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INTRODUCTION
The Presidential Economic Advisory Council (PEAC) workstreams have come together to prepare this
collection of Briefing Notes for President Ramaphosa on a number of important and current economic
policy issues.
These Briefing Notes have been prepared in the context where South Africa, like the rest of the world,
is reeling from the ongoing impact of the COVID-19 pandemic and it is imperative that thinking about
economic policy matters be as thoughtful, deep and clear as possible so as to avoid errors and to create the
kind of interventions necessary for a sustainable and inclusive economic recovery.
The Briefing Notes in this collection focus on macroeconomic policy, energy policy, developing state capacity,
the district development model, the impact of the COVID-19 grants, policy to promote competitive markets
and agricultural development policy.
The Briefing Notes in this collection should be read together with those prepared for PEAC’s meeting with
President Ramaphosa held in March 2020, as well as the Briefing Notes on South Africa’s economic response
to the COVID-19 crisis presented in April 2020, and the input on government’s economic recovery plans
submitted in August 2020.
PEAC members remain committed to providing ongoing advice on economic policy matters to help to
promote inclusive growth for our country. We are aware that there is no ‘silver bullet’ that will magically
resolve South Africa’s economic problems, but we strongly believe that correctly-conceived economic policy,
effectively implemented, has vast potential to contribute to improving the lives of our people.

RENOSI MOKATE
PEAC Coordinating Chairperson
October 2020
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MACROECONOMIC POLICY
TOWARDS A FISCAL AND MONETARY POLICY STRATEGY
TO RESOURCE SOUTH AFRICA’S HEALTH AND ECONOMIC
RESPONSES TO COVID-19: AN UPDATE TO PEAC’S APRIL
2O2O REPORT TO THE PRESIDENT
1

INTRODUCTION

The PEAC’s report to the President in April 2020 presented a cogent case that the level of fiscal and monetary
responses to the pandemic announced by Government until then were not congruent with the scale of the
pandemic and the economic devastation in the wake of the lockdown response.
This report aims firstly to offer a preliminary assessment of the monetary and fiscal measures already
undertaken by government over the 5 months until end August 2020. Secondly, based on that analysis, it
seeks to make suggestions on how macroeconomic policy can support South Africa’s economic recovery
and reconstruction. The report notes that the active debt consolidation scenario, which Treasury forecasts
as the consolidation path to be followed, is unlikely to be achieved because of non-discretionary spending
on the expenditure-side of the fiscus. The suggestion on solving the debt problem is to grow the economy
by adopting reforms and containing expenditure by cutting public sector wages. The economic downfall is
reversable, but close collaboration between the public and private sectors.
Section 2 gives a brief overview of the economic impact of the pandemic and lockdown response to
date. Section 3 assesses the impact of the monetary measures taken so far, while Section 4 focuses on
the effectiveness of fiscal measures taken so far. Section 5 focuses on macroeconomic strategies under
debt constraints. Sections 6 and 7 outline monetary and fiscal policies for recovery. Section 8 concludes by
considering infrastructure financing and delivery, as one of the major contributors to an inclusive, green,
digital post-pandemic economy.

2

THE ECONOMIC IMPACT OF THE PANDEMIC AND
LOCKDOWN RESPONSE UP TO 31 AUGUST 2020

While the public health and national lockdown responses have – by and large – managed to prevent loss of
life and contain most of the direct public health related damages of the coronavirus pandemic, the economic
impact of this COVID-19 crisis has been devastating, especially to the most poor and vulnerable and the
informal sector.
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Figure 1: NIDS: 2020 Coronavirus Rapid Mobile Survey, Wave 1
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The NIDS-Coronavirus Rapid Mobile Survey found that employment had temporarily declined by 3 million
from 17 million in February 2020 to only 14 million in April 2020, an 18% decline. One in 3 income earners
who earned income in February 2020 did not earn an income in April 2020. Women, African, young, unskilled
manual and less educated workers – already vulnerable prior to the pandemic – bore the brunt of job losses.
About 30% of the newly retrenched/furloughed had no access to social grants. 47% of the respondents
reported that they had run out of money to buy food in a single month in April, during lockdown, relative to
21% of households before the pandemic. The UNDP study on COVID-19 in South Africa: a socio-economic
impact assessment released, at the end of June 2020, concluded that the current stimulus package may not
be sufficient given that households were still going to lose at least 40 percent of their income even if they
qualify for the special Temporary Employer/ Employee Relief Scheme (TERS).
It is clear that economic revival is going to be slow and painful, and that there are challenges to be met both
on the demand and supply side.

3

ASSESSING THE EFFECTIVENESS OF SOUTH
AFRICA’S COVID-19 MONETARY POLICY
INTERVENTIONS TO DATE

This section briefly delineates the monetary policy responses to the coronavirus pandemic, and then
discusses their impact to date.

3.1

MONETARY POLICY INTERVENTIONS TO SUPPORT CONTAINMENT
OF THE PANDEMIC AND SUBSEQUENT RECOVERY

Monetary policy interventions were designed, overall, to be – and actually were – supportive of enhancing
the resilience of the economy and providing safety nets to livelihoods as economic activity slowed down
considerably in response to tough measures for containing the COVID-19 pandemic. At a macro level, these
measures were aimed at bolstering business confidence to help reverse net capital outflows of $7.3 billion
(2.6% of GDP) since the pandemic, narrow the spreads which had increased from 50 to 260.3 basis points (IMF)
and stabilize the rand which had depreciated by 15.1% between January and May 2020.
The SARB took bold policy measures and implementation action, with overall significant success.
Accommodative measures were aimed at expanding credit and liquidity to businesses and counter systemic
financial risks. They complemented fiscal stimulus actions to cushion against the drop in aggregate demand
as activity slowed with social distancing measures. More specifically, the SARB:
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1) Reduced the repo rate by 300 basis points – from 6.5% in January 2020 to 3.5% in July 2020 easing cost
of funds and shoring up liquidity in the market:
a) Reduced liquidity coverage ratio from 100% to 80%, providing temporary liquidity relief to banks.
b) Reset countercyclical capital buffer to zero, freeing up liquidity and lending capacity of banks.
c) Extended refinancing instrument maturities from 3 to 12 months.
2) Purchased government securities in the secondary market along the entire yield curve, to support
liquidity and confidence in the bond market. This measure was aimed at:
a) Reducing long term interest rates by reducing bond supply in the market, raising their prices and
lowering their yield.
b) Shoring up confidence in the bond market by ensuring its liquidity and signalling eased monetary
policy stance (influencing expectations).
c) Injecting liquidity into the economy at the time of slowing down cash flows with reduced activity
and increasing reserves balances for those selling the bonds.
3) Enabled accommodative lending criteria and conditions in the banking system to enhance the
effectiveness of the transmission channels. To that end SARB:
a) Issued guidelines (March 25) for debt relief to bank customers.
b) Underwrote the Loan Guarantee Scheme (providing confidence to the scheme) through risk sharing
arrangements; provided capital of up to R200 billion to fund the operation. It also issued conditions
for easier terms of lending to SMMEs (banks get funds from SARB at repo rate plus 0.5% and on-lend
to SMMEs at repo rate plus 3.5% and the customer has 5 years to repay). These terms compared
favourably with the risk premium SMMEs faced otherwise.
4) Continued to sustain overall macro-stability by keeping inflation within targeted range and stabilizing
the exchange rate. SARB achieved this through adhering to prudent monetary policy and maintaining a
flexible exchange rate as a shock absorber.

3.2

ASSESSING THE IMPACT OF MONETARY POLICY MEASURES TAKEN

The assessment focuses on the extent to which these measures have contributed to protecting jobs and
keeping economic capacity and businesses in running order, to enable a quick return to a pre-pandemic
baseline from the projected -7.1% collapse in 2020. More specifically:
1) Macro-stability has been sustained. Inflation remained below the “low” threshold of 4.5%. July SARB
MPC projects future inflation at average of 3.4% in 2020 and 4.3% for 2021 and 2022. This sustained
low inflation will help anchor longer-run inflation expectations (BER survey and other forecasters have
inflation expectations ranging 3.4- 3.9% for 2020 and 4.1-4.5% for 2021). As to the exchange rate, after
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initial sharp post-pandemic depreciation of 15.2% the rand has appreciated by 8.8% since May (SARB
July MPC) in response to measures taken by SARB. Pressures from the US$ and Euro are expected to be
muted, with the huge expansion of the balance sheets of the Fed and European Central Bank (ECB) from
their mega stimulus packages.
2) Business confidence appears to be returning, judging by the sharp rebound of the Stock Market. The JSE
recovered to the February level by the beginning of August, although only 5% of households directly
benefit from this rebound – besides those protected under retirement funds. The rebound also benefited
from measures taken to shore up financial markets and from a boost by robust stimulus programmes
in major global markets (global north). Although some improvement is evident, implied market risk
premium (difference between return on equity and risk-free investment) is still high. After reaching a
recent peak of 4.49 in May 2020 it was down sharply to 3.51 by July 2020. But the Country Default
Spreads (CDS) at 3.45 in July is significantly above other Emerging Economies (China 0.80, Russia 1.52,
India 1.69 and Brazil at 3.01).
3) Bond yields are lower and bond market risks largely managed. The bond purchasing programme has
helped to lower bond yields as bond prices rose with reduced supply in the market. After 122 basis
points (bps) rise in March due to COVID-19 and Moody’s negative rating, bond yields in the secondary
market fell 139 bps by end May due to SARB interventions. These interventions also helped the Rand
to appreciate against the US$ with beneficial effects on the alleviation of inflationary pressures. Bond
purchases, generally, had a reinforcing impact on accommodative monetary policy response and
helped to loosen financial conditions in the market.
4) Debt relief/restructuring and loan guarantees were reasonably successful in the short period of
their implementation: Notwithstanding the weak demand conditions during the pandemic period,
commercial banks have provided a total of R46.12 billion debt relief and restructuring (R32.84 billion
in debt relief and R13.39 billion in COVID-19 loan guarantees) to individuals and commercial/SMME
firms in a span of 3 months. The loan guarantee scheme began much later, almost 2 months after the
debt relief programme - with 24% of applications approved, 39% in he process of being considered, 9%
rejected for not meeting the criteria, and 25% declined for not meeting bank risk-criteria. Unlike debt
relief, which is offered to those already screened for risk, the guarantee scheme extends the catchment
area to those outside it involving higher screening costs. The slow uptake in loans is possibly due to
banks’ strict lending criteria and risk assessment measures. The risk of banks incurring high impairments
is reasonable considering the effects of the pandemic on company balance sheets, so perhaps a risk
sharing model between banks and the fiscus can be considered. This would involve shifting the risk away
from banks toward the fiscus and the SMMEs. Alternatively, the funds allocated to the credit guarantee
scheme could be converted to a revolving grant where repayment by SMMEs can be over 2-3 years.
Those funds can then be used to assist another SMME over the next 2-3 years.
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5) Private sector credit growth was boosted by accommodative measures. Following sluggish growth of
5.12% (Jan) and 5.26% (Feb) the growth of private sector credit picked up sharply in March and April to
7.75% and 7.37% respectively and stayed above January growth through July 2020. Sustained growth of
private sector credit defied the huge collapse of activity and attests to SARB measures.
6) Consumer demand (as reflected by retail sales) is slowly improving. Following a nearly -50% year on
year drop in April, growth of retail sales improved to a decline of -11.9% in May and -7.5% in June (Fitch
Solutions, Sept 3, 2020). The improvement had begun before reopening and was supported by measures
taken to cushion income losses. A combination of pre-cautionary savings with households, social capital
networks for mutual support, and fiscal as well as monetary safety net measures taken were able to
partially cushion the sharp fall in incomes with a standstill/sharp slowdown of income earning activities
and measures were taken to cushion against the pandemic.

4

ASSESSING THE EFFECTIVENESS OF
SOUTH AFRICA’S COVID-19 FISCAL POLICY
INTERVENTIONS UP UNTIL AUGUST 2020

The array of fiscal and monetary response measures initially announced (excluding the cost of direct health
sector interventions) amounted in aggregate to only R3.7 billion or 0.1% of South African GDP in 2018, falling
far short of what other emerging markets (such as Turkey, India and Brazil) are mobilising. In its report to
President Ramaphosa in April 2020, PEAC cautioned that the quantum of South Africa’s fiscal and monetary
responses announced was wholly inadequate proportional to the scale and pervasive impact of the pandemic.
PEAC therefore welcomed the President’s more substantial package of R500 billion, announced soon
thereafter towards the end of April 2020, comprising R310 billion for tax relief, the credit guarantee scheme
and wage protection, with the remaining R190 billion of the package announced later in a supplementary
budget. Given the urgency of the COVID-19 emergency response, the spending on COVID-19 initiatives by
government departments, public entities and municipalities began before the approval of the R145 billion
supplementary budget, which was tabled on 24 June 2020. The remaining R45 billion will be clarified in
Budget 2021 in February 2021. This supplementary budget was financed predominantly through reprioritised
spending (e.g. the delay of infrastructure projects) and loans from the IMF, New Development Bank and
African Development Bank.

5

MONETARY POLICIES FOR RECOVERY

This section discusses monetary policies to support a rapid recovery, the premises underpinning these
options and recommended actions.
8
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The core message here is for SARB to stay the course of its accommodative monetary policy stance through
2021 to help recovery of the economy to pre-pandemic level after the projected deep collapse in 2020.
SARB is encouraged to add the very successfully tested ECB instrument - Targeted Long-Term Refinancing
Operations (TLTRO) to its set of supportive instruments to provide lower cost and more patient bank funding
of investment grade companies. SARB should also retain the provisions for its unconventional support through
banks (loan guarantees and debt relief ) for revival of companies and SMMEs which form the backbone of
income earning and jobs in South Africa. In this regard it should also consider contribution to a rescue fund
(via redirection of part of current provisions or addition) to help pay off huge losses suffered by tourism,
hospitality and entertainment sectors that have strong backward linkages which help engender large
income and employment generation multipliers. The details of the premises for and the recommendations
themselves are provided below under each sub-heading.
1.

Accommodative monetary policy interventions for ameliorating the economic effects of the pandemic,
and the measures to contain it, were largely effective. With some adjustments to enhance efficacy of the
transmission channels to reach the targeted and to enhance implementation capacity, they could be
sustained to support the recovery from the deep recession of 2020.
Recommendation: SARB should sustain accommodative measures it put into place through 2021 to
keep the momentum of recovery from stopping or slowing down. This includes measures that support
provision of liquidity to banks and those expanding lending capacity of banks and mitigating credit
risk. To ensure effectiveness of accommodative measures, it should also sustain the provisions SARB
has made to encourage accommodative/more flexible lending criteria and conditions in the banking
system. Without these provisions, rebound of private sector credit would be compromised.

2.

The severity of the projected shrinkage of the economy during 2020, at -7.1% is extremely high and would
require much bolder actions to dig the economy out of the hole to pre-pandemic level. At R500 billion
the fiscal stimulus package of 11% of GDP is inadequate for the task and is dwarfed by those in peer
and larger economies. Given limited space for fiscal stimulus monetary policy has to stand ready for a
judiciously bigger stimulating role. Macro-stability fundamentals (affecting inflation and exchange rate)
are largely benign to support enhanced action. Inflation is within target range of 3-6% and is projected
to remain at or below the “low” threshold of 4.5%. Risks to inflation from currency depreciation remain
muted. With low risk of inflation, SARB can pay greater attention to dealing with output-gap by shoring
up aggregate demand, thus supporting employment growth and decline in the unemployment rate.
Granted that there are significant implementation capacity constraints, but these are fixable. And it
should also be noted that the period of implementation so far for some interventions, such as the Loan
Guarantee scheme, was simply too short. The duration for recovery ahead of us is significantly longer.
Recommendation: SARB to stand ready for increased supportive role. It has provided R300 billion so
far for the stimulus package. It could still prudently support an increase of the stimulus package up to
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15% of GDP from the current 11%, which would still be well below the outlandish levels in the global
North (USA approx. 28.5% of GDP). This addition could partly be funded by seignorage revenue and be
supported by Targeted Long Term Refinancing Operations (TLTRO). TLTRO allows banks to borrow one
to three-year funds from the Central Bank at the repo rate and with the proviso that they target support
to investment-grade firms. It has been successfully implemented in the EU. European Central Bank
experience shows that TLTRO grows bank lending capacity and strengthens their risk-bearing ability.
Since it replaces the more-costly and shorter-term bank deposit-funding, it deals with the maturity
mismatch challenge in banks and can have important spillovers into the housing sector and SMMEs in
South Africa (Gumata and Ndou, 2020 – forthcoming).
3.

Growth recovery must go beyond the large formal enterprises to embrace SMMEs and the informal sector
much more systematically. The SME sector employs 47% of South Africa’s workforce and contributes
more than 20% to the country’s gross domestic product (GDP) and pays about 6% of corporate taxes
(Pityana, cited in Liedtke, 2019). As such, measures to support the resilience and subsequently the
recovery of this sector is pivotal for the overall recovery of the South African economy.
Recommendation: Retain the Loan Guarantee scheme and work towards raising its uptake to absorb
the total R200 billion provided by SARB for companies and R100 billion for SMEs. Dealing with the
challenges of adverse selection and lending administrative costs are key to scaling up utilization. It is also
expected that some of the SMEs which have been provided debt relief under restructuring may switch
to the scheme upon reaching the end of restructuring/relief period. The target should be to exhaust the
provisions for the scheme.

4.

Speed of recovery of the overall economy will largely be determined by revival of collapsed activities,
particularly those with large backward and forward linkages. The hardest hit sectors were affected by
implementation of hard social distancing internally and global border closures as well as disruption of
supply chains. Tourism (75% decline in revenue for 2020; 438,000 tourism jobs at risk; $2.8 billion lost in
three months – Minister Kubayi-Ngubane), hospitality (room occupancy rate dropped from 50% to 1%
before partial recovery to 4%), entertainment and food processing (declined by between 50% and 75%)
lead that pack in terms of severity and widespread linkages that impact on a huge number of jobs and
livelihoods in the economy. Their virtual stand-still has led to large losses and typically would need a
rescue programme for revival.
Recommendation: Set up a Rescue Fund to support the revival of illiquid businesses that were financially
healthy immediately pre-pandemic in tourism and related sectors by helping them pay off temporary
losses. Such support should also be linked to employment maintenance/expansion over time. Grant
content of these funds should be progressively scaled up with job creation impacts beyond its immediate
activity (employment multiplier effect). The application of this rescue fund would be targeted at three
main objectives:

10
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a) Help these firms absorb permanent losses suffered due to cessation of activities and hence enable
quick recovery;
b) Help these firms improve their creditworthiness and access to new loans by using these funds to
pay down their non-performing loans (NPLs) built up in the banking system as a result of these
losses. This would in turn have the additional effect of improving financial conditions of the banking
sector via reduced NPLs and boost its lending capacity;
c) Support these firms to transit to the currently underutilized loan guarantee scheme to obtain
further “patient” support for recovery with improved creditworthiness. Entities suffering losses
from COVID-19 would apply for such support and be reviewed based on transparent eligibility
criteria and selection process. The fact that the support is provided against their bank liability
obligations enables the use of the banking system screening process to complement eligibility
determination.

5.1

THE COVID-19 SUPPLEMENTARY BUDGET

Fiscal policy had been unsustainable even before the COVID-19 pandemic. For the last decade South Africa’s
potential GDP (formerly around 3%) had declined to 1%, driven mainly by declining Total Factor Productivity.
Despite this structural deterioration in the economy’s productive ability, fiscal policy continually deferred
significant fiscal consolidation.
Figure 2: Main budget framework

Figure 3: Main budget interest as a proportion of main budget revenue

The COVID-19 budget shows a significant deterioration of the main budget deficit from -2.6% of GDP
envisaged in the February 2020 Budget to 14.6% in the COVID-19 supplementary main budget for 2020/21
(as evidenced by Figure 2 above) and a massive 15.7% of GDP on the consolidated budget (which includes
municipalities, state owned entities and social security funds) and a sharp rise in debt service costs to nearly
22% of main budget revenue (as reflected in Figure 3) above and 11.6% of consolidated expenditure in
2020/21. The debt to GDP ratio is expected to increase from 64% in 2019 to 82% in 2020/21, and if a passive
approach is followed, could spiral to 141% of GDP by 2028/29.
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The imperative for fiscal consolidation is therefore compelling, but it must also be balanced by the need to
support post-COVID recovery and for a buoyant tax base. The Minister of Finance has proposed an “active”
debt stabilisation trajectory in Figure 4 in the COVID-19 supplementary budget, which aims to arrest the
debt-to-GDP ratio at a peak of 87% of GDP in 2023/24 before falling to under 74% in 2028/29, rather than the
passive approach which would lead to debt spiralling.
It is however patently not possible to stabilise the debt over the medium term, despite the Minister of
Finance’s commitments in this regard – it will take much longer. Even if it were possible, it may not be
desirable to force a drastic contraction of spending while the economy is already being battered by the
COVID-19 lockdown. SOE rationalisation and privatisation, for instance, is not a short term enterprise. Not
acknowledging this erodes the credibility of fiscal policy further when fiscal aggregates once again fall
short of their ambitious targets.
Figure 4: Debt outlook scenarios

Figure 5: Share of consolidated expenditure by economic classification
(COVID-19 supplementary budget vs Budget 2020)

It is also the nature and composition of fiscal consolidation, and not just the quantum of fiscal consolidation
which affects growth. Cuts to the public service wage bill are likely to be less growth-compromising than
infrastructure investment, much of which has already been deferred due to COVID-19 reprioritisation.
Due to COVID-19 lockdown relief efforts, expected transfer spending has increased to 35% of consolidated
government expenditure. To provide social relief in the face of the devastating loss of livelihoods and jobs
due to the lockdown, this expenditure is constitutionally justifiable. However, government cannot afford
at present to expand existing entitlements such as a basic income grant. For every R10 of government
expenditure, more than R3 is spent on transfers, more than R3 is spent on public servant salaries and about
R1 on debt. The remaining R3 is supposed to cover goods and services and infrastructure.
This suggests that transfer spending, public service wages and debt service costs are crowding out
complementary inputs into public service delivery (such as medicines, text books and petrol for transport).
12
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We risk having nurses and doctors being unable to provide health services because of medicine stock-outs,
teachers paid but with no learning materials or classrooms, police officials grounded in stations because
there is not enough petrol to go out on patrol. This undermines the progressive realisation of socio-economic
rights to health, education and basic services, and will reduce the efficiency of social spending (which is
currently very poor) still further.
Government’s efforts to control the wage bill are currently subject to legal challenge by public sector
unions. But hopefully there is a good chance that the courts will uphold Government’s argument of force
majeure. It would be iniquitous if workers in the public sector – unlike their private sector and informal
sector counterparts – were to be fully insulated from the impact of the pandemic. If there is a trade-off
between maintaining transfers at current levels or increasing the public sector wage bill, from a constitutional
prioritisation perspective, transfers to the most vulnerable should be prioritised. At the same time, further
borrowing to fund government dissaving in the form of public service wages or increased transfers will
simply deepen the fiscal crisis.

5.2

ASSESSING EFFECTIVENESS OF EXPENDITURE MEASURES

Figure 6: Share of consolidated expenditure by function (COVID Supplementary Budget vs Budget 2020)

The main categories of COVID-19 related spending were:
• the payment of benefits and grants to relieve economic and social distress;
• the procurement of personal protective equipment (PPE); and
• the frontline initiatives to protect against and manage the impact of COVID-19.
Therefore – as illustrated in Figure 6 above – social development increased from 15.8% of consolidated
expenditure in Budget 2020 to 18.4% in the COVID-19 special budget, and public health expenditure grew
from 11.8% of main budget spending to 12.1%, with concomitant declines in education spending, general
public service, community development etc.

