households are heavily reliant on
state social protection systems for
sustenance.

The post-apartheid promise of radical land reform has failed to
transform the entrenched bias of agricultural food production
value chains or to enhance rural livelihoods. There has been
inadequate progress made in land restitution processes and
accompanying rural and land reform programmes to reform
the use of productive agricultural land and secure the rights
of rural dwellers. Rural areas remain enclaves of inactivity
with high levels of poverty and food insecurity despite the
availability of large tracts of arable land and labour due to high
levels of youth unemployment. Revitalisation of the historic
culture of farming is necessary to fully realise the potential of
rural areas.
The post-apartheid dream that the masses of unemployed
would be absorbed into formal sector jobs in urban areas
has not been realised. Rural areas do have the potential to
support diverse economic, including non-farm, opportunities
and generate diverse income streams. But to realise
these opportunities, the necessary conditions to improve
productivity to alleviate poverty and create jobs must be
met. Initiatives that sought to provide capital, infrastructure
and tools, as well as to reform land use, have been unable to
improve rural livelihoods.
The disconnect between rural-urban economic linkages and
the strength of market and infrastructural linkages should not
be at the forefront of the growth deficit in rural areas, instead
there needs to be a greater focus on transforming the historic
exclusionary form of development. Economic justice requires
that inequality within rural areas and the stark differences in
the ownership of the factors of production and productive
assets be addressed within any economic strategy. This would
enable rural communities to derive the benefits arising from
them and produce local solutions, incorporating rural youth,
to combat poverty.

98. Statistics South Africa. 2017. Poverty Trends in South Africa. The report calculates
an upper bound poverty line of R992 per person per month (pppm) in 2015 prices. The
report also applied a Food Poverty Line of R441 pppm
99. Statistics South Africa. 2017. Poverty Trends in South Africa. The report calculates
an upper bound poverty line of R992 per person per month (pppm) in 2015 prices. The
report also applied a Food Poverty Line of R441 pppm

97. Statistics South Africa. 2017. Poverty Trends in South Africa. The report calculates
an upper bound poverty line of R992 per person per month (pppm) in 2015 prices. The
report also applied a Food Poverty Line of R441 pppm

100. Baiphethi, M. 2009. Contribution of Subsistence farming to food security in SA.

Strategic interventions

Unemployment and severe poverty
are widespread in South Africa’s
rural areas. Apartheid policies,
in a continuation of the colonial
pattern of distributing productivity
gains to urban areas, concentrated
infrastructure, services and economic
activity in urban areas far from the
rural nodes where large proportions
of the population lived.

In the Eastern Cape and Limpopo respectively, 95.4% and
93.5% of the elderly receive old age grants.98 At the national
level, pension and child grants are disproportionately skewed
to rural economies.99 This points to the exclusion of the
rural black population in the economy and as low-income
households spend between 60-80% of total household
income on food,100 there is a clear link between poverty and
hunger. To attain the NDP goal of eliminating poverty by 2030,
we need a more radical approach to economic interventions
in rural areas.
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7.3 DOMESTIC FOOD PRODUCTION AND RURAL
DEVELOPMENT
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The potential to recultivate a historic culture of farming
and improve food production in rural areas to reduce
hunger, undernutrition and poverty still exists. Subsistence
and smallholder food production must be revisited in the
agricultural food value chain. A different set of economic
instruments, policy mechanisms and institutional support are
needed to include these groups in agricultural value chains,
which are dominated by oligopolies. Challenges facing new
entrants are the high capital requirements, lack of financial
products to meet farmer needs and insufficient logistical and
agricultural support. COVID-19 may pose additional constraints
that cause a deterioration of the gains made by the small
number of black farmers who have entered the agricultural
value chain. A market-based approach to expanding the
primary sector has also not successfully broadened access
to women and youth. We need well-designed and effective
state-led interventions to broaden black farmer participation
in markets.

7.3.1

EXISTING MECHANISMS

The post-apartheid policy terrain should have been more
radical in its efforts to integrate the rural areas and population
into the economy. Post-apartheid rural policies have failed
to deal with the colonial and apartheid era legacy of rural
development. Post-1994, economic policies have not
successfully improved rural capabilities and instead have
facilitated the entrance of global capital to a greater extent,
which enhanced existing white businesses but reinforced the
inability of blacks to enter their own economy.

Liberalisation of the agricultural sector supported the
development of oligopolies and high levels of market
concentration. A small number of big farms and food
processors dominate the agrochemicals, fertilisers, agricultural
services and agro-food processing sectors.101 An estimated 20%
of farms produce 80% of the food in the retail sector and the
number of farming units has dropped from 60 000 to 35 000.
Rural farming economies remain excluded from most upward
and downstream value chains and bypassed by investment
and production expenditure. Market concentration has
resulted in forced evictions from commercial farmland, less
job opportunities, restricted ability to enter supply chains and
a farming economy that is largely delinked from rural nodes
and rural supplier inputs.102
Post-1994 agricultural strategy has focused on liberalising
agriculture in attempts to strengthen the sector’s global
competitiveness and maintain the strong commercial base.
There has been little support for smallholder and mediumsized farming operations. The impact of policies has been
minimal and the contribution of agriculture to GDP and to
employment has dwindled to less than 5% since 1994 (see
Figures 6 and 7). This indicates the inability of current policy to
improve sectoral performance.
The Marketing of Agricultural Products Act (1996), White
Paper on Land Policy (1997), the Land Redistribution for
Agricultural Development grant and RDP, among others,
focused on the sector through the Broadening of Access of
Access to Agriculture Thrust. By the 2000s, the Integrated
Food Security and Nutrition Strategy was formulated followed
by the Black Economic Empowerment Framework for
Agriculture. Institutions supporting policy implementation
were the Department of Land Affairs, the then Department
of Agriculture (now Department of Agriculture, Forestry and
Fisheries), Agricultural Research Council, Land Bank, National
Agricultural Marketing Council, and a variety of agricultural
unions, chambers and cooperatives.

101. Du Toit 2019, ‘Explaining the Persistence of Rural Poverty in South Africa’, paper
presented at Expert Group Meeting on Eradicating Rural Poverty to Implement the 2030
Agenda for Sustainable Development United Nations Economic Commission for Africa,
Addis Ababa, 27 February - 1 March 2017.
102. An estimated 2.3 million farm dwellers displaced with 940 000 eviction in the period
1994 – 2004
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This must be reconciled to respond to the national growth
imperatives of industrialisation and specialisation within
manufacturing. Agricultural productivity is interrelated to
the growth of output and this is further multiplied when
the linkages to a dynamic agricultural processing sector are
developed. The agricultural sector holds the potential to
provide inputs to a growing agro-processing sector that will
provide not only goods and services, but also wages and
products for workers and households. A stagnating agriculture
sector that does not boost rural incomes and demand for
manufacturing goods can hold back industrialisation.

Only those who had historical access
to the factors of production could
gain ground in global markets and
those who had not had the same
benefits as white farmers over the
preceding 50 years were simply
unable to gain the traction needed to
change market structures.
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Today, South Africa’s agricultural
sector is characterised as dualistic
with a small, highly resourced, capitalintensive, mature and largely whiteowned commercial farming sector
and a big, low-resourced, developing
and black-owned farming sector.
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Liberalisation and membership of the WTO trading framework
enabled the entry of international companies and goods into
local markets. The WTO governed local import and export
tariffs leading to the deregulation of price controls and tariffs
and valorem duties and restrictions were discontinued or
reduced significantly.
The most notable change was the closure of control boards that
has set and quotas and offered price support. The Agricultural
Credit Board that has financed smallholder and medium-sized
farmers had an outstanding debt of R680 million in 2005. New
financial assistance programmes were established through
government grants, micro-finance for rural farmers, Land
Bank facilities and the Comprehensive Agricultural Support
Programme to promote rural development and growth of
smallholder farmers.
The Commission on Restitution of Land Rights settled claims
for 177 623 hectares of land costing government R881 million
in the 2018/19 financial year.103 About 37 902 households
benefited from the restitution programme and more than
R1.7 billion was transferred to beneficiaries as financial
compensation. Very few land claimants re-enter the economy
using the increased access to asset ownership gained through
the financial compensation.
Agricultural productivity must underpin the targeted growth
of this strategic intervention. The world’s fastest growing
economies between 2015 and 2018 were small, non-resource-

103. Mkhwanazi, S. (2019). Land Claims Commission has paid more than R1.7bn paid
to claimants. Retrieved from IOL: https://www.iol.co.za/news/politics/land-claimscommission-has-paid-more-than-r17bn-paid-to-claimants-30262492

intensive African economies who were largely agricultural
exporters. Ethiopia, Kenya, Tanzania, Cote de Ivoire, Ghana,
Senegal and Rwanda have experience compounded annual
growth rates exceeding 6%, consistently sustaining an average
growth rate that is more than double that of developed
countries’ average during that period.104 The production of
cotton, cocoa beans, coffee, tea, palm oil within agricultural
and agro-processing value chains were some growth drivers in
the primary sectors of these economies. Another contributing
factor was the expansion of the mining sector through the
extraction of natural resources, such as gas, diamonds, copper,
oil, gold and coal.
South Africa has invested heavily in agricultural colleges
offering theoretical and practical training in agricultural science,
engineering and specialisation of production of crops and
livestock. All provinces except for Gauteng and the Northern
Cape have a training facility. In addition, the Agricultural SETA
has established targeted interventions for farmworkers.
National and provincial spending on agriculture grew from
R3 billion to R5.5 billion in 2006/07, mostly allocated to
remuneration of employees, agricultural programmes and
farmer support within the Comprehensive Agricultural
Support Programme. The funding also sought to offer
consumer support, finance land reform, aid the training and
education programmes, invest in research and development,
support investments in infrastructure development and
subsidise farmer inputs.
104. World Economic Forum, 2019. https://www.worldfinance.com/markets/top-5fastest-growing-economies-in-africa and https://www.weforum.org/agenda/2018/01/
what-does-2018-hold-for-african-economies#:~:text=The%20list%20is%20led%20
by,according%20to%20the%20World%20Bank.

2012/13

2013/14

2014/15

2015/16

2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

Programme 1:
Administration

R 1 297.00

R 1 461.00

R 1 433.10

R 738.40

R 785.80

R 828.50

R 828.00

R 951.70

R 936.70

R 942.40

R 1 001.10

Programme 2:
Agricultural
Production. Health
and Food Safety

R 891.90

R 994.30

R 1 048.40

R 2 183.70

R 2 143.00

R 1 927.00

R 2 230.70

R 2 364.50

R 2 642.50

R 2 741.20 R 2 886.20

Provinces and
Municipalities

No data

R 466.90

R 491.50

R 522.30

R 552.50

R 583.40

R 615.50

Programme 3:
Food Security and
Agrarian Reform

R 1 244.20

R 1 906.80

R 1 879.00

R 1 925.60

R 2 037.80

R 2 237.00

R 2 331.70 R 2 515.70

Provinces and
Municipalities

No data

R 1 581.40

R 1 565.40

R 1 507.20

R 1 595.20

R 1 478.30

R 1 676.30 R 1 814.00

R 1 379.70

R 1 559.00

R 1 656.30

R 653.00

105. Department of Agriculture, Forestry and Fisheries 2019, Annual Performance Plan for the 2019/20 Fiscal Year; Department of Agriculture, Forestry and Fisheries 2016, Annual Report
2015/16.
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Table 3: Agriculture programme expenditure in R’millions 2011/12–2021/22105
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Provinces and
Municipalities

No data

Programme 5:
Forestry and National R 770.70
Resource Management

R 183.40

R 902.50

R 193.50

R 935.70

R 307.00

R 1 304.00

R 236.80

R 310.50

R 278.70

R 273.90

R 290.90

R 309.10

R 327.40

R 36.50

R 35.30

R 41.90

R 43.20

R 45.30

R 47.70

R 50.50

R 862.30

R 1 077.70

R 960.50

R 1 617.10

R 1 039.10

R 1 045.60 R 1 109.90

R 124.30

R 145.80

R 213.50

R 702.50

R 143.40

R 87.60

R 92.40
R 586.30

Provinces and
Municipalities

No data

Programme 6:
Fisheries

R 324.20

R 391.20

R 333.50

R 439.80

R 465.90

R 468.10

R 504.70

R 487.80

R 519.70

R 553.20

Total

R 4 719.80

R 5 312.10

R 5 503.20

R 6 628.90

R 6 400.60

R 6 490.80

R 6 728.20

R 7 732.80

R 7 664.90

R 7 923.20 R 8 425.60

R 2 363.30

R 2 209.10

R 2 238.00

R 2 284.90

R 2 893.40

R 2 250.40

R 2 427.10 R 2 609.90

Total Provinces and
Municipalities

Table 3 shows significant investment in infrastructure, extension
services, roads, storage facilities and inputs such as fertilisers.
Programmes on trade promotion and market access received
R309 million, food security and agrarian reform R2.3 billion and
agricultural production R2.7 billion in the 2019/20 budget.

These three programmes have
received more than R45 billion since
2011 yet have failed to improve access
to markets through strengthened
market linkages.
These markets, however, remain important determinants of
rural household income. Increasing the production of food
items that are domestic staples such as maize, sugar, vegetables,
fruit and nuts will not only improve household income levels
but also reduce poverty and levels of malnutrition among
the poorest households, who are mostly vulnerable and rely
on the state for income. This is not the outcome despite the
various reforms adopted to provide farmers and the sector
support. The reasons for the poor outcomes will be discussed
in section 7.3.2.
The sector is faced with various uncertainties such as climate
change, lack of irrigation infrastructure and water and price
fluctuations, but domestic and global demand for food will
continue to rise and remain largely inelastic. The demand for
food in Africa will also grow as its population surges to an
estimated 2.5 billion people, doubling its current population
by 2050.106 International food production networks will
continue to expand into the continent and there are clear
opportunities for new black-owned South African companies
to grow their contribution to the food production value chain.

South Africa’s agricultural industry stands to gain if trade
policies and public investment through infrastructure and
capital are aligned in a way that translates directly to an
improved increase in both urban and rural household incomes.

7.3.2 INADEQUACIES

The bottom 40% of income earners in
South Africa, most rural dwellers, earn
only 8.3% of the national income.
This indicates current rural development policies’ inability to
shift apartheid-era income disparities between the urban and
rural areas. And, even in rural areas, there are disparate levels
of poverty between whites and blacks: whites are 143% better
off than blacks in farming areas and 30% better off in tribal
areas.107 Coloureds remain 10% better off with women more
exposed to poverty than men.108
The previous “Bantustans” and homeland reserves have almost
no economic activity and are enclaves of rural dwellers who
survive on remittances and pension grants from the state. An
inability to access water infrastructure, agricultural support
and local markets, as well as insecure tenure rights, have
contributed to these areas becoming poverty reserves. Labour
Force Surveys in 2007 and 2008 confirm that the lack of access
to adequate grain and storage infrastructure results in the
wastage of surplus production.
We need significant investment in the infrastructure and
architecture of rural areas. An assessment of this investment
over the years indicates that allocations made to enable rural
areas to “catch up” have been inadequate.

107. Cheteni, P., Khamfula, Y., & Mah, G. 2019. , C., Gender and poverty in South African
rural areas.
106. UN, 2019. World Population Prospects: Highlights. https://population.un.org/wpp/

108. Cheteni, P., Khamfula, Y., & Mah, G. 2019. , C., Gender and poverty in South African
rural areas.
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R 191.80
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Programme 4:
Trade Promotion and
Market Access
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A failure of policy coordination has led to, among other
outcomes, the withdrawal of state support from commercial
farmers, including of extension services, resulting in a decline
in total employment in the agriculture sector. Skilled workers
who retained their jobs may have benefitting, but the overall
decline in agricultural employment has not benefitted large
groups of generally less skilled workers. Policy failures have
also impacted the traditional rural sector, which has been
neglected as farmer support systems were withdrawn and an
urban bias in infrastructure and service provision set in.
Benefits for skilled workers have not outweighed the
detrimental effect that these policy failures have had on large
groups of generally less skilled workers. Policy failures have
also impacted the traditional rural sector, which has been
neglected through the withdrawal of farmer support systems
and an urban bias in infrastructure and service provision.
South Africa lacks an effective safety net to act as protection
for the poor against rising prices, natural disasters and health
crises. These policy failures are evident in the interdepartmental
disagreement around the definition of household food
security or best practices to alleviate poverty, the absence
of a definitive poverty line, the misallocation of provincial
agriculture budgets, the uncoordinated withdrawal of farmer
support programmes, and the lack of resources to monitor
and evaluate poverty relief programmes.109

109. Vink, N. and Kirsten, J., 2003. Policy successes and policy failures in

agriculture and land reform in South Africa the 1990s. South African Journal of
Economic History, 18(1-2), pp.96-117.

South Africa’s social policy entrenches a welfarist development
model within rural areas. Until this construct is dealt with,
rural areas will remain enclaves for cheap labour and areas for
economic migrancy. We must re-invigorate rural communities
as a base for new initiatives that enable income-generating
activities. This would help retain people in the rural areas
and mitigate economic migrancy, which often displaces
unemployment to urban areas.
State intervention has not restructured agricultural production
or been able to boost black farmer manufactured exports.

A new economic strategy should
set out a targeted process using
new and appropriate instruments
to grow the share of black farmers
in agricultural sector output and
increase their contribution to exports.
Industrial support and government spending on agriculture
must target these under-developed rural nodes with
investment in infrastructure, extension services, roads, and
storage facilities. The bulk of the land reform budget in
2016/17 was allocated to establishing agri-parks and to land
acquisition.
We also need a reform of industrial planning capability
within economic planning processes. The current weak
linkages between state programmes and manufacturing
support and the Special Economic Zones and Industrial
Development Zones are possibly the reason for their failure
to achieve the desired outcomes. Interventions tend to be
autonomous, disjointed and managed from an individualistic
versus collective approach. Until resources are combined and
planning is synergistic regarding interventions, it is unlikely
the state machinery will yield fruit.

Strategic interventions

From the 1990s onwards,
macroeconomic policies (monetary,
fiscal, trade and labour market) have
interacted in negative ways with the
effects of social policies on the rural
poor within farming areas.

This paper does not aim to inform land reform policy but
does note that issue of rural development and agricultural
productivity must form part of the economic development
strategy of the country. The type of economic policies
pertaining to agricultural development are positioned to serve
big business and large-scale industrial farming rather than
smallholder farmers whose potential remains under-utilised.
Supply networks and value chains exclude small, mainly
black emerging, farmers and favour predominantly whiteowned, large-scale commercial farmers in a system that has
little regard for economic empowerment and workers’ rights,
including decent wages. While land restitution programmes
and some government interventions have helped to create
a small class of larger-scale black farmers, they have failed to
reduce poverty or create livelihoods for the subsistence and
smallholder farming sectors.
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Agriculture’s contribution to employment by sub-sector is
declining because of the formation of large-scale commercial
interests and the adoption of an agricultural model that is
capital intensive, with technology increasingly replacing
labour. Current agricultural policy has also not been able to
shift the centralised distribution networks that favour the largescale commercial sector and exclude local markets and rural
areas. Domestic and international retailers overlook smaller
producers, leading to the systemic exclusion of subsistence
and smallholder farmers from the market. This also speaks to
inadequate supply side measures and the need for new ones
to enable the absorption of new entrants.
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ALTERNATIVE RURAL DEVELOPMENT
AND DOMESTIC FOOD PRODUCTION
STRATEGIES

1.

2.

Government must accept the need to have distinct
economic strategies for urban and rural areas. Both
urban and rural areas are characterised by poverty, but
the approach and related interventions must tackle the
root causes of poverty in each location. People in rural
areas remain poor due to their inability to translate asset
endowments into income-generating products and to
access markets for these products. The apartheid legacy
of inequalities within the farming and agro-processing
value chain must be transformed. An independent
development vision for rural nodes, even if interlinked
with urban development patterns, must focus on building
rural prosperity and enabling black ownership of key
economic markets. There must be a focus on enhancing
food production knowledge and skills in both urban and
rural settings.
Dwellers in rural areas must be enabled to enter the value
chains and distribution networks of food production
within their local areas. This would require mandating
access to existing distribution networks and local markets.
A proposed intervention is the use of state grants to create
local markets using state-issued vouchers to pay local
farmers and distributors. This would provide subsistence
and smallholder farmers with a ready market, and, in the
medium-term, enable them to scale to connect to other
rural and to urban value chains.

3.

The land reform model should encourage the integration
of smallholder and informal farmers into local value chains
and the breaking up of oligopoly farming models that are
managed by global and largely large-scale farmers.

4.

We need an urgent review of policies and interventions
aimed at providing financing support to the smallholder
farming sector, such as state-subsidised affordable credit
for smallholder farmers to improve productivity in rural
agricultural value chains. This is a critical enabler to realise
the hope of rural development.

5.

The instruments and mechanisms of land and agrarian
reform must benefit the poor and marginalised. Economic
patterns indicate that the well-connected and rich or

6.

Churches, civil society and traditional authorities with
access to large portions of lands must reorganise
themselves using different models to drive the
mobilisation of assets and resources. While the state is
key to improving the performance of rural agricultural
programmes, complementary measures that enhance the
productive use of land in these areas must be prioritised.
Local indigenous knowledge and practices such as “Illima”
should be reignited and restructured to complement
government’s poverty reduction efforts.

7.

There is sufficient evidence that poverty is felt more by
South African women due to labour market failures and
discrimination. Poverty reduction strategies must target
those largely excluded or on the peripheries on the labour
market. South Africa’s patriarchal society is also reflected
in the labour market with a gender wage gap, genderdifferentiated levels of poverty and unequal access to
property rights and sectors viewed as male domains.
Patriarchal norms can result in intra- and intergenerational
poverty.

8.

Patterns of distribution of assets and income must
change if we are to tackle the endemic poverty found in
the rural areas. The rural areas do not need bigger social
safety nets, they need a transformation of the current
structure of economic exclusion and dependence to one
of redistribution and production.

9.

The linkages between firms and the agricultural sector
must be enhanced, with a targeted approach for new
entrants, namely small- and larger-scale black farmers.

10. In April 2019, the High Level Panel on land reform
recommended that action be taken immediately
to consolidate and integrate planning and the land
information system, fast tracking the allocation of already
acquired land and making land available in the medium
term, and developing a targeted land acquisition and
allocation programme.111 It also proposed the finalisation
of the draft Expropriation Bill (2019). This study has
not measured or reviewed the implementation of the
above proposals but does note that delays in their
implementation will compound the current sense of
policy fatigue.
110. Francis (2006) gives the example in the North West province, the former
Bophuthatswana Bantustan, where leases where provided to mostly white landholders
who were then lobbied by NAMPO to acquire land post-1994, ahead of the local
communities. The towns of Geysdorp and Madibogo enabled landholders to purchase
land after successful lobbying of the Department of Land Affairs, but local residents living
in the rural settlements in the province have no such rights over arable land.
111. Presidential Advisory Panel on Land Reform. 2019.

Strategic interventions

The following elements must be
considered in strategies focused on
developing the economic potential of
rural areas, including the boosting of
food production.

political elite remain the beneficiaries of asset allocation,
resources and even rights to purchase land in certain
areas.110
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Given the dualistic nature of South Africa’s agricultural
sector, government needs a dualistic approach to
interventions. This is particularly relevant in the case of
small- and medium-sized farmers who will suffer harsh
economic losses because of the COVID-19 pandemic
and related economic lockdown. These consequences
will not be limited to 2020 but will extend to the
upcoming years as the financial impact of missing a
season kicks in. South Africa’s deciduous fruit farmers
are operating in a context of:
•
•
•
•

A decline in global and regional demand and thus
reduced exports.
Depressed local fruit prices.
Slow movement of excess supply.
A fluctuating Rand, which increased the costs of
inputs.

All these factors threaten the
sustainability of farming next
season. In response to COVID-19
and the threats to ongoing
production, government did
provide some assistance.
The Department of Agriculture, Land Reform and Rural
Development’s COVID-19 R50 000 grant for farmers
preparing their winter crop was targeted at smallholder
and commercial farmers whose annual turnover is
between R500 000 and R1 million. The Land Bank
facility is targeted at existing clients whose turnover
does not exceed R10 million. The conditionalities of
the grant effectively excludes several farmers in fruit
production.
There appears to be no targeted funding mechanisms
and initiatives aimed at the sector’s small- and
medium-sized firms. The impact of COVID-19 and
the lockdown on income and turnover will reduce
the liquidity of farmers and impede their ability to
absorb farmworkers in the next season. Medium-sized
farmers who employ up to 30 people and have an

Government should be looking at tailored interventions
for each sub-sector. A mix of subsidies, preferential
marketing for smaller farming units, emergency
funding for smallholder farmers and support to prevent
layoffs of employees in this highly labour absorptive
sub-sector is key.
Emergency funding should focus both on the
immediate and medium term and ensure that access
to funding is devoid of bureaucratic red tape. Soft loans,
bridging finance and extended payment holidays
should be offered as effective funding instruments in
this regard.

7.4 INVESTMENTS, DOMESTIC RESOURCE
MOBILISATION AND PRIVATE-SECTOR PARTICIPATION
Y-o-y growth in FDI more than doubled to $5.3 billion in
2018, after an outflow of $925 million in 2017.113 Despite a
buoyant recovery of large capital inflows, weak and low
growth persisted.114 The robust investment drive initiated by
President Ramaphosa set a target of $100 billion over a fiveyear period (i.e. $20 billion per annum), nearly four times the
inflow in 2018. This target will more than likely be undermined
by the sharp global economic slowdown in 2020. SARB figures
show that capital inflows fell to $3.78 billion in 2019, which
puts pressure on an investment-led growth strategy that relies
heavily on attracting foreign capital.
Rapid capital accumulation plays a vital role in advancing
economic growth and improving total country productivity.
Although South Africa receives significant allocations of the
FDI allocated to sub-Saharan Africa, there is a concern about
the sectoral composition of the capital flows. According to

112. Deciduous Fruit Development Chamber SA (DFDCSA). 2020. Deciduous fruit producers impact assessment – preliminary report.
113. UNCTAD. 2019. World Investment Report. Washington.
114. Wesso, G.R. 2001. Dynamics of capital flows in South Africa: an empirical investigation. South African Reserve Bank. Quarterly Bulletin June 2001.
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average turnover of R3 million have been devastated.
Restricted labour mobility has meant less trees planted
and less orders placed with nurseries. Additional costs
related to COVID-19 safety and sanitation regulations
have restricted the capital available to absorb seasonal
workers. There is a guaranteed downward revision of
income for most fruit farmers in South Africa, the extent
of which will be determined by the volumes of fruit
packed for export that are actually exported and the
price that the fruit will receive in the local depressed
market.
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the IFC, FDI inflows into South Africa are largely concentrated
in the natural resources and financial services sectors. This is
inconsistent with a commitment to a development pathway
that emphasises the expansion of manufacturing sectors.
UNCTAD reported in 2019 that investment in South Africa
is largely focused on mergers and acquisitions in business
services and intra-company transfers, and in the petroleum
refining and mining sectors.115

The pattern of growth and the sectoral composition of
historical FDI inflows have not successfully stimulated
economic growth over a prolonged period. Despite that
South Africa’s financial infrastructure favours the efficient
facilitation of external inflows, global investment sentiment
has been more favourable towards other African economies
and emerging markets. South Africa’s growth has relied
heavily on commodities with at best limited investments in
the diversification of productivity.

115. UNCTAD (2019)

116. Bosiu, T., Goga, S. & Robers, S. 2017. Concentration, profits and investment: Let’s
focus on the structure of the economy, not “cash hoarding”. Centre for Competition
Regulation and Economic Development Policy Brief. Industrial Development Think Tank:
Policy Briefing Paper 1.

The centre also found that institutional investors (both foreign
and domestic) force the companies they invest in to focus
on short-term returns because these investors tend to be
high frequency traders who demand a continuous flow of
profits and related dividend extraction. Institutional investors
significantly grew their assets during 2000– 2016. From 1995
to 2000, institutional investors accounted for on average 4% of
JSE-listed shares but by 2016 domestic institutional investors
accounted for 18% of JSE-listed shares and institutional
investors for 42%. Domestic investors have increased
their assets from 4% to 18% (domestic) and 42% (foreign)

Strategic interventions

The Centre for Competition Regulation and Economic
Development argued that one of the significant shortfalls
of the economy is the high levels of market concentration116
resulting in relatively low levels of competition between
major firms and lower investment levels. Concentration allows
these large firms to earn higher returns and then hoard cash
instead of re-investing in firm expansion. The top 50 JSE firms
increased their cash reserves from R242 billion to R1.4 trillion
between 2005 and 2016.

The centre’s policy brief confirms that market dominance by a
few firms in critical economic sectors has worsened over the
last two decades. It is reported that market concentration in
the manufacturing sector has increased by 8% to reach 28%.
Market concentration is measured by the top five biggest
firms in a sector holding more than a 70% market share in that
sector. This has major implications for both re-investment and a
commitment to tax payments (given that such companies are
more likely to engage in tax avoidance via their global linkages).
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GFCF has remained weak, growing from 16.1% of GDP in
1994 to just 17.9% of GDP in 2019. GFCF remains well below
potential private-sector investment in the economy meaning
that investment in the real economy is insufficient and
domestic capital mobilisation strategies inadequate. While
policies may prioritise the stimulation of reinvestment in the
economy, practice this is not happening in practice.
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It is important to understand the drivers and enablers
of this reinforcement of market concentration by a few
dominating companies. It also is important to understand
how the behaviour of large firms affects small producers and
consumers who suffer the consequences of price inflation.
A direct effect of anti-competitive business practices is the
raising of barriers to entry for smaller firms, which impedes
development prospects.

The biggest losers are consumers
who face higher product prices and
are offered fewer choices with fewer
incentives to differentiate between
products with respect to quality.
118

To achieve rapid economic growth in the next decade,
alternative policies must be adopted to catalyse large-scale
investments. Domestic savings and pooling of domestic
resources is what will bolster capital accumulation for this
aggressive growth drive and facilitate the allocation of
resources to productive sectors that will drive industrialisation.
Capital markets can play a pivotal role in offering liquidity
and acting as a buffer in responding to the constraints and
after-shocks of the global COVID-19 pandemic. Life insurance
companies, pension funds, DFIs and the wider financial sector
should play a greater role in the provision of capital to drive
national growth, especially in times of a national economic
crisis. A new generation of blended finance vehicles will be
required.

117. Bosiu, T., Goga, S. & Robers, S. 2017. Concentration, profits and investment: Let’s
focus on the structure of the economy, not “cash hoarding”. Centre for Competition
Regulation and Economic Development Policy Brief. Industrial Development Think Tank:
Policy Briefing Paper 1.
118. Qaqaya, H. & Lipimile, G. 2008. The effects of anti-competitive business practices on
developing countries and their development prospects. United Nations Conference on
Trade and Development. UNCTAD/DITC/CLP/2008/2

EXISTING MECHANISMS

The use of domestic financial,
including non-banking, assets can
act as an economic enabler when
international capital flows reverse or
slow down.
Pension funds in South Africa have experienced a 10-year
compounded annual growth rate of 4.2% between 2008 and
2018.119 The global average growth of pension fund assets
was 6.4% in the same period.120 There was a decrease in South
Africa’s 10-year compounded annual growth rate of 9%
between 2003 and 2013.121 There has been significant growth
of members in domestic pension funds with membership
reaching more than 15 million in 2018. The value of combined
assets under management of privately administered and
underwritten funds and including GEPF funds rose to more
than R4 trillion in 2018. When combined with mutual funds
this value goes up to R8 trillion. The size of the banking sector
has shrunk relative to total financial assets with the value of
institutional assets rising faster than the value of banking
assets.
Pension fund asset growth has led to positive spill overs for
capital markets, including an improved sectoral regulatory
framework, modernisation of infrastructure, increased assets
for bond and equities (particularly over the long term)
and lowered transaction costs. The asset allocation is large
exposure to domestic equities and bonds, with government
securities. A small component is allocated to alternative
investments, which include investments in infrastructure as
an asset class. There remains potential to use pension funds
for growth and development, ensuring that capital is used
to drive national priorities. Government regulations and the
maintenance of good governance discourages rent seeking
and misuse of pension assets.
What requires more attention is how pension funds can target
their investments in ways that contribute more directly to
improved economic growth. The regulatory environment
permits pension fund allocations to alternative investments
such as unlisted equity (10%), commodities (10%), hedge funds
(10%) and private equity (10%). Limitation of investment in
other asset classes are domestic/foreign equities (75%), foreign
119. Willis Towers Watson, 2019. Global Pension Assets Study 2019, Thinking Ahead
Institute research. [Online] Available: https://www.thinkingaheadinstitute.org/-/media/
TAI/Pdf/Research-Ideas/GPAS_2019_final.pdf.
120. Willis Towers Watson, 2019. Global Pension Assets Study 2019, Thinking Ahead
Institute research. [Online] Available: https://www.thinkingaheadinstitute.org/-/media/
TAI/Pdf/Research-Ideas/GPAS_2019_final.pdf.
121. Willis Towers Watson, 2014. Global Pension Assets Study 2014.
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Thirteen JSE-listed food companies controlled the food sector
by 2016. Using the Hirschman Herfindahl Index, some firms
are estimated to have held more than 45% of market share.
In most emerging markets, this type of cartelisation has
limited competition and is therefore highly profitable for the
individual companies, i.e. they consistently exceed their set
profit margins. Despite this, reinvestment by these same firms
is lower than expected when such conditions prevail.

7.4.1

SECTION 7

institutional investment ownership levels.117 An example of
this type of growth can be seen in the food sector, which
has grown through mergers and acquisitions thus further
entrenching high levels of market concentration, instead of
through improved productive capabilities.
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investment (30%) and domestic/foreign property (25%). There
is a need for a greater understanding of how allocation of funds
to unlisted investments, namely infrastructure investments,
can generate attractive investment returns while driving a
developmental growth path using domestic capital.
Minimal attention has been paid to the need to broaden
the investment portfolios of institutional investors beyond
the traditional set of listed companies and fixed income
instruments. With the looming economic crisis and impending
fiscal constraints, pension funds should be encouraged within
the existing regulatory framework to consider infrastructure
asset allocation as an asset class. This would mean capital
markets acting as enablers for propelling economic
development in two ways: infrastructure investments and
aggressive industrialisation.
A new generation of blended finance vehicles are required.
They should enable public sector investments (as subordinated
debt and/or grant/concessionary funding) to crowd in private
sector investments (as senior debt). A good example is the
Infrastructure Fund managed by the Development Bank of
Southern Africa that aims to generate R1 trillion in public and
private investments.

7.4.2 INADEQUACIES
The critical question is to understand what is available from
South African pension funds to support national development
and how much of this has been mobilised and allocated for
playing a catalytic role in the economic reform trajectory.

Identifying barriers to greater
participation of pension funds and
ensuring that the performance of
this proposed asset class matches or
outperforms other asset classes is key.
To achieve this, the following issues
will need to be addressed.
The maturity and size of the South African pension fund market
equals, and often exceeds, the size of many Organisation
of Economic Co-operation and Development countries’
pension markets. When assessing the exposure to alternative
investments and to infrastructure via bonds, however, South
African pension funds do not match up. The allocation of
capital by South African pension funds is mismatched to the
reality of the country’s significant development challenges
and infrastructure backlogs. Major pension funds like OMERS
(Canada), Australian Super (Australia), ABP (Netherlands) and
USS (United Kingdom) have targeted asset allocations of 47%,
30%, 25% and 26% respectively of their total investments for
infrastructure investments.122 The GEPF, which is comparable in
total assets under management, allocates the lowest amount
into alternative investments by targeting only 5% of their total
portfolio for infrastructure investments. GEPF has the lowest
percentage of actual investments infrastructure among those
listed in Table 4.

122. Della Croce, R. 2012. Trends in Large Pension Fund Investment in Infrastructure. OECD
Working Papers on Finance, Insurance and Private Pensions No 29. OECD Publishing.

COUNTRY

TOTAL
AUM USD
MILLION

UNLISTED
EQUITY

LISTED
EQUITY

FIXED
INCOME

TOTAL

CPPIB
PFZW
OTTP
Future fund
AP-4
Endesa
Banco BPI
AFP Horizonte-Col
Superannuation
Fund
Afore Bancome
Australian Super
OMERS
Previ
GEPF

Canada
Netherlands
Canada
Australia
Sweden
Spain
Portugal
Peru

136,039
131,780
101,655
65,825
29,560
2,082
3,114
7,162

6.0
2.0
7.0
4.1
0.0
0.0
0.0
0.3

0.8
0.0
0.7
Na
9.0
8.7
10.2
3.0

Na
0.0
1.6
Na
0.0
4.7
10.6
7.4

6.8
2.0
9.3
4.1
9.0
13.4
20.8
10.7

New Zealand

11,162

3.3

6.6

Na

9.9

Mexico
Australia
Canada
Brazil
South Africa

16,430
33,800
52,385
88,847
138,572

0.0
11.5
15.5
0.0
0.1

2.1
0.2
0.0
13.5
Na

0.5
0.1
0.0
Na
0.2

2.6
11.8
15.5
13.5
0.3

Source: Della Croce (2010)
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Table 4: Infrastructure investments as % of total assets
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Financial intermediaries and the state do not focus on pension
funds as a source of capital. Other than the Infrastructure
Fund, there exists no coordinated response by government to
reconsider the financing of infrastructure and industrialisation
initiatives. Like many other developing countries, South
Africa is competing to attract FDI. Despite our efforts, we
have not seen significant inflows of FDI into productive
sectors. It therefore makes sense that stronger linkages are
forged between pension funds and DFIs. It would help if
the investment returns of these alternative asset classes are
assessed and monitored to help reinforce the case that they
are a sound long-term investment.

The sole purpose of pension
regulators is to ensure that there
is a conducive environment for
investments while limiting risky and
reckless investments of pension funds.
The fears of weak state capacity, poor planning and weak
governance of institutions and political meddling hinder FDI
and domestic investment inflows into infrastructure. Pension
fund regulators and oversight bodies that must now deal with
these alternative investments globally cannot be seen to be
deviating from well-established obligations.
Infrastructure projects, such as toll roads, power distribution
and transmission facilities, can generate the required returns
to attract a range of investors. Contract law coupled with a
strong regulatory capacity for infrastructure development will
be needed to stimulate changes in investment behaviour. The
South African regulatory regime does not restrict investment,
but governance concerns will have to be addressed, including

State institutions must drive national development with
respect to both infrastructure and industrialisation. In
countries such as Canada, the US and Australia, up to 15% of
total public pension assets have been invested in infrastructure
investments. These investments often involve non-traditional
financing mechanisms with significant returns. There is no
reason why this would not apply to South Africa.
Inadequate emphasis is placed on building capabilities and
recovering illicit financial flows, and this is private sectordriven behaviour. An estimated $1.3 trillion was exported
from the African continent between 1980 and 2018; South
Africa was the highest loser with illicit outflows totalling
$441 billion, equivalent to 15.5% of total trade,123 followed
by the DRC ($165 billion), Ethiopia ($84 billion) and Nigeria
($67 billion). The financial outflows during the same period
were destined to China, Germany, Japan, the United Arab
Emirates, the United Kingdom and the US. Double counting,
mispricing by under or overpricing and funds gained through
corrupt and illegal practices are the types of activities that
contribute to these financial flows. These stolen funds remove
significant proportions of tax revenue that would potentially
have been used for service delivery programmes and meeting
development needs.

7.4.3

ALTERNATIVE DOMESTIC RESOURCE
MOBILISATION STRATEGIES

Given the inadequacies of current
domestic resource mobilisation
policies, we propose the following
alternative strategies to address
them:
1.

Pension funds actively pursue targeted allocations in
alternative assets, including a separate allocation for
an infrastructure asset class. This can be done without
prescribed asset allocation with industry discretion.
Alternative investments can offer acceptable returns and
match other asset classes. Much of the infrastructure
finance gap of around R1.5 trillion can be financed by
significant investments from pension and mutual funds.
The proposed Infrastructure Fund is a blended finance
vehicle being set up for this purpose, and the proposed
Green Bond could effectively raise the necessary capital.

123. Brookings. 2020. Illicit Financial Flows in Africa. [Online] Available: https://www.
brookings.edu/wp-content/uploads/2020/02/Illicit-financial-flows-in-Africa.pdf
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DFIs with a mandate to finance targeted sectors of the
economy would act as the bridge to catalyse national
investments and be capitalised using domestic capital inflows.
The Development Bank of Southern Africa and the National
Empowerment Fund could advance the diversification of the
pension fund portfolio.

ensuring there are no restrictions on the ability to collect
payments for infrastructure services.
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South Africa’s pension funds within
the existing regulatory framework
could potentially invest up to 10% of
their funds in the infrastructure asset
class and enterprise development
facilities that would support the
national growth agenda more
aggressively.
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Trustees of pension funds, as well as institutional
investment capital, must be educated about the positive
benefits of infrastructure investments and alternative
investments that catalyse industrialisation. The notion
that they do not yield returns or hold greater risk has been
disproven in a variety of global contexts. Infrastructure
investment can stimulate diversification and help protect
against inflation and market volatility, while offering
asset-liability matching for pension funds. Trustees must
require that funds target national development priorities
through these asset classes.

3.