South African Presidential Economic Advisory Council (PEAC) - October 2020

|

13

BRIEFING NOTES ON KEY POLICY QUESTIONS FOR SA’S ECONOMIC RECOVERY – OCTOBER 2020

MACROECONOMIC POLICY - CONTINUED
Roughly 5 million beneficiaries have been reached under the COVID-19 Social Relief of Distress grant and
an additional 7 million UIF beneficiaries suggests that 12 million more people will have received support
during lockdown. Adding the existing 17 million social transfer beneficiaries suggests brings this amount
to 29 million people, about half of the population. At the same time, social development services have
been constrained by the lockdown and distancing requirements. Lines for support have been long, as have
been waiting lines for food parcels, with reports of seniors dying in queues waiting. There have also been
allegations of corruption in the distribution of food parcels leading some to advocate for vouchers instead
(World Bank, 2020). Despite this achievement, it is clear that state capacity and corruption were more of a
constraint than the amount of finances available for social relief, and that additional social relief allocations
would not have necessarily reached intended beneficiaries. Pumping more money – such as a R1 trillion
package demanded by NEDLAC – would not have altered the number of beneficiaries reached significantly.
The scale of the PPE fraud and corruption (while entirely predictable) sparked citizen outrage. The Special
Investigating Unit (SIU) reported on 19 August 2020 that it was probing 658 contracts worth R5.08-billion,
or almost half the R10.4-billion COVID-19 PPE expenditure reported to the National Treasury. While there has
been a visible government response, to date this has been a case of too little, too late: the most vulnerable
have been dying from the pandemic or from lockdown exacerbated hunger. Payment of grants by provincial
social development departments to non-profit organisations delivering social welfare services have been
delayed or not paid at all, while the Lotto has been looted (despite the NAWONGA high court case which
directed government to reimburse NPOs fully for social welfare services rendered).
The Auditor-General issued his first real time audit report of R147,41 billion in COVID-19 expenditures
up until 31 July 2020 (R135,92 billion of the R500 billion fiscal relief package and a further R11,49 billion
in other funds not included in the relief package). Procurement controls were compromised with poor
quality PPE being supplied at inflated prices 2 to 5 times the National prescribed prices, and to companies
without tax clearance certificates, registration on the central supplier data base etc. Via the Expanded Public
Works Programme (EPWP), the Department of Public Works and Infrastructure (with the Independent
Development Trust as implementing agent) was allocated R771 million to source 25 000 additional
workers urgently to assist the Department of Health with screening, testing and educational campaigns.
The Auditor-General’s special COVID-19 report reflected that by 30 June 2020, only 8 229 workers had been
recruited and R26 million spent on management and administrative expenses and PPE for participants. No
payments had been made to workers yet due to the initiative’s delayed commencement. This does not
augur well for scaling up EPWP massively for the COVID-19 recover phase.
SARS is now investigating 22 of the 139 companies awarded PPE tenders worth R1.1-billion, which benefited
“politically exposed persons”– the FICA Centre Act term for the politically connected individuals. 65 of the
139 companies were not tax compliant and should have been disqualified, but were still awarded tenders,
and others were listed as pubs, car washes, property letting companies and bakeries but were still awarded
tenders. Of the 139 companies, 65 were tax non-compliant – that by law disqualifies them from getting any
14
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state contract – while other offences included not being registered for value-added tax (VAT) or outstanding
tax returns. The SARS Commission even referred to a contract worth R60 million which was awarded verbally
(Merten, 2020).

5.3

ASSESSING THE IMPACT ON TAX

The most salient change from pre-COVID-19 sustainability was a lockdown induced tax collapse of R304.1billion. Additional funding from the World Bank and other international financial institutions only amounted
to about R80 billion in additional resources, not close to the tax revenue deficit. The ban on cigarette and
alcohol sales alone cost the fiscus R10-billion over four months in excise taxes, and created an extensive
black market in smuggled goods.
As Figure 7 above illustrates, after a shock like the global financial crisis in 2008/09, tax revenue only recovered
about 6 years later (the black line shows the recovery path). National Treasury’s projections (the red broken
line) indicates that the post-pandemic tax recovery path might only recover at a similarly long lag.
Figure 7: Tax to GDP ratio after crisis

This means that government is, for all intents and purposes, spending money that it does not have and has
little prospect of generating through tax revenue in the short to medium term.
Losses incurred by firms who are fortunate enough to survive the COVID-19 pandemic over the lockdown
period, will be carried over to subsequent years.
The sheer scale of the brazenly callous COVID-19-related tender corruption that saw political elites benefit
while huge numbers of the populace starved, will further undermine tax legitimacy and morality. Tax
compliance which sat at 69.3% in 2012/13, fell to 65% in 2018/19 and is set to plummet further, as middle
class taxpayers who are facing suspended services or degraded service quality and rolling blackouts, bear the
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brunt of increased administrative prices, become increasingly disaffected and “gatvol”, which may culminate
in a tax revolt. Hopefully e-toll resistance is not a portent of things to come.
Ideally it would not be necessary to increase tax rates, merely to improve enforcement in customs and Base
Erosion/Profit Shifting. Despite a competent new SARS Commissioner and progress in the right direction,
SARS still faces a severe capacity constraint (around 600 to 700) critical skills vacancies exist in the skillsets
required by a modern tax authority: forensic auditing, investigation, data analytics skills and specialist legal
expertise.

5.4

DEBT SUSTAINABILITY

The fiscal relief package is funded through the reprioritisation of the 2020/21 budget and by loans from
funders, including the African Development Bank, the New Development Bank and the International
Monetary Fund. The funds provided through these loans do not mean that additional funds are made
available for initiatives – the borrowed funds are to finance the portion of the announced fiscal package that
cannot be funded through the reprioritisation of budgets.
Modelling of the COVID-19 supplementary budget suggests that National Treasury underestimates the
primary deficit (and hence the increase in tax revenues or decrease in expenditure) necessary to achieve a debt
stabilisation trajectory at 90% of GDP as sketched in Figure 4 above (Burger, 2020). Unlike the conventional
deficit which is revenue less expenditure, the primary deficit is revenue less non-interest expenditure and is
a better indicator of discretionary fiscal stance because it excludes interest payments which are obligatory.
The actual average primary deficit between 2010/11 and 2019/20 fiscal years was 1.6% of GDP (Burger, 2020)
As can be seen in Figure 2 above, the main budget primary surplus was estimated to be -2.6% in Budget
2020 (more contractionary than the last 9 years), but increased to a main budget primary surplus of 9.7%.
This means that an already contractionary fiscal stance is expected to become considerably more so. Instead
of being stimulatory, this fiscal stance would be procyclical, potentially undermining medium term growth
prospects.
The precarious balance between the proverbial “rock” of procyclical fiscal policy and the “hard place” of debt
unsustainability is a difficult one to strike. Figure 8 illustrates the primary surpluses associated with the passive
‘business as usual’ approach, as well as those required by National Treasury’s active debt reduction scenario:
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a primary surplus of 2% of GDP in 2021/22 that would have to increase to 7% in 2028/29 before moderating
to 6% of GDP. This would be worse than the average primary surplus of 4% of GDP for IMF imposed structural
adjustment programmes (Burger, 2020).
Figure 8: Primary balance scenarios

Source: Burger (2020:3)

Burger (2020) therefore proposes a more gradual and realistic fiscal adjustment path, outlined in the green
and blue, the stability scenario, in which economic growth improves gradually to 2.5% in 2026/27, but
remains stable thereafter. In this scenario, the primary surplus rises to 2% of GDP, but remains constant at 4%
of GDP thereafter. Besides this one, other more gradual and realistic trajectories are possible. The main point
is that a more gradual, but feasible adjustment path may be more realistic and less procyclical than the one
proposed by National Treasury, but debt is still stabilized. A more gradual debt reduction path will have to
be accompanied by visible structural change in order to be time consistent and credible, including wage
bill reduction and fundamental restructuring and privatization of SOEs and/or some of their subsidiaries.
Fiscal consolidation must not only focus on containing expenditure, but also growing revenues through
employment and economic growth. It is therefore imperative that we adopt growth enhancing reforms.
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6

MACROECONOMIC RECOVERY STRATEGIES
UNDER DEBT CONSTRAINTS, SECTORAL
REFORMS AND BUDGET REPRIORITISATION FOR
INCLUSIVE GROWTH

6.1

RESOLVING SOUTH AFRICA’S DEBT PROBLEM

As noted in the previous section, a consequence of South Africa’s rapidly rising national debt is that an
increasing portion of tax revenues must be used each year to pay debt-service costs. In the 2008/09 budget
about 9% of tax revenue was used to pay debt-service costs, in the 2020/21 supplementary budget this
figure is projected to rise to about 21% of tax revenue.
This imposes severe constraints, as it means that there are fewer resources available for public expenditure.
South Africa’s debt trajectory will need to be brought under control using three sets of inter-related policy
interventions, namely:
• reducing the budget deficit,
• managing borrowing costs, and
• accelerating the rate of economic growth.
Although politically difficult, deficit reduction is the policy lever most directly controlled by government as it
can be achieved through a combination of expenditure control, reprioritisation and tax policies. As illustrated
in Section 4.4 above, National Treasury has suggested a very sharply contractionary fiscal consolidation path
to stabilise the debt-to-GDP ratio at 90%. There are however less austere debt reduction paths which will
stabilise the debt at 100% which may be more supportive of the economy and more credible than an overly
ambitious path which is less likely to be feasible.
The management of borrowing costs, which are ultimately determined not directly by government, but
in local and global capital markets, requires the implementation of an effective deficit reduction strategy,
impactful pro-growth reforms and credible monetary policy.
Accelerating the rate of economic growth will require that government implement a focussed economic
recovery strategy based on a specific set of pro-growth reforms, which are capable of stimulating significantly
increased levels of private sector investment and job creation.

6.2

FOCUS OF RECOVERY PLAN MUST BE TO ACCELERATE INCLUSIVE
GROWTH

Even before the impact of the COVID-19 pandemic, South Africa’s economy was in technical recession and
18

|

South African Presidential Economic Advisory Council (PEAC) - October 2020

BRIEFING NOTES ON KEY POLICY QUESTIONS FOR SA’S ECONOMIC RECOVERY – OCTOBER 2020

MACROECONOMIC POLICY - CONTINUED
had experienced a decade of low economic growth. It has not been since the pre-financial crisis period, from
2000 to 2009, that South Africa has enjoyed sustained economic growth and falling levels of unemployment.
Decisive interventions are urgently needed to rekindle and accelerate growth. Such interventions must be
designed to achieve an ‘inclusive’ form of growth capable of overcoming apartheid’s persistent, racialised,
structural exclusions.
The chief instruments for driving ‘inclusive growth’ are:
• firstly, sectoral reforms aimed at unlocking investment in infrastructure and business activity across a
wide range of sectors, and
• secondly, budget reprioritisation aimed at improving access to public infrastructure and services,
effectively increasing the social wage.
Sectoral reforms to unlock investment: Accelerated implementation of policies to unlock pent-up demand
for expanded investment in electricity generation capacity – particularly lower cost and more-rapidly
deployed wind, solar and gas generation technologies – would serve to stimulate significant direct and
indirect employment and black economic empowerment opportunities, as well as create the energy
security which is a necessary precondition for investment and job creating activities across a wide range
of economic sectors.
Similarly, a correctly designed and executed release of telecommunications spectrum would set in motion
a process of lowering data costs and increasing access to data services - putting money into consumers’
pockets and allowing for increased employment and business activity including township, village and small
business activity.
Comparable reforms aimed at stimulating inclusive growth should be undertaken across a range of sectors,
including mining and mining exploration, manufacturing and agriculture and agro-processing.
Budget reprioritisation to increase social wage: Whereas growth enhancing sectoral reforms will assist in
stabilising South Africa’s national debt, this on its own will likely not be enough to stabilise the country
trajectory. Given the impact of COVID-19 on the country’s tax base, a clear framework will also be required
to contain overall spending and guide the reprioritisation of public expenditure in such a manner as to make
a maximum contribution to the country’s inclusive growth agenda.
Such a framework would recognise that broadly speaking public spending can be broken into four main
categories, as follows:
• wages of public service employees
• welfare transfers
• debt service costs, and
• infrastructure spending.
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In the context of rising public sector wages, welfare transfers and debt service costs at the same time as
poorly performing government revenue over a number of years, there has been a tendency for infrastructure
spending to be ‘crowded-out’. Much of South Africa’s expenditure is non-discretionary, resulting in rigidities.
The bulk of expenditure goes to government wages, which is about 34% of total expenditure, debt servicing
costs, social grants and fee free education. This leaves very little room for anything else.
This is most concerning as the prioritisation of public spending on infrastructure and facilities is key to
achieving inclusive growth. Spending on assets such as school and health facilities, textbooks, sportsequipment, libraries, toilets, clinics, scanners and x-ray machines, as well as on municipal and provincial
services, roads and transport infrastructure serves to increase the social wage, particularly for those in poorer
communities.
If correctly managed, expenditure on infrastructure and facilities will not only improve service delivery but
will also have the benefit of generating direct economic activity, employment and skills transfer for those
involved in building new infrastructure. Furthermore, through lifting the social wage of poor communities, the
process of economic growth becomes more inclusive as there is effectively a redistribution of endowments
and opportunities for members of historically disadvantaged communities.
While there should be an unequivocal policy to prioritise spending on the expansion of public
infrastructure and facilities, a balance must be struck. Skilled public servants need to be paid a fair wage
to manage and carry out public service delivery, but wherever possible public sector wages pressures
must be contained.
Where tough decisions need to be made is wages. It will not be possible to shrink the deficit with our
current wage bill. The only other alternatives are transfers and goods and services. Reduction in transfer
spending is not desirable given the huge need for social relief in the wake of high unemployment and
lockdown-induced loss of livelihoods, and because they play an automatic stabiliser role on the demand
side of the economy. While there is certainly room for improved supply chain management and less fraud
and corruption, there is little scope to reduce spending on goods and services which have already borne
the brunt of fiscal adjustment due to expenditure ceilings imposed over the last 6 years. By governments
own admission, public sector productivity is low, public sector wage increases have escalated much faster
than private sector wages, and the wage bill is the fastest growing item in the budget. An announcement to
cut the public sector wage bill will increase much needed confidence, reduce bond yields and strengthen
the currency instantaneously. A reduction in the wage bill is a necessity that will go a long way to helping
us recover, and build credibility for our fiscal policy stance – signalling a break from the last six years of fiscal
austerity without real fiscal consolidation, where aggregate expenditures were contained, but increases in
wages and state owned entity expenditures were allowed to squeeze out complementary expenditures
required for service delivery - especially at subnational level.
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Roughly 18 million South African are recipients of social grants and over 16 million are employed. This
dependency on the state also crowds out capital projects. We should have programs in place to train and
employ those of working age. In Brazil, the success of their social grant model is measured by the decrease
in the size of recipients. In South Africa, we have the converse.
Given high levels of poverty, existing social transfers are crucial to the livelihoods of millions of South Africans
but given fiscal constraints expenditure on such grants should be contained, in line with current low inflation
conditions. Furthermore, temporary COVID-19 grants – and temporary grant increases – should not be
made permanent and no new grants should be announced.
Employment programmes linked to infrastructure investment are preferable to the expansion of social
grants, as such programmes offer work experience, transfer skills and capabilities and result in the expansion
of community services and assets. As such, South Africa’s limited public finances should be prioritised and
focussed on the building of social and economic infrastructure, which will increase the social wage for poor
communities and facilitate inclusive growth and job creation.
Since fiscal policy is too constrained to support more fiscal stimulus, which would be advantageous for
post-pandemic recovery, the potential for more monetary stimulus must be explored. Urgent intervention is
needed to stem the rising tide of corruption and ensure that administrative leadership positions are filled by
competent individuals with integrity.
Ideally tax increases should be avoided given the weakness of the economy and increased tax revenue
should come primarily from improved tax collection and enforcement to enhance compliance. Given the
dire state of the fiscal crisis, progressive tax increases should not however be ruled out. Wealth taxes are
currently not administratively feasible given SARS capacity. VAT could raise some revenue but would be
regressive and therefore not recommended (rough estimates however suggests that a 1%, 1.5% and 2%
increase in VAT would only generate around R22bn, R31bn and R40bn respectively per year).
Government could however consider instituting a temporary (three year) solidarity levy on personal income
tax. The proceeds would be very small, but it is at least administratively feasible, would bring in a small
positive amount of revenue and would signal that the costs of COVID-19 are not just borne by the poor
and middle class. The revenue potential of such increases would only be modest. Work by the Davis Tax
Committee suggests that if there were a 1%. increase in the marginal tax rate to 46% for income earners
above R1.5 million and another 1% increase for those above R2 million, this would only generate about R2
billion. A 1% increase in tax rates across all brackets (excluding the bottom bracket) AND an increase in the
rate for taxpayers above R1.5 million to 47% and new top bracket of 50% above R2 million would still only
bring in another R15 billion. Increases in the fuel levy and implementation of the Davis Tax Committee’s
report on Estate Duty should be considered.
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In summary, fiscal and monetary policy should aim to:
• contain public sector wages
• limit any increases in existing social grants to 1% or 2% in nominal terms, given the current low inflation
environment, and not introduce new grants until it is affordable to do so
• prioritise the reduction of debt service costs from the currently projected level of 21% of tax revenue in
the 2020/21 fiscal year
• expand investment in social and economic infrastructure linked with labour-intensive employment,
localisation and skills-transfer programmes with the explicit aim of increasing the social wage
• maintain an accommodative monetary policy stance through to 2021, given lower inflationary pressure,
and increase the stimulus package up to 15% of GDP from the current 11%, as explored further below.

7

ROLE OF INFRASTRUCTURE FINANCING
AND DELIVERY

This section commences by considering financing sources for infrastructure, and then moves on to consider
priority areas and sequencing.

7.1

LITTLE FISCAL ROOM FOR INFRASTRUCTURE FINANCE

Government has been issuing bonds worth about R80 billion a month for our current spending needs. The
increase in issuance is leading us deeper into debt and since the additional funding is already committed,
there is very little room for bulk investments. Investors appear to be seeking higher interest on our yields.
South African bond yields are 200 bps higher than the average emerging market, with only Turkey higher
than SA. Turkey has a political and now banking crisis as there seems to be a run on banks – people are
withdrawing the lira in exchange for holding gold. Our yields remain high because of the risks associated
with our government bonds. In the main, investors do not have much confidence in SA Inc, particularly its
ability to shrink the deficit and recover from the economic downfall.
The model of SOE funding is not working effectively and banks are now reluctant to lend to our SOEs, whose
finances remain precarious. The few investors that will take the risk require government guarantees or hefty
covenant rates. What happened to SOEs in the recent past is unfortunate because these entities should be
driving infrastructure development in the country.

7.2

THE MARKET IS WILLING TO FUND PROJECTS

The assets under management (AUM) of South African asset management firms is about R10 trillion and the
size of our banking sector is about R5 trillion. The market has the capacity – and surprisingly – the appetite
to invest in long-term infrastructure projects.
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South African large asset management firms are willing to fund infrastructure projects, provided these
projects are bankable. Many want to fund water and sanitisation projects, road and rail infrastructure and
energy and they will do it without government overlays (i.e. government putting financial skin in the game).
Asset managers would, however, agree to some concessions which will not affect the government’s balance
sheet. They would like a clear regulatory framework, transparency and zero political interference. They have
indicated that they would invest in the likes of SANRAL and the Land Bank despite the financial problems
there, which they have identified as management related. SANRAL’s balance sheet was healthy, but it is
being eroded by the lack of decisiveness linked to the Gauteng tollgates. Minister Mbalula and Minister
Mboweni were tasked to come up with a workable solution; unfortunately, nothing has come out of that. In
the meantime, SANRAL is haemorrhaging.
There are types of infrastructure where the user can pay, such as toll roads which recoup their returns from
people paying tolls. This is the preferred model for the private sector. In this model, there is no government
payment. We have several examples where the public sector has paid towards road infrastructure such as
the N3 and Bakwena roads. SANRAL has been doing concessioning for more than 20 years. The private
sector funders are willing to take upfront outlay risk and even take traffic risk, provided government assures
the private company that it will not take the contract away from it or take the concession away from the
concessionaire. Private funders also want assurance on the enforcement of the road laws. Enforcement
entails security on the roads and ensuring that trucks are not overloaded because they ruin the roads, as well
as investment in rail. The private sector would require a contingent liability against government reneging
on the agreement. There are some roads which must be built where there is no traffic. These are typically
small roads that connect towns or villages. Private sector funders are willing to fund this road infrastructure,
provided government pays for the usage of the road. Private sector funders are willing to be paid for this road
infrastructure at a future time or have government pay in small increments over a long duration. There is still
government risk if government does not pay the small annual increments.
Power is more challenging. Under normal circumstances, end-users pay for power. Eskom is technically
bankrupt and legislation states that Eskom is the only entity that can buy power from large power producers.
Apart from the IPP generated power, it is the only entity that can generate power. With REIPPPP, Treasury had
to stand behind Eskom’s obligations in the same way as Treasury guarantees government bonds. The only
option is to fix Eskom, which has been a challenge to do, or to introduce a new power purchasing entity
with a good credit record and direct line of sight to end-users to purchase power from power producers.
This entity would not require Treasury’s backing as it will be well capitalised due to the end-user model. The
other issue is the cost of electricity needs to be cost reflective. NERSA is independent but has failed to set
cost reflective prices.
South African banks finance many projects all over the continent without government guarantees. These
include ports in Ghana and Mozambique and roads in Kenya. A SPV is set up which produces a feasibility
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study and then funds the project. Government risk only occurs when there is an unexpected termination of
the concession.
The market is very aware of the constraints of the fiscus and there is significant appetite to do what needs
to be done to help recover the economy.
Funders are willing to take commercial risk but require government to take risk on what it has control over.
This includes political risk, war and insurrection and delays in permits and approvals.

7.2.1 Municipalities
Municipalities need a framework where the private sector can play a role in funding. This blended funding
model will help unblock issues of service delivery, huge overruns, wastage and corruption in our municipalities.
The private sector can also assist with providing technical assistance to these projects.

7.2.2 Centralised bidding unit
There needs to a central co-ordination framework for oversight of all projects. This framework can centralise
bidding, expedite blockages, and ensure that there is transparency and the necessary controls are in place.
In the past, money was spent on consultants and yet projects never came to market. Centralisation could
ensure that there are no conflicting priorities within government. Banks have noted the delay in projects due
to multiple government departments having opposing views on a project. Centralisation enables bankable
projects to be funded regardless of a change in political administration as these projects will serve a national
agenda. This will ensure transparency and visibility. This model will attract funding from international
investors as well.
Municipalities will manage and ensure that projects are executed within the agreed upon time but contracting
and the tender process should be done by the centralised unit.

7.2.3 What the market requires
•

•
•
•

Banks’ customers are companies that bid for projects. These clients require a long-term credible pipeline
of projects.
There needs to be a centralised long-term planning framework that identifies all the projects for the next
10 to 20 years. This will allow the private sector to plan ahead and raise adequate funding timeously.
There isn’t a shortage of liquidity to invest in infrastructure projects in South Africa
Asset managers and pension funds have been longing for this type of long-term investment.
Beefing up of infrastructure capacity in government
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•
•

Harnessing different funders along the investment value chain, including pension funds
Regulation 28 includes alternative investments, but asset managers and pension funds need clear
guidance on investing in infrastructure.