The GEPF, which accounts for between 88–94% of the
Public Investment Corporation’s total assets under
management, must lead the market with a balance
between efficiency and equity/redistribution. The GEPF
benchmarks and investment strategy must reflect this
change. If the GEPF requires the Public Investment
Corporation to participate in this broader investment
vision, it would crowd other private entities into this asset
class. We therefore propose a review of the investment
policies and strategies of these institutions, and the
instruments through which such assets are allocated.
Greater resources must be allocated to the Isibaya Fund,
the Development Bank of Southern Africa’s Infrastructure
Fund and other relevant funds to initiate and drive a
new generation of blended public and private-sector
investment strategies.

4.

5.

Information asymmetries and the high transaction costs of
negotiating and enforcing infrastructure agreements must
be addressed. There is political and project risk associated
with infrastructure planning and financing. There needs
to be a review of institutional arrangements to deal
with regulatory instability, technical and management
incapacity, and fragmentation between various spheres
of government. In addition, governance concerns over
agencies that collect payments and pension funds’ ability
to package viable projects while offering acceptable
returns to clients must be addressed. These risks do not
eliminate normal market and investment risks faced by
other asset classes, but will remain a barrier to investment
if not addressed.
We propose that the government enables debt
instruments that will advance industrial capacity,
particularly in labour-intensive sectors. In making these
investments, policymakers must ensure there is a positive

6.

We call for the reconfiguration of the role of the Public
Investment Corporation, DFIs and pension funds (both
private and public) to support domestic resource
mobilisation. This can be achieved be recapitalising the
National Empowerment Fund and the other DFIs to drive
growth through redistribution and structural reform.
To enable the setting higher asset allocation levels in
alternative investments, Regulation 28 (of the Pension
Funds Act) will have to be reformed. In addition, the
Public Investment Corporation can finance the building
of industrial capacity by strengthening linkages with the
National Empowerment Fund, Development Bank of
Southern Africa and the IDC whose models for project
and development finance can act as a basis for furthering
national development goals.

7.

Illicit capital flows must be addressed through judicial
processes to enable the recovery of funds. This will
require cross-border cooperation and a multilateral
approach. Domestic agencies must be well versed with
international tax policy, tax rules and dispute settlement
mechanisms to effectively resolve tax disputes and end
cross-border tax evasion. International treaties must
be deployed to ensure that multinationals and other
corporations do not withhold taxes and more effective
collection mechanisms must be developed. Intercepting
illicit financial flows requires cooperation and exchange
of information between countries, investment in building
the capacity of tax authorities and sustained investment
in tax regulatory agency countermeasures to tax evasion.
Tax financial intelligence units must be supported to
further improve monitoring and expropriation ability
when tax obligations have not been met. This must be
prioritised with appropriate sanctions such as fines,
criminal prosecution and withholding operating licenses
to curb illegal behaviour.

8.

A tax must be placed on idle and excessive outflows
of capital to discourage stockpiling of capital by large
corporations that do not reinvest into the South African
economy and that also divest. There must be stronger
controls placed on capital outflows post-COVID-19 and
exchange controls need to be reformed to ease capital
flow reversals in emerging market economies. South
Africa’s current account flows include financial transfers,
such as speculation on the domestic currency, dividend
pay-outs, profit shifting and domestic cash hoarding.

Strategic interventions

2.

synergy between social outcomes and increases in
productive capacity.
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The renewables-led industrialisation programme driven
by a restructured Eskom is an ideal alternative investment
opportunity with positive socioeconomic and
environmental spin-offs, with long-term financial returns.
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7.5 FISCAL STIMULUS

Fiscal policy plays an important role in
stimulating aggregate demand in the
South African economy.
It is therefore a key determinant of growth. There are a variety
of fiscal policy tools that advance growth with the choice
of fiscal policy instruments determined by the economic
outlook. The South African government has historically used
public finances to drive growth and a budget deficit of 1–6%
of GDP has been the norm since the 1960s.124 This has been
exacerbated in recent years by the long-term effects of the
2008 financial crisis and weakened economic growth. High
levels of inequality, unequal development patterns and a
stagnant economy coupled with high levels of unemployment
have remained a persistent feature of the country’s economy,
even post-1994.
Fiscal policy is an important tool for redistributing income
and eliminating poverty. Expansionary policy has thus
seen government increase spending on socioeconomic
development; social development, health and education;
and infrastructure. Several essential services that are public
goods such as national defence, community and municipal
services, and public order and safety are provided by various
government ministries and related portfolios.
The national budget is financed by revenue sourced from direct
and indirect taxation. State budgeting is distinctly different
from household budgeting, as government can adjust its fiscal
policies to increase tax revenue. The current progressive tax
system increases tax payable as one’s income level rises, and

Fiscal injections boost output and consumption in both the
short and long term, which helps an economy recover, more
so in times of crisis. Deficits induced in times of crisis, however,
should be reversed with coordinated fiscal and monetary policy
changes once they have fulfilled their objectives. This type of
expenditure must aim to enhance growth. It is important to
monitor the long-term gains that are envisaged from public
debt and ensure that monetary policy actions, including tax
policies, do not reverse short-term growth gains.126 Taxation
instruments should shift the tax base towards consumption
and immovable property purchases. Lower levels of taxation on
those with low income levels stimulates demand, it is key that
the tax system works to reduce income inequality while also
addressing long term economic objectives. Current responses
to the COVID-19 pandemic and the effects of the economic
lockdown include additional tax deferrals, payment holidays
of up to 90 days, tax postponements and tax incentives.
Figure 41 below shows that government expenditure
growth has outpaced revenue accumulation since the global
financial crisis in 2008/9 forcing it to borrow externally to fund
its widening budget deficit.
125. World Bank. 2014. South Africa Economic Update: Focus on Fiscal Policy and
Redistribution in an Unequal Society. Washington DC. Accessed online https://www.
worldbank.org/en/country/southafrica/publication/south-africa-economic-updatefiscal-policy-redistribution-unequal-society
126. Gemmell, N. 2011. Can a fiscal stimulus boost economic growth rates? The Economic
Journal, 121.
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124. Roux, A. 2020. Everyone’s Guide to the South African Economy. Zebra Press. Cape
Town.

this is also an efficient way of reducing inequality. It is argued
that tax contributes to levelling the playing field. Without
taxation and social spending, the richest 10% of income
earners make more than 1 000 times the poorest 10% – a
Gini coefficient of 0.77,125 but with them, the richest 10% earn
only 66 times more – a Gini coefficient of 0.59. Government
expenditure is but one of the tools and instruments that the
state can use to stimulate economic activity while boosting
growth.

Source: (Statistics South Africa, 2019)
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EXISTING MECHANISMS

The fiscal injection of a proposed R500 billion into the
economy to quell the post-COVID-19 economic recession
will positively impact output and employment. The stimulus
package announced in May 2020 and adopted by Parliament
in July 2020 has received mixed reviews though. Economists
disagree on the appropriateness of the interventions and
more so on whether the injection is sufficient to deal with the
magnitude of the economic crisis facing the country.

South Africa was already in
economic crisis prior to the COVID19-related lockdown, having
experienced two recessions in the
six months prior. Fiscal stimulus must
support a robust recovery of an
already ailing economy.

Monetary and fiscal policy interventions include a 275 basis
point cut in interest rates to boost aggregate demand and
stimulate additional liquidity via a drop in 10-year bond yields
from 12.4% to 9%. The National Treasury’s key policy proposal,
on the back of already weakened fiscal policy measures,
is the targeting of a primary surplus to strengthen fiscal
consolidation in the wake of rising public debt levels. The fiscal
package comprises loan guarantees of approximately 4% of
GDP, with the remaining R300 billion directed to revenue and
expenditure measures.127 The deterioration of public finances
due to the pandemic has led to a revised budget deficit of
-14.6% of R709.7 billion. The tax shortfalls are estimated at
R304 billion because of deteriorating revenue collection
and a higher public debt allocation. The debt-to-GDP ratio
is set to rise from 65.6% (2019/20) to 81.8% (2020/21). The
contracting of GDP by an estimated -7.2% and tax revenue
underperformance has been elevated in the discourse as the
key driver of a looming fiscal crisis and unsustainable debt
levels. But there is little attempt being made to boost economic
growth to boost tax revenue in an ailing economy; the focus
remains on maintaining the pre-pandemic outcomes of less
than 2% economic growth and sustaining what was already
an economic crisis.
127. National Treasury. 2020. Supplementary Budget Review.
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7.5.1

How much will R36 billion non-interest expenditure boost
GDP in the short and long term, with the additional loan
guarantee scheme? Evidence is necessary to measure the
effects of the fiscal stimulus. Section 8 provides evidencebased predictions on the different fiscal policy interventions
that can be adopted, and the outcomes of current changes in
public expenditures in the face of an economic crisis.

SECTION 7

Considering debt on its own is meaningless though. What
matters is the debt-to-GDP ratio. A country can raise debt if
the economy grows at a rate that makes it possible to service
the debt. Prior to 2020, South Africa’s debt levels may not have
been high by international standards, but low growth rates
make the country’s debt levels unsustainable as the high costs
of servicing debt expand as a share of the fiscus. Figure 42 shows
South Africa’s rising debt-to-GDP ratio, recorded at 62.2% in
2019.
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Table 5: Main budget non-interest expenditure increases, 2020/21
BUDGET ITEMS

R’ MILLION

Support to vulnerable households

40 891

Health

21 544

Municipal support

20 034

Frontline services

13 623

Basic and higher education

12 541

SMME and job creation

6 061

Public entities

5 964

Land Bank equity

3 000

Provisional allocation for COVID-19 fiscal relief

19 575

Total

145 000

Source: National Treasury, 2020

The R145 billion allocation is immediate expenditure, the additional R45 billion will be allocated in the next budget cycle and
R70 billion comprises tax policy measures. The allocation of R200 billion in loan guarantee schemes has a low uptake with only
an estimated 5% allocated to small businesses.128 This has improved marginally to R14.5 billion approved by September, raising it
to 7%. The economic relief efforts offered by government are also in the form of SMME support through the economic cluster.
When lockdown commenced and shutdown limited the operational capacity of most non-essential businesses, the economic
cluster responded with various debt relief schemes from the Department of Small Business Development (R200 million), National
Empowerment Fund (R300 million), IDC (R200 million) and Tourism Relief Fund (R200 million). These were all directed at the formal
sector. The total allocation for support for small and informal businesses was R6 billion and a further R5.9 billion supporting public
entities.

Major revisions to the non-interest expenditure show
suspended allocations of R100.8 billion from suspended
national departments allocations (R54 billion), suspension of
provincial conditional grants (R13.8 billion), repurposing of the
provincial equitable share (R20 billion) and suspension of local
government grants (R12.6 billion).129 This leads to a total change
129. Supplementary Budget Review reductions to non-interest spending plans is as
follows by economic classification: Transfers and subsidies reduced by R87.6 billion
[Broken down into provinces and municipalities R46.4, Departmental agencies and
accounts R12.6, Higher education institutions R3.2, Public corporations and private
enterprises R6.4, Households R17, Non-profit organisations R1.7, Foreign govts
R109 million]; Current payment reduction of R10.7 billion [Goods and services R9.3,
Compensation of employees R1.4]; and Payment for capital assets R2.4 billion.

of non-interest expenditure of R36 billion. These downward
expenditure adjustments will likely offset the repurposing
fiscal allocation gains, which are largely non-infrastructure
related and form part of the fiscal response to the pandemic.
Thus, we must assess the magnitude of the response, as well
as the timelines of the spending.
The question is whether the fiscal stimulus is strengthening
exports and improving household and business aggregate
demand. South Africa’s heavy reliance on global markets and
advanced economies will continue in the short to medium
term. The fiscal stimulus going forward, however, should aim
to restructure and reignite a new growth path that will boost
our ability to recover from the health and economic pandemic.

SECTION 7

The Temporary Employment Relief
Scheme of R40 billion has seen an
uptake of R23 billion, providing relief
for 4.7 million workers. COVID-19related economic support measures
have not been appropriately
designed for the informal sector.
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128. National Treasury. 2020. Supplementary Budget.
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Fiscal and monetary policy
instruments must be used in a
coordinated manner to relieve
pressure on the markets and boost
aggregate demand.
SARB must follow the lead of developed economies and
lower interest rates aggressively; some developed economies
have reduced their interest rates to 0% to grow economic
consumption. SARB needs to be more aggressive and offer
interest-free loans to government or issue government bonds
at low or zero rates as an immediate refinance mechanism.
It must be accepted that increased government expenditure
is accompanied by either widening deficits, which must be
financed or recovered at a later point through higher taxes, or
increased costs of servicing borrowed debt. The selection of
policy instruments must be projected over both the short and
long term, with planning and policy responsiveness working
in tandem. The complexity of financing government deficits
while boosting consumption in national economies is usually
a short-term mechanism that may be replaced by other taxrelated and lowered expenditure in the long term, but the
timing is important. The current National Treasury model does
not appear to measure the detrimental effect that austerity
will have on an already negative growth rate, particularly in a
time of global recession. This may deepen the severity of the
shock and lengthen the economic contraction in South Africa.
What would the implications of the current fiscal prioritisation
have been on government departments if they had been
announced in the absence of COVID-19? The fragility of
the South African economy requires an appropriate and
measurable fiscal policy response that targets a higher growth
rate than the continued stagnation targeted by the National
Treasury’s growth estimates.
Existing government support frameworks have never
adequately responded to the needs of the informal sector,
which will be hardest hit by the lockdowns. And COVID-19related measures are not scaled to the informal sector despite
its employment of more than 3.6 million South Africans. To limit
the extent of pandemic-related shocks it is recommended that

The weak fiscal position due to an increased debt-to-GDP ratio
is because of tax underperformance. This a short-term decline
that would improve in the medium term, but government
has prioritised the raising of debt from international finance
institutions to meet the shortfalls and the gap between
revenue and expenditure.

Section 7.4 pointed to alternative
domestic resource mobilisation
strategies that do not hinder
economic sovereignty or subject us
to the volatility of global currency
fluctuations and the rising costs of
borrowings.
The increased risk premium on the back of two credit rating
downgrades by S&P Global Ratings and Fitch Ratings Inc.
will significantly increase the already high cost of servicing
existing government debt. We need to prioritise cheaper
financing mechanisms that will have limited negative longterm impacts on government economic policy and that lower
the allocation of the budget to servicing debt.
The National Treasury’s proposed fiscal consolidation aims to
generate a budget surplus within the next three years. The
goal of reducing public expenditure to lower the debt-to-GDP
ratio may have the opposite effect if economic growth rates
remain low (or even negative). By not sufficiently considering
the fiscal multiplier effect, the actual outcome could be
worse than during the pre-COVID period. It is reported that
European economies that implemented austerity measures
underestimated the effect of fiscal consolidation efforts and
hysteresis effects post-recession.130 These effects may be
permanent and harmful even in the long term. The timing
of fiscal consolidation is important to ensure that it does
not reinforce the effects of economic shocks and result in a
recession.
Government’s planning cycle should include projections
of the outcomes of its interventions with respect to key
variables such as poverty, inequality, employment and debtto-GDP ratio as a performance measure of fiscal and monetary
policy interventions. The emphasis on debt-to-GDP ratio as a
measure of the health and performance of the budget and its
130. Gechert, S., Horn, G., Paetz, C. 2019. Long term effects of Fiscal Stimulus and Austerity
in Europe. Oxford Bulletin of Economics and Statistics, 81 (3).
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Governments around the world, including our own, are to
be commended for taking steps to mitigate and prevent the
negative economic effects and long-term impact of COVID-19.
Although these steps have been taken in good faith, the
provisions of additional welfare for the poor and stimulus
packages for business will do little to resolve South Africa’s
historical structural inequalities. The country’s highly racialised
and gendered structural inequalities have been exacerbated
by the downgrade to sub-investment grade (junk status) and
the deep economic impact of COVID-19.

support be strengthened in a developing economy context.
The current suite of fiscal policies does not deliver the kind
of economic development that South Africa needs, and
there is not much evidence of a reduction in wasteful public
expenditure through leakages and public sector inefficiencies.
This exacerbates the ineffectiveness of fiscal interventions and
lowers the impact of any fiscal stimulus.
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7.5.3

ALTERNATIVE FISCAL STIMULUS
STRATEGIES

3.

Monetary policy tools should not be underestimated in a
time of crisis amid the urgent need to advance economic
recovery. It was found in the case of the East Asian
economies that quantitative monetary easing and lower
interest rates had a more significant effect on recovery
than increased public expenditure and tax cuts.131 In
addition to inflation targeting, SARB should employ the
appropriate tools and policy instruments to target full
employment given the crisis of 10 million unemployed
South Africans.

4.

In a recent 2020 survey, 230 leading economists,
representing 53 countries (including the leading
economies in the G20), agreed that the most effective
post-COVID-19 stimulus would be through green
infrastructure investments.132 Initiated by Nick Stern, the
highly respected former Chief Economist of the World
Bank, these economists concurred that the following
policies would be the most effective: clean physical
infrastructure investments (renewables, storage, grid
modernisation); making buildings energy efficient;
education and training for immediate employment in
decarbonisation projects; natural capital investments
(ecosystem resilience and sustainable farming); and
renewables-oriented R&D. German policymakers have
heeded these findings. Germany announced a €130 billion
post-COVID-19 economic recovery package, which
includes €50 billion for climate change, innovation and
digitisation. The economists argue that these policy
measures offer the best combination of short- and longterm multipliers. In South Africa, the return-on-investment
in the renewables sector is such that a renewables-led
economic recovery would pay for itself. It is a short-term
multiplier because it delivers quickly and a long-term one
because it ensures security of energy supply. All that is
required is that the Department of Mineral Resources and
Energy make a few simple policy changes to the IRP and
issue a blanket Section 34 Determination that empowers
Eskom and the private sector to procure 30GW of new
generation capacity (comprising renewables plus gas,
backed up by substantial storage capacity).

5.

Decisive fiscal action must be implemented at the
provincial and district levels to boost aggregate demand,
with provincial stimulus playing an important role in

		

Given the inadequacies of current
fiscal policies, we propose the
following alternative strategies to
address them:
1.

2.

The elasticity of government expenditure to economic
output and its impact on economic output; levels of
poverty, inequality and unemployment; and macroeconomic variables, including debt-to-GDP levels, should
form part of fiscal control planning procedures and be
measured and monitored. Strengthening of government
planning systems and processes will enhance the
effectiveness of government interventions.
The current fiscal stimulus package is largely demand-side
oriented. It should aim to stimulate aggregate demand
and revive supply-side sectors and boost industry and
drive competitiveness. We have inadequate supply-

131. Hur, S,K and Park, D. 2018. Did Fiscal Stimulus Lift Developing Asia Out of the Global
Crisis? An Empirical Investigation. East Asian Economic Review, 22 (1).
132. O’Callaghan, B & Hepburn, C 2020, Leading economists: Green coronavirus
recovery also better for economy, Carbon Brief, viewed 30 September 2020,
https://www.carbonbrief.org/leading-economists-green-coronavirus-recoveryalso-better-for-economy?fbclid=IwAR0db64NtRH7kBJnuQbWo6yphH5_JkOhb4UlvtDORI7GAOsaM2cvquNJe4
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In the first quarter of 2020, South Africa’s economy contracted
for the third consecutive quarter by -2%, after contracting by
-1.4% and -0.6% in the previous quarters. The contraction is
driven by shrinking manufacturing, mining and quarrying, and
construction industries, as well as diminishing trade, electricity,
gas and water sectors. The last two years have only seen growth
rates of between 0.8% and 0.2%. South Africa’s slowdown and
collapse of key economic sectors began in 2019 and they
continue to deteriorate at an accelerated pace as the effects of
the COVID-19 crisis take their toll. South Africa will experience
an unprecedented economic meltdown unless decisive
action is taken. The appropriate countercyclical fiscal policy
must be pursued to support targeted aggregate demand
from households and enterprises and the renewables-led
industrialisation programme needs to be unleashed.

side policies in a time of crisis, and have opted to boost
domestic consumption in ways like the US and European
economies instead of emulating East Asian stimulus
packages.
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interventions is insufficient. It should rather be viewed as part
of broader measures of economic health and performance
captured in planning and budgetary cycles. This means going
beyond GDP as the sole indicator of wellbeing, as confirmed
by the adoption of the SDGs by the international community
and the South African government. All should be given equal
weighting and importance, with fiscal and monetary policy
responses showing how the deployment of these instruments
leads to improvements in the real economy. The elasticity of
government expenditure to economic output and impact
on the variables should form part of fiscal control planning
procedures that are, in turn, measured and monitored.
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growing local demand in a time of crisis, offering relief
particularly in the face of the complete shutdown of
economic activity due to lockdown.

9.

The state has the capacity to create new markets that can
develop new funding flows, for example, the Infrastructure
Fund and the restructuring of the electricity industry.

6.

South Africa’s current weak fiscal position, worsened by
high levels of leakages, corruption and inefficiencies,
cannot be ignored. But it should not be used to advance
austerity in the face of an economic crisis whose full
effects will be felt in the next two quarters, and which will
deepen the severity of the current crisis.

10. To stimulate investment, government should ensure that
the correct multipliers apply by selecting projects that
promise the greatest socioeconomic benefits in the short
and long term. Multipliers must extend beyond growth to
also focus on poverty alleviation because growth without
poverty reduction results in increased levels of inequality.

7.

Government needs to reduce the risk of capital flight by
implementing capital controls to stabilise current account
deficits that emanate largely from the outflow of profits,
dividends and interest on current account balances of
income. During times such as these, domestic capital
should be retained, and a stop put to the slowing down
of the repatriation of corporate profits.

11. Investing in innovation is another form of stimulus.
Innovation is very dependent on public sector investment
and is often facilitated by the R&D activities of higher
institutions of learning, plus well-targeted public-sector
investments/guarantees during the early phases of the
innovation cycle (for example, the sovereign guarantees
for renewable energy projects that launched the REIPPPP).

8.

Fiscal stimulus is required to propel the country towards
a diversified economy. It can either be: 1) debt-funded
(borrowing), 2) non-debt funded (redirecting existing
resources, reducing wasted funds, reprioritisation and
restructuring) or 3) an appropriate mix of both. As weak
institutions can compromise fiscal stimulus, it is crucial
to establish special purpose vehicles or use existing
institutions to ringfence expenditure.

12. Fiscal stimulus should focus on specific sectors.
13. The government should also use non-debt fiscal stimulus
interventions, including redirecting the investments of
the Public Investment Corporation and DFIs, zero-rating
certain items, increasing grants, and restructuring the tax
system (addressing the inefficiencies in the tax system and
implementing higher taxes for the top 1% of income earners).

7.6 STATE CAPACITY
The Constitution defines the post-1994 South African state as a “developmental state”. The developmental state depends on two
fundamental pillars:

The South African developmental state is therefore a “relational developmental” state. Chapter 13 of South Africa’s NDP provides a
good overview of state capacity between 1994 and 2011, and outlines what needed to happen to build a capable state. Very few
of the recommendations made were implemented over the next six years, and by the end of the Zuma Presidency in early 2018,
state capture had effectively hollowed out what state capacity there had been in 2011. As is now well-known, these mandates
were hijacked by state capture networks, governance was repurposed for corrupt purposes, and capacity was hollowed out.
The economic consequences have been devastating, not simply in terms of looted funds, but also in terms of lost development
opportunities.
It is necessary to focus on two key dimensions when attempting to build a capable state: the role of the state in the economy
and the organisation of state institutions. The role of state institutions in the economy is largely defined by macroeconomic
policy: degree of state ownership versus private ownership; debt-to-GDP ratios that determine capacity to spend; inflation
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“Participatory governance”, which refers primarily to the relations between
government and non-state actors, such as business, civil society and the
research and education sectors.
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“Cooperative governance”, which refers primarily to the cooperative relations
between government departments and the three spheres of government.
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7.6.1

EXISTING MECHANISMS

The NDP recognises that South Africa is a long way from
the “desired end-state” expressed in its vision statement
and recommends five targeted actions to improve state
organisational capacity: stabilisation of the politicaladministrative interface, making public service and local
government jobs careers of choice, developing technical and
specialist professional skills, improving relations between the
three spheres of government, and clarifying public interest
mandates and improving the governance structures of SOEs.

It recommended several
mechanisms to achieve these
targeted actions, none of which
have been effectively implemented,
namely:
•

The strengthening of the Public Service Commission,
through the creation of an “administrative head” to whom
Directors-General would report, and reduced political

133. Footnote 134 - 137: National Planning Commission . (2012). Our future - make it
work, National Development Plan: 2030. Retrieved from: https://www.gov.za/issues/
national-development-plan-2030 p 364

•

•

•

7.6.2 INADEQUACIES

A developmental state depends on
a continuous flow of innovations,
initiated by frontline workers and
top leadership within a “learning
organisation” framework.
Unfortunately, a compliance culture has evolved since
1994 that has all but killed off the developmental state. The
compliance culture can be summed up as follows: one in which
officials are deeply fearful of making mistakes in a regulatory
environment that is so complicated that it is impossible to
not make mistakes and therefore it is one in which officials
minimise risk and maximise compliance.
Cooperation across departments/spheres (“cooperative
governance”) and participation with society (“participatory
governance”) becomes a risk worth avoiding when initiatives
do not directly align to a specified sphere’s mandate. Public
servants tend to feel safe when they can just “tick the box”. The
result is minimal experimentation and innovation. And without
innovation, it is impossible to navigate the complexities of
development.

134. See footnote 134
135 . See footnote 134

136. See footnote 134
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According to the NDP, the poor performance of the public
service is an “interplay between a complex set of factors,
including tensions in the political-administrative interface,
instability of the administrative leadership, skills deficits, the
erosion of accountability and authority, poor organizational
design, inappropriate staffing and low staff morale”.133 Its vision
of a capable state refers explicitly to a state that addresses
the twin challenges of poverty and inequality by “playing
a transformative and developmental role”.134 To be effective
and enjoy the confidence of society, the NDP envisages state
institutions that are well coordinated, staffed by “skilled public
servants who are committed to the public good and capable
of delivering consistently high-quality services for all South
Africans”.135

•

interference in the appointing of public servants to
stabilise the political-administrative interface.
A graduate recruitment scheme, a career pathing
strategy for local government, mandating experience as
a prerequisite for senior posts, and establishing long-term
management training capacity to build public service
and local government jobs as careers of choice.
A clearer strategy to develop internal technical skills
from the junior level up with clear career paths set out to
develop technical and specialist professional skills.
Improved clarity of roles within a differentiated system
to avoid overlap, resource sharing via regionalisation, a
coherent set of powers and functions for metropolitans,
a narrower and clearer focus for provincial governments,
and a new problem-solving culture to improve relations
between the three spheres of government.
To clarify the public interest mandates and improve
the governance structures of the SOEs, the NDP
envisages that by 2030 South Africa must be served
by “financially sound and well governed SOEs that
address the country’s developmental objectives”136. The
NDP’s recommendations to achieve this were ignored,
namely define a clear public interest and developmental
mandate, streamline and simplify governance structures,
and remedy the capacity constraints.

SECTION 7

targets, which determine interest rates; fiscal priorities;
exchange rates; and the roles of key institutions like SARB, the
SOEs and the National Treasury. This section does not focus
on the role of state institutions but instead lays out a clear
diagnosis of organisational problems and what was needed
to build organisational capacities. This distinction is important,
because enhancing the role of state institutions as proposed
in this report will be pointless if the organisational capacity of
the state continues to deteriorate.
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At least during the years of state capture, there was firm
evidence that some officials could be innovative: they found
ingenious high-risk ways of looting state coffers! There are
also reports of inspiring, innovative, cross-departmental and
intergovernmental, non-corrupt and inclusionary alternatives
across many sectors. So, officials can do it, but can we create
the environments that allow them to take the risk of being
innovative for good without the fear of being punished?
In a culture of compliance (reinforced now by an anti-state
capture narrative), officials tend to look inwards and upwards:
inwards at those who can catch them out and upwards to
those who might not like what they do. Instead of including
stretch targets into their key performance indicators, officials
tend to do all they can to aim for less than what they are
capable of. Multiply this across the entire public service and
there is an institutional paralysis.

This works for those who see public
service as a job and not a calling, but
it doesn’t work for anyone else.
Underlying institutional paralysis is the technocratic image
of the state as a service delivery “machine” rather than an
enabler of development. A machine is operated by technical
specialists. Consultation with and participation by real people
and communities is thus viewed as a barrier. Sustaining
development by building trust-based relationships, which
require “soft” skills, is not perceived as adding value because
it is difficult to measure. The core business is rather “effective
service delivery” via a vast array of so-called “mechanisms” —
“stock-taking”, “performance dashboards”, “real-time reporting”,
“outputs” and “audits”. In this self-perpetuating autocracy, every
meeting is an echo chamber with management consultants
writing the meaningless scripts.

Where cooperative governance does happen, it tends to
be hollowed out. People arrive at coordination meetings
to defend departmental mandates and protect budgets,
and not to engage. Intergovernmental forums tend to be
formalistic, non-discursive, non-learning and non-reflective
soulless events. In these fora, a particular mode of leadership
is replicated: the “higher” you are, the less you are expected
to listen and the more you are expected to speak. As a result,
leadership is about positions and a gradual accumulation of
ignorance as one rises through the ranks.
The start of an alternative to this is getting rid of the notion
that “the state” exists. It exists only as an idea, a political project;
in reality, it is a vast ramshackle affair comprising a loosely
coupled set of institutional assemblages. The best way to “see”
the state is to see relationships and then lead accordingly. If
leadership abuses relationships (by, for example, deploying fear
or patriarchal power), performance will drop; if relationships
are generative, empathetic and enabling, performance will
improve. It is as simple as that, albeit easier for women to grasp
than for men who have been socialised into cultures of control.

7.6.3

ALTERNATIVE STATE CAPACITYBUILDING STRATEGIES

Public servants should discard what they have learnt about
strategy, which usually means starting with a vision statement
and reverse engineering to the present. Instead, they should
start with “what is” rather than “what it should be”, that is,
start with “state-as-reality” rather than “state-as-ideal”. The key
questions then become:

What do I have at my disposal to
work with? Who should I work with to
achieve the goal? What is beyond my
direct control that I need to influence?
There are two types of governance environments that are
misunderstood and conflated. The first is the necessary
“top-down” authorising environment – this is, of necessity,
a command-and-control environment. It is regulatory and
policy-driven, subject to budgetary and electoral governance
cycles, rules-based, upwardly accountable, rigid and

Strategic interventions

Protests happen every day, but
officials worry more about what the
Auditor-General will say or whether
politicians will throw them under
the bus, than what the people think
of them or want from them. The result
is a deepening of the compliance
culture and therefore even more fear
felt and less innovation occurring.

Even if there was a desire for interdepartmental or
intergovernmental cooperation, auditors prefer functions that
do not overlap and budgets that are not pooled. As a result,
officials must deliver on their mandates via their silos and
segregated budgets. But to address complex system problems
with multiple parts, they need at the very least to blend
mandates and collaborate with other departments. And so,
ironically, we have a developmental state driven by a nominal
service-delivery culture, but where actual implementation is
deemed to be high risk by the public servants who should feel
safe enough to take risks every day.
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Since President Ramaphosa took office in 2018 and started to
respond to state capture, this compliance culture has become
even more entrenched with increased vigilance, tightening of
the screws and even more regulations.

82

The change in mindset proposed is a paradigm shift from
the traditional “good governance” approach to what could be
called a “good enough governance” approach. Officials need
to become adaptive managers of complex realities that defy
linear thinking, planning and measuring. More importantly,
public servants need guidance and support as they explore
and navigate this kind of adaptive management. This is
best illustrated by comparing two strategic management
approaches. The traditional model is a low-risk, three-year cycle
approach: year one, investigate; year two, strategise and plan;
and year three, budget and implement. This is an incredibly
slow process. The alternative is very different: start something
with others now (which contributes immediately to building
trust in action); evaluate early (within a month or two, which
implies unrestricted information flows); learn-by-doing (which
is about creating safe-to-fail spaces); incrementally budgeting
as the project expands over time (no “big bangery” thinking);
and continuously making small adjustments (which is about
responsiveness and agility).
If the starting point is “state-as-reality” then the next logical
step is to accept that the state cannot do everything. Instead,
a “whole-of-society” approach is needed that rebalances the
two environments. This means enabling officials to empower
and work with people, communities and businesses. It is all
about enabling, encouraging simple protocols rather than
instituting complex rules, substituting plain language for
public sector acronyms and techno-speak, and being a good
listener!

Shifting to “good enough governance” and relational modes
of innovation-oriented fear reduction will mean cultivating
a body of officials with multiple intelligences. This includes
emotional intelligence (understanding myself to understand
others), social intelligence (understanding how differences
catalyse creativity) and relational intelligence (understanding
the extent and quality of the relationships between the parts
of the system). For cooperative governance and participatory
governance to regain their places as the foundation stones
of the developmental state, it will be necessary to bring
adaptive management capacities into the governance
processes. Traditionally, the core governance competencies
were policymaking, regulation, compliance, administration
and monitoring/evaluation. What was missing was facilitation,
which is the cornerstone of adaptive management. Adaptive
management is a new skill for a time of complexity and
transition. Without collaborative leadership, adaptation
and learning capabilities, the chances of building a capable
developmental state are close to zero.
The problem, however, is that governance reform and state
capacity building has been happening in various forms for
decades across the developing world, and since 1994 in South
Africa when a new generation of “Schools of Government”
were established. Paradigms have come and go, and still
what we are left with are grand vision statements, countless
guidelines, detailed balanced scorecards, but no effective
implementation. This is extremely problematic for an
economic policy framework that envisages a greater role for
state institutions, not less. We therefore recommend what Matt
Andrews has called a Problem-Driven Iterative Adaptation
approach. Proceeding from the assumption that officials
work with complexity every day, they propose a practical
approach to building state capability based on four principles:
“(1) Focus on specific problems in particular local contexts, as
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Effective partnerships are required to re-establish a balance
between these two environments. The mistake is to think
that each can do what the other must do. The authorising
environment cannot mobilise society on its own and the
mobilising environment needs access to the statutory
power and resources of the authorising environment. Both
need each other and to find better ways of connecting and
communicating.

There is a common South African relational way of thinking
that says: “Let’s bring all the stakeholders together in a
consultative workshop to address the challenge”. This does not
work anymore. Higher-level people arrive at the first meeting,
but never appear again. The energy peters out as attendance
drops. Discussions seldom result in action or implementation.
No one is assigned to sustain the activities between meetings.
The result is a waste of time and money. Dialogue as an endin-itself does not work. The alternative is establishing the
terms of engagement in advance, including the goal, who
needs to be in the room, capacities and seniority (authorising
and technical) levels. Trust is built by negotiating the terms of
engagement and then collaborating. The result is a reduction
in the level of fear because participants can say: “If I have got
to know someone by working with them, I will be prepared
to take risks”. In this way, influence and implementation
get expanded beyond the limits of the mandate of single
departments.
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compliance-oriented. The second is the equally necessary
“bottom-up” mobilising environment – in this potentially safeto-fail environment, experimentation, complexity, flexibility
and learning are prevalent. It is where institutional agility is
required, manifested in partnerships with stakeholders —
businesses, social movements, faith institutions and research
institutions (although when institutions in this environment
fail to connect and communicate, their impact is muted).
In general, the authorising environment tries to suppress
the mobilising environment, which, in response, goes into
resistance mode, as we have seen in South African protests, or
takes the government to court; while the former turns inward,
hollows out and eventually disconnects from society.
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The economic policies of ASGISA,
GEAR and the NDP have driven a
growth agenda with the hope of
redistribution.
This contrasts with proposals that have recommended growth
strategies achieved through redistribution. After almost three
decades of lacklustre growth that has not yielded redistribution,
a new approach of aggressive industrialisation is necessary.
Economic transformation in a low growth, low employment
environment diminishes the likelihood of empowering
previously disadvantaged individuals and communities.
The extreme concentration of ownership and control in the
South African economy remains one of the country’s greatest
economic challenges. Companies with market power stifle
broad-based inclusion and block new entrants in key sectors.
The opening of the economy to a diversity of participants has
not happened while concentration and vertical integration
within sectors have grown, reinforced by high barriers to entry,
which weakens and displaces SMMEs and new entrants, even
in rural areas and townships.
It is important to focus on the informal, local township and
rural economies with respect to participation of South
Africans in key sectors. Local authorities’ oversight of
registration of all businesses and licenses to participate with
targeted employment of a South African workforce should
be prioritised. Prerequisites should be the retention of local
skills, directed financial assistance and employment of South
Africans in inner city, township and rural local community
enterprises.

EXISTING MECHANISMS

Government introduced B-BBEE to
redress the systematic exclusion of
black South Africans’ participation in
the economy.
B-BBEE is an “integrated and coherent socio-economic process
that directly contributes to the economic transformation
of South Africa and brings about significant increases in the
numbers of black people that manage, own and control the
country’s economy, as well as significant decreases in income
inequalities”.138 Its overarching goal was to empower previously
disadvantaged South Africans through the redistribution of
wealth and enable equitable participation in the economy. It
has not had the desired result with wealth still in the hands of
a select few 25 years after democracy, and more than 15 years
since the strategy was implemented.
South Africa’s existing industrial mechanisms focus on supplyside constraints to restructure the production of the economy
to deal with increased global competition in the wake of trade
liberalisation. One of the key programmes under this approach
is the National Industrial Participation Programme, which was
designed to ensure that large foreign purchases by state
entities secure offsetting investment and technology transfer
obligations in the domestic economy. Its implementation of
the NIPF is set out in Industrial Policy Action Plans, with the
latest being 2018/19–2020/21.

7.7.2

INADEQUACIES

Despite the B-BBEE Act, South Africa remains one of the most
unequal societies in the world, with black people making up
the majority in the poorest quintile. Disappointingly, 25 years
after democracy, about 90% of all asset wealth is still in the
hands of 10% of the population (most of whom are white). The
top 1% of the population experienced the most significant
increases in wealth since 1994 compared to all the other
groups of society. Moreover, according to data from Stats SA,
the average black South African earns less than 20% of the
average white South African’s earnings. The share of income
going to the bottom 40% of income earners was only 8.3% in
2017 with an excessively high share of wealth concentrated
among the top 10%.139
The R800 billion spent on government procurement of
goods and services at both national and provincial levels
has not been optimally used to drive transformation. The

138. South Africa’s Economic Transformation: A Strategy for Broad-Based Black Economic
Empowerment
137. Andrews, M., Pritchet, L. & Woolcock, M. 2017. Building State Capability: Evidence,
Analysis, Action. Oxford: Oxford University Press. Pp.134-5

139. Statistics South Africa. 2017. Poverty Trends in South Africa.
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7.7 GROWTH THROUGH REDISTRIBUTION

7.7.1
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nominated and prioritized by local actors; (2) Foster active,
ongoing experimental iterations with new ideas, gathering
lessons from these interactions to turn ideas into solutions;
(3) Establish an ‘authorizing environment’ for decision-making
that encourages experimentation and ‘positive deviance’;
and (4) Engage broad sets of agents to ensure that reforms
are viable, legitimate, and relevant.” 137 Start with the problem
and learn from experiments within an enabling authorising
environment underpinned by an effective mobilising
environment. This is how to build state capability in relational
ways. It is the opposite of consultant-driven techno-fixing
focused on organograms, structures, balanced scorecards and
key performance indicators.
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Municipal bylaws are not used to enforce localisation and
provide space for local SMMEs within food and household
goods markets, which are dominated by monopolies and
oligopolies. The low levels of locally owned small and microenterprises in townships and villages points to poor business
regulation for citizens, and local economies and inner city and
township economies have been neglected.

It must be accepted that the various small business initiatives
by the DTI and the Department of Small Business Development
have remained poorly designed and fragmented and the poor
coordination limits the gains that SMMEs might enjoy.

7.7.3

Given the inadequacies of current
growth redistribution policies, we
propose the following alternative
strategies to address them:
1.

An empowerment model that boosts rural and township
enterprises by effectively deploying provincial and
national departments’ procurement instruments. This
must be done in relation to infrastructure and housing
projects, the departments of Education and Correctional
Services’ feeding and malnutrition programmes and
the Department of Social Development’s programmes.
Government should allocate resources to support
SMMEs in entering the essential goods market. The Public
Procurement Bill should advance this model and system
to benefit black business owners and new economic
entrants.

2.

To fast-track industrialisation, the Public Procurement Bill
should enable offtake agreements for businesses that
supply materials and inputs using state procurement.
This will secure finance and capital for previously
disadvantaged individuals to establish and expand their
businesses.

3.

Government must limit the operation of oligopolies in the
retail sector within townships, villages and small towns. Local
production cannot happen if retailers continue to crowd out
local participants.

4.

Government must enact policies mandating the minimum
proportion of local shops and goods in malls and the
opening of point of sales within the retail sector. This would
ease the barriers to entry faced by smaller businesses. Thus,
government should fast-track the amendment of the
Competition Act, which intends to introduce measures to
address barriers to entry, improve regulation and support
targeted industrial policies to support rivalry and open
markets.

5.