Many of these suggestions do not require funding from the fiscus.

7.3

INFRASTRUCTURE PRIORITY AREAS AND SEQUENCING

Over the past couple of years South Africa has seen structural policies moving in the wrong direction, its
institutional fabric being eroded, and endowments being misused for non-productive purposes. This has
slowed pace of reform and weighed heavily on South Africa’s growth (potential).
As the country embarks on a growth and renewal plan it has become urgent to implement growth
enhancing reforms, particularly in infrastructure. The Investment and Infrastructure Office in the Presidency
has gazetted 50 projects across several sectors. It is without a doubt that infrastructure is an important
factor in the health and wealth of a country. In the short-term, infrastructure spending will increase overall
demand while increasing productivity over the long-term. However, the funding mix is an important
consideration as deficit financed investment for example will crowd out the private sector. Consideration
of the type of infrastructure is also important. Investments in core infrastructure, defined as roads, railways,
airports, and utilities, are expected to produce larger gains in economic output than investments in some
broader types of infrastructure, such as hospitals, schools, and other public buildings1. Beyond the direct
and long run benefits of infrastructure investments, implementation of key infrastructure projects will also
spark confidence and help to ignite further investments by households, firms and importantly foreigners.
This can have tremendous benefits for employment and growth.
Energy security is critical. Without it, it is difficult to see how meaningful potential growth will arise.
Deregulation of self-generation as well as the REIPPPP round 5 represents an opportunity to address this
constraint. This is evidenced by rounds 1 – 4 attracting about R209.4-billion of private sector investments.
This is 2.30x the total investment in PPPs since their inception in South Africa. In addition, with the assistance
of the private sector, the government should seek to package infrastructure programmes in a similar way as
was done for the REIPPP programme, to encourage the expedient and sizeable delivery of core infrastructure2
in a budget-neutral manner2.
As noted in previous documents, the auction of electromagnetic spectrum should be accelerated to
ensure technological advancements, such as 5G rollout, and create conditions for lower data costs for
South African businesses, consumers and the education sector. These objectives should be based on an
auction design which will require that telecommunications companies that secure the new bandwidth
must fulfil certain widened access and low pricing criteria to the benefit of the broader economy.
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Lingering uncertainties as to the role of the proposed publicly owned part of the spectrum should be
decisively removed3. With many service sector jobs shifting to working from home, the roll-out of stable
and affordable internet access is critical.
According to the global health security index, global biological risk is increasing and countries, at all income
levels, have gaps in their capabilities, and they are not sufficiently investing in biological preparedness4.
The South African government has done an extraordinary job with its response to COVID-19. Lessons can
be drawn from a country such as Senegal, where preparation and improved infrastructure amidst the
Ebola epidemic in the region supported the country’s management of COVID-19. South Africa is wellequipped to draw on its health response to enhance future preparedness. The infrastructure base that has
been established presents an opportunity to scale-up and improve the overall health system. As South
Africa embarks on NHI more resources should be allocated to the health sector to allow for a greater
improvement. A closer collaboration between the private and the public sector should be considered,
the use of technology for example will enhance services offered at care facilities (i.e. WIFI in hospitals will
improve telemedicine solutions in urban and rural areas as well as homecare). A focus in the healthcare
sector will also unlock opportunities in innovation and growth of the pharmaceutical sector. This has the
potential to be a great growth lever bringing together different sectors of the economy.
As such, large long-term projects and programmes should be considered on a phased approach in order to
mitigate delays.
Spin-offs for ancillary industries could be maximized if project pipelines are procured in a systematic and
consistent manner.
Using a reverse auction to procure infrastructure has been successful for the renewable energy programme
and should be considered when procuring other types of infrastructure.
Localisation should be prioritised and international players should be crowded-in as necessary to assist in
building the local construction market and funding projects.
As increasingly more pressure is being put on funders and investors to support climate-friendly infrastructure,
it is important that a climate-impact lens is used to decide on projects to be prioritized.
Ways to minimise the impact of infrastructure projects on the fiscus should be explored, these include:
• Limiting the National Treasury underpin to certain termination scenarios within projects/programmes
• An analysis of the way the contingent liability relating to infrastructure projects is recognised by auditors
and ratings agencies
• Introducing alternative guarantee mechanisms.
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8

CONCLUDING REMARKS

The assessment conducted above indicates that South Africa’s COVID-19 monetary policy response was
largely effective, though “learning by doing” offers some room for improvement in future, and that in future an
accommodative monetary policy stance should be maintained and increased from the current 11% of GDP
to 15% of GDP in line with the recommendations contained herein. Fiscal policy implementation was less
effective due to state capacity constraints on the ability to spend money effectively at short notice, and high
levels of corruption associated with PPE tenders. There has been considerable reprioritisation, but ultimately
only containment of the public sector wage bill and restructuring of SOEs can credibly underpin debt
stabilisation, since the scope for raising increased taxes and SARS capacity are limited. The upper bound of 87%
of GDP and the pace of debt reduction is unrealistic and likely to be procyclical. A more gradual but credible
debt reduction target of around 100% of GDP is recommended with firm, time-consistent commitments to
SOE restructuring and wage bill containment (pending litigation outcomes). Inclusive, green growth must be
placed at the centre of a post-pandemic recovery agenda, and partnerships with a willing private sector could
be a major source of economic infrastructure finance, freeing up more fiscal resources for social infrastructure.

9
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ENERGY POLICY
FROM POWER CRISIS TO ECONOMIC OPPORTUNITY
Action required to overcome power shortages and drive South Africa’s economic recovery
What used to be a choice is now mandatory. Those countries not adapting to a green transition will find
themselves behind and excluded. They will be behind on the innovation curve, the cost curve, will suffer
from stranded assets and will face increasing barriers to markets that have accelerated their own transitions.
Thus, the question is not whether, but how.

1

INTRODUCTION

South Africa’s electricity crisis contributed directly to the pre-Covid-19 economic recession and now, as
we emerge from the most intense levels of the lock-down phases, the electricity shortage places a hard
constraint on our attempts to induce a critically needed economic recovery, including job creation and
poverty reduction.
The electricity sector faces an almost perfect storm that has fundamentally disrupted its legacy technologies,
strategies and business model. These forces include:
• the technical and financial failure of the centralised megaproject business model;
• a fundamental revolution in the sector’s technological paradigm driven by: (a) the emergence of lowcost renewable energy and storage technologies; and (b) the fourth industrial revolution including
digital information and artificial intelligence technologies;
• the extreme economic risk and vulnerability created by our excessive dependence on coal in the context
of the climate crisis and growing global pressures for rapid decarbonisation; and
• the declining inclination of many municipalities to pay their Eskom bulk accounts.
The impact of these challenges ultimately manifests as a failure by the sector to achieve its primary objectives:
suppling citizens and the economy with energy security in the form of clean, reliable and affordable electricity,
and to do so without placing a burden on the fiscus. The sharp edge of this failure manifests as increasing
load-shedding and ongoing demands for significant fiscal bailouts – all of which comes at an enormous
economic cost.
We urgently need to implement strategies that will first minimise and then eliminate power shortages and
load-shedding. Our actions must take into account the impact of the forces disrupting the electricity sector
and must be designed so as to set the country up for sustainable, long-term success. Fortunately, it is indeed
possible to do so.

South African Presidential Economic Advisory Council (PEAC) - October 2020

|

29

BRIEFING NOTES ON KEY POLICY QUESTIONS FOR SA’S ECONOMIC RECOVERY – OCTOBER 2020

ENERGY POLICY - CONTINUED
The constraints to achieving this do not lie in our natural resource endowments, the availability of appropriate
technologies, or even access to the necessary finance – it lies in our heads and in our political-economy. Our
traditional paradigms of thinking about the state’s strategy to achieve public interest outcomes in electricity
generation herald from the mid 20th century. The system is no longer fit for purpose – it is highly fragile
and is reliant on single points of failure (too many eggs in too few baskets). This exposes our economy to
unnecessary risk, neglects to use all the human capital at our disposal and has not kept up with the new
technological paradigm in the power sector. Our new circumstances demand a new way of thinking if we
are to recover from the current crisis, exploit our many new opportunities, and flourish. We need to figure
out how best to leverage the capacity of our entire social market economy to achieve improved short and
long-term power sector outcomes and launch a green economic recovery in SA.
Appropriate responses to the immediate challenge in the electricity sector will also support the achievements
of the broader transition imperatives for South Africa’s carbon intensive energy economy. Electrification will
increasingly replace fossil fuels in transport and other industrial sectors, and over time renewable energy will
displace coal as our main source of primary energy.
The structure of this paper is to outline:
- the impact of recent load-shedding and the expectations for electricity shortages in the years ahead
- problems and delays in current plans to address the electricity shortage
- urgent interventions required to ameliorate the crisis and advance a just, green energy transition for
South Africa, and
- key global lessons for governments leading a green energy transition.

2

THE COST OF POWER SHORTAGES
AND LOAD-SHEDDING

A recent study found that 2020 will be South Africa’s worst year yet for load-shedding to date.1 Despite reduced
electricity demand due to the impact of the COVID-19 pandemic, by July this year the amount of load-shedding
that South Africa had experienced in 2020 had already surpassed that of 2019, which previously had been the
country’s worst-ever year for load-shedding. The diagram below shows the energy lost due to load-shedding
in recent years.

1

“Setting up for the 2020’s: Addressing South Africa’s electricity crisis and getting ready for the next decade… and now Covid-19”, CSIR Report (August 2020)
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Figure 1: Growing load-shedding intensity in recent years.

As the economy recovers from the lock-down it is highly likely that the total load-shedding in 2020 will significantly
exceed that in any previous year. As shown in Figure 2 below, without any interventions to accelerate current
electricity sector investment plans, load-shedding is expected to persist and possibly worsen until at least 2025,
with a capacity supply gap ranging between 5 000 MW and 8 000 MW.2
Figure 2: Load shedding expectations

The estimated supply gap of 5000 to 8000 MW assumes that the Integrated Resource Plan 2019 (IRP2019)
plans will be executed on time. However, in reality, the implementation of the IRP2019 is already behind

2

In coming to this conclusion, the CSIR modelled assumed ‘more realistically’ that the demand for electricity will be 267 TWh by 2025, less than the 284 TWh assumed in the Integrated Resource Plan of
2019 (IRP of 2019), and that Eskom’s energy availability factor (EAF) will be 64% as opposed to the 75,5% assumed in IRP 2019 (with Eskom’s EAF for the year-to-date being 66,1%).

South African Presidential Economic Advisory Council (PEAC) - October 2020

|

31

BRIEFING NOTES ON KEY POLICY QUESTIONS FOR SA’S ECONOMIC RECOVERY – OCTOBER 2020

ENERGY POLICY - CONTINUED
schedule (this takes into account the process of 2000 MW of “emergency procurement” – the RMPPP – and
the planned IRP2019 procurement of new wind, solar, gas, etc capacity). Once current delays are factored in,
the estimated electricity shortage going forward will be significantly worse than shown here.
The chart on the left in Figure 2 shows the 99th percentile capacity gap for each year – which can be thought
of, all things being equal, as the worst load-shedding level that should be expected in the year. However, it is
important to point out that lower levels of load-shedding will be a much more regular occurrence than the
worst case in each year.
The economic cost of load-shedding is difficult to ascertain but has been estimated at between R60-billion
and R120-billion for 2019 and will increase in 2020 and subsequent years as the duration and average level
of load-shedding increases. With the serious negative implications on jobs, investment and economic
sentiment the broader economic cost of power shortages is much greater. It is widely accepted by analysist
and rating agencies that this crisis is effectively placing a hard, binding constraint on South Africa’s economic
recovery plans.

3

THE NEED FOR NEW CAPACITY AND THE
BENEFITS OF TRIGGERING A LARGE GREEN
INDUSTRIALISATION PROGRAMME

The capacity gap shown in Figure 2 does not indicate the amount of additional new capacity that needs to
be built over and above that already indicated by the IRP2019. This is because power stations do not have a
100% capacity factor. The IRP2019 already envisaged that a new build rate of approximately 3000 MW of new
plant per year would be underway by now. However, to address the gap outlined above, this rate will have
to be urgently ramped up to an unprecedented 5000 to 6000 MW per year.
As important as this is, it is increasingly clear that simply relying on the strategy of attempting to repair
Eskom’s coal-fired stations to achieve higher energy availability levels will not on its own resolve our power
shortages. The advanced age of many of our power stations, over-use and neglected maintenance over
many years means that, like a twenty year old car with 400 000 km on the clock, it is simply not economic, or
even possible to restore them to adequate levels of reliability to resolve power shortages. While reasonable
economic maintenance should continue, we also urgently need to take steps to bring large scale new
capacity online in the shortest possible timeframes. Again, this conclusion is now supported by a wide range
of analysts.
The economic risk associated with the build rate is 100% asymmetric. Building too little capacity will result
in the severe economic consequences associated with load-shedding and high electricity costs; while in the
unlikely event that we overshoot in building new capacity it will come at no or little net cost (and possibly
32
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even save cost), because new low cost electricity will merely displace the diesel consumption in the peakerplants and the most expensive older coal stations.3
In addition to eliminating load-shedding, ramping up the renewable energy build rate provides the
opportunity to trigger large scale green industrialisation and job creation. A sustained rate of between 5000
and 6000 MW per year will trigger in the region of R500 billion of direct investment in generation plant and
create approximately 50 000 direct jobs (Eskom employs 43 000). An additional R100 billion needs to be
invested in grid infrastructure over the next 10 years, also creating substantial additional jobs in construction
and maintenance. While some jobs will inevitably be lost in older coal
generation plant over the medium term (this will happen in any scenario) this will be much less than the new
jobs created with a ramped-up renewables programme.
Establishing credible policy certainty about a large sustained renewables programme will deliver significant
additional green industrialisation benefits. Under these circumstances investors can be induced to return to
South Africa and establish local manufacturing industries that will enable us to ultimately localise most of
the renewable energy value chain in South Africa, potentially becoming an exporter of components to the
rest of Africa.

4

CHALLENGES WITH EXISTING INITIATIVES TO
OBTAIN NEW GENERATION CAPACITY

In the State of the Nation Address (SONA) in February 2020 President Ramaphosa acknowledged that loadshedding has “a debilitating effect on our country” and he outlined steps to “restore [Eskom’s] operational
capabilities” as well as “measures to rapidly and significantly increase generation capacity outside of Eskom”.
The President has also on numerous occasions spoken about the need to increase competition in electricity
generation and allow self-generation. However, the current initiatives in place will not be adequate to
achieve these objectives.
Current plans to address the electricity shortage are effectively advancing on three fronts: IRP2019’s emergency
power procurement, the IRP2019’s main determination for new electricity capacity and deregulation of
independent power generation.
However, progress in rolling-out steps to procure new capacity to reduce load-shedding has been too slow.
The IRP2019 upon which public procurement depends was published in October 2019, ten years after the
previous plan. Four months later, on 18 February 2020, the Minister of Mineral Resources and Energy issued
3

See https://meridianeconomics.co.za/wp-content/uploads/2020/07/Ambition.pdf
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two draft Section 34 Ministerial Determinations for power procurement, for concurrence by NERSA. The first
was for the procurement of 2000 MW of emergency power, to come onto the grid as soon as reasonably
possible, but no later than December 2021 (the “risk mitigation determination”) – as envisaged by the IRP2019.
The second was for 11 813 MW of the technology specific new electricity generation capacity also included
in the IRP2019 (the “main determination”).4

EMERGENCY POWER PROCUREMENT
NERSA concurred to the risk mitigation determination in May this year and the DMRE gazetted it in on 7 July.
In August the Minister issued the request for proposals for 2 000 MW under the emergency RMIPPP. Despite
being billed as an emergency power procurement programme, the pre-RFP approvals took 10 months to
complete after the already delayed finalisation of the IRP2019.
Instead of aiming to bring online the low hanging fruit of short-lead-time, already developed and permitted
renewable projects, the widely held view in the industry is that the “emergency” RMIPPP RFP is “extremely
complicated” and appears to be specially written for more expensive power ships and gas-to-power projects
and to exclude competition from renewables projects.5 None of these projects have environmental permits
and will involve complex consultative and approval processes through our ports. This will delay their
development and create significant risk that they will not be online by December 2021 and therefore not
compliant with the legal requirements of the risk mitigation determination. They will also by their nature be
more expensive. For these reasons it is expected that, if this procurement succeeds, it will result in expensive
power and not meet the needs of our power emergency.

IRP’S MAIN DETERMINATION FOR NEW ELECTRICITY
The contents of the main determination come directly out of the IRP2019 and were widely consulted on as
part of the IRP2019 process. On 29 July 2020, five months after the Minister signed the determination, NERSA
finally granted its concurrence thereto. At the time of writing the final determination had not yet been
gazetted by the DMRE (it is expected late in September 2020). The DMRE has announced that it is targeting
the release of the bid documentation “not later than the end of December 2020”.
Compared to the new capacity requirement outlined above these initiatives are simply progressing too
slowly. A recent press release from Eskom supports this view:

4
5

6800 MW wind and solar, 513 MW from storage, 3 000 MW from gas and 1 500 MW from coal.
This is achieved, inter alia by specifying unnecessary onerous dispatchability requirements.
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While the 2 000MW emergency procurement is a step in the right direction, Eskom would like to
stress the immediate need to urgently accelerate the procurement of at least 3 000MW of further
generation capacity to help ease the supply constraints the country is currently going through.6

DEREGULATION FOR INDEPENDENT POWER GENERATION
The IRP2019 states that:
The development of generation for own use must also be encouraged through the enactment of
policies and regulations that eliminate red tape without compromising security of supply.

In reality this is the most effective option for reducing the supply gap in the short-term. Unfortunately, at
the time of writing, no significant steps have been implemented to achieve this objective. As of July 2020
only 5 generation licences for projects above the 1 MW licensing exemption have been approved by NERSA
since 2016.7 This amounts to only an additional 21,6 MW of new capacity.8 For self-generation licences to
be exempt from the onerous licensing requirements they need to be completely off-grid. This effectively
excludes most potential projects from market entry because most industrial and commercial customers
need to remain connected to the grid for practical reasons (and this is also highly desirable from a public
interest point of view).
Far from aiding South Africa to meet its need for reliable electricity supplies, the current regulatory regime in
effect has been obstructing it. This view is widely supported by South African and international energy firms
which are gearing up to respond to the policy statements outlined above but are still being dissuaded from
doing so by onerous red tape.

5

INTERVENTIONS REQUIRED TO ACCELERATE
EASING OF THE ENERGY CRISIS

Given the huge costs that the crisis is imposing on the economy, it would be advisable continuously to
assess how interventions can be accelerated in order to more rapidly improve and ameliorate the situation.

6
7
8

https://www.eskom.co.za/news/Pages/2020Sep14.aspx This additional 3000 MW figure refers to the immediate need expressed on a capacity basis. The actual amount of plant that needs to be
constructed will depend on the capacity factor of the technology used. If renewable energy is used (fastest and cheapest per kWh) the equivalent requirement is approximately 9000 MW.
So far 156 self-generation facilities under 1 MW have been registered,with NERSA. A total installed capacity of 72 MW.
The projects are:
• Bronkhorstspruit biogas supplying BMW amended 4.2 to 8.4 MW
• Ceres Fruit Growers solar PV amended 1 to 2.5 MW
• Belgotex solar PV amended 1 to 5 MW
• Ratelberg solar PV amended 1 to 3 MW
• Ukomeleza wind 9.9 MW new.
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With little more than 100 days to go before the 2021 SONA, what further actions can be taken over the next
few months to speed-up government’s response to the crisis and demonstrate real and tangible progress?

5.1

INTERVENTIONS THAT SHOULD BE IMPLEMENTED BEFORE THE
2021 SONA

With a focussed effort the following interventions can be implemented before the 2021 SONA – going a long
way to signal that credible measures are being put in place to resolve one of South Africa’s most significant
economic risks. It would be fair to say, given our recent history and severe current fiscal constraints, that
without interventions such as those proposed here, it is unlikely that South Africa will realise the financing
and investment required to resolve the power crisis.
INDEPENDENT LICENSING REFORMS

In terms of section 8 of the Electricity Regulation Act (4 of 2006) the Minister may, after consultation with the
Regulator and stakeholders determine by notice in the Government Gazette that any activity contemplated
in section 7 (1) need no longer be a licensed activity from the date set out in such notice. This in effect
allows the minister to rapidly change the capacity threshold for projects that need a generation licence.9
Regulations should also be amended to make it easier for municipalities, in good financial health, to develop
or procure their own electricity capacity.
Given the inevitable delays with public procurement of power and Eskom’s current financial challenges, we
should take immediate steps to enable all actors in the economy to contribute towards solving our power
crisis. Drastically lifting the licensing requirement for new projects will immediately unleash the pent-up
supply of many hundreds of projects and thousands of megawatts of capacity. Many of these can come
online within a year and will continue to do so thereafter. To achieve this we should:
• Completely deregulate all “own-use” projects10
• Define “own-use” in the regulations as any project in which off-takers have an equity stake (irrespective
of location of the project). This will substantially reduce the financing risk, and thus cost of these projects,
and allow them to be located off-site at appropriate locations, with the power wheeled over the grid.
• Lift the licensing requirement for other projects up to 50 MW.
• In order to simplify the administrative process for new projects transfer the obligation to administer the
“registration”11 of licence exempt projects to the grid operator that they will connect to. Grid operators
must in turn provide this information to NERSA.
9

The technical requirements to ensure that new customer loads or generation projects do not affect system stability are dealt with elsewhere by the respective Grid Codes and enforced by the grid
operators (Eskom and Municipal distributors). Environmental compliance and permitting is also dealt with by other legislation. The requirement for a NERSA Generation licence serves no practical purpose
in the new technological paradigm based on renewable energy and related technologies, which does not depend on the development of megaprojects. Licensing is a legacy economic instrument with
its primary function being to protect the Eskom monopoly. In recent years it has had the unintended effect of substantially worsening load-shedding because hundreds of potential investors have been
dissuaded from developing and investing in large and small generation projects that would otherwise have eased the pressure on the integrated power system.
10 This was the originally legislated position in the Electricity Regulation Act of 2006, but was subsequently changed by regulation by a previous Minister of Energy under the previous Administration.
11 See section 9 of the Electricity Regulation Act.
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It is important to point out that these licensing reforms will not negatively affect Eskom’s finances, but will
actually strengthen its position. This is due to a combination of the following reasons:
• Independent projects will supply power that Eskom currently cannot supply (load-shedding) and Eskom
will therefore not incur losses for this portion of the new power.
• Independent projects will enable Eskom to reduce the use of its diesel-fired peaker plant which produce
electricity at a higher cost than what Eskom can sell it for. Eskom will thus actually realise a net saving in
this case.
• Independent projects will also enable Eskom to reduce the use of its most expensive coal suppliers
which also produces electricity at a higher cost or equal cost than what Eskom can sell it for.
• NERSA regulates Eskom’s revenue requirement based on the cost of plant that it has to keep available
and operate. Lower sales volumes will not reduce its allowable revenue for non-fuel related costs thereby,
all things being equal, maintaining its margins.
• Accelerating the uptake of new capacity creates demand for grid expansion. This amounts to a new
viable business investment opportunity for Eskom of approximately R22 billion for Transmission and R6
billion for Distribution over the next five years ramping up to a need for approximately R100 billion of
grid investments by 2030.
• Overall these reforms, if properly implemented and accompanied by other important structural reforms
envisaged by Government for sectors such as telecoms, water, ports and transport, will induce a
substantial improvement in economic sentiment, triggering increased investment, economic growth
and further demand for power.12
EXCESS SUPPLY OR CAPACITY EXPANSIONS AT EXISTING WIND AND SOLAR PROJECTS

-

Eskom should update agreements with existing wind and solar power projects to access any excess
supply that they may have, or that could be rapidly installed.