The finalisation of land transfer for both agricultural
and manufacturing use must be fast-tracked. Property
ownership, availability of warehousing and access to land

There are serious constraints to value chain participation because
of the lack of integration of locally produced goods and barriers
to entry in mainstream supply chains. This is more so in the
retail sector and agricultural value chains that have a handful of
vertically integrated businesses stifling broad-based inclusion and
participation. Competition laws do not address the high levels
of concentration in the retail sector or prioritise the breaking up
oligopolies to enable new economic participation.
Existing mechanisms cannot ensure that the economic system
incorporates new entrants, and there are no instruments to
deregulate and manage cartel-like behaviour. Current measures
do not sufficiently set aside the allocation of contracts to
promote township and rural businesses. Local goods produced
by women, youth and people with disabilities must be used to
drive the economic strategy of industrialisation and job creation.
The growth of new industries and sub-sectors an example within
digital technology and ICT infrastructure, renewable energy
materials should have targeted incentives and initiatives targeting
small and medium-sized black-owned firms.
The benefits of infrastructure delivery programmes and
state procurement have primarily gone to a handful of firms.
Their impact could have been broadened by mandating
the sourcing of locally manufactured materials and inputs. If
locally sourced, the potential multiplier effect of these kinds
of inputs for roads, houses and buildings would have been
highly beneficial. But a few dominant players control the
construction sector with high costs of equipment hire to enter
these key sectors. Massive investments have been made into
Special Economic Zones, Industrial Development Zones and a
few incubation hubs in some provinces, but these are poorly
connected to local businesses and there is no integration
to enable township and rural enterprises to supply inputs.
There are poor backward and forward linkages between

ALTERNATIVE GROWTH REDISTRIBUTION
STRATEGIES

140. Ncane, M. 2017. Exploring Special Economic Zone linkages with emerging local
firms, local employment and local skills development: Firm level evidence from Dube
Trade Port and Richards Bay Industrial Zone. Master’s Thesis. Stellenbosch University.

Strategic interventions

Historically skewed ownership of the factors of production and
of land, capital and entrepreneurial capital (such as processing
facilities, buildings, machinery, plant and equipment) have
changed minimally.

major businesses in these zones and hubs and local firms,
and extremely low adoption of emerging black local firms as
preferred distributors or suppliers.140
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consolidation of public procurement using the Public
Procurement Bill must address the current shortcomings of
using public procurement to improve economic opportunities
for previously disadvantaged groups. The existing Preferential
Procurement Regulations that target SMMEs, cooperatives
and township and rural enterprises are unlikely to have fully
achieved those outcomes.
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for productive use remain an impediment to growing
a new class of previously disadvantaged farmers and
industrialists.
6.

The direct and indirect impacts of Special Economic Zones
on structural transformation and local industry spill overs
must be given more attention by the proposed Industrial
Council and the shareholders of these industrial parks. The
integration of emerging local firms into the value chain
and industrialisation growth path must be a key outcome
monitored by these zones that have been established
to drive economic transformation and industrialisation.
This inclusive approach requires that government helps
to build local firms’ capacity to meet quality standards by
using its finance, subsidy and incubation instruments to
link the expectations of firms operating in these zones
and emerging local firms’ output.

7.

if the policy framework and incentive schemes are
appropriately configured and deployed. The green
hydrogen industry that these zones could incubate could
generate significant exports of a product that is in high
demand internationally, namely hydrogen and its byproducts produced from zero carbon sources.
8.

The frontier products proposed in Section 7.1 and the
alternatives must be prioritised in townships, peri-urban
areas and rural towns to stimulate economic activity
and drive investment into these underdeveloped
and historically overlooked areas for small-scale
manufacturing and industrialisation. Setting measurable
targets with time-bound goals should be inculcated with
driving transformation.

9.

Local economic development that seeks to enable black
ownership and entry into the market requires improving
the capacity for local level oversight, improvement of
licensing and registration processes, including for tax,
and ensuring that employee composition is at least 70%
South African. Employment Services Act (2015) should
be revisited to support ownership structures of township
and rural area spaza shops and low-skilled work.

The newly established Renewable Energy Development
Zones provide an excellent opportunity for creating a
totally new energy industrial base for South Africa and
one owned by black South Africans. The combined
investment of between R250 billion and R450 billion in
renewable energy infrastructures within these zones
could be majority owned by blacks. The same can apply
to the upstream industries that could be catalysed

CASE STUDY: RETAIL SECTOR TRANSFORMATION

141

Research conducted between 2010 and 2016 on the behaviour of large supermarkets in South Africa highlighted the
significant constraints faced by any local supplier trying to enter the supermarket chain.142 The research showed that
three supermarket groups controlled 80% of the industry – the Shoprite Group (31%), Pick n Pay (30%) and Spar (21%).
When Woolworths and Massmart Holdings are added at 9% and 5% respectively, five firms control 96% of this sector. The
remaining 4% is split equally between Food Lovers Market and Choppies.143

•

•
•
•

Supermarket chains often have exclusive and long-term mall leases enabling them to exclude competition.
The typically centralised distribution model discourages direct store delivery and transfers costs to suppliers regarding
expensive food and product safety criteria.
They require certification of products, which can be prohibitive. For example, to meet the minimum standard of
having a Hazard Analysis and Critical Control Points certificate, supermarket-imposed Food Safety System certification
or Halaal-approved certification can cost suppliers between R80 000 and R200 000 a year, with additional maintenance
fees of about R100 000.
Packaging and labelling requirements can also impose a cost and administrative burden on smaller companies that
do not have access to the technology and infrastructure to comply.
Accessing a supermarket shelf can entail a host of additional fees from listing, slotting, advertising and store fees.
Payment terms tend to be lengthy and continued supply requires capital investment.

141. 142-144 Das Nair, R., & Dube, C. 2017. Growth and strategies of large, lead firms – supermarkets. Centre for Competition, Regulation and Economic Development University
of Johannesburg. Working Paper 8/2017.
142. See footnote 142
143. See footnote 142
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•
•
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Barriers to entry included:
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The result is that only a small number of companies can meet the stringent
requirements of supermarket supply chains.
According to South Africa’s Competition Act, a firm is dominant if it has at least 45% of the market or has at least 35%
but less than 45% or has less than 35% but has market power. Ironically, this would mean that none of the big three
supermarkets are dominant, and yet we have a concentrated retail market. There is an urgent need for a review of these
definitions of market dominance if we want to transform the sector and open it to new economic entrants.
Shoprite Holdings, Massmart Holdings, Spar Group and Pick n Pay Holdings reported higher turnovers than FirstRand,
Netcare, Impala, Anglo American Platinum and the Standard Bank Group in 2016. A new study has not yet been done.

MARKET CAP (ANNUAL
REPORTS ZAR’ BILLIONS AS
AT 3 MARCH 2016)

MARKET CAP AS AT 14
SEP 2020

CONTROL OF INDUSTRY
(2016)

Woolworths Holdings

74.2

38

9%

Shoprite Holdings

109.9

84.5

31%

SPAR Group

34.5

35

21%

Pick n Pay Holdings

34.4

23.5

30%

Massmart Holdings

32.6

7

5%

Choppies Limited

4.3

0.776

2%

It is not surprising then that these six retailers are in third position behind the
jointly tied seven leading financial and mining sector firms.
Government support programmes, private-sector initiatives and reforms of the Competition Act to deal with abuse of
dominance in the sector have not yielded any significant shift in access by local black entrepreneurs. In late 2019, the
Competition Commission released the results of its enquiry into the retail market144.
There needs to be a radical shift in access and ownership in this sector. Laws limiting ownership levels and that sanction
oligopolies are needed to enable the entry of black-owned SMMEs. Other measures include industrial policy that ensure
wider participation in the sector, targets for growing the participation of local suppliers, improved supplier development
programmes and a review of procurement processes. The current high levels of concentration and ownership have blocked
the market from self-correcting and state intervention is necessary. Despite the Competition Commission and the DTI’s
efforts, the oligopolies remain in place.
Competition Law should set more robust laws to control the operation of cartels and establish a fund provisioned from
sanctions and fines to fast-track supplier development programmes. The recently amended Competition Act does include
new provisions limiting dominant firms’ ability to impose unfair prices or other trading conditions on small- and mediumsized businesses or those controlled by historically disadvantaged people, as well as imposing these on a supplier. The new
provisions apply to the grocery wholesale and retail and agro-processing sectors and the e-commerce and online services
sector. They also prohibit a dominant firm from engaging in any price discrimination that substantially prevents or lessens
competition or that impedes the ability of SMMEs and historically disadvantaged people from effective participation in
the sector. A dominant firm may also not avoid selling or refuse to sell goods and services to a SMME or firm owned by a
historically disadvantaged purchaser.
While these amendments are welcome, they do not address the structural problem of dismantling retail oligopolies in
South Africa. More rigorous and direct reforms are needed if we want transformative and real change in this sector.

144. Competition Commission South Africa (CCSA), 2019. Grocery retail market inquiry final report.
https://www.compcom.co.za/wp-content/uploads/2019/12/GRMI-Non-Confidential-Report.pdf
accessed May 2020.
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The proposed
interventions of Section
7 represent an alternative
policy scenario for the
country.

The use by Adelzadeh et al. of economic modelling techniques
to quantitatively assess the likely impact of the Six-Pillar policy
proposal is a useful approximation of the potential impact
of this report’s proposed seven strategic interventions. This
section presents an adaptation of this economic modelling
for the purposes of assessing the impact of the proposed
seven strategic interventions with respect to key growth and
development indicators over the next decade.146
This section starts with a brief about the economic model
used, presents possible post-COVID-19 scenarios and the
proposed policy options during and after COVID-19. The last
section is dedicated to an analysis of the model results.

8.1 ADRS SOUTH AFRICA LINKED NATIONALPROVINCIAL MODEL (SA-LNP)
The ADRS economy-wide SA-LNP™ was used by Adelzadeh et
al. to examine the short-, medium- and long-term impact of
COVID-19 on key growth and development indicators under
alternative mitigation and post-COVID-19 policy scenarios at
the national, provincial, district and municipal levels.
SA-LNP™ is a linked macro-micro model of South Africa. The
macroeconomic component is a bottom-up, multi-sector,

To address the immediate COVID-19 crisis and the chronic
crisis of low growth and high unemployment, poverty and
inequality, we consider alternative scenarios for the likely
spread of COVID-19 in South Africa and its economic impact.
Scenarios for the severity of the global pandemic, and thus
the spillover economic impact on South Africa are also
considered. Finally, scenarios for alternative policy responses
to the pandemic are presented. We use the SA-LNP™ model to
generate likely future outlooks for each scenario.
8.2 COVID-19 SCENARIOS
Three scenarios related to the spread of the COVID-19
pandemic in South Africa are considered. Under the Low
Scenario, about 0.5% of South Africans (i.e. about 300 000) will
be infected by COVID-19. The Moderate and High Scenarios
consider the possibility of COVID-19 infecting between 1%
and 2% of the population (about 600 000 and 1 200 000)
respectively. The Low and Moderate Scenarios assume that
the pandemic will be contained during the third quarter of
2020, and that the economy will begin to recover during the
fourth quarter of 2020. The High Scenario assumes that the
virus will be contained only during the fourth quarter of 2020.
In terms of economic impact, we assume that illnesses
related to the pandemic and the social and governmental
containment responses result in unexpected shocks to the

145. Adelzadeh, A, Malumisa, S & Benecke, J 2020, COVID-19 and South Africa’s Future Economic Outlook, August, ADRS, United States of America.
146 This chapter is written by Dr Asghar Adelzadeh who is Director and Chief Economic Modeller at Applied Development Research Solutions (ADRS) (asghar@adrs-global.com), Dr.
Sambulo Malumisa who is Director-Senior Econometrician at the Gauteng Department of Economic Development (sambulo.malumisa@gauteng.gov.za), and Ms. Juane Benecke
who is Deputy Director: Economic Modelling and Forecasting, Gauteng Department of Economic Development (juane.benecke@gauteng.gov.za).

Scenarios

145

linked national-provincial model built using South African
time series data. Additionally, the macro model has two-way
links to a full microsimulation model of taxes, transfers, poverty
and inequality. The linked model includes more than 12 500
equations with about 1 100 estimated regression equations
that capture the laws of motion of the South African economy
at national and provincial levels. The model has a heterodox
theoretical orientation and generates projections for indicators
at national, provincial, district and municipal levels. It is housed
on a user-friendly web-platform that is publicly available on
the ADRS website.
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They include a wide range of policy proposals
to transform the economy and produce
an inclusive growth path. This approach
considerably overlaps with the Six-Pillar policy
proposal of Adelzadeh et al. for mitigating the
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how to address the chronic crisis of low growth
and high rates of unemployment, poverty and
inequality.
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economy. The initial economic shocks of the pandemic are
assumed to last between three (March to May 2020) to ten
(March to December 2020) months, depending on the
COVID-19 scenario. Locally originated shocks from domestic
responses to the pandemic to demand and supply variables
include shocks to household consumption expenditure,
private investment expenditure, production and employment.

economy. The spillover effects of the COVID-19 pandemic on
the South African economy are transmitted through at least
six channels: exports, imports, foreign direct investment (FDI),
gold price, oil price and the exchange rate.
Six full scenarios designed to capture the economic impact of
COVID-19 are derived from the combination of three scenarios
for the direct impact of the virus and two spillover effect
scenarios. The following table lists our assumptions regarding
the magnitudes of unexpected shocks to the economic
variables under each scenario.

Additionally, Moderate and High scenarios are included to
capture the major impacts of COVID-19 on the global economy
that have negative spillover effects on the South African

Table 6: COVID-19-Related Shocks to the South African Economy (2020)
ORIGIN

DURATION/
RANGE

GROUP A SCENARIOS

GROUP B SCENARIOS

A1

B1

A2

GROUP C SCENARIOS

B2

C1

C2

Domestic (Direct)
Shock Scenarios:

Low

Low

Moderate

Moderate

High

High

International (Indirect
or spillover) Shock
Scenarios:

Moderate

High

Moderate

High

Moderate

High

Percentage of South
African population
infected by COVID-19

0,50%

0,50%

1,0%

1,0%

2,0%

2,0%

Number of South
Africans infected by
COVID-19

300 000

300 000

600 000

600 000

1 200 000

1 200 000

During 4th Q

During 4th Q

Table 6: COVID-19 related shocks to the
South African economy, 2020
PLS
Containment timeline
During 3rd Q
During 3rd Q
End of 3rd Q
Table: COVID-19SEND
RelatedRAW
Shocks to South African Economy (2020)
Local (Direct) Shocks
Group A Scenarios
Group B Scenarios
List of Shocks
Types
Origin
Duration/Range
A2
B1
B2
DATA A1
Household
Domestic (Direct) Shock
Scenarios:
Demand Shock
Domestic
2nd
Q (Q-on-Q) = Low
-4%
Moderate
International (Indirect or spillover) Shock Scenarios:
Percentage of South African population infected by COVID-19
0.50%
Number of South African infected by COVID-19
Annual (2020)= 300,000
-3,0%
During 3rd Q
Containment timeline

Low-4%
High
0.50%
300,000
-3,0%
During 3rd Q

Consumption
Expenditure

SA-LNP Categories
(Range)=

Local (Direct) Shocks
Household Consumption
Investment
Expenditure
Expenditure

Investment Expenditure

Production

Shock

Supply
Shock

Employment

Employment

Demand
Shock
Supply
Supply
Shock

Production

2nd Q
(Q-on-Q)
=
Annual
(2020)=
Domestic

Domestic

Import
International
Spillover

(Indirect) Shocks
Exports
Exchange Rate

Domestic

-3.0%-3,4%

[-11.6% , +7%]
-8%

-5.9%

-5.9% -6,8%
[-11.6% , +7%]

[-5.8% , +3.5%]

High
High
-16%
Moderate
High
2.0%
2.0%
1,200,000
-12% 1,200,000
During 4th Q
During 4th Q

[-23.3% , +14%]

-16%
-12%

-6,8%

[-11.6% , +7%]

-5,0%

-13,6%

[-23.3% , +14%]

-12%

-3.4%-2,5%

-6.8% -5,0%

-6.8%

-2.5%

-5.0%

-5.0%

-10%

-10%

2nd Q (Q-on-Q) =

-0.5%

-0.5%

-1%

-1%

-2%

-2%

Annual (2020)=

-0.6%

-0,5%

-0,5%

-0.6%

-1.2%

-1%

[-2.2% , -0.37%]
-1,2%

[-1.1% , -0.2%]
-0,6%

2nd Q=

-45% (-7.3 m)

-45% (-7.3 m)

-48% (-7.8 m)

[-22.6% , -3.8%]

[-22.6% , -3.8%]

[-31.7% , -5.3%]

-1.2%

-1%

-2.4%

-10%

-13.6%

-2%

-2.4%

[-2.2% , -0.37%]
-1,2% [-4.4% , -0.74%] -2,4%[-4.4% , -0.74%]
-48% (-7.8 m)
-51% (8.0 m)
-51% (8.0 m)

SA-LNP Sectors
[-1.1%
[-2.2% ,-16.2%
-0.37%](-2.5 m) [-4.4%
, -0.74%]
Annual
(2020)=
-9% (-1.5
m) , -0.2%] -9% (-1.5[-1.1%
m) , -0.2%]
-12.6% (-2.0[-2.2%
m) , -0.37%]
-12.6% (-2.0 m)
-16.2%
(-2.5 m)
(Range)=
2nd Q=

2nd Q (Q-on-Q) =

Annual
(2020)=
Annual
(2020)=

-45% (-7.3 m)
-20%

-9% (-1.5 m)
-14.5%

SA-LNP Categories
(Range)=
SA-LNP
Sectors [-30% , 5.6%]

(Range)=
2nd Q
(Q-on-Q) =
Annual (2020)=

SA-LNP Sectors (Range)=

Price
DomesticInternational
Demand Shock
Shock

Price
International
Gold Price
Shock
Price
International
Oil Price
Shock
Demand
International
Foreign Direct Investment Demand Shock
Import
International
Shock
Source: Authors' estimates.

[-22.6% , -3.8%]

[-37% , 7%]

-26%

[-30% , 5.6%]

[-37% , 7%]

-14.5% -12.6% (-2.0 m)
-20.0%

[-22.6% , -3.8%]

-24.0%

-20.0%

-20%

-14.5%

[-30% , 6%]

-14,5%
20%

-10%
-20%

[7.5% , 40%]
(2020: -20%)
-26%
(2021: +15%)

[-40.7% , -6.8%]

-48% (-7.8 m)

-20%

-20%-9% (-1.5 m)

-20%

SA-LNP Categories
[-30% , 5.6%]
-20%
(Range)=
2nd Q (Q-on-Q) =

-48% (-7.8 m)

-26%

-14.5%

(2020: -20%)
2nd Q (Q-on-Q) =
-20%
(2021: +15%)

Annual (2020)=

-45% (-7.3 m)

[-31.7% , -5.3%]

[-31.7% , -5.3%]

-24.0%

-20%

-12.6% (-2.0 m)
-15%

[-30% , 5.6%]

[-31.7% , -5.3%]

-20.0%

-20.0%

[-30% , 6%]
(2020: -20%)
-20%
(2021: +15%)

[7.5% , 40%]
(2020: -20%)
-26%
(2021: +15%)

35%-20%

20% -14,5%

-25%[-37% , 7%]

-20% [-30% , 5.6%] -25%

-25%-24,0%

-10% -20,0%

35%

-25%

-12%
[-23.3% , +14%]
-13,6%

[-23.3% , +14%]

-1.7%
-2,5%

-13.6%

-16%

-16%

-2.5%

SA-LNP Sectors (Range)=

Demand
Shock

[-11.6% , +7%]
-8%

, -0.2%]
SA-LNP Sectors
(Range)=
Annual
(2020)= [-1.1% -0,6%
Domestic

Domestic

Moderate -8%
High
1.0%
600,000 -5,9%
End of 3rd Q

Annual (2020)=

2nd Q (Q-on-Q) =

Domestic

Demand
Shock

[-5.8% , +3.5%]
-4%

Group C Scenarios
C1
C2

SA-LNP Sectors
[-2.7% , -0.7%][-11 , -2.7%]
[-11 , -2.7%][-11 , -2.7%] [-11 , -2.7%]
SA-LNP Sectors
(Range)=
[-2.7% [-2.7%
, -0.7%], -0.7%] [-2.7% , -0.7%]
[-22 , -5.5%] [-22 , -5.5%]
[-22 , -5.5%]
(Range)=

Demand & Supply
Domestic
International
Shocks
Shock Spillover (Indirect)

Exports

[-5.8% , +3.5%]

2nd Q (Q-on-Q) =
-4%
Demand
DomesticDomestic
Annual
Demand
2nd Q(2020)=
(Q-on-Q) = -3.0%
-1,7%
ShockShock
SA-LNP Categories (Range)=
[-5.8% , +3.5%]

Moderate-8%
Moderate
1.0%
600,000 -5,9%
End of 3rd Q

End of 3rd Q

-10%
[-22 , -5.5%]
-2%
-2,4%
[-4.4% , -0.74%]

[-40.7% , -6.8%]

-51% (8.0 m)
-26%

-16.2% (-2.5
m)
-20%
[-37% , 7%]

[-40.7% , -6.8%]

-24.0%

-15%

-20%

[-30% , 6%]

[7.5% , 40%]

-51% (8.0 m)
-16.2% (-2.5 m)
[-40.7% , -6.8%]

(2020: -20%)
(2020: -20%)
-20%
(2021: +15%)
(2021: +15%)

-26%

-15%

-20%

-20,0%

20%

35%

[-37% , 7%] -20%

[-30% , 5.6%]
-25%

-10%

-25%

-24,0%

-20,0%

[-37% , 7%]
-24,0%

Annual (2020)=

-14,5%

-20%

-14,5%

-20,0%

-15%

-20%

SA-LNP Sectors
(Range)=

[-30% , 6%]

[7.5% , 40%]

[-30% , 6%]

[7.5% , 40%]

[-30% , 6%]

[7.5% , 40%]

(2020: -20%)
(2021: +15%)

(2020: -20%)
(2021: +15%)

(2020: -20%)
(2021: +15%)

(2020: -20%)
(2021: +15%)

(2020: -20%)
(2021: +15%)

Exchange Rate

Price Shock

International

(2020: -20%)
(2021: +15%)

Gold Price

Price Shock

International

20%

35%

20%

35%

20%

35%

Oil Price

Price Shock

International

-20%

-25%

-20%

-25%

-20%

-25%

Foreign Direct
Investment

Demand Shock

International

-10%

-25%

-10%

-25%

-10%

-25%

Source: Adelzadeh,
Malumisa and
Benecke (2020).