TECHNICAL REQUIREMENTS OF THE RMIPPP SHOULD BE URGENTLY MODIFIED

-

the technical requirements of the RMIPPP should be urgently modified to allow for the participation of
a wider range of technology options, the current requirements are in danger of imposing a heavy cost
burden on the economy as they appear to exclude certain low-cost, fast-track technologies, such as wind
and solar13

12 National Treasury. “Economic Transformation, Inclusive Growth, and Competitiveness: A Contribution towards a Growth Agenda for the South African Economy,” October 30, 2019. http://www.treasury.gov.za/
comm_media/press/2019/Towards%20a%20Growth%20Agenda%20for%20SA.pdf.
13 Consider a much more streamlined emergency procurement approach that relies on two simple conditions: firstly, a ceiling price of R500 / MWh (50c/kWh) and, secondly, a requirement to connect before
Dec 2021. If connected before Dec 2021, a 50% premium applies to the bid tariff for each month before the commercial operation date (COD, i.e. Dec 2021).
Capacity requirements are best dealt with by the System Operator and should be separated from the procurement. In other words, Eskom should procure the battery storage or peaker plant that its might
require in time. Given the economics of the new technological paradigm it is highly sub-optimal to require individual projects to provide dispatchable capacity, when this need can most efficiently be met
by the diversity effect of the total portfolio of resources managed by the System Operator. Eskom is already running a battery procurement program with the World Bank which can be optimised for total
system and network requirements.
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NO FURTHER DELAYS IN IMPLEMENTING THE IRP’S MAIN DETERMINATION

-

following NERSA’s concurrence granted in September, make sure that there are no further delays in the
release of the procurement process for the IRP’s main determination and that bid documents are in fact
published “not later than the end of December 2020”.

5.2

INTERVENTIONS THAT SHOULD SHOW SIGNIFICANT PROGRESS BY
THE 2021 SONA

IMPROVE ESKOM’S PERFORMANCE AND UNDERTAKE RESTRUCTURING

-

-

ensure that capacity under construction, including at Medupi and Kusile, is delivered without further
delays and cost overruns
ensure that Eskom management continue to take decisive action to improve the energy availability
factor performance of its power stations
explore new financial arrangements to ease Eskom’s debt burden
accelerate the restructuring of Eskom in order to establish an independent Transmission entity
secure additional development finance to assist independent Transmission entity to expand and
strengthen the grid to cater for the large-scale introduction of new generation capacity and to facilitate
South Africa’s just energy transition
clarify grid connection and wheeling rules and improve visibility and affordability of wheeling costs.

ACCELERATE THE IMPLEMENTATION OF RENEWABLE ENERGY DEVELOPMENT ZONES

-

accelerate the implementation of Renewable Energy Development Zones – including in coal-producing
areas – to streamline environmental authorisation processes and assist in the establishment of new
upstream and downstream renewable energy industries in such zones.

CREATE A JUST TRANSITION FRAMEWORK

-

through negotiation and social-compacting put in place policies to support workers and communities in
coal-producing areas in part through reskilling and through development of upstream and downstream
renewable energy industries in such areas.
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FINALISE RENEWABLE ENERGY MASTERPLAN

-

align South Africa industrial policy with the IRP2019 through urgent finalisation of the South African
Renewable Energy Masterplan

-

restore investor confidence to invest in local renewable energy manufacturing, it will be a critical to
restore confidence after the industry was decimated following the 6 year interruption of procurements
(in fact, stop-starts, delays and crisis modes make it more difficult to coherently and systematically
implement industrial policy programmes linked to the green energy transition).

MANDATE AND SUPPORT ESKOM IN EXPLORING OPPORTUNITIES TO RAISE CONCESSIONARY CLIMATE FINANCE

-

in order to implement the President’s announcements to the UN Secretary General’s Climate Summit
to this effect a year ago, explicitly mandate Eskom to explore the possibility of raising large-scale
concessionary climate finance from the international community in return for an accelerated clean
energy transition.

INITIATE AN ONGOING PROCESS OF ANNUAL REVIEW OF THE IRP

-

6

initiate an ongoing process of annual review of the IRP2019 and future iterations of the IRP, in order to
update demand and supply assumptions and incorporate the latest technology costs.

KEY GLOBAL LESSONS FOR GOVERNMENT
IN LEADING A GREEN ENERGY TRANSITION

Green growth is a ‘wicked’ problem in that it is complex, systemic, interconnected and urgent. It is also an
opportunity to confront the inter-linked problems facing the South African economy: lagging investment in
business, inertial bureaucracy in government, rising inequality, and a lack of trust in government’s ability to
do anything about it.
But this requires first admitting what the bottlenecks are.
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6.1

GET OVER THE IDEOLOGY ABOUT THE STATE. THIS IS NOT ABOUT
MORE OR LESS STATE BUT A SMARTER STATE

Confronting South Africa’s electricity emergency is not just about what ‘not to do’, but the new way to ‘do’
investment and innovation to steer growth in a green direction. Such an ambition requires revitalizing both
private and public investment, innovation and collaboration. It is not about more state or less state but a
different type of state. One that is able to act as an investor of first resort, catalyzing new types of growth, and
in so doing crowd in private sector investment and innovation which are in essence functions of expectations
about future growth areas.
In this context the role of the public sector is to set a direction for change, and use every instrument
possible—from procurement to grants and loans—to crowd in solutions by different types of organisations.
Key here is the notion of transformation—all sectors from low tech ones to the emerging high tech
ones and in both manufacturing and services, can become part of the solution. But this requires a new
form of collaboration between the state and business. This can benefit from a portfolio approach, more
about picking the willing rather than picking winners14. It means changing the notion of vertical policies
away from picking sectors, towards choosing problems that all sectors can (and must) contribute to. This
includes redesigning public-private partnerships to be less about subsidies, guarantees and handouts
and more about conditionalities linked to governing a system that produces dynamism aimed at publicly
set goals.
New forms of collaboration must be about market shaping, not market fixing. Yet market failure approaches
are prominent in the green transition. For decades, environmental, social and governance issues, and the
metrics around them, have been siloed into market-fixing concepts such ‘negative externalities’. Yet while
positive externalities can justify the investment in basic research, and negative externalities the design of
carbon taxes, what is required for a green transition is a clear remit to actively shape and co-create markets
not only fix them.

6.2

DON’T PUT ALL YOUR EGGS IN ONE BASKET: A PORTFOLIO APPROACH

Business does not invest unless it sees an opportunity for growth — so turning mitigation into opportunities
for investment and innovation is key. This requires more than tax incentives: it requires bold investments like
those witnessed in Roosevelt’s New Deal in the wake of the Great Depression.

14

40

Mazzucato, M. (2013), The Entrepreneurial State: debunking public vs. private sector myths, Anthem Press: London, UK, ISBN 9780857282521,
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State investments in a renewable energy transition need to have a portfolio approach. This means making
bold investments in different types of renewables, while transitioning out of fossil fuels. This requires a
risk-welcoming, forward-looking approach to innovation investment.
This can be done by using the full array of government instruments — from procurement policy to prize
schemes — to ‘pick the willing’: those organisations willing to take on the difficult investment required for a
green transition. Governments cannot micromanage this process, as that would stifle innovation, but they
can set a clear direction, make the initial high-risk bold investments which crowd-in private actors later on,
and reward those who are willing to invest and innovate.

6.3

BEWARE OF THE INCUMBENTS. TRANSFORM THEM!

There should not be a fear of ‘picking winners’ but a fear of the losers picking government! Picking a direction
means setting a bold agenda and a portfolio of investments within that.
To avoid being locked-in to a high-carbon path, and to actively turn our backs on stagnant innovation
landscapes, policy must ensure that investments into low-carbon innovation are rewarded15.
It also requires a bold approach with companies so that government investment, subsidies and guarantees
are conditional on business transformation. In Germany, with the Energiewende, the support provided to the
steel sector was conditional on the sector lowering its material content. It did so through repurpose, reuse
and recycle. This led to it being one of the most innovative green steel sectors.
Such conditionalities have also been important with Covid-19 so that bailouts and support to struggling
sectors use the crisis as an opportunity for innovation and investment and modernization of the sectors, not
just handouts.
Governments must also rebuild their capabilities in designing, implementing, and enforcing conditionalities
within an overarching industrial transformation framework to drive the economy in a way that is more inclusive
and sustainable. Government help, via grants, loans and guarantees, can be tied to the transformation of
sectors to make them lower their carbon emissions, be less extractive, and treat workers with more dignity (in
pay and conditions). Without such willingness and capabilities, governments are doomed to replicate wellknown mistakes from past crises, where trillions were poured into the economy, with most of the finance
ending back in the financial sector.

15 Mazzucato, M., and C. Perez (2015) ‘Innovation as Growth Policy’ in The Triple Challenge: Europe in a New Age, J. Fagerberg, S. Laestadius and B. Martin (eds). Oxford: Oxford University Press.
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The attachment of conditionalities to industrial bailouts is in fact no more a taboo; international experiences
from highly dynamic market economies are testament of that. Even the business community through the
pages of the Financial Times is rediscovering its merit.16 Government support for corporations has ranged
from direct cash grants and equity stakes, to tax breaks and loans at favourable terms or with a government
guarantee. Monetary policy has also been deployed to support corporates by purchasing corporate bonds.
And yet, the monopoly and/or bargaining power of major companies and sectors has allowed some of them
to successfully lobby against conditionalities attached to bailout schemes. Large portions of government
support are being operationalised through central bank operations, where there is often no conditionality
attached. In the UK, Easyjet was able to access £600 million in liquidity from the Bank of England despite
having paid £174 million in dividends a month earlier. One of the main supermarket chains in the UK – Tesco
– distributed £900 million in dividends despite taking £585 million from the taxpayer in business rates relief.
In the US, the extension of the central bank’s bond purchases into risky high yield bonds has also fuelled fears
of ‘moral hazard’ by rewarding dubious practice. For example, the US shale oil sector, was highly levered and
mostly unprofitable even before the pandemic.

6.4

DON’T PICK SECTORS PICK PROBLEMS FOR ALL SECTORS TO
SOLVE: MISSION-ORIENTED APPROACH

Through well-defined goals, or more specifically what we define as ‘missions’, that are focused on solving
important societal challenges, policy makers have the opportunity to determine the direction of growth
by making strategic investments, coordinating actions across many different sectors, and nurturing new
industrial landscapes that the private sector can develop further17.
The result would be an increase in cross-sectoral learning and macro-economic stability. This ‘missionoriented’ approach to industrial policy is not about top-down planning by an overbearing state; it is about
providing a direction for growth, increasing business expectations about future growth areas, and catalyzing
activity—self-discovery by firms18 that otherwise would not happen19. It is not about de-risking and levelling
the playing field, nor about supporting more competitive sectors over less20, since the market does not
always know best, but about tilting the playing field in the direction of the desired societal goals, such as the
Sustainable Development Goals (SDGs).
Missions have been employed to guide industrial strategy, set forth innovation policy, and steer green
transitions. Examples of challenge-led policy frameworks include the United Nation’s SDGs (Borras, 2019),

16
17
18
19
20

https://www.ft.com/content/7836c4ce-893e-11ea-a01c-a28a3e3fbd33?shareType=nongift
Mazzucato, M. & Penna, C. C. (2016) ‘Beyond market failures: The market creating and shaping roles of state investment banks’, Journal of Economic Policy Reform, 19(4): 305-326.
Hausman, R., and D. Rodrik (2003) ‘Economic development as self-discovery’, Journal of Development Economics 72(2): 603-633.
Mazzucato, M., and C. Perez (2015) ‘Innovation as Growth Policy’ in The Triple Challenge: Europe in a New Age, J. Fagerberg, S. Laestadius and B. Martin (eds). Oxford: Oxford University Press
Aghion, P., Cai, J., Dewatripont, M., Du, L., Harrison, A., & Legros, P. (2015) ‘Industrial policy and competition’, American Economic Journal: Macroeconomics, 7(4): 1-32
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the European Union’s Horizon Europe research and development programme21 and the UK’s 2017 Industrial
Strategy White Paper2223.
Industrial strategies are seeing a revival around the world, and should be harnessed to direct economies towards
solving grand challenges through innovation and investment24. Vital infrastructure systems – energy, transport,
digital communications, water, and waste – which generate interdependent, long-term, high investment and
high employment projects, must be designed to direct economic activity towards green growth, and must be
aligned with a cross-sectoral sustainable industrial strategy25.
In South Africa, energy strategy should be incorporated at the heart of the national industrial strategy. The
industrial strategy needs to move away from being – as it has been and remains in many countries – an
inflexible list of high performing sectors, such as steel and poultry, and towards missions on renewables
and resources – something that could potentially be driven by a desire to make these industries more
competitive. From the point of view of Eskom, taking on a mission-oriented approach means first addressing
the underlying structural ownership of the state in a manner which catalyses long-term green action in the
private, public and civil sectors.

7

CONCLUSIONS

In this note we outlined the nature of our power crisis and the urgent need for an immediate response.
We also discussed the legacy ideological paradigms and political economy factors that now must adjust to
South Africa’s urgent economic recovery needs. The note sets out the practical steps required to eliminate
load-shedding and trigger a sustained, job-rich, green economic recovery. The substantial climate change
mitigation benefits (positive externalities) that an accelerated green energy development path will deliver
will find us immediate and substantial support from practically all the multilateral development banks and
development finance institutions active in South Africa. This will be an invaluable contribution to working
out Eskom’s financial crisis.
Without these urgent practical reforms, we are unlikely to realise the financing and investment so urgently
required for a (green) recovery in our electricity sector. And, without recovery in this sector, it is fair to say that
our attempts at achieving a successful economic recovery will not amount to much. South Africans cannot
21 Mazzucato, M. (2018a) ‘Missions: Mission-Oriented Research & Innovation in the European Union’. European Commission. Available online at https://ec.europa.eu/info/sites/info/files/mazzucato_
report_2018.pdf
22 HM Government (2018) ‘Industrial Strategy: Building a Britain Fit for the Future’. Department of Business, Energy and Industrial Strategy. Available online at: https://www.gov.uk/government/publications/
industrial-strategy-building-a-britain-fit-for-the-future
23 The UCL Institute for Innovation and Public Purpose (IIPP) has been at the heart of developing new ways of developing and implementing policies to steer and direct innovation towards bold challenges.
This is exemplified by its work convening the UCL Commission on Mission-Oriented Innovation & Industrial Strategy (MOIIS) which both led the development of a mission-oriented strategy in the UK
through thought-leadership and pioneered its implementation in co-creation with public servants.
24 Mazzucato, M., R. Kattel, and J. Ryan-Collins (2019). “Challenge driven innovation policy: towards a new policy toolkit”, Journal of Industry, Competition and Trade, forthcoming.
Mazzucato, M. (2018), “Mission Oriented Innovation Policy: Challenges and Opportunities”, Industrial and Corporate Change, 27 (5): 803–815, https://doi.org/10.1093/icc/dty034
Kattel, R. and Mazzucato, M. (2018). “Mission-oriented innovation policy and dynamic capabilities in the public sector”, Industrial and Corporate Change, 27 (5): 787-801, https://doi.org/10.1093/icc/dty032
25 Mazzucato, M. and McPherson, M. (2018). The Green New Deal: A bold, mission-oriented approach. UCL Institute for Innovation and Public Purpose Working Paper Series (IIPP PB 04)
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afford further delays. A business as usual policy approach will simply not do. The practical reforms we need
to implement, while novel for many of our policy makers, will actually lead us down a path that is now welltrodden internationally and will be widely supported. It is time to take decisive steps away from our power
crisis towards building economic opportunity.

8

APPENDIX A: EXAMPLES OF POST COVID
CONDITIONALITY

Both Denmark and France imposed a condition for the allocation of state aid, namely that supported
companies were not domiciled in any of the EU’s recognised tax havens and that large recipients cannot
pay dividends or buyback its own shares until 2021. This partly echoes US Senator Elizabeth Warren’s call
for strict bailout conditionalities, including higher minimum wages, worker representation on boards and
enduring restrictions on dividends, stock buybacks and CEO bonuses.26 In the United Kingdom, the Bank
of England has used its influence to promote a temporary moratorium on dividends distribution and share
buyback operations.
Far from a punitive and dirigiste attempt to put strings on the economy, attaching conditionalities to
bailouts is a way to steer financial resources strategically and make sure that they are retained and reinvested
withing productive business organisations, instead of being distributed and captured by particularistic and
speculative interests.
The worst-affected and most strategic sectors have been at the centre of extensive bailout schemes in all
these countries. For example, the US airlines have been granted up to $46 billion in loans and guarantees,
with strict conditions including 90% workforce retention, paycuts for executives, and bans on outsourcing
and offshoring. Austria has responded to airline companies’ bailout requests by making them conditional to
climate targets.
In some cases, governments have shown willingness and capabilities to go beyond conditionalities, and
rethink ownership models in view of exercising long-term strategic influence and guarantee companies’
financial commitment to investment, employment retention and restructuring. Germany and France
are moving to respectively acquire or increase equity stakes in airline companies to ensure strategic
infrastructural capacity. Angela Merkel backed a 9 billion bailout of Lufthansa, conditional on 20% shares
in the company until at least 2023 and the power to block hostile takeovers. Similar resources have been
promised in other sectors.

26 https://www.warren.senate.gov/oversight/letters/warren-urges-fed-to-hold-ceos-personally-accountable-for-companies-compliance-with-cares-act-bailout-terms
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At the EU level concerns have been raised about speculative take-overs and the need to protect the European
industrial sector from foreign acquisitions. The need for State aid Temporary Framework to recapitalisation
measures has been recognised. The Italian Government also introduced important measures and opened
new channels to operationalise conditionalities within bailouts and guarantee schemes. For example, the
extension of the Golden Power rules makes clear that the government recognises a number of productive
sectors and organisations as assets of ‘strategic national interest’ and that the State has a duty to protect
them from both internal financialised practices and external speculative takeovers.
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BUILDING STATE CAPACITIES AND DYNAMIC CAPABILITIES
TO DRIVE SOCIAL AND ECONOMIC DEVELOPMENT:
THE CASE OF SOUTH AFRICA
South Africa has not had a lack of policies. It has had a lack of dynamic capabilities inside the public
sector to implement those policies. This paper tackles this question head on, beginning with a
different notion of the state—not just a market fixer but also a market co-creator and shaper. We
focus on three inter-related areas: the dynamic capabilities needed to improve implementation of
chosen strategic missions and related programmes—including digital capabilities; innovation in
public service, especially with respect to coordinating activities that yield outcomes in a defined
locality, but very much driven by a set of missions; and the idea of a developmental state whose
aim is to achieve both greater efficiencies and equity outcomes. We conclude with a set of
recommendations for South Africa to turn its weak state into a dynamic and capable innovative
state. One of the biggest lessons of the COVID-19 pandemic is that public sector capacity to
manage a crisis of this proportion is dependent on the cumulative investments that a state has
made in its ability to govern, do and manage. While the crisis is serious for all, it is especially a
challenge for countries that have ignored those needed investments in public sector capacities.
The latter is typically defined as the set of skills, capabilities and resources necessary to perform
policy functions, from the provision of public services to policy design and implementation. During
the past half a century many countries have seen their public sector capacities hollowed out by
swathe of reforms driven by market failure and market fixing logics. Tackling grand challenges
requires strengthening institutional capabilities of the state across different spheres of government
especially at the coalface of public service delivery at the local level. It also requires revitalising
private and public investment, innovation and collaboration.

1

INTRODUCTION

Crises can act as critical junctures and be a spur for long-term social and economic change. This has been
the case with previous crises in history from the Great Depression to the Global Financial Crisis of 2008.
The health pandemics of the past, from the Black Death of the 14th Century to the SARS pandemic of the
late 20th Century imbued governments with a new sense of mission to change how economic and social
infrastructure is configured. Crisis and pandemics can bring the society together around a common purpose
but we know from history that such critical junctures can also divide societies and propel them into chaos.
Learning the right lessons and being able to galvanise society for positive change is thus one of the key tasks
for governments during the ongoing pandemic.
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The COVID-19 pandemic offers the South African government an opportunity to implement the social and
economic changes that were planned but never brought to fruition. This requires a clear sense of purpose that
defines a clear narrative for transformative change and the necessary institutional capacities and capabilities
that can deliver such change. South Africa has a rare opportunity in the context of the Covid-19 pandemic
and the economic crisis that this has triggered to do everything possible to drive major economic change
across the various levels in government as well as in its state-owned enterprises and other delivery agencies.
The government has an opportunity to ‘build back’ based on a new mission centering on greater economic
inclusion, overcoming the spatial legacy of apartheid, and delivering social and economic infrastructure
to both improve the quality of government services and enable new economic activities including those
aimed at generating green growth, building institutional capacities for the public sector and skills for the
economy, promoting small and medium enterprises, and accelerating digital transformation.
Many of these objectives are expressed in government policy documents such as the National Development
Plan of the National Planning Commission and the recent Economic Strategy of the National Treasury. What
this paper aims to do is identify the implementation bottlenecks and articulate these in the form of coherent
policy missions and define the institutional framework that would deliver the desired outcomes. The
conceptual lens that we adopt in this paper is organized around the hierarchy of public sector administration
and the imperative of building dynamic capabilities to improve implementation of chosen strategic missions
and related programmes; innovation in public service, especially with respect to coordinating activities that
yield outcomes in defined localities, but very much driven by a set of missions; and the idea of a developmental
state whose aim is to achieve both greater efficiencies and equity outcomes. These three analytic features
are interrelated. Even when the state has defined the best missions to pursue, if it lacks dynamic capabilities it
will not achieve such missions. Where developmental outcomes or equity objectives are weakly articulated,
the state may find itself pursuing efficiency goals that pander to market interests, assuming the character of
good governance without the effectiveness that can only come through social inclusion and equity.

2

THE CONCEPTUAL LENS: LONG-TERM
CAPACITIES, DYNAMIC CAPABILITIES,
INNOVATION AND DEVELOPMENTAL MISSIONS

Effective governance requires capacities for resilience and capabilities for agility (Kattel, Drechsler, and Karo
2019). Public sector capacity is typically defined as the set of skills, capabilities and resources necessary to
perform policy functions, from the provision of public services to policy design and implementation (Wu,
Howlett, and Ramesh 2018). The capacities associated with the public sector tend to be narrow and focus on
stability (i.e. continuity, transparency, predictability of services and interventions) and sources of dynamism
are often seen to be external to the public sector (i.e. private sector practices or individual leaders). The
conception of capacities needs to be complemented by the understanding of dynamic state capabilities.
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While there is a rich literature about firm-level dynamic capabilities (Teece and Pisano 1994), there has
been insufficient attention paid to where the equivalent level of public sector capacity comes from and its
dynamic evolution over time (Mazzucato and Kattel 2020). Instead, over the years the idea that the public
sector should at best fix market failures and seek the same level of efficiency in the private sector has taken
hold. An approach wedded to static efficiency and ‘fixing’ does not justify the investment in the internal
capabilities to co-create value (Mazzucato 2018b).
This type of thinking has mainly been influenced by public choice theory and the development of new public
management (NPM), or new public administration, in US business schools. NPM, which gathered momentum
in the 1980s, basically argued that governments should adopt private-sector strategies to maximise value in
the public sector. NPM policies were widely implemented in advanced economies in the 1980s and 1990s,
in particular in the UK, New Zealand and Australia (Hood 1991). By the mid-1990s, however, concerns were
growing about its appropriateness (Drechsler 2005). Yet, as Lapuente and Van de Walle have recently argued,
“Administrations all over the globe have taken measures in the three main themes of NPM: competition
between public and private providers, incentives to public employees and the disaggregation of public
organisations” (Lapuente and Walle 2020)efficiency and effectiveness of the delivery of public policies? NPM
reforms, understood as a style of organizing public services towards the efficiency and efficacy of outputs,
have been controversial. They have been accused of importing practices and norms from the private sector
that could collide with core public values, such as impartiality or equity. Yet, with few exceptions, we lack
systematic empirical tests of the actual effects that NPM reforms have had on the delivery of public services.
In this introductory article, we summarize a special issue devoted to cover this gap. And, overall, we find that
neither the catastrophic nor the balsamic effects of NPM reforms are confirmed, but the success (or failure.
However, deregulation, shareholder value and new government practices, such as setting up arm’s-length
agencies and outsourcing, did not always work as well as theory said it they should.
In development theory and practice, the market-failure-based approaches coalesced in the 1990s around
the so-called Washington Consensus policies focused on deregulation, opening up of domestic markets,
and relying on foreign direct investment and exports to drive economic transition and growth (Williamson
2002). The main assumption of the Washington Consensus was that as all development problems are of the
same nature, the solutions are bound to be the same as well. This removes the question of directionality of
growth from domestic policymaking and leaves global markets in charge.
Since then, while there have been attempts at going beyond NPM (Moore 1995) and the Washington Consensus
(Rodrik 2006), a proper framework has not been developed that can understand how the state is responsible not
only for fixing markets but also for shaping and co-creating them—and the capacities and capabilities needed
to do that (Mazzucato, Kattel, and Ryan-Collins 2020)or more specifically ‘missions’, that are focused on solving
important societal challenges, policymakers have the opportunity to determine the direction of growth by
making strategic investments across many different sectors and nurturing new industrial landscapes, which the
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private sector can develop further, and as a result induce cross-sectoral learning and increase macroeconomic
stability. This ‘mission-oriented’ approach to industrial policy is not about ‘top down’ planning by an overbearing
state; it is about providing a direction for growth and increasing business expectations about future growth areas
and catalysing activity that otherwise would not happen. It is not about de-risking and levelling the playing
field, nor about supporting more competitive sectors over less since the market does not always ‘know best’ but
tilting the playing field in the direction of the desired societal goals, such as the sustainable development goals.
To achieve this requires a different policy framework, what we call the ‘ROAR’ framework, which involves strategic
thinking about the desired direction of travel (Routes. Main capacities and respective dynamic capabilities must
be built and nurtured within public sector organisations.
The key to the idea of capacities and capabilities in the public sector is based on building complementarities
or partnerships with other social and economic actors. This entails showing the direction, through various
policy options, that would allow private sector and society to explore and exploit existing and new economic
and technological potential. In other words, partnerships are fundamental for creating spaces to invest
and innovate. This approach to problems can apply across different state agencies including state-owned
enterprises and public administration at different levels of government.
Building such partnerships and trust around them, requires a relatively long-term mindset and policies, spanning
more than the typical electoral cycle, and is often summarized in national development and innovation
strategies. However, all too often such strategies remain vague and non-committal because governments
actually lack capacities and capabilities to implement them. We show this – as well as solutions – below
when discussing public administration and state-owned enterprises in South Africa. We argue that through
well-defined ambitious goals, or more specifically ‘missions’, that are focused on solving important societal
challenges, policymakers have the opportunity to determine the direction of growth by making strategic
investments, coordinating actions across many different sectors, and nurturing new industrial landscapes that
the private sector can develop further (Mazzucato 2016)which requires long-run strategic investments and
public policies that aim to create and shape markets, rather than just “fixing” markets or systems. Market creation
has characterized the kind of mission-oriented investments that led to putting a man on the moon and are
currently galvanizing green innovation. Mission-oriented innovation has required public agencies to not only
“de-risk” the private sector, but also to lead the direct creation of new technological opportunities and market
landscapes. This paper considers four key issues that arise from a market-creating framework for policy: (1.
This ‘mission-oriented’ approach to policy making is not about top-down planning by an overbearing state;
it is about providing a direction for growth, increasing business expectations about future growth areas, and
catalysing activity – self-discovery by firms – that otherwise would not happen (Mazzucato and Perez 2014).
It is not about de-risking and levelling the playing field, nor is it about supporting more competitive sectors
over less, since the market does not always know best, but about tilting the playing field in the direction of
the desired societal goals, such as the Sustainable Development Goals (Sachs et al. 2019). However, we argue,
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to achieve this requires a new analytical framework based on the idea of public value and a policy-making
framework aimed at shaping markets in addition to fixing various existing failures.
Such long-term market shaping activity by governments requires agile stability: internal dynamism and
learning in policies, services, institutions and organizational formats complemented by the ability to maintain
stability to patiently implement policies and deliver services expected from the state (Drechsler and Kattel
2020). Market shaping capacities and capabilities need to rest on a positive theory of public value that begins
with a notion of the public good not as a correction to a failure, but as an objective in itself—an objective
that can only come about if linked to a process through which value is created (Mazzucato and Ryan-Collins
2019). Key here is the emphasis on value creation at the core: not ‘public’ value but value itself—with a clear
delineation of the role of the different actors that are central to its formation.
This may be expressed differently depending on the state agency. Delivering value in a state-owned
enterprise may entail taking a lead in supplying critical public infrastructure or service, especially in areas
where the private sector would not invest on its own; in some instances it may be expressed through
organising and directing state investments in research and development; or by stimulating the ecosystem
for small and medium enterprises through ramping up finances (through development finance institutions)
in instances where private capital is held back. In the context of local government, the state could direct
resources towards creating a system of innovation and improving how social and economic infrastructure
are delivered – at times through collaboration with other stakeholders. Here, what is of significance is setting
out a clear mission and identifying the desirable outcomes.
While in economics value is, in essence, created inside businesses and only facilitated by the public sector, in
this view value is co-created and requires a stakeholder understanding of capitalism itself across different levels
of the state. This more collective view of value underpins a different understanding of the market itself, with the
market as an outcome of the interactions of individuals, firms, and the state. And if value is created collectively,
a first question becomes: what capabilities, resources, and capacities are needed for this value to be created
inside all the different organizations, including those in the public sector, private sector, and civil society?
A key success of past market-shaping policies, such as the mission-oriented policies of the Moonshot era, has
been setting a clear direction for problems to be solved (i.e. going to the moon and back in one generation),
which then required cross-sectoral investments and multiple bottom-up solutions, some of which inevitably
fail. Too much top-down can stifle innovation and too much bottom-up can make it dispersive with little
impact. Crucially, in the case of South Africa, replication of institutional agencies of the state that are all
focusing on the same problem has in the past inhibited delivery. This has been the case, especially, in the
economic cluster of government departments. Policies tackling grand challenges should thus be broad
enough to engage the public, enable concrete missions, and attract cross-sectoral investment, and remain
focused enough to involve industry and achieve measurable success. By setting the direction for a solution,
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missions do not specify how to achieve success, but rather stimulate the development of a range of different
solutions to achieve the objective. In other words, missions guide entrepreneurial self-discovery.
Missions need to rest on a positive theory of public value that begins with a notion of the public good not
as a correction to a failure, but as an objective in itself—an objective that can only come about if linked to a
process through which value is created (Mazzucato and Ryan-Collins 2019). In this sense a new building block
is needed to guide and legitimize public policy. The criteria for selecting missions adopted by the European
Commission, after widespread stakeholder consultation based on the ‘Missions Report’ (Mazzucato 2018a),
are that they should:
•
•
•
•
•

be bold and address societal value;
have concrete targets: you know when you get there!
involve research and innovation: technological readiness over limited time frame;
be cross-sectoral, cross-actor, and cross-disciplinary;
involve multiple competing solutions and bottom-up experimentation.

Thus, the emphasis of both long term capacities and dynamic capabilities is on building collaboration
between state and business. In the context of development thinking, the concept of public sector capacity
has been previously applied either through the lenses of state legitimacy, single key agency or capabilities
to absorb international aid and technological change. Such frameworks lead the public sector to develop
capacities for short-term efficiency gains at the expense of both long-term vision-setting and the ability to
take onboard the uncertainties and risks of innovation. Our view is that these approaches and frameworks
are inadequate for solving key socio-economic challenges, as has been laid bare by the COVID-19 crisis.
For South Africa, this particular crisis should help to build capabilities that will make society and the economy
resilient for the future. Improving skills in the public service - rather than fixating only on reducing the
headcount - and defining in more precise terms the kind of mission-critical outcomes the state seeks to
pursue are key success factors. The very important point about building state capabilities is having a clearly
laid out mission, or set of missions, and identifying the resources and sets of relationships that are required
to bring the mission to fruition.

3

PUBLIC SECTOR CAPACITIES AND
CAPABILITIES IN SOUTH AFRICA: DIAGNOSING
THE CHALLENGES AND OPPORTUNITIES

The retrenched market fixing state marked South Africa’s first decade of democracy. There were two
fundamental tensions that characterised the emphasis on macro-economic stabilization and growth. The
first is what is sometimes defined as the pro-poor agenda, or transformation objectives. The second is
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related to attracting foreign investment, ensuring economic growth and modernizing the economy. These
are not naturally contradictory; indeed the latter, specifically high growth, is often required to generate
sufficient resources for meaningful state-led redistribution to take place. But the locus of tension is in the
perceived emphasis of economic policy priorities or the direction of growth. The best mechanism for the
state to overcome this tension is by conceiving itself in developmental terms through ‘embedded autonomy’
(Evans 1995) or as an ‘entrepreneurial state’ that not only takes cue from the market, but co-creates markets
(Mazzucato 2013). The state versus markets debate has become somewhat sterile, as both institutions can
work collaboratively to address ‘wicked problems’ in society or to realise grand missions that lead to structural
change. What we present here is a framework of thinking that places emphasis on clearly defined missioncritical objectives, and whose realization requires a strong, not weak, state that is able to co-create markets
and work with a variety of stakeholders in realizing missions.
Depending on the mission, such stakeholders may include the private sector, social enterprises, or nongovernmental organisations. Without such capacities it becomes extremely difficult to gain traction towards
achieving major developmental outcomes. This explains why it is often said that there are many policies in
South Africa, but implementation is weak. Implementation failures are linked to absence of clarity of purpose
and capacity deficiencies. Having many goals or policy statements does not in themselves constitute
a mission nor does it offer certainty that there are requisite capacities to carry out those objectives. It is,
however, not just implementation weakness that needs to be solved, but how the state conceives criticalmission objectives and the means through which these are to be realised, for example, through state-owned
enterprises, other specialized institutions of the state, district development model at the local government
level, through public-private partnerships structured to realise a defined set of outcomes, or through other
identified avenues that signify shared mission.
For South Africa, an array of institutional weaknesses and governance failures at the municipal, provincial
and national levels have undermined the ability of the state to deliver on its developmental mandate.
These weaknesses center on the organisation of the state, absence of an ethos of accountability and
transparency, the skills deficiencies, and ill-defined goals in some instances. Corruption has also undermined
the effectiveness of the state in delivering on its developmental mandate, as shown in various reports such
as the State of Capture Report by the former Public Protector, Thuli Mandonsela in 2016; as well in works by
academics captured in the study, The Shadow State. Corruption weakens the institutional foundations of
the state and redirects resources meant for socio-economic interventions to serve the interests of a few elite.
Wasteful expenditure has also undermined governance at the municipal level. The Auditor-General’s
report have highlighted the fact that the majority of municipalities are non-compliant with legal and
regulatory prescripts precisely due to lack of managerial and technical capabilities, policy misalignment, and
encroachment of special party-political interests in state processes. Furthermore, South Africa is battling with
governance challenges in most of its State-Owned Entities (SOEs). These entities have suffered from weak
articulation of mandates or strategic goals, lack of clarity between their commercial and development roles,
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poor oversight, and deficiencies in corporate governance. In sum, their mission is blurry and the capacities
that are often deployed into these entities are not fit for purpose. It is worth undertaking a short review of the
performance of SOEs and various attempts at restructuring, before proposing some of the approaches that
could be considered in calibrating SOEs to fulfill critical missions to promote development.

3.1

STATE CAPABILITIES AND STATE-OWNED ENTERPRISES

SOEs in South Africa have since the 1990s struggled with governance challenges and also battled to define
their mandates in precise terms. Many attempts at formulating a framework to guide restructuring have not
borne fruit. In some instances these SOEs have become a burden on the fiscus through state guarantees by
the National Treasury which are extended in order to cover their borrowing in capital markets. Restructuring
the SOEs for sustainability and to calibrate them to deliver mission-critical developmental mandates is vital
for a country like South Africa. Much of the attention on restructuring of SOEs has focused on the governance
fixes, especially as a result of corruption, as well as on operational improvements.
However, there has, by and large, been very limited attention placed on the deep-seated challenges related
to the critical missions of these organisations, their alignment to government’s strategic objectives, and
their long-term positioning. As such, governance frameworks within these are not properly grounded on
any strategic goals that can be measured against government’s mission-critical objectives. The boards and
management teams in place, as well as the relationship between the boards and the shareholder, have
no guiding compass apart from doing business as usual and adhering to generic governance frameworks.
Evaluating success or failure is thus based on very limited metrics of either governance principles or valuefor-money (financial sustainability) objectives without much regard for long-term developmental outcomes
since there is no tool defined to evaluate these.
Restructuring efforts so far have been about reorganising the house, while leaving the fundamental structure
intact and purpose weakly defined. In some sense this limited focus has been necessitated by imperative
of the urgent: to stop corruption, avoid further financial losses, and set in motion a process of internal
clean-up of these SOEs. Like the classical ‘wicked problem’, SOEs are not facing one single challenge, but a
multiplicity of problems that are often difficult to define in precise terms. Even political principals who are
well-meaning in driving change in these entities may themselves not be well acquainted with corporate
governance norms or may choose to disregard these, believing that political overreach to clean up these
entities trumps corporate governance and independence of Boards. If they have no strong sense of mission
they seek to accomplish, beyond just operational improvements, it is unlikely that they will position these
SOEs as instruments for development.
There have been in the past various attempts at restructuring SOEs such as the 1999 initiative that
culminated into a policy framework An Accelerated Agenda Towards the Restructuring of State Owned
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Enterprises in August 2000, which set out a pragmatic approach with various options: further nationalisation
for strategic reasons; joint ventures between existing SOEs and the private sector; reducing the level of state
ownership in order to enhance efficiencies or to empower the historically disadvantaged through such a
process (Department of Public Enterprises 2000). Another Presidential Review Committee on State-Owned
Enterprises, published its report in 2013. The main focus of its work was whether SOEs were responsive to
the developmental state agenda, and sought to ascertain ‘the extent to which the state should be an active,
effective and decisive shareholder.’ (Presidential Review Committee on State Owned Enterprises 2013).
Further, it also looked at clarifying multiple roles of government such as shareholder, policymaker, regulatory,
and operator, and how these worked in practice. The committee made several recommendations. These
included its observations that there needs be an enabling environment for SOEs; that government should
delineate the separate roles of government as owner, policymaker, regulator and implementor; adopt a
policy for mandatory periodic reviews of SOEs; the executive authority must play a stronger role in setting the
strategic direction and framework for SOEs; government should adopt appropriate funding principles and
models; government should consolidate SOEs; and that SOEs should play a leading role in socio-economic
transformation. These are a set of fixes that do not go deep. Given weak capacities within government, these
and other recommendations that would follow as a result of governance and financial challenges in major
SOEs such as Eskom, SAA, and SABC could not be carried out.
The failings of SOEs in the recent past have led many to questions whether the state should hold onto these,
with suggestions that these should be privatized. In our view, the question is not whether state-owned
enterprises should exist or not. What is of utmost importance is how their missions are defined and how
they operate as constituent parts of a mixed economic system, and where the state has an opportunity to
co-create markets and provide the social and economic infrastructure that would otherwise not be supplied
by the private sector. Without singling out any of the 700 or so state-owned enterprise, it could very well
be that some of these do not have compelling missions to fulfill, but this should not be assumed a priori
without proper examination of the fitness of these SOEs for purpose, assessment of their capacities, and clear
understanding of the nature of governance challenges that each may be confronted with. It is not a given
that SOEs are destined to fail. There are factors that may contribute to their failure, and these could include
the management teams that are appointed, the skills set of the Boards, and the set of relationship between
the Boards and government as a shareholder. If missions are clearly defined and are periodically evaluated,
many of these challenges will not exist to the extent that they do.
The Norwegian model offers some instructive examples. In Norway, the shareholding structure of government
is diffused across 11 government departments, and with state equity ranging between 30% and 100%. Apart
from the government pension fund of Norway and the well-known Statoil in the gas and oil sector, Norway
commands 70 other SOEs that are under the oversight of 11 government ministries spanning aerospace,
health sector, local government banking, arts and culture, genetic seed breeding, construction and civil
engineering services, coal mining, property development, fibre optics and mobile telephony, among others.
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At face value, the state should not be participating in some of these activities. However, it is not the nature
of the activity but the mission that is pursued that determines the extent of participation of the state in
economic sectors or activities.
Many of these SOEs are 100 percent owned by the state, and this is over and above the shareholding interest
that the state has in various private sector companies, a posture that seeks to fulfill a defined set of missions.
The activity of the state generates public value that sustains the high quality of life that Norwegians enjoy.
In some instances this is about diversifying the economy into new frontiers of technology and to build a
knowledge-based society. Debates on the role of SOEs and the precise terms of their pursuit of commercial
vis-à-vis developmental role are ongoing in Norway and elsewhere. China also offers plenty of examples of
SOE regulation with varying levels of complexity from local to national oversight bodies. It is the mission that
determines how the state participates in the economy.
In both China and Norway, the main critical success factors, at least for those SOEs that are performing
well, are capabilities, clearly defined missions, and better coordination. In the case of South Africa, there are
various fixes that are required as part of thinking about defining mission-critical objectives and imbuing
these agencies with requisite capabilities. First, there is a need for clear ownership policy that defines
the overall rationale for state ownership, the state role in corporate governance of SOEs, and how the
government will implement its ownership policy needs to be in place. Second, there should be constant
monitoring and evaluation of these entities, with focus on both the manner of their operations, how they
deploy capital, and their development effectiveness. Third, SOEs should justify themselves on the basis of
value-creation for the public, and with clear development impact. This is not to be read to mean financial
sustainability is not important, but that this is subordinated to the legitimate social purpose or mission that
the state seeks to achieve. There are areas where some SOEs could work in tandem with the private sector
in co-creating markets.
Fourth, at the minimum, these entities should abide by existing corporate governance norms, including
Companies Act, Public Finance Management Act, and King IV Codes of Good Governance. For this to
be possible, boards selection should be merit-based and made up of individuals known for their tested
expertise and grasp of ethics. Finally, as the OECD Guidelines on Corporate Governance of SOEs suggest,
these entities should have a disclosure policy that identifies what information should be publicly disclosed,
and clear processes on obtaining such information.

3.2

IMPORTANCE OF INSTITUTIONAL QUALITY AND STATE CAPABILITIES

Apart from SOEs there are numerous other deficiencies that exist within the bureaucratic structure of
governance, and these inhibit implementation of government policies. Their weaknesses have varied
sources, some are historical and some have emerged as a result of bad practices, especially the defective
party-state relationship, misalignment of objectives, inter-agency contestations, and lack of a clear human

56

|

South African Presidential Economic Advisory Council (PEAC) - October 2020

BRIEFING NOTES ON KEY POLICY QUESTIONS FOR SA’S ECONOMIC RECOVERY – OCTOBER 2020

BUILDING STATE CAPACITY - CONTINUED
capital strategy for the public sector. As we have noted before, corruption has been the Achilles heel of state
institutions. This paper does not set out to offer solutions to all these challenges. Rather it articulates a broad
framework built around long-term capacities, dynamic capabilities, innovation, and developmental focus
on specific missions rather than generic trickle-down growth. This organizing framework allows decision
makers to focus on the missions to be achieved.
In the first phase of democracy, a period spanning between 1994 to 2007, there was a strong focus on
building a democratic developmental state with strong constitutional commitments. Constitutional values
such as human dignity, the achievement of equality, the advancement of human rights and freedom, nonracialism and non-sexism, and constitutional supremacy were embedded in the various institutions of the
state, and these mediated state-society relations. Various policies were developed including those that
were aimed at fixing economic underperformance that was the legacy of the apartheid state as well as the
creation of a new set of institutional arrangements.
Reforming the public service was one of the most important of these reforms. In 1994 the Reconstruction
and Development Programme (RDP) envisioned a public service marked by a well-developed human capital,
geared towards building the economy, democratising the state and society, and meeting the basic needs of the
majority of South Africans (ANC 1994). These sets of missions were not fully achieved owing to low investment
into long-term capacities and weak focus on dynamic learning capabilities within the state. The persistence
of apartheid spatial arrangements and high-levels of inequality more than 25 years since democracy bears
testimony to lack of capacities to shape and implement equity objectives. To a considerable degree, these
failures have originated in politically-oriented deployments in state departments and agencies or what has
been referred to as cadre deployment practice in the governing party. In other cases they have had to do with
the fragmented structure of government and uneven capacities across the different levels – national, provincial
and local. Coordination problems, politically inspired deployment, and skills deficiencies for implementation of
priority developmental programmes are all obstacles that decision-makers still need to overcome.
Capacity weaknesses at local government level are much worse as the various Auditor General reports have
indicated (we will discuss this in more detail in the next section). Every year, the Auditor General paints
a picture of systematic irregularity, wastage, and corruption in local government, with skills deficiency
a mark of how deeply the party interferes at this most important sphere of governance. Party directed
cadre deployment is one channel through which the party-state relationship is blurred, and this erodes
the capabilities of the state and distort its mission. The institutional erosion of the state through cadre
deployment was confirmed by evidence that over half of municipal managers are not qualified for their
positions. Party-directed cadre deployment is contrary to norms of good and effective governance. This
defective party-state relationship cripples the effectiveness of state bureaucracy and has the potential of
crowding out top skills from government. The bureaucratic core of the state – what Nicos Poulantzas refers
to as the institutional kernel of the state – constitutes the system and organisation of the bureaucracy, and
its long-term capacities (Poulantzas 1980).
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Such long-term capacities include well-trained experts that are key to mechanisms for intelligent policy choices,
implementation of the routine (operational) functions, the organizational structures or delivery mechanisms
that are used for resource allocation, and protocols governing how different agencies of government interact
with one another to deliver social objectives (see also Painter and Pierre 2005). The capacities form the
foundations of strong institutions and their dynamic capabilities. Our main contention is that the purpose
and ethos of the public sector should be conceived from a new perspective – that of government developing
sound institutional long-term capacities that will enable it, among others, to actively shape markets rather
than simply fixing failures. It should also reconfigure social structures and systems to pursue outcomes that
promote greater inclusion and equity. This brings us to the mediation of competing interests, the interplay
between the bureaucracy and key political actors, including business, labour, and the ruling party outside of
the state. When this interplay is badly managed or perverted to further narrow interests, for example when
cadre deployment neuters appropriate political oversight, or when the state is captured by special interests
for corrupt purposes, the effectiveness of public institutions and the delivery of quality public services suffer.
Strong institutions that are capacitated by well-trained bureaucrats who are committed to the ethos of
public service and are endowed with mission-critical expertise are key success factors in enabling the state
to achieve developmental outcomes. Without a sound normative base and strong capabilities it is difficult
to create economic prosperity. In such an environment strategic planning and good intensions become
casualties of institutional underperformance or pursuit of narrow sectoral interests. Tackling grand challenges
requires the strengthening of institutional capacities and capabilities of the state across different spheres of
government especially at the coalface of public service delivery at the local level. It also requires revitalising
private and public investment, as well as promoting innovation in a collaborative manner, including through
partnerships between government, research institutions, and industry.
In the South African context there are public policy innovations that are underway in the form of social
compacting in developing economic sector master plans through government-business collaboration, the
district development model to overcome implementation weaknesses in local government, and a roadmap
aimed at improving the performance of state-owned enterprise to enable them to operate more effectively
and with a clear developmental purpose. Our approach is not about more state or less state, but a different
type of state that: is characterised by innovative institutions, embodies public value, and is able to act as an
investor of first resort, catalysing new types of growth, and in so doing crowding in private-sector investment
and innovation – these are in essence functions about expectations and about future growth areas.

3.3

WEAK INSTITUTIONAL CAPABILITIES AT THE LOCAL
GOVERNMENT LEVEL

The 1998 White Paper on Local Government outlines the developmental thrust of local government. It also
places emphasis on the need for municipal institutions to be capacitated at an appropriate level, including
through the adoption of monitoring and evaluation (M&E) mechanisms to measure the impact of policies.
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In addition, it is important to build a system of innovation at the local level rather than have this limited to
national centers with limited diffusion to local government. This is important given that local government is
at the coalface of socio-economic challenges, and civil servants at this level are the main drivers of service
delivery to communities.
An historical assessment of local government indicates a persistent culture of incapacity and failure. In its
Diagnostic Back to Basics report, the Department of Cooperative Government and Traditional Affairs indicated
that only 7% of municipalities were considered to be doing well on implementation, 30% were considered
reasonably functional, 32% almost dysfunctional and 31% completely dysfunctional in 2014 (Cogta 2014).
This was as a result of widespread institutional incapacity and skills deficiencies in local government among
others. This has, in certain instances, led to a complete breakdown of basic service provision. There is no sign
that these problems are in the process of being fixed since then.
Not much has been done to arrest the decline in skills at local government or to undertake a process to build
dynamic capabilities. This partly reflects a vicious cycle of high levels of socio-economic marginalization
in some of the local areas, especially in townships and rural areas, lack of a system of innovation, and the
agglomeration of skills in urban nodes that are relatively developed. Building capabilities in the local sphere
of government, therefore, remains a serious challenge. The performance of local government continues
to deteriorate as exhibited by numerous audits by the Auditor General’s office. For instance, the Auditor
General’s findings over the decade have shown an overall regression in terms of financial management.
The local government audit outcomes for the 2014-2015 financial year indicated encouraging signs with
a cumulative improvement in the period 2010-11 to 2014-15 with a significant reduction in adverse and
disclaimed opinions from over 30% of municipalities to about 11%. This trend was promptly reversed in
the 2015-16 financial year. Regression has continued with the latest audit outcomes for the period 2018-19
indicating that 76 municipalities have fallen backwards, and only 31 have registered some improvements.
This clearly does not need just minor fixes, but major interventions that include redefining missions and
thinking through the kind of institutional innovations that are required to bolster municipalities and districts.
While the emphasis on the audit outcomes has been a failure of leadership a lack of effective governance
was pinpointed in the 2018-2019 Auditor General report, which cited instances were finance units and
internal audit divisions of both district and local municipalities lacked the necessary skills, competencies and
capacity. There is a general practice in municipalities where they rely heavily on consultants to compile their
strategic plans and financial statements, and with no skills transfer happening. This will not yield outcomes
that generate dynamic capabilities over time.
In addition to the Auditor General’s reports, results from the Department of Planning, Monitoring and
Evaluation’s (DPME) State of Management Practices in Municipalities for the financial year 2016/17 indicated
the continued non-compliance of municipalities with regulatory frameworks and service standards (DPME
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2018). This report was based on a survey undertaken during that period where 41 municipalities were assessed.
Of the 41 municipalities, 16 (39%) were found to be non-compliant with best practice requirements in terms
of integrated development planning and implementation, 30 (73%) were found to be non-compliant with
service standards and compliance management, and seven (14%) were non-compliant and 14 (34%) were
partially compliant on service delivery (meaning over 50% of the municipalities assessed were not fully
compliant with legal, regulatory and prescribed best practice requirements in service delivery standards).
The survey also indicated that 17 municipalities (41%) fully applied the prescribed recruitment practices
and were innovative and 20 (48.7%) were also fully compliant but were not innovative in applying those
practices. The finding on the application of prescribed recruitment practices suggests that the wrong
kind of professionals who probably lack the requisite skills to execute their functions are employed in
many municipalities. Targeted interventions are required at the municipal level if social and economic
infrastructure is to be delivered and to generate quality of life outcomes for local communities. Remedies
lie, at the broader level, with properly defined missions, embedding innovation principles and practices,
allocating the right set of skills and technical capacities, and improving systems of accountability, especially
between the national sphere and local government. Key among these is mission clarity and proper signalling
through use of incentives (carrots) or disincentives (sticks) by the national government. In addition, there is
also a need for better alignment between strategic goals or policy directives and the kinds of skills that are
deployed; better systems of building capacities among municipalities; and coordination of certain missions
through collaborative relationships between government, business, social enterprises, and community
based organisations to improve service delivery at the local government level. Furthermore, strong
M&E tools that are well-designed to support agreed-upon missions could go a long way in identifying
implementation gaps early on. These should not only provide framework for immediate policy fixes but
should also be linked to long-term missions and help decision-makers to anticipate the direction of change.
All of this will require a new set of knowledge resources that could help the state to ‘envision and enact bold
policies’ (Mazzucato 2013).

3.4

CAN THE STATE USE THE DISTRICT DEVELOPMENT MODEL TO
DRIVE CRITICAL MISSIONS AND PARTNERSHIPS WITH THE
PRIVATE SECTOR?

The President’s Coordinating Council endorsed a district coordination delivery model for development
under the name Khawuleza, which loosely translated means walk or act faster. The District Development
Model (DDM) was announced during the Presidency’s 2019 Budget Vote and was aimed at overcoming
historic underperformance, eliminating silos in the way government operates, and improving coherence
in government. One of the objectives of this new approach is to foster partnerships between national,
provincial and local spheres of government and communities, as well as business and labour to synchronise
and implement economic plans in South Africa’s 44 municipal districts and 8 Metros. This model seeks to
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improve the effectiveness of development programmes by emphasising coordination, complementarities
between rural and urban development and ensuring alignment of budgets. By bringing the three spheres
of government – local, provincial and national – to work more collaboratively (‘joined up government’)
in coordinating resources and addressing public service delivery weaknesses this new approach could
potentially improve government performance. The model reframes the geographic spaces by identifying
them as localities – transcending both the existing local municipal and district municipal structures – as a
means to aggregate capabilities and to create impact.
Government envisages that the DDM will provide regulatory and policy certainty to local stakeholders –
positioning districts as viable and attractive places to live, work and invest. Under this approach, all planning
and budgeting across the state, will be based on a shared understanding of the kind of deficiencies that are
experienced at the district level. A pilot of the DDM was launched in two districts (OR Tambo and Waterberg)
and one metropolitan (Ethekwini) municipality. Accordingly, national budgets from 2020/21 will be spatially
based on this new thinking. The DDM envisages these 44 districts as ‘developmental zones’ built around
strategic alignment across all three spheres of government to guide strategic investments and projects at
identified localities.
There are, however, limitations with the DDM. This approach was created primarily to solve coordination
challenges within government structures. The main inhibitors to performance are fundamentally systemic,
and encompass those problems we have previously alluded to, namely weak sense of mission, conflation of
party and state authority in the deployment of critical skills and driving change, dearth of managerial and
other technical expertise, lack of a framework to promote innovation at local government level, and absence
of integrated thinking that views the state as a coordinating mechanism that works collaboratively with
an array of actors outside the state, including the private sector, social enterprises, and community based
organisations. This is not to suggest that an alternative framework to the existing DDM should be invented;
rather the scope of its focus needs to be broadened in order to tackle the more deep-rooted problems rather
than making small fixes around coordination.
The capacity of the state will need to be bolstered in order to engage more effectively with the private sector
and the range of other non-state actors so that mission-critical outcomes can be based on legitimate social
purpose and broader acceptance by various stakeholders. The current DDM does not go beyond aggregating
various institutions that individually suffer from the same weaknesses that the state seeks to solve through
coordination. It also does not aim to do the things that were not done before or even envisioned (Mazzucato
2013). There is lack of ‘big thinking’ or ‘moonshot’ perspective. While coordination is important, solutions have
to be multidimensional and cross-sectoral (Mazzucato 2017). This is especially so given the complexity of
governance and socio-economic challenges in many of the poor municipalities in South Africa, especially
those that are on the margins of the urban areas. Coordination, as proposed in the DDM approach, does not
address many of the systemic challenges we have highlighted.
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However, the DDM remains an important approach for initiating thinking through large-scale change that,
for example, could entail redefining the spatial arrangement; taking a moonshot on economic infrastructure
expansion including digital infrastructure in underserviced townships and rural areas, as well as to close the
rural-urban divide; building a thriving and multi-sectoral rural economy that is not conceived as a ‘ghetto
economy’ but integrated into the mainstream economy through value chain integration of small enterprises;
rethinking the system of innovation at the district level; and crowding in technical capacities that are required
to improve public administration, especially in relatively poorer municipalities.
In sum, there is a need to have a clear vision on utilizing the DDM as an instrument that is more than just
fixing existing coordination problems, as vexing as they are, or solving immediate financial challenges, but
also about forging a powerful basis to achieve moonshots in areas where the state has failed in the past.
This will require communicating a shared vision, agreeing spatial and development priorities in identified
impact areas, bolstering the effectiveness of municipalities as delivery agents, sound long-term planning,
and accountability frameworks and responsibilities including tracking and reporting on implementation and
actions. Apart from the imperative of alignment and joint planning, there is a need to define clear missioncritical objectives that do not simply reconfigure the locality of engagement but aim to shift the composition
of intended outcomes – for example to promote economic inclusion - and how these are to be achieved.
Private sector expertise could be leveraged to provide technical support to local government whilst also
transferring skills. Engaging with the private sector and other key agents in society should go beyond just
fixing weaknesses in the state to fixing structural challenges in local communities. For example, working
together to overcome under-investment in digital infrastructure or in green energy in rural and township
communities by harnessing at a local level commitments from relevant actors. This applies equally to other
crucial infrastructure pillars. This would need to have a sound governance framework in place which should
set out a structure of reciprocity that is mutually beneficial. Given the pervasiveness of ‘wicked problems’
in many municipalities, this is an area where grand cross-sectoral coordination for mission delivery – rather
than just alignment within government – is required to create significant momentum for structural change.

3.5

DIGITAL TRANSFORMATION AS MISSION-CRITICAL OUTCOME

South Africa still faces challenges in transitioning to the kind of digital economy that facilitates inclusiveness.
There remain major policy, regulatory and human capital bottlenecks that hinder meaningful participation
of a large number of citizens in the digital economy. There are many deficiencies that need to be overcome
in the ICT and digital policy environment. These have been set out in greater detail in the Draft Digital Futures
Report by the National Planning Commission (2020). The diagnosis of the National Planning Commission
confirms our observation of the developmental cost of weak state capabilities and the need to build dynamic
capabilities in state institutions. The deficiencies highlighted in the report include policy and regulatory
weaknesses, overlapping agencies, delays in implementation of key policy decisions especially to further the
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role of ICT in socio-economic development, delays in undertaking digital migration, weak appointments to
key institutions, and market failures in the form of high data cost.
The area of market failure and data cost, flagged by competition authorities, throttles access to ICT and digital
tools for citizens in low income brackets. In 2019 the South African Competition Commission found that
South Africa’s mobile network operators charged consumers excessive data prices. The enquiry undertaken
by competition authorities into data costs revealed evidence of monopolistic behaviour. The report found
that South Africans paid higher prices compared to other countries, including other African countries. Lower
income consumers, in particular, were found to be ‘exploited to a far greater degree relative to wealthier
consumers for mobile data prices’ (Competition Commission 2019). Slow progress on the part of government
in releasing high demand spectrum due to delays in digital migration - from analogue to digital - have left
mobile operators with both insufficient spectrum and a lack of access to favourable low frequency bands,
and this potentially has a cost raising effect for consumers.
It also hinders availability of low frequency spectrum for rural areas that are under-served, and where new
sources of innovation could be uncovered especially to promote smart agriculture and enable data-driven
solutions in delivering social services such as education and health care. As the Digital Future report point
out, the key enabling infrastructure in the form of digital infrastructure and service (base stations, data
warehouses and cloud providers) depend on high-quality, stable power supplies and transportation system.
This is extremely important for those areas that are blighted by the digital divide, especially rural communities
and township economies. Without clearly defined missions, an integrated planning approach, embedding a
system of innovation, building requisite skills and technical capabilities in government, digital infrastructure
roll-out will remain weak, with poor communities excluded from the digital economy. With sufficient public
investment in expanding the digital infrastructure and related skills, various more opportunities could be
created in these areas. This could be an important mission-critical outcome at the level of DDM that we
discussed earlier.
South Africa lacks sufficient skills for the digital economy. In 2017, South Africa had internet usage of more
than 54 percent, with smartphone penetration rates at over 80 percent. The usage rate is below the profile of
an aspirational middle-income country like South Africa that is an economic giant in sub-Saharan Africa. Of
greater importance is the value that the digital economy could generate for the country’s socio-economic
development. Government will need to direct its efforts towards narrowing the socio-economic divide that
is also starkly reflected in the digital divide, especially between well-off suburbia and poor townships; and
between the urban centers and rural areas. Co-investing in building digital infrastructure in underserved areas
and releasing the much awaited spectrum are as important for development as they are for commercial utility.
In addition, greater consolidation of state-owned enterprises in the ICT area and defining their missions, the
viability of an open access wireless network, and enhancement of public sector connectivity are some of the
action points underlined in the Digital Futures report that may need to be accelerated.
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There are other innovative solutions that can be explored to accelerate a shift to the digital economy in
particular for rural communities that are under-served and that are investment-starved. Smith (2019, p.159)
observes: ‘If it’s possible to shift from fibre-optic cables to wireless technology for broadband, we can even
spread broadband coverage farther and faster and at a lower cost…around the world.’ Spreading wireless
technology to enlarge internet coverage is possible through utilisation of low frequency band that is made
abundantly available through digital migration. Elsewhere TV white spaces that are vacant channels in the
TV band are rechannelled through database technology, antennae, and end-point devices through to single
fibre-optic cable to diffuse wireless signals to under-served areas, including farms in rural communities.
These TV white spaces have been put to great use in rural parts of Kenya that even lacked electricity in ways
that improved education outcomes and created new job opportunities in rural communities. This approach
has a cost-reduction effect compared to using fibre-optics that require significant capital outlay upfront.
These are small-bet innovations that could in future stimulate more waves of innovation in township
economies and rural parts of the country. Failure to make the necessary investment in digital infrastructure
in underserved areas could reproduce the socio-economic divides and spatial arrangements that mirror
the apartheid social system. Achieving all of this requires clearly conceived and defined missions, building
dynamic capabilities within the state, working with an array of stakeholders to realise the defined missions,
and complementing the diffused system of governance with coordination at the center.

4

CONCLUSIONS AND RECOMMENDATIONS

One of the biggest lessons of the COVID-19 pandemic is that public sector capacity to manage a crisis of
this proportion is dependent on the cumulative investments that a state has made in its ability to govern,
do and manage. While the crisis is serious for all, it is especially a challenge for countries that have ignored
those needed investments in public sector capacities. The latter is typically defined as the set of skills,
capabilities and resources necessary to perform policy functions, from the provision of public services to
policy design and implementation. During the past half a century many countries have seen their public
sector capacities hollowed out by a swathe of reforms driven by market failure and market fixing logics. This
has been accompanied by narrowing down of the policy space by international policy rules based on the
so-called Washington Consensus; and by globalisation of production value chains.
In the pre-COVID-19 world, governments were increasingly turning their attention to how to tackle ‘grand
challenges’ or ‘wicked issues’ such as climate change, demographic challenges, and the promotion of
health and wellbeing. Behind such a ‘normative turn’ in economic policies lie the difficulties of generating
sustainable and inclusive growth, and recognising that limited market fixing capacity frameworks and
narrow policy spaces are diminishing social, environmental and economic resilience of societies. Gone are
the days of a more or less settled growth trajectory punted by modernization theorists. Policy-makers must
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increasingly dedicate their attentions to not only the rate of economic growth, but also its direction, which
is by no means staightforward. For South Africa, an array of institutional weaknesses and governance failures
at the municipal and national level have undermined the ability of the state to deliver on a developmental
mandate. The majority of municipalities are deemed non-compliant with legal and regulatory prescripts
precisely due to lack of managerial and technical capabilities, policy misalignment, and encroachment of
innovation-destroying party-political interests in state processes. Furthermore, South Africa contends with
governance challenges in most of its SOEs. These entities have suffered from confusion over their precise
mandates, lack of clarity between their commercial and development role, weak oversight, and corporate
governance.
Tackling grand challenges requires strengthening institutional capabilities of the state across different
spheres of government especially at the coalface of public service delivery at the local level. It also requires
revitalising private and public investment, innovation and collaboration. Take the impetus that promises
to take off in the energy sector where the ‘just transition’ from coal to renewables is long overdue. This
should be prime territory for DDM strategising. In the South African context there are other examples of
public policy innovations that are underway in the form of social compacting in developing sectoral master
plans through government-business collaboration, DDM to overcome implementation weaknesses in local
government, and policy at improving the performance of SOEs to enable them to operate more effectively
and with a clear developmental purpose.
In this paper we have taken a closer look at the institutional fixes, among others, and made a point that there
is a need to broaden the horizon of public policy innovation to deliver effective developomental outcomes.
Our approach is not about more state or less state, but a different type of state: one that is characterised by
innovative institutions, embodying public value, and able to act as an investor of first resort, catalysing new
types of growth, and in so doing crowding in private-sector investment and innovation – these are in essence
functions about expectations and about future growth areas. The emphasis is on building collaboration
between state and business, as well as about picking the winners from amongst willing.
The public sector bears responsibility for the long-term resilience and stability of societies, and for shaping
public outcomes through policy-making and public institutions. In order to tackle the grand challenges,
governments need capacity for envisioning both a long-term strategic agenda as well as short-term agile
responses. Moreover, we proposed that the state needs to:
•
•
•
•
•

be bold and address societal value;
have concrete targets: you know when you get there!
involve research and innovation: technological readiness over limited time frame;
be cross-sectoral, cross-actor, and cross-disciplinary;
involve multiple competing solutions and bottom-up experimentation.
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The pandemic and its aftermath offer an opportunity to rethink the foundation of public sector capacity
and to align them with the needs of the 21st century. In this note we have developed key conceptual
foundations for developing public sector capacity to tackle grand challenges, with the particular focus on
the development context and missions to be achieved. We argue that we need to think of the public sector
from a new perspective: government as continuously building capabilities, innovating institutions, and
actively shaping markets rather than simply fixing failures. Such fundamental frameworks matter as they
constitute the policy reality within which politicians and civil servants act. Further, we’ve shown that the key
public sector capacities are related to shaping markets, namely: capacity to adapt and learn; capacity to align
public services and citizen needs; capacity to govern resilient production systems; and capacity to govern
data and digital platforms.

5
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SPENDING ON THE MARGINS – UNLOCKING THE
GROWTH POTENTIAL OF THE DISTRICT DEVELOPMENT
MODEL IN THE ‘NEW ECONOMY’
SUMMARY
1. The viability of South Africa’s co-operative governance framework, despite devolving revenue
raising and service provision functions to local authorities, is in crisis. It remains constrained in
its attempts to drive local development, and in the current moment, to facilitate a credible and
localized response to the current crisis .
2. These concerns are an outcome of co-ordination and capacity weaknesses (among others),
that the National Development Plan identifies as key structural limitations to local government
driving local experiences of progress and development – weak administrative systems,
poor capacity, undue political interference in technical and administrative decisionmaking and uneven fiscal capacity.
3. The Khawuleza District Development Model (DDM) is a response to these challenges, aiming
to bring together 44 districts and eight metros as ‘developmental zones’ built around strategic
alignment of all three spheres of government to guide strategic investments and projects.
The success of the DDM is reliant on how it engages with and responds to, context specific
constraints and possibilities and the political economy and macro-fiscal challenges of the
current moment.
4. At a macroeconomic level, local government and its capital spending functions, remain
crucial counter-cyclical tools in the recovery phase of the COVID-19 crisis and beyond
in a context of low own revenues. In practice however, historic challenges in capital spending
and the negative impact on service infrastructure in poorer municipalities have created a
pathway that entrenches weak service coverage, limited revenue mobilization and underdevelopment. The constrained macro-fiscal environment compels policymakers to consider
how non-transfer sources of financing can fund catalytic and necessary social and economic
infrastructure at a district level; to improve the long run growth potential of these areas.
5. There are currently a wide array of actors in municipal credit markets worth considering – DFIs,
commercial banks, pension funds and other entities. The current stock of municipal debt as of
2019 was R70.62bn, with the bulk of this (37%) held by the Development Bank of Southern Africa
(DBSA). However very little of this funding has gone to where the significant service
infrastructure backlogs and organizational challenges exist – in poor municipalities
with unfunded budgets, limited service coverage and weak economic bases.
6. There is an opportunity for the DDM framework to convene a wide group of stakeholders
to underwrite (in both financial and non-financial terms) strategic economic and social
service infrastructure projects (i.e. roads, housing, renewables and industrial parks). In a
70
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context of deep fiscal constraints, collaboration between holders of patient capital and those
whose term structures align to the time horizons of local infrastructure projects, such as
pension funds is going to be critical.
7. There is opportunity for a blended approach to financing DDM catalytic and priority
projects in the interim and developing the relationships with funders in the long term to
address the CAPEX funding gap - through a combination of DFI funds and applicable early
stage grants and results-based financing. This approach recognizes that ‘risks’ have to be taken
and ‘shared’ to drive the direction and spatial distribution of economic growth at a local level.
8. A developmental social compact, should incentivize the large-scale purchase of
metropolitan bonds by making the interest/coupon payments on these bonds tax
exempt. DFIs such as the DBSA can then expand the investable capital deployed to catalytic
projects in poor performing municipalities, within the DDM framework.
9. Where these are not present, partnerships, between local authorities, research
institutions, industry bodies and civil society organizations need to be institutionalized
through the DDM framework.
10. Due to structural and technological change occurring in industry, learning, healthcare
and communications, network connectivity (and its spillover industries in e-commerce,
telemedicine, e-government and the platform economy) is critical for remote work, micro-work,
business process outsourcing and other similar service activities. Undeniably, connectivity is
a critical element of local investments in social overhead capital, required to mitigate
the current disruptions experienced in the interim.
11. The task of the DDM framework (and its anchoring in the President’s Co-ordinating Council,
and similar structures) is to guide the organizational and institutional investments
in capacity (career pathways, peer review mechanisms, information systems, oversight
and incentives for scarce skills) undertaken by local authorities, whilst mediating their
interactions with external stakeholders and interested parties mobilized around, ‘the District
Plan or One Plan’.
12. In undertaking this task, the ability to channel our resources, in a participatory, transparent,
inclusive and accountable manner; will determine the ability of the DDM to contribute to
diversifying our economy away from a commodity-reliant economy with unevenly located
economic activity; towards a ‘new economy’ focused on the even allocation of
productive investments and inclusive growth.
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‘… it always seems like there is always some sort of competition between the district and the
‘locals’, we are not there yet in terms of integration and working together … It is one of the biggest
challenges that we have sadly because locals hardly attend the local IGR forums. It’s not a secret,
we talk about it everywhere that locals do not attend our forums, we don’t get invited to their
forums…’
A local economic development official in a large District municipality in the Eastern Cape, 2018.