8.3 POLICY SCENARIOS
To complete the model scenarios, the six COVID-19 scenarios were augmented with two distinct sets of policy scenarios, a Businessas-usual (BAU) scenario and an Alternative Policy Reforms (APR) scenario that depend to a large extent on the implementation of
the seven strategic interventions.
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Other features of the BAU scenario are:
•

All components of the general government investment
increase by 6% annually. These are investments in
economic infrastructure, social infrastructure and
business services.

•

Investment by public corporations also increases by 6%
annually.

•

General government final consumption expenditure
increases by 7.5% annually.

•

No new micro, macro or social policy measures are
introduced over the next 11 years.

•

The fourth phase of the EPWP is introduced with no
changes to the number of job openings and remuneration
rates used during the third phase.

•

The social security programme remains unchanged, with
the grant amount adjusting by 6% annually.

8.3.2 ALTERNATIVE SCENARIOS
Section 7 presented details of seven strategic interventions.
The interventions are considerably similar to the modelling
policy scenarios used for the Six-Pillar policy programme of the
model used by Adelzadeh et al., which are briefly described in
the box 1 . Table 7 describes policy measures that are shared
by the seven strategic interventions of Chapter 7 and the SixPillar policy programme and whose impact on key growth
and development indicators have been assessed using the
SA-LNP model. Relative to the BAU Scenario, the shared policy
measures of Table 7 constitute the Alternative Policy Reforms
(APR) scenario.

Macroeconomic Policy Reforms (PILLAR 1): This
pillar includes short-term use of fiscal and monetary
policy measures to mitigate the impact of COVID-19
on households and businesses. Over the medium to
long term, the pillar is designed to directly and indirectly
enhance economic growth and support other policy
pillars, such as the social policy pillar (Pillar 2) and the trade
and industry policy pillar (Pillar 4), to achieve industrial
transformation and inclusive economic growth.
Social Policy Reforms (PILLAR 2): The social policy
pillar is built as part of a necessary policy response to
both the devastating social impact of the pandemic and
the persistent high rates of unemployment, poverty and
inequality.
Microeconomic Reforms (PILLAR 3): This
microeconomic policy pillar is chiefly derived from the
National Treasury’s modelling scenarios148 to increase
efficiency and competitiveness of the South African
economy. Similar proposals are advanced by Business for
South Africa.149 The measures are essentially supply-side
measures for the reform of institutions and regulatory
frameworks and agencies to remove perceived
“inefficiencies” and “imperfections” in the operation of the
free market.
Trade and Industrial Policy Reforms (PILLAR 4):
This pillar includes policy measures that are designed
to capture four ultimate goals of trade industrial policy,
namely to raise total investment in the manufacturing
sector, expand exports and increase local content and
support procurement of locally manufactured products,
and increase the labour intensity of production.
Domestic and International Private Sector Support
(PILLAR 5): This pillar includes the possibility of increased
local and international private sector investment
in the South African economy, and particularly the
manufacturing sector.
Provincial Growth and Development Plans
(PILLAR 6): This pillar incorporates measures adopted
by provincial growth and development plans as part
of the overall economic plan for the country.

147. Adelzadeh, A, Malumisa, S & Benecke, J 2020, COVID-19 and South Africa’s Future
Economic Outlook, August, ADRS, United States of America.
148. National Treasury. (2019). Economic transformation, inclusive growth, and
competitiveness: Towards an Economic Strategy for South Africa. National Treasury.
Retrieved from http://www.treasury.gov.za/comm_media/press/2019/Towards%20
an%20Economic%20Strategy%20 or%20SA.pdf
149. Business For South Africa. 2020. Post COVID-19A New Inclusive Economic Future
for South AfricaDelivering an Accelerated Economic Recovery Strategy. Johannesburg:
Business for South Africa. Accessed online: https://www.businessforsa.org/wpcontent/uploads/2020/07/B4SA-A-New-Inclusive-Economic-Future-for-South-AfricaPresentation-10-July-Final.pdf
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The BAU policy scenario presents a likely outlook for the
future of the South African economy that fundamentally
resembles its recent performance. According to this scenario,
the future policy inputs into the economy will follow recent
policy history, as represented in Section 7 under the headings
“Existing mechanisms”. For example, through the MediumTerm Strategic Framework (MTSF) and the MTEF, fiscal policy
will continue to prioritise lowering the debt-to-GDP ratio
through expenditure measures, and monetary authorities will
continue to set the interest rate to enforce strict adherence to
inflation targeting, with 6% as the ceiling for the inflation rate.

Box 1: Six-Pillar Policy Reforms147
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Table 7: Alternative Policy Reforms (APR) measures
SEVEN STRATEGIC
INTERVENTIONS

SIX-PILLAR POLICY
EQUIVALENT

POLICY REFORMS / MEASURES
“What if” the industrial policy measures, such as various industrial financing incentives, were to succeed in
directly and indirectly increasing total annual investment in the manufacturing sector by R10 billion (in 2010
prices) during the next 10 years (2021-2030).

1. Industrialisation,
Requisite Macro-policy
Instruments

Pillar 1:
Macroeconomic Policy
Reforms

“What if” trade and industrial policy measures, such as the SEZ and African integration programmes, were to
succeed in increasing total exports by an additional 1.5% after 2021.

2. Fiscal Stimulus

Pillar 3:
Microeconomic Policy
Reforms

“What if” the government and public corporations systematically increase their investment in economic
infrastructure (e.g. roads, bridges, dams, electricity and water supply), social infrastructure (e.g. schools, hospitals,
parks and administrative services) and economic services (e.g. business enterprises) by 10% annually over the
next 11 years, which is 4% above the BAU scenario.(1)

3. Domestic Food
Production and Rural
Development

Pillar 4:
Trade and Industrial Policy
Reforms (partly)

“What if” the Reserve Bank’s current solitary mandate under inflation targeting is changed to the nominal GDP
targeting with dual mandate of using monetary policy tools to help achieve a growth target of 6% and price
stability with the upper limit of 8% for the inflation rate.

Pillar 6:
Provincial Growth and
Development Plans

“What if” the government spending on goods and services (i.e., government final consumption expenditure)
annually increases by about 10.5% to provide necessary funding to expand the delivery of individual and
collective social services.(2,3)
“What if” monetary authorities adopt necessary measures to raise the annual growth of credit extension to the
private sector to 15%.(4)
“What if” the government sector support policies help exports from the agriculture sector to grow by an
additional 1% in 2021 and by an additional half a per cent every year thereafter. Thus, by 2030, exports from the
agriculture sector are expected to be 6% higher than would be the case without the measures.
“What if” the government microeconomic measures were to succeed in lowering the price of the Transport,
Storage and Communication sector over the next 11 years by 5% to 10% initially (between 2021 and 2023) and
then by an additional 5% annually.
“What if” the government microeconomic measures were to directly boost labour productivity in the
Transport, Storage and Communication, Agriculture, Food, Basic Chemicals, Iron and Steel sector, and the trade,
catering and accommodation services. We therefore allowed for an annual positive shock of 1% to the labour
productivities of the above sectors.
“What if” microeconomic policy reforms were to succeed in improving competitiveness in the following sectors
of the economy and thereby led to the gradual lowering of their mark-up by 2 percentage points initially and
an additional one percentage point each subsequent year. The sectors that were considered are trade, catering
and accommodation services; Transport, Storage and Communication; and Financial Intermediation, Insurance,
Real Estate and Business Services.
“What if” provincial industrial measures succeed in increasing Gauteng’s total real output by 0.5% in 2021 and
by an additional half a per cent each year thereafter.
“What if” provincial measures to promote African regional trade succeed in increasing Gauteng exports to Africa
by an extra 0.5% annually.
“What if” extensive provincial sector strategies and support measures successfully lead to an additional 0.5%
annual investment increase in Gauteng’s agriculture, food, electricity, water, construction, transportation and
communication sectors.
“What if” the government’s Proudly SA and localisation policies succeed in gradually reducing import
dependency ratios of some sectors by 20% over the next 11 years.

4. Investment, Domestic
Resource Mobilisation,
and Private Sector
Participation

Pillar 4:
Trade and Industrial Policy
Reforms (Partly)

“What if”, the Trade and Industrial policy uses a range of policy measures, including the public sector and publicprivate sector investment practices, to gradually increase the employment intensity of economic growth in
South Africa.
“What if” the Public-Private Growth Initiative (PPGI) were to increase investment in the South African economy
by R500 billion over the next 11 years and disincentives to curb cash hoarding.

5. Labour Absorption
Strategies and Social
Policy

Pillar 5:
Private Sector Support

“What if”Public Investment Corporation (PIC) were to increase its investment in the South African manufacturing
sector by R100 billion between 2021 and 2025 (5 years).
“What if” the level of foreign direct investment in South Africa gradually increased from 0.05% to 0.13% of GDP
between 2021 and 2030.
“What if” the government begins to make Public Works the employer of last resort for the unskilled-unemployed
with an increase of the daily pay rate to R160. In 2020, EPWP expands to cover 35% of the unskilled unemployed,
the coverage will grow to 73% in 2021 and by an additional 3% every year after.
“What if” post COVID-19, the skilled unemployed who became unemployed due to COVID 19 in 2020 can apply
for an adult unemployment grant linked to a public employment scheme to help them remain or become
active in the labour market. After 2020, the monthly R1000 grant is expected to increase by 6% annually.
“What if” given COVID-19, the government immediately introduces a youth conscription if not in qualification or
not working, youth are trained for skills using the army as a vehicle that will give you a grading and given a grant
of R500 per month for those who sign up. You would exit with a skill with a grant. And, “What if” the youth service
grant introduced in 2020 were continued post-COVID-19 with the initial amount of the grant to increase by 6%
annually. Every youth should be working, registered in a school and not idle. The aim is to train and ensure our
youth are productive.

Notes: (1) According to the Reserve Bank time series data (KBP6106J and KBP6106J), public investment (sum of investments by general government and public corporations) grew at an average annual rate of 20.6% between
2000 and 2008. In contrast, the average annual growth of public investment declined to 4.2% during 2010 to 2019. (2) This is 3% above the average growth rate of government spending over the last five years, but is similar
to the average growth of government spending between 1994 and 2008. During 2000s, government final consumption expenditure grew at an average annual rate of 12.3%. Since 2010, the rate has decreased to 8.1%
(2011–2018) (Reserve Bank Bulletin, First Quarter of 2019, National Account). (3) Collective services are services provided by a public sector entity simultaneously to all members of the community that are intended to address
the needs of society as a whole. Individual services are goods and services provided to individuals and/or households by a public sector entity that are intended to address the needs of society as a whole. Examples of collective
services include street lighting and public order and safety. Examples of individual services include public sector healthcare services and education services. (4) According to the Reserve Bank time seried data (KBP1347J),
between 2000 to 2009, the total credit extension to the private sector grew at an average annual rate of 15.9%. In comaprison, the annual growth rate of credit extension to the private sector declined during 2010 to 2019 by
more than half to 7%.

Scenarios

7. Growth through
Redistribution

Pillar 2:
Social Policy
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6. State Capacity
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8.4 FINDINGS
This section compares the SA-LNP model simulation results that
were generated based on the COVID-19 scenarios and two policy
options, the BAU and APR scenarios. Since the APR policy measures
(column 3 of Table 7) represent the overlap between the seven
strategic interventions of Section 6 and the Six-Pillar policy measures
of Adelzadeh et al. the latter’s modelling results are presented as close
estimates of the likely impact of the seven strategic interventions.
Overall, the results present likely short, medium- and long-term
growth and development outlooks for the future of South Africa
under alternative COVID-19 and policy options.

8.4.1 BASELINE SCENARIO: NO-COVID-19 WITH
BAU POLICIES

What if there were no COVID-19
and the status quo policy remained
unchanged? What would be the likely
economic outlook for South Africa
over the next decade?

•

Over the next decade, the real size of the economy (in
2010 prices) is projected to grow by about 23.4%, which
translates to a CAGR of 1.9%.

•

Total employment will grow to 20.1 million by 2030,
adding 3.8 million jobs to the economy over 10 years. By
2030, the unemployment rate is expected to be 26.3%.

•

The poverty rate is projected to decline by 1.8% over the
next decade, from 36% in 2019 to 34.2% in 2030.

•

Overall, under this scenario, the economy is likely to remain
stuck in low growth with high rates of unemployment,
poverty and inequality.

Figure 43: No COVID-19 with BAU policy scenario, 2016–2030
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8.4.2 COVID-19 SCENARIOS WITH BAU POLICY
OPTION

What if with COVID-19 the policy
status quo is unchanged, what is the
likely future economic outlook?
The model results show that COVID-19 will have a major impact
on the economy. Depending on the COVID-19 scenario:
•

The real GDP growth rate for 2020 is likely to drop to
between -4.4% (Mild COVID-19 Scenario) and -12.1%
(Severe COVID-19 Scenario).

•

Unemployment rate is likely to grow to between 34%
(Mild Scenario) and 39% (Severe Scenario) in 2020.

•

Poverty rate is likely to increase by between 4 and 7%,
growing the number of poor by between 2.5 and 4.5
million.

•

The post-COVID-19 economic transition will neither be
quick nor uniform, with more key indicators, including
output, investment, export and import following the
U-shape path. Therefore, negative economic impacts
of the pandemic are expected to persist in the medium
term.

•

Over time, economic indicators tend to gravitate towards
the low growth, high unemployment and poverty trends
of the No-COVID-19 Scenario.

Figure 44: COVID-19 scenarios with BAU policy option (part 1)
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Figure 45: COVID-19 scenarios with BAU policy option (part 2)
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8.4.3 COVID-19 SCENARIOS WITH APR

The APR measures will mitigate the impact of COVID-19 and
help achieve inclusive growth outcomes over the next 10
years, because they:

•
•
•
•
•
•
•

Reduce the negative impact of COVID-19 on growth,
employment and poverty.
Shorten the recovery period.
Produce average annual GDP growth of 6.2%.
Create between 8.7 million (Mild Scenario) and 9.8 million
(Severe Scenario) jobs over the next decade.
Reduce the unemployment rate by almost 70% to 12.2%
by 2030.
Lower the poverty rate by almost 50% to 23%.
Reduce income inequality by 16%.

SECTION 8

To answer these questions, we ran the SA-LNP model using the
Mild and Severe COVID-19 scenarios with the APR scenario, as
specified in Figure 46. The model projections show that the
short-, medium- and long-term impact of the APR scenario
differs from the COVID-19 scenarios with the BAU policy
option.

Scenarios

What if in response to COVID-19,
government changes the policy
status quo? What policy mix is likely to
mitigate the impact of the virus and
propel the economy on a path that
yields inclusive growth?

95

Figure 46: COVID-19 scenarios with BAU and APR scenarios
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Figure 47: : COVID-19 and likely outlook for unemployment, poverty and inequality
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8.5 INCLUSIVE GROWTH AND APR

8.6 MACRO-DYNAMICS OF APR SCENARIOS

The SA-LNP model results indicate
that the APR approach is likely to
produce an inclusive growth path
in terms of providing concrete and
significant benefits to poor families,
working-class families and the
private sector.

The APR approach engenders
economic dynamics supported by the
consistent implementation of stimulusoriented policies that are designed
to gradually expand both aggregate
demand and aggregate supply and
raise output, employment, income
and expenditure of households and
businesses.

Finally, the business class is expected to prosper and grow
significantly over the next decade. Under the APR programme,
real GDP is projected to almost double over the next decade,
which implies a significant expansion of the domestic market.
At the same time, the average profit rate is projected to
remain above 16%. Improvements in the economy and the
overall wellbeing of the population improve average labour
productivity growth, while the government debt-to-GDP ratio
will gradually decline to between 30% (Mild Scenario) and
50% (Severe Scenario) over the next 10 years. The average
investment-GDP ratio is estimated to increase to between
26.7% (Mild Scenario) and 25.2% (Severe Scenario), and the
increase in social cohesion that is expected to accompany
inclusive growth is expected to promote stable capital
accumulation.

Moreover, by significantly increasing
employment and reducing poverty
and income inequality, the APR policy
framework provides the foundation
for increased participation in the
economy of the currently poor and
excluded.
150. Auerbach, A.J. and Gorodnichenko, Y., 2012. Measuring the output responses to
fiscal policy. American Economic Journal: Economic Policy, 4(2), pp.1-27.
Auerbach, A.J. and Gorodnichenko, Y., 2013. Output spillovers from fiscal policy. American
Economic Review, 103(3), pp.141-46.
151. Abiad, A., Bluedorn, J., Guajardo, J. and Topalova, P., 2015. The rising resilience of
emerging market and developing economies. World Development, 72, pp.6.

Scenarios

Working-class families are also expected to materially benefit
from the proposed APR framework. The unemployment
rate is expected to decline by two-thirds from 35% (Mild
Scenario) and 40% (Severe Scenario) in 2020 to 12% in 2030.
Therefore, the economy is projected to add between
8.7 million (Mild Scenario) and 9.8 million (Severe Scenario)
jobs to total employment between 2020 and 2030. Income
inequality, measured by the Gini coefficient, is projected to
decline by more than 15%. At the same time, better delivery
of social services (education, health, land reform, housing) and
improved economic infrastructure across the country (roads,
bridges, transportation) enhance the living conditions of
millions of working-class families.

The macro-dynamics associated with the APRs includes
significant spin off effects. For example, the simulation
results show that the scenario’s public investment measures
boost aggregate demand through the short-term fiscal
multiplier, the magnitude of which may vary with the state
of the economy.150 If these investments specifically target the
energy sector, to accelerate the transition to a renewablesled industrialisation programme, the short- and long-term
multipliers would have particularly positive economic
impacts. At the same time, this would significantly catalyse
and crowd-in private investment and, over time, have a
positive supply-side effect as the productive capacity of the
economy increases with the higher infrastructure capital stock
(“hysteresis”).151 Similarly, the positive impact of the proposed
Public Investment Corporation’s injection of R100 billion into
the manufacturing sector (e.g., investment in the upstream
industries catalysed by the energy transition) over the next five
years goes beyond the investment period due to its dynamic
effects. By expanding the productive capacity of the sector
and the economy, as it directly and indirectly augments the
physical stock, the five-year investment injection contributes
to the long-term growth of the sector and the economy.
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The economic impact of the APR scenario is found to
significantly help poor households in South Africa over the
next decade by moving a significant portion of the poor out of
poverty and improving their living conditions. These expected
outcomes are reflected in the halving of the poverty rate over
the next 11 years, which is estimated to reduce the number of
poor by almost 10 million. Moreover, significant improvement
in the delivery of social services (for example, education,
health, land reform, housing) and economic infrastructure
across the country (such as roads, bridges, transportation)
particularly improves the living conditions of poor families.

98

This prospective result helps overcome the chronic shortage of
aggregate demand in the economy and moves the economy
from stagnation to sustainable economic growth.
Finally, the model results confirm that investment in the
manufacturing sector, which is directly promoted by specific
measures in the APR, leads to higher productivity growth in
the manufacturing sector and across the economy. This is
in line with similar findings for other countries and confirms
that growth of the manufacturing sector has a relatively larger
macroeconomic spill over compared to other measures.152
This argument has its origin in Kaldor’s so-called three “Laws”,
which state that higher growth in manufacturing leads to
higher productivity growth, both within the manufacturing
sector and across the economy as a whole..153

152. The literature on testing the validity of the Kaldor’s three laws is extensive at both
country level and regional level. For example ,Guo (2007), McCombie (1983), Thrilwall
(1983) and Alexiou et al. (2010).
153. Kaldor, N., 1966. Causes of the slow rate of economic growth of the United Kingdom:
an inaugural lecture. Cambridge University Press.

8.7 FISCAL AND DEBT SUSTAINABILITY OF APR
The APR proposal suggests important fiscal mitigation
measures. These measures include short-term responses to
the social and economic impact of COVID-19 and medium- to
long-term fiscal policy measures to help propel the economy
onto a higher growth path with lower levels of unemployment,
poverty and inequality. Consequently, the APR approach has
budgetary (fiscal) implications. As such, we consider whether
the scenario is fiscally sound and has a desirable impact on
the evolution of the debt-to-GDP ratio over the next 10 years.

Figure 48 displays the SA-LNP model results for likely future
trends in government total current expenditure and income
under BAU and APR scenarios.154 The figure shows the expected
increase (compared to the BAU) in the level of government
current expenditure that is required to properly fund the APR
scenario’s proposed expansion of the EPWP, social security and
government expenditure on social and economic services.
It shows that under the APR scenario, government current
expenditure is expected to increase at a CAGR of 9% (Mild
Scenario) to 9.8% (Severe Scenario) between 2020 and 2030;
154. Total government current expenditure refers to the sum of “Current Payments” and
“Transfers and Subsidies” of the consolidated general government.

Figure 48: Outlook for government income and expenditure, 2020–2030
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that is, from about R1.7 trillion in 2019 to between R4.4 trillion
(Mild) and R4.8 trillion (Severe) in 2030. Given the expected
economic growth rates in the scenarios, Figure 48 shows the
concurrent expected increase in government gross income
during the same period at a CAGR of 9.4% (Mild) and 9.3%
(Severe), or from R1.73 trillion in 2019 to R4.64 trillion (Mild) and
R4.8 trillion (Severe) in 2030. Therefore, as depicted in Figure
48, and except for the COVID-19 period, government income
and expenditure are expected to closely grow together under
the APR approach.
From a fiscal sustainability point of view, Figure 49 depicts
the trends in government revenue and expenditure relative
to GDP and shows that their future paths, whose difference
defines the deficit-to-GDP ratio, are expected to be parallel
and close to each other, especially post-COVID-19. As a result,
for the period 2020 to 2030, this APR scenario envisages an
average annual deficit-GDP ratio estimated at -2.28%, which
is almost half of the corresponding value of -4.5% for the
BAU scenario. Overall, the fiscal outlook of the APR scenario is
sensible and sound.
The above fiscal outlook of the APR scenario is one of three
factors that directly impact the evolution of the debt-to-GDP
ratio under that scenario. Economic growth and monetary
policy are the other two factors. For a given initial value, the
debt-to-GDP ratio is positively (negatively) affected when the
real interest rate is greater (smaller) than real GDP growth or
when the primary balance ratio is negative (positive). Based on
this basic economic relationship, the outlook of the debt-toGDP ratio is linked to the overall economic growth rate, interest
rate (monetary policy) and primary balance (fiscal policy).155

The SA-LNP model provides
projections of the debt-to-GDP ratio
and its underlying factors.

In comparison, model projections show that the outcome
significantly differs under the APR option. In this case, real GDP
growth rates will be greater than real interest rates for almost the
entire period, thus exerting downward pressure on the debt-toGDP ratio. However, the decline in the ratio is moderated by the
estimated negative primary balance ratio, which is expected to
range from -9.5% in 2020 to +0.7 in 2030. Figure 49 depicts the
evolution of the debt-to-GDP ratio under the APR scenarios for
both Mild and Severe COVID-19 scenarios.

Consequently, our assessment of SALNP model results related to the fiscal
and debt-GDP sustainability of the
APR proposal shows:
1.

The negative impact of the proposed COVID-19
mitigation measures on the deficit-GDP ratio and the
debt-to-GDP ratio will only be short term and will mainly
be felt during 2020 and 2021.

2.

Over the next decade, however, government revenue
is expected to grow concurrently with the scenario’s
projected GDP growth trajectory, thereby generating the
funds needed to pay for the scenario’s expected increase
in government expenditure.

3.

Relative to the BAU scenario, the APR programme
generates significant improvement in economic growth,
relatively lower real interest rates and relatively better
primary balance rates, thereby gradually lowering the
debt-to-GDP ratio.

in

debt-GDP

ratio

can

be

formally

written

as:

where d denotes debt-GDP ratio, r is the real interest rate (nominal interest rate
minus GDP deflator), g represents the real GDP growth, and pb is the prime balance
relative to GDP. Based on this equation, one can associate the change in debt-GDP
ratio to: interest rate (
), growth (
) and fiscal policy (
), For the
derivation of the above debt accumulation equation see IMF, 2014.

SECTION 8

155 Change

Scenarios

For example, the simulation results show that under the BAU
policy scenario, a combination of higher real interest rates
relative to real GDP growth rates and negative primary balance
ratios (ranging from -10.5% to -4.5%) exerts upward pressure
on the debt-to-GDP ratio over the next 10 years. As a result,
the debt-GDP ratio is expected to increase, slightly (Mild) to
moderately (Severe), relative to 2019, as shown in Figure 49.
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Figure 49: Likely debt-to-GDP ratio trends, 2019–2030
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8.8 CONCLUSIONS

South Africa was hit by the COVID-19
pandemic at a time when the
economy was already in crisis.

Our findings show that there is a way for the South African
government to effectively overcome the twin crises of
COVID-19 and chronic stagnation with high rates of poverty
and inequality, but not without boldly charting a new
economic policy course.
Scenarios

We demonstrate that, with or without COVID-19, the BAU
policy option will likely continue to produce low growth
with high rates of unemployment, poverty and inequality.
Our results show that the proposed alternative policy reform
measures drawn from the APR framework has the potential
to bridge relief from the current health and economic crises
to the generation of inclusive growth. In contrast to the BAU
outcomes, the APR policy framework shows that as rising
prosperity is obtained, the benefits significantly accrue to poor
and working-class families, rather than primarily to the business
class.

The proposed policy framework,
comprising a set of ‘necessary
conditions’ and ‘seven strategic
interventions’, challenges the
existing economic orthodoxy that
underpins the current BAU policy
option with its heavy reliance on
microeconomic policy reform
proposals and a highly constrained
macroeconomic policy framework.

SECTION 8

Since returning to the pre-COVID-19 economic recession is
not a desirable option, the country’s current policy challenges
go beyond short-term COVID-19 mitigation measures.
Government policy measures must respond to the immediate
COVID-19 crisis, while also addressing the country’s persistent
economic stagnation with high rates of poverty and inequality.
In this section, we used an economy-wide linked macro-micro
model of South Africa to simulate the short-, medium- and
long-term impact of six COVID-19 scenarios under a BAU
policy option and an alternative seven strategic interventions
policy option.
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SECTION 9

Strategic
Interventions
and the Model
Outcomes

SECTION 9

South Africa needs short and long-term
strategic interventions to support a postCOVID-19 economic recovery and address
the general long-term malaise afflicting South
Africa’s economic performance.

Targets, short and long-term initiatives

South Africa needs
short and long-term
initiatives
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These interventions
should form the basis for
an economic recovery
programme that
stimulates the economy,
reignites growth and
helps to realise South
Africa’s full economic,
social, institutional and
environmental potential.

According to a 2013 Centre for Development and Enterprise
report, South Africa would need to grow at an average rate of
7% for 15 years to reach the average global employment rate.
That should be our target. And we will not achieve a growth
rate of 6% or more per annum if austerity is our point of
departure. Nor will we achieve it if the necessary fundamentals
(see Section 6) are not in place, particularly those that relate to
the redistribution of resources, full employment, technology
and the energy transition. Below we reiterate the seven
strategic interventions and the potential outcomes based on
the assumptions used to model the preferred scenario. These
assumptions include an expansionary public expenditure
framework, relaxed and expansionary monetary policy and
deliberate targeted investment in subsectors that will improve
employment intensity, enlarge domestic markets and boost
export competitiveness (especially within the African regional
context).

What follows below is a brief re-statement of the seven
strategic interventions with reference to the potential shortand long-term outcomes derived from the modelling work

1. USE INDUSTRIAL POLICIES TO EXPAND
AGRICULTURAL AND INDUSTRIAL PRODUCTION .
Short-term interventions:
•

Establish the Industrial Council to coordinate industrial
policies.

•

Prioritise the policy changes with the most significant
short- and long-term multiplier effects, with special
reference to solving the energy crisis by ensuring
100% security of supply by 2025 by way of a focussed
public-private investment programme that results in
the construction of 5GW of new renewable energy
generation capacity per annum that will require an
investment of nearly R500 billion over ten years.

•

Provide targeted support and aligned policies to grow
trade and exports by an additional 1% in 2021 and 0.5%
per annum thereafter.

•

Implement reforms to boost labour productivity
by 1% annually in targeted sectors, including
agriculture, food, basic chemicals, iron and steel, trade,
catering, accommodation and transport, storage,
communications and energy.

Targets, short and long-term initiatives

BAU means the continuation of the low growth trap,
high levels of poverty, widening inequality, deteriorating
environment (energy, water, pollution) and worsening budget
deficit. A targeted and deliberate programme that once
and for all breaks the MEC-dependent enclave nature of the
economic structure is therefore an obvious requirement.

9.1 SEVEN STRATEGIC INTERVENTIONS AND
POTENTIAL OUTCOMES

SECTION 9

It must also be acknowledged that the country’s
economic deterioration is an outcome of
inappropriate policies and implementation
over the last five decades.

103

•

Re-orient the higher education sector to focus more on
skills development linked to economic opportunities.

•

Creation of between 8.7 million (Mild Scenario) and
9.8 million (Severe Scenario) jobs over the next decade
reduces the unemployment rate by almost 70% to
12.2% by 2030.

Long-term interventions:
•

Grow annual investment in manufacturing by R100 billion
over the next decade.

•

Provincial industrial measures within efficient urban
clusters to increase real output by 0.5% by 2021,
growing by 1% per annum thereafter.

•

Increasing employment intensity of economic growth
and doubling the agriculture and manufacturing value
add contribution to GDP.

3. DOMESTIC FOOD PRODUCTION AND RURAL
DEVELOPMENT

•

Provincial measures to grow African regional trade and
exports by 0.5% annually.

Short-term initiatives

•

Establish the capacity for implementing an evidencebased industrial strategy, to support the proposed
Industrial Council.

Ensure long-term funding from various public and
private sources to support high potential industrial
sectors and sub-sectors.

2. USE LABOUR POLICIES TO ENABLE
ABSORPTION OF UNEMPLOYED SOUTH
AFRICANS INTO THE LABOUR MARKET.
Short-term interventions:
•

Focus on those sectors and sub-sectors that are
particularly effective in absorbing youth.

•

Youth conscripted into employment with a R500 grant
and are able to exit with skill.

•

Expansion of the EPWP as employer of last resort with
a daily pay rate of R160, expanding by 3% per annum.

•

Developing a localised Community Works Programme
that acts as a Public Employment Programme offering
R1 000 a month.

•

Place immedite focus on sectors and sub-sectors with
high short-term multipliers that also creates jobs – the
energy sector is a good example, with potential to
create 10 000 jobs per GW.

•

Link accelerated land reform to improved skills for
establishing and running farming businesses.

Long-term initiatives
•

Enhance food production along new rural-urban value
chains that enables the entry of new SMMEs from the
production through to the retail stages.

•

Enable enhanced rural credit schemes for emerging
farmers.

•

Accelerate the entry of black farmers to major
agricultural value chains.

•

Increase African regional trade and increase regional
exports by 0.5% annually.

4. STIMULATE INVESTMENT-LED GROWTH
TO EXPAND AGGREGATE DEMAND,
INFRASTRUCTURE DELIVERY AND
INTERNATIONAL TRADE (REGIONAL AND
GLOBAL).
Short-term interventions:
•

Increase targeted urban infrastructure investments
using a new generation of blended finance vehicles,
especially with respect to the large-scale energy sector
investments that are needed, but also with respect to
water, mobility and ICT sectors.

•

Unlock the investment potential of the pension funds,
including the GEPF, for the purposes of productive
infrastructure investments.

•

Place a tax on idle capital.

Long-term interventions:
•

Revise state procurement procedures to place greater
emphasis on criteria of labour absorption.

Targets, short and long-term initiatives

•

Double the size of funding support for R&D and
innovations that are contextually appropriate, and not
necessarily “high-tech”’ or capital intensive, including
introducing new levies similar to the water levy that funds
the research done by the Water Research Commission.

Implement a voucher system for food-insecure
households that stimulates local food economies.
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Long-term interventions:

•

To increase investment in economic and social
infrastructure by 10% per annum for the next decade,
create new blended finance vehicles for directing
risk-tolerant public-sector investments and risk averse
private-sector investments, with special reference to
urban infrastructure investments that overcome the
historic social divisions inherited from the apartheid city.
Increase private sector credit extension annual growth
of credit to 15%, including targeting productive sectors
and localisation to reduce import dependency.

•

Improve trade-specific targeted outcomes by increasing
total exports by 1.5% per annum from 2021.

•

Create policies and provide targeted support to increase
trade and exports by an additional 1% in 2021 and 0.5%
per annum thereafter annually leading to exports that
are 6% higher than BAU.

5. RE-ESTABLISH FISCAL STABILITY VIA
EXPANSIONARY POLICIES THAT STIMULATE
GROWTH THUS REDUCING DEBT-TO-GDP
RATIOS OVER TIME

6. REBUILD STATE CAPACITY
Short-term interventions:
•

Using a Problem-Driven Iterative Adaptational (PDIA)
approach, build a new set of capacities at national,
provincial and local level for facilitating effective
networking and partnerships between public sector
institutions to achieve more effective outcomes.

•

Phase out the cadre deployment strategy.

•

Re-establish the policy units at various levels of
government that have been phased out over the past
decade.

Long-term interventions:
•

Re-establish a balance as envisaged by the Constitution
between the top-down authorising environment and
the bottom-up mobilising environment.

•

Re-establish an appropriate political-administrative
interface for a robust corruption-free democracy.

•

Re-institute national capacity building and training
programmes to rebuild managerial and leadership
capabilities for public servants.

Short-term interventions:
•

Widen the SARB’s mandate from the current focus on
inflation targeting to include nominal GDP growth rates
of 6% and full employment.

•

Implement improved and more effective supply-side
stimulus measures.

•

Make more effective use of existing monetary
instruments to stimulate the economy.

Long-term interventions:

7. SUPPORT THE INTEGRATION AND
PARTICIPATION OF BLACK SOUTH AFRICANS
INTO THE NATIONAL ECONOMY THROUGH NEW
OWNERSHIP STRUCTURES AND PARTNERSHIP
ARRANGEMENTS.
Short-term interventions:

•

As a fiscal stimulus to diversify the economy, grow
public sector expenditure up to 10.5% per annum over
the next decade.

•

Reconfigure the national and provincial DFIs and
recapitalise these entities in alignment with the
economic strategy.

•

Implement microeconomic reforms that lower prices of
the transport, storage and communications sector by
5–10% between 2021 and 2023, and by 5–10% a year
thereafter.

•

Provide DFIs with the balance of the unused or
proportion of the unused loan guarantee schemes of
R200 billion in a phased approach.

•

•

For the period 2020 to 2030, average annual deficit-GDP
ratio estimated at -2.28%.

•

Make better and more effective use of non-debt
fiscal interventions using public sector financial
institutions such as the Public Investment Corporation,
National Empowerment Fund, the Development

Fast track the finalisation of land transfer for both
agricultural and manufacturing use to enable property
ownership, availability of warehousing and access to
land for productive use for a new class of previously
disadvantaged farmers and industrialists.

•

To track industrialisation, the Public Procurement Bill

Targets, short and long-term initiatives

•

Break up the oligopolies that restrict market entry for
new players.
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•

Bank of Southern Africa, the Land Bank and Industrial
Development Corporation.
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Long-term interventions:
•

Break up the operation of oligopolies in the retail and
household commodities sectors that limit the economic
participation of SMMEs.

•

Strengthen the linkages between special economic
zones and local economies and new economic entrants,
enhance structural transformation and local industry
spill overs.

•

Prioritise the manufacture of the frontier products and
alternatives proposed in Section 7.1 in townships, periurban areas and rural towns.

•

Strengthen local South African economic participation
at the rural and township levels.

It must be emphasised that the
implementation of the seven strategic
interventions will not only reduce
the negative economic impacts
of COVID-19, but also shorten the
recovery period and produce average
annual GDP growth of 6.2%.

The strategic interventions will create between 8.7 million
(Mild Scenario) and 9.8 million (Severe Scenario) jobs over
the next decade. This will reduce the unemployment rate
by almost 70% to 12.2% by 2030. It will also help to lower
the poverty rate by almost 50% to 23% and reduce income
inequality by 16%.
The proposed interventions need to be undertaken at the
national level and then replicated at the provincial and local
government levels. To be implemented in practice within
urban areas, urban spatial inequalities will have to be overcome
by specific interventions in the property and financial markets
to ensure greater access to the towns and cities by poor and
working class people. Simiarly, rural areas no longer be seen
as dumping grounds or purely agricultural producers. Ruralurban value chains must productively connect urban and rural
communities.
All levels of government will have to set targets with
measurable indicators. Implementation will require a
coordinated effort by government and its agencies across all
three tiers to generate the intended outcomes. Government,
trade unions, the private sector and civil society will need
to agree on the economic recovery programme and the
formulation of a concrete economic plan. All government
agencies and institutions will need to make commitments
and sign agreements to this end.
Economic coordination will be needed, supported by a team
of skilled people that are using appropriate modelling tools. A
parliamentary committee should oversee key outcomes and
require regular reporting on progress made against targets.

New wine
into new
wineskins
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Riches are yours
WRITTEN BY DR NTHABISENG

MOLEKO

With the rushing of a mighty wind
Flood our nations with healing
The land is yours
Revive it
Diamonds of Sierra Leone,
Oils spring from Angola, Libya and Nigeria
From the tip of Egypt it drips to Chad
To the shores of the Cape coast
Rich in dark cocoa beans
May your spirit rest on our shores
Stretching from the horn of Africa
Racing down the deserts of the Kalahari
Diamonds hidden in those granules
Flood us to the rocks of the Umhlanga
As gold drapes South Africa
Enriched us you have with illustrious goods
The world without us cannot produce
Yet our minds enslaved, our hands begging
Fill our minds with a mind to work
Generate, produce, creative ability
For the inputs like Solows model are ours
The systemic have called them commodities
To me they are not common, rare assets
Priced according to world demand
Summated to inferior goods
We take whatever price
For we sell our nations souls to the highest bidder
Yet it’s the lowest return, like prostitutes any price
Yet without them production it would cease
Enforce o child of the soil
Legislate for it has been given you
The source of production
The gems and cobalt was hidden in you
The diamonds and ore of iron a gift from above
The oil spills from your womb constantly
With new spills overflowing
Petroleum, oil in its crudest form you give away
Refusing to process so in recession you remain
Iron ore, copper and aluminium you give away
Raw to buy it back refined awake from slumber
Gold endowed with glory is your land
Why seek your wealth elsewhere?
It is here in your midst
The acres of land, arable, waters been given you
Selling it to the East, your slavery to the West you trade for another
Taskmasters you always seek them
Enslaved yet Canaan you’ve been given
Land of milk and honey is Africa
Aid is not foreign, you’ve chosen to make her domestic
As you enslave yourself in debt
Like a beggar you are
Yet the wealth it lies with you
Work the resources, produce, develop
Work with your hands

Ngezandla
Set in your mind a heart to work
Determine in your people to produce
Yet like a dark cloud our people perish
Locked in the womb are the benefits of her minerals
By a few lions who slaughter the people
Fall to the ground and be entrapped
The net of the provinces be cast over you
Lions who roar and devour the people
Parasitic elite
Guarding citadels of narrow interests
Judgment come upon your strongholds
Searched out til you’re found no more
Righteous arm of the Lord
For the sake of the helpless
For the sake of the poor
For the sake of the black man and woman
We too are your creation
Despised, mocked at, ridiculed
We too are your creation
Judge the web, for we cannot reach it
Global systems, agreements, indebted we are
But to you we yield our earthly endowment
Blood of Jesus blot out the legal requirements
Enslaving our nations
Stealing our wealth
Enslaving the people
To abject poverty
Paralysis to dark forces
That we do no see
The repercussions obvious
Riches are yours
Strength is yours
Arise on our behalf
Raise an army that will take responsibility
Raise an army that will enforce productivity
Raise an army that will sound an alarm
That change is upon the nations of Africa
Til they walk into their jubilee
Til’ we walk into the inheritance God has for us
And every family fulfills her destiny

Abiad, A., Bluedorn, J., Guajardo, J. and Topalova, P., 2015. The rising
resilience of emerging market and developing economies. World
Development, 72, pp.1-26.