1

CAPACITY AND CO-ORDINATION FAILURES
WITHIN GOVERNMENT – A PROBLEM STATEMENT

1.

South Africa’s co-operative governance framework, despite devolving revenue raising and service
provision functions to local authorities, remains constrained in its attempts to drive and lead local
development efforts, and in the current moment, to facilitate a credible and localized response to the
current crisis.

2.

Significant challenges exist in this governance framework and the many service delivery protests we
have seen attest to this. In response, in August, the President’s Co-ordinating Council (a forum for the
President, Premiers and Mayors) launched the ‘Khawuleza District Development Model’. Under this
model, all spheres of government co-ordinate, integrate and align their development plans, budgets
and capacity in pursuit of inclusive growth and job creation (Presidency, 2020).

3.

This note will consider some of the ‘economic’ actions that should underscore the Khawuleza District
Development Model’s (DDM) approach to better co-ordination and joint planning and budgeting.
Contextually, there are increasing concerns that in the current fiscal environment, significant real growth
in conditional transfers to municipalities is expected to be limited. This, as we shall see below, will have
significant implications for weaker and poorer performing municipalities outside of the urban core.

4.

The February 2020 Budget Review made very clear that ‘non-compensation baseline reductions
(would) mainly affect conditional grants to provinces and municipalities’ and national and
provincial programme spending (National Treasury, 2020.48). Further, the National Treasury suggests that
these reductions, ‘may negatively affect maintenance of government facilities and information
communications technology’.

5.

The Special Adjustment Budget announced in June 2020 includes the reprioritization of non-interest
expenditure that includes R12.6bn in local conditional grants, and R13.8bn in provincial conditional
grants. The suspension includes the national electrification programmes, human settlements improvement
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grants and a few billion from education infrastructure grants (Treasury, 2020: 12)
6.

2

What becomes clear is that the ambitious plans of greater co-ordination and alignment, will be met
on the ground by fewer resources (than without COVID 19), and this has (as we will see below) ‘real’
implications for the DDM.

‘ONE DISTRICT, ONE PLAN’

7.

The DDM will be pursued through single and integrated plans in each district. These plans will
consider issues such as land release and development, infrastructure investment, the provision of basic
services and support for local economic drivers (DPME, 2019). It is envisaged that the DDM will provide
regulatory and policy certainty to local stakeholders - positioning Districts as viable and attractive places
to live, work and invest. Under this approach, all planning and budgeting across the state will be based on
a shared understanding of District/Metro challenges, employing District-level integrated development
plans (IDPs) and spatial development frameworks (SDFs) as a base for planning and resource allocation
(Fosi, 2020).

8.

A pilot of the DDM has been launched in two district (OR Tambo and Waterberg) and one metropolitan
(Ethekwini) municipality. In this process, national budgets from this budget cycle (2020/21) will
be spatially referenced across the 44 districts and 8 metros. The DDM envisages these districts as
‘developmental zones’ built around strategic alignment of all three spheres of government to guide
strategic investments and projects. The success of the DDM, I argue, is reliant on how it engages with
context specific constraints and possibilities, and the political economy and macro-fiscal challenges of
the current moment.

9.

The DDM responds in some measure to the criticism of the South African ‘co-operative governance’
framework. The National Development Plan (NDP) in its own critique, recognizes that local government
is faced with ‘several related challenges which include poor capacity, weak administrative
systems, undue political inference in technical and administrative decision-making and
uneven fiscal capacity’. The NDP recommends that government in all spheres urgently address
coordination and capacity challenges within the local state, which often lead to duplication or conflict
over the allocation of responsibilities and functions.

3

THE ROLE OF THE PRESIDENCY IN COORDINATION AND DISPUTE-RESOLUTION

10. The specific recommendations outlined in the NDP, focus on how the Presidency can be mobilized
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to mediate in duplication and disputes between different tiers of government, whilst also
suggesting that regional utilities be developed to deliver services on an agency basis where
municipalities or districts lack capacity. The NDP, in response to the challenges faced by rural municipalities
mentioned above calls for ‘greater differentiation in the allocation of functions so that municipalities
with limited capacity can focus on a core set of tasks’ (NDP, 2012:232).
11. Mediation in disputes between different tiers of government occurs in different forms and is often
undertaken by provincial COGTA departments. However, due to the governance failures at this level (see
below), such intervention is often in the form of ‘rescue missions’ which place these municipalities under
administration, using s139 of the Constitution, which empowers the provincial executive to intervene
by imposing recovery plans, dissolution of municipal councils or taking steps to ensure that budget or
revenue-raising measures are approved.
12. These interventions, whilst in many cases necessary, are often disruptive and entrench waves of
contests and instability in local councils and administrations, that limit the successful execution of
the turnaround strategies required to perform basic service functions. In this regard, the NDP remains
relevant in its suggestion of a role for the Presidency in resolving the issues that give rise to
these interventions, and in instances where the interventions are in dispute, for it to spearhead
mediation efforts.
Below, I consider the role of the DDM in overcoming inequality, and the suggestion in the NDP that critical
service related functions be delegated to regional service agencies.

4

THE ROLE OF THE DDM IN OVERCOMING
INEQUALITY

13. From an inequality perspective, South Africa’s history of colonialism and Apartheid has left a legacy of
inequality in access to basic services which not only affects the economic potential of many areas,
but also in times of crisis as we have seen, makes life more difficult and precarious for those excluded
– this inequality is a key driver of overall inequality as shown in numerous studies (DPME, 2019; Oxfam,
2014; Leibbrandt et al, 2009).
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Proportion of households with access to electricity from the mains and water by settlement type (2002–2017)

Electricity

Water

14. The above illustrations from the General Household Survey indicate that whilst extensive progress
has been made in expanding access to electricity (through initiatives such as the Integrated National
Electrification Programme) and narrowing the gap in provision between rural and urban areas,
challenges remain with doing the same with water and sanitation, with inequalities by settlement
pattern persistently present (StatsSA, 2018). As we will discuss below, the inequalities in the provision of
these services are deeply intertwined with an unfolding crisis of social reproduction at a local level.
15. The District Development Model is a ‘practical intergovernmental relations mechanism’ that
aims, by using greater co-ordination and alignment in narrowing these gaps, for districts to serve as
a ‘landing strip that will bring about the appropriate scale (to) ‘crowd-in’ investments of all sectors to
maximize social development and economic growth’ (Dlamini-Zuma, 2019). Such ‘crowding-in’, in the
immediate, has to respond to the operational and capital expenditure constraints that many district and
local municipalities are undoubtedly faced with.
16. Whilst the government has provided interim COVID-19 relief of just over R5bn through allocations and
re-allocations for maintenance, water tankers, sanitation in informal settlements and the sanitization
of public transport facilities, a medium to long term existential threat faces many of these local
administrations as they grapple with the ‘new normal’ - lower than earlier forecast allocations in
the medium term expenditure period.
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5

ARE REGIONAL AGENCIES THE SOLUTION?

17. The differentiated role-sharing or ‘division of labour’ between local and district municipalities (and their
regional service agencies, such as water boards in some cases), whilst allowing municipalities to focus on
core functions of billing, regulation, maintenance and by-law enforcement, have also been faced with
their own challenges. In the case of water service provision, regional water boards have been plagued
by governance challenges that have had negative impacts on service delivery.
18. In the 2017/18 financial year, the bulk (56%) of water boards received unqualified audits (with findings),
up from 44% in the previous year. Many of these boards had ‘abnormally long creditor payment periods’,
with chronic delays in settling supplier invoices alongside weak debt collection capability. Debts owed by
municipalities to these water boards, consisted of 85% of total receivables (billed revenue outstanding),
with almost all the receivables in the Bloem and Amatola water boards being that of unpaid municipal
accounts. This suggests that regional utilities might be a necessary intervention, however they are an
incomplete intervention without addressing the underlying performance of their key customers
– the municipalities.
19. Nowhere is this more pronounced than in the case of Eskom, as a provider of ‘bulk services’ (while billing
and infrastructure repair and maintenance functions may in some cases sit with the municipalities),
with municipalities owing Eskom R28 billion at the end of March 2020, with the attendant targeted
disrupting of supply having an adverse impact on economic activities in an already depressed economic
environment. The figure below indicates that there has been a steady decline in municipal payments,
with a steady rise in the stock of debt owed to Eskom – reflecting the financial challenges many of these
municipalities face.
Growth in Municipal Debt to Eskom and Payment Levels 2013-2018

Source : Eskom Annual Financial Statements, 2018
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20. This has another consequence – delays in much needed capital spending by the national utility, due to
short term cash flow pressures, which undermine the long term generation, distribution and transmission
capability of Eskom as a ‘dominant’ energy supplier. This has implications for the competitiveness,
attractiveness and viability of South Africa as a location for investments in industries that require
considerable energy to operate. As we can see in the figure below, the decline in payment levels of
municipalities has also coincided with a slashing of capital expenditure at Eskom for key divisions, with only
the distribution business improving its capital spend in the period. The impact of these developments,
as recent episodes of load-shedding suggest, is to place the entire economy at risk.

Source : Eskom Annual Financial Statements 2014-2018

21. These challenges are more pronounced if we consider that the capital expenditures these public
entities, and in some cases the municipalities, themselves undertake, depending on who
provides the service, are critical to the dignified undertaking of the mundane daily tasks and
chores of life that many take for granted; especially if we consider the proportion of household
spending that goes to paying for the services municipalities are authorized to deliver.
Percentage distribution of total annual household consumption expenditure by main expenditure group

Source: Living Conditions Survey, StatsSA, 2015
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22. Services like housing, electricity, water, energy and transport (as shown in the figure above),
which local authorities are tasked with providing, billing and collecting for, constitute the backbone
of much of what households spend on. Yet the ability to consistently provide these services, and
in some cases to pay for these, remains uneven and determined by historical patterns of (under)
development and governance failures and missteps.

6

BUILDING PROJECT MANAGEMENT AND
TECHNICAL CAPABILITY

23. Two built environment experts, Ron Watermeyer and Shaun Phillips, suggested at a National Planning
Commission workshop in December 2019, that there are many reasons for this. One of the main reasons,
is the limited technical input and oversight of built environment professionals in delivery management
functions within municipalities – development of specifications, evaluation of bids and oversight over
the delivery of the said infrastructure. The converse of this is an overreliance on external service providers
and consultants throughout the project value chain, with limited accountability or ‘consequence
management’ for project overruns, misspending and underspending.
24. This challenge is also pronounced in the case of the public works ‘work opportunities’ which are reliant
on not only medium term budget allocations, but the existence of an engineering and built environment
corps that is capable of designing construction programmes to prioritize labour intensive methods.
Public works programmes, without this consideration, will fail to achieve objectives if this is not taken
into account (Abrahams, 2020). Lofty targets, will become shifting ‘goalposts’, emptied of their meaning
for those in greatest need of these opportunities.
25. The existence of a Schedule 3 entity, the Municipal Infrastructure Support Agent (MISA), is intended
to address this challenge. MISA is mandated to enhance the capacity of targeted municipalities to
deliver infrastructure projects, whilst also building internal capability to build resilience and self-reliance
intp project preparation and delivery in the long term. The MISA has been faced with high-profile
governance challenges and surpluses due to procurement delays, vacancies and delays in the
rollout of change management processes.
26. A key element in how current support is extended to the targeted municipalities is through regional
management support contractors (RMSCs), who are contracted by MISA, who should play a ‘turnaround’
role or lead ‘change management’ processes in many municipalities. Typically, how these engagements
function is similar to advisory engagements, where as a recent terms of reference shows, alongside
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the ‘secondment of expertise’, the MISA plays an advisory role, with the ultimate decisions resting with
the municipality. In this regard, the functioning of the MISA will be critical to ensuring the functioning
of the DDM.
27. The urgent task is to stabilize the MISA in light of the challenges mentioned above, and monitor the
secondment of technical personnel and advisory expertise through the DDM, with turnaround plans
and secondments receiving scrutiny at that level. This level of transparency and accountability will be
crucial to build confidence and secure stakeholder buy-in in the system and enable the partnerships I
discuss below in the section on financing.

7

THE CRUCIAL ROLE OF CAPITAL SPENDING IN
RESPONDING TO THE LOCALIZED CRISIS OF
SOCIAL REPRODUCTION

28. The immediate challenge at a local level (manifest at this level for many, as the organ of state closest
to them) is in shouldering the costs of social reproduction and the provision of public goods. The term
‘social reproduction’ refers to the activities that produce, nurture and regenerate the current
and future workforce and also the set of tasks that maintain those who cannot work – young,
discouraged and old. These tasks, undertaken daily and generationally as Srnicek and Hester
suggest, are what geographer, Cindi Katz calls ‘the fleshy, messy and indeterminate stuff of everyday
life…’ During the post-Second World War era, many social democratic governments were able to take
on (alongside private industry) the costs of social reproduction through the use of subsidization of
services provided by publicly owned utilities – water, electricity, education, care services, housing and
transport inter alia.
29. Viewed in this way, the products and services produced by local authorities are crucial inputs to
not only production (in both the formal and informal sector) but also to the ‘social reproduction’
of successive generations of the working age population. In South Africa, the basic provision of
services for indigent households recognizes the importance of this in the provision of a basic floor of
services for which (depending on which targeting methods are used) no payment is required – 6 kl of
water per month; 50 kWh of electricity a month and subsidised sanitation and solid waste management.
30. The table below, shows in the instance of water, that despite considerable progress, a quarter of
households in Limpopo and the Eastern Cape do not have access to piped water or tap water in their
dwellings or nearby (StatsSA, 2018).
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Percentage of households with access to piped or tap water in their dwellings, off-site or on-site by province, 2002-2018

Source: General Household Survey, 2018, Statistics South Africa

31. Many of the rural provinces, as shown in the above graph, are confronted by relatively low service
coverage alongside a strong reliance on conditional transfers to finance the capital expenditures
needed to maintain and expand service coverage. The February 2020 budget (delivered a few weeks
prior to the COVID-19 lockdown) proposed a cumulative R1.6bn reduction in the water services
infrastructure conditional grant in the medium term period to 2023 (National Treasury, 2020). Similar
reductions in public transport- and infrastructure-related grants were also outlined in the Budget, with
the urban settlements development grant (meant for informal settlement upgrading and integrated
human settlements) reduced by just under R6bn over the medium term expenditure framework period.
32. Consequently, in the case of water, the provinces with the greatest backlogs (in line with redistributive
fiscal principles) stand to benefit the most from conditional transfers from other spheres of government.
However, as can be seen in the figure below considering the schedule 5B and 6B grants1 for bulk water
and sanitation projects of ‘regional significance’ in the Waterberg (Limpopo), OR Tambo (Eastern Cape)
and Thabo Mofutsanyana (Free State) districts - these grants have been on a downward trend (save for
Thabo Mofutsanyana in this case), due to spending, reporting and other weaknesses.

1

These are grants intended for the development, refurbishment, upgrade and replacement of ageing bulk water and sanitation infrastructure of regional significance. These projects serve extensive areas
across local municipal boundaries or involve regional infrastructure serving communities over a large area.
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Source: Division of Revenue Bill, National Treasury

33. Furthermore, as Watermeyer and Philips (2019) observe, between 2012 and 2018, the reallocation of
unspent conditional grants not only exacerbated infrastructure deficits, but in allocating these funds
to better spending municipalities, the Division of Revenue ‘penalized’, with great distributional
consequences, municipalities with lower technical capacity and chronic governance failures.
34. In such a context, weak organizational and financial structures not only imply wasteful and irregular
expenditure, but also (in the context of a growing focus on performance-based reforms of the
intergovernmental grants system) effectively punish citizens through lower allocations in outer years for
weak municipalities. All of these challenges – limited spending and weakened capacity - entrench the
underdevelopment of poorer areas in South Africa and reduce the impact of countercyclical
fiscal policy where it is needed most.

8

FUNDING GAPS AND THE CHALLENGE OF
REVENUE GENERATION IN MUNICIPALITIES

35. Whilst the analysis of performance on conditional grants is important, as it focuses on how the money
transferred has been spent, conditional grants are one part of the story. The other part relates to how
internally generated funds finance capital spending at local level.
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36. Intergovernmental transfers, while crucial for many weaker municipalities, do not cover the difference
between the current capital expenditure ‘needs’ of local governments, and the amount of own-revenue
they collect. The difference that remains, is the CAPEX funding gap. This gap, suggests that for
municipalities with weak own revenue collection, the provision of service infrastructure is
disproportionately reliant on the vagaries of the macro Division of Revenue.

CAPEX FUNDING GAP = [MUNICIPAL CAPITAL EXPENDITURE NEEDS2] – [LOCALLY GENERATED
FUNDS + INTERGOVERNMENTAL TRANSFERS]

37. In the OR Tambo district, less than 1% of capital spending in 2016/17 came from own revenue, and in
subsequent financial years, capital spending was fully funded from transfers and public contributions
and donations (National Treasury, 2019). In comparison (and highlighting the uneven nature of local
governance and revenue raising contexts), the Ethekwini Metro financed 42.5% of its capital spend
from own revenue in 2016/17. Unfortunately, the onset of COVID-19 has seemingly stalled the revenue
collection and capital expenditure activities of this District municipality.
38. Third quarter figures, for end March, show that water revenue collections are down 55.2% when
compared to the same quarter in 2018/19, from R65.5 million in Q3 2018/19 down to R29.36 million at
the end of Q3 in March 2020 (National Treasury, 2020). The slowdowns in revenue could reflect inability
to collect revenue due to lockdown measures, and weak demand on the part of large users of trading
services such as water.
39. Capital expenditure financed by transfers from national government, for the same quarter, are down
79.5% for water management, with only R40.2 million of capital expenditure recorded for the third quarter
of 2019/20, compared to R195.8 million in the same quarter in 2018/19 (National Treasury, 2020). This
suggests that the onset of the COVID-19 crisis, rather than just highlighting the need for new investments
in infrastructures, has also stalled current capital spending. Further expanding the capital expenditure
‘needs’ of many municipalities, with already limited social and economic infrastructure.

2

This would include the true cost of upgrade and replacement of infrastructure, routine maintenance and repairs and some of the capital costs of key Integrated Development Plan (IDP) priorities.
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40. This underscores the interdependence between municipal financial sustainability and the level of local
economic development. The eight metros, generate over half of all the national output, just under 60% of
all employment and nearly two thirds of all taxable income.
41. It is to this spatial and economic inequity that the DDM, enabled through the associated processes of
the apex President’s Co-ordinating Council, assisted by MISA and other bodies, should respond. What is
apparent, is that this pursuit ought to not just be a financial undertaking, as the issue is not just about
money and how that is spent, it is also, as economist and President’s Economic Advisory Council member
Mariana Mazzucato observes in a recent article, about strengthening local institutions and their ability
to lead local development efforts - ‘if money falls on empty, weak or poorly managed structures, it will
have little effect’.

9

OPPORTUNITIES FOR COLLABORATION –
CAPACITY BUILDING AND THE SUSTAINABLE
FINANCING OF SERVICE DELIVERY

42. The business processes of municipalities, are theoretically straightforward – ‘buy bulk services and
distribute/reticulate these services to your consumers and collect revenue’. However this assumes
many ‘variables’ as given. For instance, the state of the infrastructure and piped networks (in the case
of water reticulation), information and billing systems and other requirements to bring the services to
households. Moreover in rural provinces where settlements are scattered in difficult topography, how
can services be provided and charged for sustainably?
43. It is clear from the graph below, that at an aggregate level, there has been a steady and proportional
growth in the cost of bulk service purchases and service sales. Municipal revenues from service
charges (in the figures below – excluding refuse collection charges) grew 8% per year in nominal
terms between 2013 and 2018. Cost increases for electricity, water, sanitation and refuse collection,
are driven by growth in bulk costs which municipalities, as we see below, pass on to their consumers
(National Treasury, 2020).
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Source: Financial Census of Municipalities, StatsSA, 2019. Authors own calculations.

44. However, despite this steady uptrend in bulk sales and purchases, the real challenge in improving service
coverage explored above, lies in improving capital expenditure patterns at local level, thus
expanding access to basic services and network infrastructure. What makes this challenge more
pronounced, is the prevalence of unfunded budgets at a local level. In the interim, baseline reductions
to conditional grants to provinces and municipalities will further affect the CAPEX funding gap referred
to earlier (Budget Review, February 2020 p.48). This suggests that this gap may be larger as the Treasury,
‘reduces transfers that are more likely to go unspent or to be spent less effectively’ (p.68). In this regard,
two related tasks are urgent.
45. Firstly, the ability to mobilize non-transfer long term financing of service infrastructure. Secondly,
the bolstering of the capacity of municipalities and delivery agents to effectively bring different
stages of infrastructure projects online within agreed cost and time limits.
46. Moreover, these infrastructure backlogs and governance challenges, insofar as they (perceptively or
concretely) influence business confidence, limit the ability to create a growing economic base from
which to raise future revenue.
47. The poorest provinces, with the weakest service coverage and revenue raising capability also have the
highest reliance on social grants at a household level as a primary income source. Data from the 2018
General Household Survey, suggests that social grant payments are a crucial source of income,
more significant than wage income in the Eastern Cape and Limpopo.
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Source: General Household Survey 2018, StatsSA.

A specific household can have more than one source of income. Percentages therefore do not add up to
100%.
48. In this context of low revenue raising potential, reductions in conditional grant baselines and growing
service coverage needs it is clear that it is not the fiscus alone that ought to invest in the present and
future, through capital spending on infrastructure. Government actions however, will need to convene
and ‘crowd-in’ all of the financial and non-financial resources necessary to improve development
outcomes at District level.

10 BUILDING ALLIANCES AT DISTRICT AND LOCAL LEVEL
49. In light of the service coverage gaps and infrastructure backlogs already mentioned, an infrastructureled recovery, is the most credible and effective way to re-stimulate key linkages and demand channels
across the economy. Such infrastructure projects at a local level need to be focused on economic and
social infrastructure that has strong employment and output multipliers in key manufacturing subsectors of our economy – steel, cement, plastics inter alia.
50. This includes municipalities making investments in infrastructure to renew and replace ageing
infrastructure, responding to rising demands on existing infrastructure due to settlement and population
growth and the eradication of existing backlogs.
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51. Moreover, such infrastructure has the potential to crowd in investment in value adding activities that
can diversify South Africa’s spatial sources of output, employment and tax revenue (especially if it can be
aligned to existing collaborative commitments such as the 16 industrial sector Master Plans).

11 THE MUNICIPAL DEBT MARKET – SOMETHING
TO CONSIDER FOR THE ‘THIRD PHASE’ OF THE
ECONOMIC RECONSTRUCTION AND RECOVERY
52. A key question is how, within the DDM framework, would such an ambitious programme be
financed? Moreover, what are the possibilities in terms of external financing of municipal service
infrastructure in attempts to overcome reliance on conditional transfers? Interestingly, municipal
infrastructure bonds and other debt is typically seen as a ‘safe asset’ globally, with predictable cashflows,
suitable to investment by investors with a long term horizon like pension funds.
53. On this basis there are areas that can be considered as part of the third phase of financing the local
reconstruction efforts underway. The first relates to municipal bonds. Section 47 of the Municipal
Finance Management Act specifies the rules that govern long-term debt for local administrations, and
already anticipates some of the risks that might be associated with issuing debt in foreign currency,
with the injunction that such debt be denominated in Rand. In this regard, there are developments
worth following in some of our metros – in Ethekwini, the Council recently approved the issue of
a medium term fifteen-year domestic note and the City of Johannesburg in 2014 was the first
municipality to issue a green bond to finance climate mitigation and adaptation investments.
54. The September 2019 Municipal Borrowing Bulletin3 recognizes that there has been a rise in private
sector financing of well managed municipalities, with the prospect for even more lending, which could
free up DFI loan books to focus on poor performing municipalities. The total quanta of municipal
borrowings amounted to R70.6 bn at the end of the 2018/19 financial year.
55. In the case of pension funds, there is scope for these funds to take up more investments in
municipal bonds with longer term horizons. Regulation 28, makes provision for a maximum 25%
asset allocation to unlisted debt instruments issued or guaranteed by a public entity. These would
include District municipalities (who in most cases are charged with service-related infrastructure
and service provision) who not only have a lower share of total debt, but also lower debt as a
proportion of revenue. In 2018/19 total debt to revenue was only 3% (National Treasury, 2019).

3

https://mfmamirror.github.io/Media_Releases/Municipal%20Borrowing%20Bulletin/
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This suggests that District municipalities who receive significant transfers for large servicerelated projects, make very limited use of external financing, thus doing very little to narrow the
capex funding shortfall discussed above. Moreover, this underscores the importance of infrastructure
investment that not only fulfils Constitutional promises, but also the potential to generate larger future
own-revenue.
56. As can be seen in the diagram below, there has been a steady rise in the last few decades in the role
of pension funds in financing municipal capital spend. A key feature of the third phase of the recovery,
could involve a developmental social compact on the financing of service and economic
infrastructure in underperforming districts; within existing regulatory and fund asset allocation limits.
57. If a tenth of the maximum 25% asset allocation (of a R4 trillion aggregate total in assets held by
South African pension funds) were to be dedicated to municipal debt instruments, this could
yield financing to the tune of R100 billion. An amount R40 billion larger than the current overall size
of the debt market for metropolitan municipalities. Or as we will see below, near four times the gross
book debt of municipalities held by the largest financier currently – at 37%, the Development Bank of
Southern Africa (DBSA).
58. Currently, the DBSA is the largest lender to municipalities with a Gross Book Debt to Municipalities
of R26.1 billion in 2019, or 37% of the stock of total debt held by municipalities. As Coetzee (2013) shows,
municipal bonds, on a cost of capital basis might be more expensive compared to DBSA funding, and
this would make these more suitable for metropolitan municipalities, whilst the DBSA could extend the
better terms to targeted municipalities within the DDM.
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59. The bulk of lending currently goes to metropolitan municipalities, effectively creating a chicken
and egg scenario. Poorer municipalities are unable to spend existing conditional grants due to technical
and other challenges, and because of this, are also unable to deliver services effectively, and even if they
did, the levels of reliance on social grants in many of these areas, means that there would be limited
prospects of collecting revenue. Furthermore, existing debts to bulk suppliers adversely impact
the bankability of these municipalities and their ability to approach credit markets.
60. Moreover, for bond issue a municipality should have good revenue collection and a revenue growth
rate to meet repayment obligations. Many struggling municipalities do not have this, least of all in this
context of COVID-19, which has weakened the already challenged revenue positions of many local
government administrations.

12 WHAT CAN BE DONE?
61. The task of the DDM framework (and its anchoring in the President’s Co-ordinating Council, and other
relevant structures) is to guide the organizational and institutional investments in capacity (career
pathways, peer review mechanisms, information systems and incentives for scarce skills) undertaken
by local authorities, whilst mediating their interactions with external stakeholders and interested
parties mobilized around, ‘one District Plan’. The organizational strengthening of the MISA and its
alignment with other municipal capacity enhancement programmes (some within the DFIs,
MDBs and the donor community) are critical immediate interventions worth considering. As
are the proposals from COGTA around the short- to medium-term consolidation of intergovernmental
grants with a focus on the maintenance of service infrastructure assets and the development of Districtlevel economic recovery and stimulus plans (Fosi, 2020).
62. Whilst District Plans will outline the roles of different stakeholders and role-players (including local
government), there are immediate ‘confidence-building’ measures that could be considered in
the interim to crowd in the energies of other social actors, which should be focused on stabilizing
the contests unfolding between different tiers of government and the fights that characterize s139
interventions in many municipalities. Moreover, the Presidency (and the Presidential Co-ordinating
Council) needs to outline a distribution of political authority that outlines the powers of
different tiers of government in the DDM-driven and -co-ordinated anchor projects. Alongside
this, there is a need for transparent monitoring and scrutiny of progress by all stakeholders in the entire
infrastructure delivery management process.
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13 A DEVELOPMENTAL SOCIAL COMPACT RESPONDING TO CAPEX FUNDING GAPS
63. With regard to financing of CAPEX funding gaps at a local level, there is a need to look beyond baseline
conditional grant allocations. A blended approach to financing DDM catalytic and priority
projects could be considered in the interim - through a combination of DFI funds, conditional grants
and, where applicable and relevant, early stage grants, donor grants and results-based financing. This
approach whilst mobilizing resources to complement declining conditional grant allocations, has
to also accept that ‘risks’ have to be taken to drive the direction and spatial distribution of economic
activity towards a more even reality that diversifies away from a reliance on primary commodities and
value addition concentrated in the urban core.
64. The work done by the Investment and Infrastructure Office (IIO) in building an infrastructure pipeline in
six priority sectors and building engagement with the funding community to underwrite some of these
critical projects, is very encouraging. However, the key consideration is to overcome the market
failure of funds (both private and DFI) following well-developed projects in the urban core in the
metropolitan municipalities, whilst leaving poorer municipalities heavily reliant on conditional grants
whose real growth is under increasing threat.
65. A developmental social compact should incentivize the large-scale purchase of metropolitan bonds
linked to key social and economic infrastructure ‘missions’ pursued by the metros. This can be done by
making the interest/coupon payments on these bonds tax exempt, whilst DFIs, such as the DBSA,
can expand the investable capital deployed to catalytic projects in poor performing municipalities,
within the DDM framework.
66. Furthermore, revisions to Regulation 28, should consider how DFIs funding needs are met, to ensure that
a DFI like the DBSA can have the capability (and favourable cost of capital) to on-lend to municipalities
on terms better than what these entities could get in traditional banks and in the capital markets.
67. Such a compact could also lay the basis for the sharing of knowledge and best-practice in the
development of a framework of labour intensive capital expenditure, that supports, for instance the Jobs
Summit Framework Agreement on ‘rural production clusters’ and lays the basis for enterprise support in
townships and the upgrading of informal settlements.
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14 THE ‘PHYSICALLY DISTANT’ BUT ‘SOCIALLY
CONNECTED’ NORMAL
68. Due to structural and technological change occurring in industry, learning, healthcare and
communications, strong investments in information and communication technologies infrastructure
(and spillover industries in e-commerce and the platform economy) can play a role in mitigating the
‘transitional’ costs of these labour market changes. Undeniably, connectivity is a necessary local
investment in social overhead capital, as seen in the surge in demand for teleconferencing and
remote work arrangements brought about by the lockdown. The new normal will be ‘physically distant’
whilst being socially connected. Such moves require, whilst expanding access, strengthening data
security and privacy provisions working with the Information Regulator to safeguard the interests of
consumers and users.
69. Such connectivity also opens up the possibilities to use geospatial analysis to gather data for planning
and service delivery purposes. For instance the use of geospatial analytics can assist in optimizing
the deployment of resources by geotagging comments, complaints and citizen reports on
platforms like GovChat (a government platform for citizen engagement) and identifying hotspots
and areas of dissatisfaction. Insights from such data need to be embedded in District-level plans and
where possible, opportunities to gather cost-savings from the digitization of key municipal
processes ought to be explored.
70. Where these are not present, partnerships, between local authorities, research institutions,
industry bodies and civil society organizations need to be developed. For instance the
Gauteng City Region Observatory, a partnership between the Gauteng provincial government and
a few universities in the province, has developed the basis for geo-referenced social data to be used
in targeted responses to social, economic, service delivery and other trends. Examples of this include
analysis of mobility patterns to inform the notion of ‘transit-oriented’ nodes of development in the
City of Johannesburg. While the contexts may be different, as the COVID-19 crisis has shown, insights
drawn from strong localized data not only embolden authorities to act, but also bolster the credibility of
decisions taken in moments of crisis and uncertainty.

15 CONCLUDING REMARKS
71. Infrastructure (and capital spending) where planned, procured, packaged and executed well, not only
provides an impetus for and crowds in private investment, but also has the potential for injecting
much needed stimulus in key manufacturing sub-sectors – steel, cement, ceramics, plastics inter
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alia. Moreover, these projects also have strong employment multipliers, and work opportunities for
those with limited or no skill.
72. Moreover, in its allocation of technical, financial and other resources to priority infrastructure projects, the
DDM has the potential to unlock sustained economic and social development in the poorest Districts of
South Africa. This ought to be a crucial element of the reconstruction and recovery efforts of the ‘third
phase’.
73. In undertaking these tasks of reconstruction, the ability to channel our best resources, in a transparent,
inclusive and accountable manner, will determine whether the DDM is able to contribute to transitioning
our country away from a raw mineral export-dependent economy with uneven, poorly-integrated
economic activity and development towards a prosperous, inclusive and thriving economy.
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COVID-19 SOCIAL GRANTS
THE NATIONAL SOCIAL ASSISTANCE RESPONSE TO THE
COVID-19 PANDEMIC: AN ASSESSMENT
1

BACKGROUND

In an attempt to minimize the detrimental effects of the lockdown government has allocated R50 billion
toward direct financial transfers to vulnerable households and individuals. These transfers are currently in
place for 6 months and include an increase to all existing social grants (covering approximately 18 million
people) as well as the introduction of a completely new grant – the Covid-19 Social Relief of Distress grant
- which could reach up to 10 million individuals. Prior to the announcement of this package an alternative
scheme was proposed by researchers and civil society groups, which involved a larger, temporary increase
to the Child Support Grant (CSG). The debate around emergency social assistance has also re-introduced
discussions of a Basic Income Grant (BIG).

2

PROBLEM STATEMENT

This note is concerned with three basic questions:
1. What has been the reach of President Ramaphosa’s Grant Extension package?
2. How does it compare to an initial proposal advising a larger increase in the CSG?
3. What does this comparative analysis suggest for social assistance policy going forward?

3

TASK

To provide an assessment of the existing social assistance package and suggest a way forward that balances
fiscal limitations with effective targeting of those most negatively affected by the pandemic.

4
1.

POINTS FOR CONSIDERATION
The low levels of household income earned by the majority of South Africans underline the necessity
of income support for economically vulnerable households that have been negatively impacted by
Covid-19 related shocks. Figure 1 below, shows the South African household income distribution, by
decile, using average real per capita household income as the measure of welfare, in 2020 prices. The
richest 10 percent of the population reside in households with an average per capita income of R25 412
per month, while the poorest 10 percent reside in households with an average income of only R352 per
capita per month. Notably, between 70 and 80 percent of the country’s population reside in a household
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where monthly per capita income is less than the legislated national minimum wage for a single worker,
which is R3500 per month. This requires one to think carefully about social assistance as being required
not only by the poorest 3 or 4 deciles, but also to be clear that low earnings and thus vulnerability reach
as far as into the 7th decile.

Figure 1. Mean Per Capita Household Income, by Decile (April 2020 Rands)

Source: NIDS (2017), own calculations.

2.

Given these high levels of economic vulnerability at the household level, and in the face of the
widespread negative economic impacts of the lockdown, the expansion of social support to those
negatively impacted is critical. The most direct way to transfer cash to a large proportion of South Africa’s
vulnerable population is to use the grant system.

3.

Table 1 details the increase in grant payments as part of the government’s chosen social assistance
package. This package could reach a total of about 36 million individuals, accounting for about 63% of
the South African population. However, in terms of spending, even if we assume extremely high take-up
rates for the new Covid grant, it is unlikely that the total transfer amount will exceed R40 billion over the
6-month period. There may thus be scope to use remaining funds to more effectively target those most
negatively impacted by the pandemic.
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Table 1. Social Relief Package, by Grant Type

Grant Type
CSG
All Other Grants
Covid Grant
(new)

Approximate
Amount Time Period Coverage (Type) Coverage
(Size)
R300
May
Beneficiaries
13 million
R500
June-Oct.
Recipients
8 million
R250
May-Oct.
Beneficiaries
5 million
R350

May-Oct.

All Eligible
Up to 10 million*
Applicants*

Approximate
Cost
R3.9 billion
R20 billion
R7.5 billion
Up to R3.5 billion
per month at
100% take-up.

Source: NIDS (2017), GHS (2018), Department of Social Development (2020).

Notes: Based on the published guidelines for the Covid grant we establish broad eligibility criteria:
Individuals must be aged 18 years and above; not formally employed (it is unlikely the government
can ascertain if a person is narrow unemployed or economically inactive or informally employed);
have no income from any source; not be a grant beneficiary, and not receive income from UIF. In
total there are approximately 9.9 million individuals in this group.
4.

As of 6 July the DSD had received 7.5 million applications for the Covid grant, approved 4.4 million of
these, and paid the grant to 3 million people (Dept. of Social Development, 2020). We expect take-up
rates to increase over the 6-month period.

5.

An alternative proposal to the package outlined in Table 1 was to increase the CSG alone. Work by Bassier
et al. (2020) showed that a CSG boost would provide much-needed support to the majority of lowincome households in South Africa. The final proposal based on this work consisted of a R500 monthly
increase in the CSG, which would be paid to all beneficiaries for 6 months.

6.

In Figure 2, below, we plot the South African household income distribution and show the coverage
rates of each grant type across the deciles. For the CSG, the majority of beneficiaries live in low-income
households in the bottom half of the distribution. However, coverage by recipients (the adult caregivers)
represents fewer individuals and is slightly less progressive. This is relevant given the structure of the
government’s selected policy. The other conventional grants, which do not cover a large number of
individuals compared to the CSG, are received primarily by individuals in households situated around
the middle of income distribution.
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7.

A number of key points are worth noting from this analysis
a.

While the CSG boost policy delivers resources progressively with a strong focus on the poorest
deciles, the addition of the Covid grant has the potential to bring a large group of otherwise
uncovered households into the system.
b. The new Covid Grant assistance delivers large increases in coverage rates in the middle of the
distribution, as well as large increases in resource allocations to deciles 6 through 10.
c. The Covid grant is able to reach additional households who would not be reached through the
existing grant system.
d. This comes at a cost to households at the bottom of the income distribution: the poorest 30 percent
of the population see a R3 billion decline in total resources allocated to them over the six-month
period.
e. Effectively this implies a redistribution of the benefits of the CSG boost policy amongst the
population within deciles 1 through 5, and a gain for each of the top five deciles. On the other hand,
even households in decile 7 should not be considered well-off, and therefore, at least part of this
redistribution is to households that would be vulnerable to poverty; many of which fall outside of the
reach of the pre-Covid suite of social grants.
f. More directly, we show that many of the workers whose incomes would have fallen to zero during
the lockdown are located in deciles 4-7, where CSG coverage is more limited.
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Figure 2. Distribution of grants across per capita household income deciles

Source: NIDS (2017), own calculations.

8.

5
1.

Ultimately, the Covid social assistance package was not conceived as a standard poverty reduction
exercise, but rather as attempting to mitigate Covid-related income shocks. Hence the core target
group was the most negatively affected vulnerable and low earning workers - and it should be evaluated
with this focus in mind.

RECOMMENDATIONS
In practice, the rollout of the Covid grant faces a number of constraints and challenges. The lockdown
necessitated the abandonment of in-person applications, and it was clear from the start that the
number of applicants was likely to be massive. Importantly, the grant’s target population is particularly
challenging for government to reach and the information required to screen applicants is distributed
across a number of national ministries and public entities. Indeed, the need to crosscheck applications
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across various government databases received at least some of the blame for the slow initial roll out of
the grant. There are lessons here that can assist policy rollout going forward.
2.

The technical challenges that emerged in the process of screening applications for the Covid grant
have highlighted the benefits of more closely integrating government databases. Such integration is
critical if government is to play the developmental role – it provides significant scope for coordinated
interventions by multiple government departments and public entities, at the national, provincial and
local level. We would therefore recommend the establishment of an integrated social registry to target
complementary interventions such as school nutrition, health interventions, housing and employment
services to grant recipients and their households. The latter integrated registry would immediately create
synergies across social welfare interventions and also provide more targeted support for labour market
engagement. Indeed, through such a system, integrating live or regularly updated data from SASSA, the
UIF, SARS, NSFAS, the Department of Basic Education and the Department of Employment and Labour,
for example, it would have been possible to rapidly screen incoming applications.

3.

Going forward there must be clarity about what an emergency grants policy is trying to achieve (i.e.
getting relief to the poorest households or to those whose incomes have been most negatively affected
by the pandemic) and the design and targeting should follow from this.

4.

The experience of the Covid-19 lockdown and the implementation of the Covid grant have provided
some impetus for open discussion again of a BIG. The current iteration of the debate is still new, but
it is clear that discussions need to engage directly with the fiscal impact of such a grant. This is true
whether a BIG replaces the current social assistance architecture, whether it is implemented as a floor
with top-ups for certain categories of vulnerable groups, or whether it is implemented only for, say,
working age adults.

5.

The costs associated with a BIG are large. A true universal BIG, set at R350 per month (equivalent to the
Covid grant) would cost R243 billion per year, based on the 2020 Mid-Year Population estimates. This
amounts to 5.0 percent of GDP. The cost would increase the revised budget deficit from 15.67 percent
of GDP to 20.15 percent. Compared to the current social welfare spending, the cost of this BIG would be
22.8 percent larger than the Department of Social Development’s entire original budget for the 2020/21
financial year, and 8.8 percent larger than their total budget in the Supplementary Budget. A more
streamlined grant of R350 per month that targeted the unemployed (expanded definition) between the
ages of 18 and 59 years would cost R44.8 billion per annum, or 0.9 percent of GDP.

6.

Naturally, the total costs estimated here are very rough and would be lower if the BIG were to partially or
totally displace grants in the existing system. However, it seems improbable that any kind of BIG could
be introduced without the State having to raise additional tax revenues.
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7.

Finally, there may be scope to explore some non-expenditure based relief interventions targeted at the
working poor, such as subsidies on basic costs including energy, water, education or housing, as an
alternative to cash transfers. These targeted subsidies would certainly be more fiscally affordable, but
potentially may attempt to remedy very specific micro-constraints that vulnerable households may
be facing.
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COMPETITIVE AND INCLUSIVE MARKETS: BEYOND THE
IMMEDIATE RESPONSE
1

INTRODUCTION

The South African economy, like most others, has entered a sharp recession. Fiscal and monetary policies
have so far formed the core of the short-term responses. Competition policy has also played a significant
role in deterring firms that are seeking to exploit consumers during the COVID-19 crisis and in ensuring
enforcement does not stand in the way of businesses co-operating for legitimate reasons.

2

SUSTAINING TRUST AND CONFIDENCE IN MARKETS

Sustaining trust and confidence in markets by protecting consumers from rip-offs and other unfair practices
has been one key concern of the competition authorities. To date, 38 settlement agreements capturing
concerns about COVID-19 excessive pricing, have been made orders by the Competition Tribunal. In food
markets for example, in April 2020 the Competition Commission received information regarding allegedly
excessive prices charged by retail store, Cambridge Food, in respect of its 25kg Top White Super Maize Meal,
a product recognised by the Competition Commission as a basic food item in terms of the Consumer and
Customer Protection and National Disaster Management Regulations and Directions (Regulations). Following
an investigation, the Competition Commission – having regard to historic profit margins – found that a
division of Cambridge Food charged excessive prices for maize meal without any corresponding increase
in costs. Without admitting liability and in order to avoid protracted litigation and costs, Cambridge Foods
agreed to resolve the complaint by concluding a settlement agreement with the Competition Commission
and confirming that the conduct complained of had already ceased and that it would refrain from engaging
in such conduct in the future; and that it would donate essential goods to the value of R24 947 (being a value
related to the alleged overcharge) to a community-based project.
In another case involving chicken eggs, a community-based butchery, Mzanzi Meat and Chicken excessively
priced its 5-dozen large- and medium-sized eggs in contravention of the Regulations. The butchery agreed
settlement terms with the Competition Commission, which included making a monetary contribution of R12
000 to the COVID-19 Solidarity Fund; immediately desisting from excessively pricing the items concerned;
and reducing its mark-up on those items to an agreed percentage for the duration of the national disaster.
While the Competition Commission has been successful in bringing and settling such price gouging
concerns, this has also led to concerns about a heavy-handed approach to small businesses. In general,
competition authorities, on the whole, and by statutory design, are not institutions built for a crisis response.
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They work over time horizons of many months and years, to predictable, and mandated standards, deadlines,
and with many checks and balances. For example, in relation to excessive pricing, requirements are that
firms charged should be dominant in a market. Notwithstanding the above, COVID-19 responses of the
competition authorities show agility, a flexible approach and are to be lauded.1

3

THE ECONOMIC OUTLOOK

The post-crisis economic equilibrium – and the path towards it – is highly uncertain. But some things are
clear. We know the economic cost of the crisis is huge. Public finances and international trade have been
severely hit, among others. There is an acceleration of other structural trends that were in evidence before
crisis. For example, the share of retail sales online has risen, placing yet more pressure on bricks-and-mortar
shops. Remote working is on the rise. The economic shock has been highly asymmetric. It is damaging some
sectors, such as hospitality, while others like online retail are benefiting.

4

BEYOND THE IMMEDIATE RESPONSE

A number of implications – for competition and markets – flow from the economic outlook.
First, even before the crisis, South Africa had a persistent and durable concentration problem often to the
detriment of consumers, the wider economy and the left-out majority of South Africans. Most key sectors
of the economy are highly concentrated.2 It was these concerns that motivated the recent amendments to
the Competition Act. Concentration concerns are now likely to grow because – despite the best efforts of
government – many businesses are failing as the economy is in a recession and continues to adjust to a new
normal. More problematic is a rise in concentration driven by anti-competitive mergers, or otherwise viable
firms leaving the market in response to a short-term demand shock.
In at least three ways, competition policy can help to prevent ‘bad’ increases in concentration. These are
strong merger control (including implementing the recent addition to the Competition Act relating to
national security mergers); robust advice to government to help it (1) support small firms (most small firms
are firms owned by historical disadvantaged persons) and (2) avoid inefficient bailouts of troubled firms and
industries; and close oversight of product markets through targeted market inquiries.
Second, even before the crisis the vast majority of South Africans were vulnerable and the COVID-19 crisis has
led to a rise in the number of vulnerable consumers, and the extent of their vulnerability. For instance,
1

2

The success of the competition authorities illustrates a valuable lesson to policy makers (and other regulators) around appointing leaders committed to using the best tools available to enforce rules. As
the competition enterprise illustrates, vigorously enforcing competition rules inevitably requires litigation in the face of legal rules, and possibly losses. Yet an aggressive but appropriate enforcement will
either lead to good results or identify failures by the judiciary to protect competition.
Buthelezi, T., T. Mtani and L. Mncube (2019), “The extent of market concentration in South Africa’s product markets”, Journal of Antitrust Enforcement.
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self-isolation in itself makes individuals potentially more vulnerable. In many cases, it will also result in a sharp
reduction in income, for example through job losses and business failures. The crisis also opens up new
means and opportunities for unfair practices and anticompetitive conduct: price gouging and misleading
claims. The