Business For South Africa. 2020. Post COVID-19A New Inclusive
Economic Future for South AfricaDelivering an Accelerated
Economic Recovery Strategy. Johannesburg: Business for South
Africa. Accessed online: https://www.businessforsa.org/wpcontent/uploads/2020/07/B4SA-A-New-Inclusive-EconomicFuture-for-South-Africa-Presentation-10-July-Final.pdf

Adelzadeh, A, Malumisa, S & Benecke, J 2020, COVID-19 and South
Africa’s Future Economic Outlook, August, ADRS, United States of
America.

Cheteni, P., Khamfula, Y., Mah, G. and Casadevall, S.R., 2019. Gender
and poverty in South African rural areas. Cogent Social Sciences, 5(1),
p.1586080.

Alexiou, C., & Tsaliki, P. (2010). An Empirical Investigation of
Kaldor’s Growth Laws: Evidence from the Mediterranean
Region. The Indian Economic Journal, 58(3), 144–155. https://doi.
org/10.1177/0019466220100309

Clementi, F., Fabiani, M., & Molini. 2019. The Devil is in the detail:
growth, inequality and poverty reduction in Africa in the last two
decades. Journal of African Economies, 28(4), 408-434.

Andrews, M., Pritchet, L. & Woolcock, M. 2017. Building State
Capability: Evidence, Analysis, Action. Oxford: Oxford University
Press. Pp.134-5
Arndt, C., Davies, Rl, Gabrie,S., Harris, L;, Makrelov, K;, Modise, B.,
Robinson, S., Simbanegavi, W., van Seventer, D. & Anderson, L.
2020. Impact of Covid-19 on the South African Economy: An initial
analysis. SA-TIED Working Paper 111
Auerbach, A.J. and Gorodnichenko, Y., 2012. Measuring the output
responses to fiscal policy. American Economic Journal: Economic
Policy, 4(2), pp.1-27.
Auerbach, A.J. and Gorodnichenko, Y., 2013. Output spillovers from
fiscal policy. American Economic Review, 103(3), pp.141-46.
Baiphethi, M.N. and Jacobs, P.T., 2009. The contribution of
subsistence farming to food security in South Africa. Agrekon, 48(4),
pp.459-482.
B-BBEE Commission 2020, B-BBEE COMMISSION NATIONAL
STATUS AND TRENDS ON BROAD -BASED BLACK ECONOMIC
EMPOWERMENT, Department of Trade, Industry, and Competition,
viewed 2 October 2020, https://www.bbbeecommission.co.za/
wp-content/uploads/2020/07/National-Status-and-Trendson-Broad-Based-Black-Economic-Empowerment_.pdf
Beinhocker, E.D., 2006. The origin of wealth: Evolution, complexity,
and the radical remaking of economics. Harvard Business Press.
Bernat Jr, G.A., 1996. DOES MANUFACUTRING MATTER? A SPATIAL
ECONOMETRIC VIEW OF KALDOR’S LAWS. Journal of regional
science, 36(3), pp.463-477.
Bhorat, H., Rooney, C. and Steenkamp, F., 2018. Understanding and
Characterizing. Industries Without Smokestacks: Industrialization in
Africa Reconsidered, p.275.
Bhorat, H., Ewinyu, A., Lilenstein, K., Rooney, C., Steenkamp, F.,
Thornton, A. .2018. Economic Complexity and Employment
Expansion: The Case of South Africa. Development Policy Research
Unit: University of Cape Town School of Economics.
Bhorat, H., Kanbur, R., Rooney, Cl, Steenkamp, F. 2017. Sub-Saharan
Africa’s Manufacturing Sector: Building Complexity. Development
Policy Research Unit: University of Cape Town School of Economics.
Blanchard, O. 2016. Do DSGE models have a future? Washington,
D.C.: Peterson Institute for International Economics, Policy Brief.
Bloomberg Finance. 2019. New energy outlook. [Online] Available:
https://about.bnef.com/new-energy-outlook/#toc-download.
Bosiu, T., Goga, S. & Robers, S. 2017. Concentration, profits and
investment: Let’s focus on the structure of the economy, not
“cash hoarding”. Centre for Competition Regulation and Economic
Development Policy Brief. Industrial Development Think Tank: Policy
Briefing Paper 1.
Brookings. 2020. Illicit Financial Flows in Africa: Drivers, destinations
and policy options. Africa Growth Initiative Policy Brief. https://
www.brookings.edu/wp-content/uploads/2020/02/Illicitfinancial-flows-in-Africa.pdf

Climate Transparency. 2019. Socio Economic considerations for a
Paris agreement compatible coal transition in South Africa. Accessed
online http://webcms.uct.ac.za/sites/default/files/image_tool/
images/119/Burton%20Marquard%20McCall_Just%20
Transition_South%20Africa%2018072019.pdf
Competition Commission South Africa (CCSA), 2019. Grocery retail
market inquiry final report. https://www.compcom.co.za/wpcontent/uploads/2019/12/GRMI-Non-Confidential-Report.pdf
accessed May 2020.
Costanza, R., Daly, L., Fioramonti, L., Giovannini, E., Kubiszewski,
I., Mortensen, L.F., Pickett, K.E., Ragnarsdottir, K.V., De Vogli, R.
and Wilkinson, R., 2016. Modelling and measuring sustainable
wellbeing in connection with the UN Sustainable Development
Goals. Ecological Economics, 130, pp.350-355.
Das Nair, R., & Dube, C. 2017. Growth and strategies of large, lead
firms – supermarkets. Centre for Competition, Regulation and
Economic Development University of Johannesburg. Working Paper
8/2017.
Deciduous Fruit Development Chamber SA (DFDCSA). 2020.
Deciduous fruit producers impact assessment – preliminary report.
Della Croce, R. 2012. Trends in Large Pension Fund Investment
in Infrastructure. OECD Working Papers on Finance, Insurance
and Private Pensions No 29. OECD Publishing. Accessed
online: https://www.oecd.org/daf/fin/private-pensions/
trendsinlargepensionfundinvestmentininfrastructure.pdf
Department of Agriculture, Forestry and Fisheries 2019, Annual
Performance Plan for the 2019/20 Fiscal Year.
Department of Agriculture, Forestry and Fisheries 2016, Annual
Report 2015/16.
 epartment of Agriculture, Forestry and Fisheries 2011, Strategic
D
Plan for the Department of Agriculture, Forestry and Fisheries
2011/12 to 2014/15.
Department of Basic Education. 2019. A 25 Year Review of progress
in the basic education sector, 2019. Retrieved from: https://
www.education.gov.za/Portals/0/Documents/Reports/
DBE%2025%20Year%20Review%20Report%202019.
pdf?ver=2019-12-13-133315-127
Department of Education. 2018. General Household Survey
(GHS): Focus on Schooling 2018. Retrieved from: https://www.
education.gov.za/Portals/0/Documents/Reports/General%20
Household%20Survey%202016%20Focus%20on%20
Schooling.pdf
Department of Education 2015. TIMSS 2015 – Highlights of
Mathematics and Science Achievement of Grade 9 South African
Learners
Department of Higher Education and Training. (2019). Fact
sheet on NEETs. Pretoria: Department of Higher Education and
Training. Retrieved from: http://www.dhet.gov.za/SiteAssets/
Planing,Policy%20and%20Strategy/FACT%20SHEET%20
ON%20EETs.pdf
Department of Public Works. Expanded Public Works Programme
(EPWP), Quarterly Report. Accessed online: http://www.epwp.gov.
za/documents/Reports/Year16-19-20/Q1/2019-20_QTR1_

REFERENCES

REFERENCES

109

Department of Public Works. (2019). Presentation to Public Works
Portfolio Committee on Expanded Public Works Programme (EPWP)
progress 5th March 2019. Department of Public Works. Retrieved
from https://pmg.org.za/files/190305EPWP.pptx
DNA Economics. 2016. Performance and Expenditure Review:
Technical and Vocational Education and Training Final Report:
National Treasury.
Du Toit 2019, ‘Explaining the Persistence of Rural Poverty in South
Africa’, paper presented at Expert Group Meeting on Eradicating
Rural Poverty to Implement the 2030 Agenda for Sustainable
Development United Nations Economic Commission for Africa,
Addis Ababa, 27 February - 1 March 2017.
Estenssoro, A. 2019. A Decade after the Crisis, Has the Global Debt
Burden Stabilised? Accessed from: https://www.stlouisfed.org/
publications/regional-economist/third-quarter-2019/decadeafter-crisis-has-global-debt-burden-stabilized
Fourie, F. 2016. Towards employment intensive growth in South
Africa. UCT Press. Cape Town SA. Chapter 3. Edited by Black, A.
Francis, E. (2006). Poverty: Causes, Responses and Consequences in
Rural South Africa. 8. Retrieved from https://www.files.ethz.ch/
isn/128166/WP60_Francis.pdf
Frankema, E., van Waijenburg. 2018. Africa Rising? A historical
perspective. African Affairs, 117 (469), 543-568.

International Monetary Fund (IMF). 2019. World Economic Outlook
database.
Investec. 2015. Investec GIBS Savings Index: The real facts about
saving.
Kaldor, N., 1966. Causes of the slow rate of economic growth of the
United Kingdom: an inaugural lecture. Cambridge University Press.
Kocherlakota, N. 2016. Fragility of Purely Real Macroeconomic
Models. Cambridge, MA: National Bureau of Economic Research,
NBER Working Paper No. 21866.
Lazzarato, M. 2012. The Making of the Indebted Man: An Essay on
the Neoliberal Condition. Boston: MIT Press
Mathe, T 2019, Swings and roundabouts for jobs in banks, The Mail
& Guardian, viewed 2 October 2020, <https://mg.co.za/article/201910-11-00-swings-and-roundabouts-for-jobs-in-banks/>.
McCombie, J.S., 1983. Kaldor’s laws in retrospect. Journal of Post
Keynesian Economics, 5(3), pp.414-430.
McKinsey & Company. 2019. The future of work in South Africa:
Digitisation, productivity and job creation.
Mineral Council South Africa. 2018. Facts and figures 2017. Accessed
online: https://www.mineralscouncil.org.za/downloads/
send/18-current/634-facts-and-figures-2017. Pg 15

FRED 2018, Stlouisfed.org, Federal Reserve Bank of St.
Louis, viewed February 2019, https://fred.stlouisfed.org/

Mkhwanazi, S. (2019). Land Claims Commission has paid more than
R1.7bn paid to claimants. Retrieved from IOL: https://www.iol.co.za/
news/politics/land-claims-commission-has-paid-more-than-r17bnpaid-to-claimants-30262492

Gechert, S., Horn, G., Paetz, C. 2019. Long term effects of Fiscal
Stimulus and Austerity in Europe. Oxford Bulletin of Economics and
Statistics, 81 (3).

Myovella, G., Karacua, M., Haucap, J. 2020. Digitalization and
economic growth: A comparative analysis of Sub-Saharan Africa and
OECD economies. Telecommunications Policy, 44(2).

Gemmell, N. 2011. Can a fiscal stimulus boost economic growth
rates? The Economic Journal, 121.

Nanyang Centre for Emerging Markets. 2020. Competition in
Southeast Asia’s Digital Economy. Nanyang Business School.
Singapore. Accessed online. https://nbs.ntu.edu.sg/
Research/ResearchCentres/CEM/Research/Documents/
Competition%20in%20Southeast%20Asia%27s%20
Digital%20Economy.pdf

Giraud, G. 2019. Lecture Presented at the Sustainability Institute,
Stellenbosch, August 2019
Guo, D. 2007. The leading role of manufacture in regional economic
growth in China: a spatial econometric view of Kaldor’s Law.
(Workshop on Agglomeration and Growth in Knowledge-Based
Societies, Kiel, Germany, April 20-21. p. 19-20.).
Hanouch, M. (2012). Beyond the Mzansi Account in South Africa –
Targeting Usage. Retrieved from CGAP: https://www.cgap.org/
blog/beyond-mzansi-account-south-africa-targeting-usage
Hart, K. & Padayachee, V. 2013. A history of South African capitalism
in national and global perspective. Transformation 81/82.
Hassan, S. 2013. South African Capital Markets: An overview. South
African Reserve Bank Working Paper Series WP/13/04
Hausmann, R., Hidalgo, C., Bustos, S., Coscia, M., Simoes, A.
and Yildirim, M.A., 2011. The Atlas of Economic Complexity:
Mapping Paths to Prosperity. Cambridge: Center for International
Development, Harvard University.
Human Sciences Research Council. 2003. Human Resources
Development Review 2003: Education, Employment and Skills in
South Africa, Cape Town: HSRC Press and East Lansing: Michigan
State University Press
Hunderborn, Leibbrandt & Woolard. 2016. Drivers of inequality in
South Africa.
Hur, S,K and Park, D. 2018. Did Fiscal Stimulus Lift Developing Asia
Out of the Global Crisis? An Empirical Investigation. East Asian
Economic Review, 22 (1).
International Monetary Fund (IMF). 2020. 2019 Article IV
Consultation with South Africa.
International Monetary Fund (IMF). 2020. Chapter 1: Global
prospects and policies.

National Planning Commission . (2012). Our future - make it work,
National Development Plan: 2030. Retrieved from: https://www.
gov.za/issues/national-development-plan-2030 p 364
National Treasury. 2020. Supplementary Budget Review. Pretoria: The
National Treasury. Republic of South Africa.
National Treasury. 2020. The Jobs Fund Newsletter, March 2020.
National Treasury. (2019). Economic transformation, inclusive
growth, and competitiveness: Towards an Economic Strategy
for South Africa. National Treasury. Retrieved from http://www.
treasury.gov.za/comm_media/press/2019/Towards%20
an%20Economic%20Strategy%20 or%20SA.pdf
Ncane, M. 2017. Exploring Special Economic Zone linkages
with emerging local firms, local employment and local skills
development: Firm level evidence from Dube Trade Port and
Richards Bay Industrial Zone. Master’s Thesis. Stellenbosch University.
Newman, D. nd. Review of Incentives. Guest Presentation. Accessed
online
Nissanke, M. 2019. Exploring macroeconomic frameworks conducive
to structuraltransformation of sub-Saharan African economies.
Structural Change and Economic Dynamics, pp.48-116. https://doi.
org/10.1016/j.strueco.2018.07.005
OECD. 2006. Review of Agricultural Policies South Africa. OECD
Review of Agricultural Policies Chapter 2.
O’Callaghan, B & Hepburn, C 2020, Leading economists: Green
coronavirus recovery also better for economy, Carbon Brief, viewed
30 September 2020, https://www.carbonbrief.org/leadingeconomists-green-coronavirus-recovery-also-better-for-ec

REFERENCES

Annexure_A-E3.pdf

110

onomy?fbclid=IwAR0db64NtRH7kBJnuQbWo6yphH5_JkOhb4UlvtDORI7GAOsaM2cvquNJe4

Relief Update.” September 10, 2020. https://www.banking.org.za/
news/covid-19-financial-relief-update/.

Phillips, K. 2016. Public employment and inclusive growth: unlocking
the transformative power of labour. chapter 12 in Butlers, A. Towards
employment intensive growth. UCT Press.

The Global Economy. 2019. South Africa: Stock market
capitalization, percent of GDP.

PWC. 2020. Thinking through the possible Economic consequences
of COVID19 for South Africa. https://endeavor.co.za/wp-content/
uploads/2020/04/PwC-Economic-Consequences-of-COVID19for-South-Africa.pdf
Qaqaya, H. & Lipimile, G. 2008. The effects of anti-competitive
business practices on developing countries and their development
prospects. United Nations Conference on Trade and Development.
UNCTAD/DITC/CLP/2008/2
Quantec. 2019. South African National Accounts, Quarterly trends.
Reinhard, C. & Rogoff, K.S. 2011. Growth in a time of debt.
Cambridge, MA: National Bureau of Economic Research. Working
Paper No. 15639.
Roff, A., Steyn, G., Tyler, E., Renaud, C., Brand, R. & Burton, J. in
collaboration with the CSIR Energy Centre (2020). A Vital Ambition:
Determining the Cost of Additional CO2 Emission Mitigation in the
South African Electricity System. Cape Town: Meridian. p.20
Romer, P. 2016. The trouble with macroeconomics. Delivered
January 5, 2016 as the Commons Memorial Lecture of the Omicron
Delta Epsilon Society.
Roux, A. 2020. Everyone’s Guide to the South African Economy.
Zebra Press. Cape Town.

Thirlwall, A.P., 1983. Foreign trade elasticities in centre-periphery
models of growth and development. PSL Quarterly Review, 36(146).
United Nations University. 2017. World Income Inequality Database
- WIID. Retrieved from https://www.wider.unu.edu/database/
wiid
UN, 2019. World Population Prospects: Highlights. https://
population.un.org/wpp/
UNCTAD. 2019. World Investment Report. Washington.
UNCTAD. 2008. Economic development in Africa. Export
performance following trade liberalization: Some patterns and
policy perspectives.
UNIDO 2020, UNIDO Statistics Data Portal, stat.unido.org, viewed
2020, https://stat.unido.org/
Vink, N. and Kirsten, J., 2003. Policy successes and policy failures in
agriculture and land reform in South Africa the 1990s. South African
Journal of Economic History, 18(1-2), pp.96-117.
Weiss, J. 2010. The Economics of Industrial Development. ISBN
9780415473729. Published by Routledge. Pages 272-16B/W
Illustrations
Wesso, G.R. 2001. Dynamics of capital flows in South Africa: an
empirical investigation. South African Reserve Bank. Quarterly
Bulletin June 2001.

Roy Harrod (1939) and Evsey Domar (1946), which later received a
strong endorsement from Robert Solow (1956) and TW Swan (1956),
among others.

Wicken, O., 2007. The Role of R&D in Industrial Policy: Rise and fall
of a research driven strategy for industrialisation (No. 20070603).
Centre for Technology, Innovation and Culture, University of
Oslo.

Small Enterprise Development Agency. 2019. Annual Report
2018/19.

Wilcox, O. 2019. There is no fiscal problem in SA. Power Business, 26
August 2019.

South African Institute of International Affairs (SAIIA). 2019.
Digitising Financial Services: A Tool for Financial Inclusion in South
Africa?

Willis Towers Watson, 2019. Global Pension Assets Study 2019,
Thinking Ahead Institute research. [Online] Available: https://www.
thinkingaheadinstitute.org/-/media/TAI/Pdf/Research-Ideas/
GPAS_2019_final.pdf.

South African Government. 2020. President Cyril Ramaphosa:
Additional Coronavirus COVID-19 economic and social relief
measures.
South African Government. 2018. Address by President Cyril
Ramaphosa at the Opening of the Presidential Jobs Summit,
Gallagher Convention Centre, Johannesburg.
South African Reserve Bank (SARB). 2020. Resbank Statistics.
South African Reserve Bank. 2020. Statement of the monetary policy
committee.
South African Reserve Bank (SARB). 2019. Resbank Statistics.
Statistics South Africa. 2020. Business Impact Survey.
Statistics South Africa. Quarterly Labour Force Survey. Quarter 1:
2020.
Statistics South Africa (Stats SA). 2019. 2019 Labour Force Survey.
Statistics South Africa. (2019). Inequality Trends in South Africa - A
multidimensional diagnostic of inequality. Statistics South Africa.
Retrieved from http://www.statssa.gov.za/publications/
Report-03-10-19/Report-03-10-192017.pdf

Willis Towers Watson, 2014. Global Pension Assets Study 2014.
Winning, A. (2020). South Africa should not approach IMF for help,
ANC and allies say. Retrieved from MoneyWeb: https://www.
moneyweb.co.za/news-fast-news/south-africa-should-notapproach-imf-for-help-anc-and-allies-say/
World Bank. 2020. DataBank: World Development Indicators.
Accessed online https://databank.worldbank.org/reports.
aspx?source=2&series=NY.GDP.PCAP.KD&country=ZAF
World Bank. 2019. DataBank: World Development Indicators.
World Bank. 2018. DataBank: World Development Indicators.
Accessed online https://databank.worldbank.org/reports.
aspx?source=2&series=SI.POV.NAHC&country=
World Bank. 2014. South Africa Economic Update: Focus on Fiscal
Policy and Redistribution in an Unequal Society. Washington DC.
Accessed online https://www.worldbank.org/en/country/
southafrica/publication/south-africa-economic-updatefiscal-policy-redistribution-unequal-society
World Bank. 2013. African Pulse: An analysis of issues shaping Africa’s
economic future.

Statistics South Africa. 2019. Mining production and sales, Annual
data. http://www.statssa.gov.za/?page_id=1847.

World Economic Forum, 2019. https://www.worldfinance.com/
markets/top-5-fastest-growing-economies-in-africa and

Statistics South Africa. 2017. Poverty Trends in South Africa.

https://www.weforum.org/agenda/2018/01/what-does-2018hold-for-african-economies#:~:text=The%20list%20is%20
led%20by,according%20to%20the%20World%20Bank.

The Banking Association South Africa. 2020. “Covid-19 Financial

REFERENCES

Prigogine, I. and Stengers, I., 1997. The end of certainty. Simon and
Schuster.

111

112

REFERENCES

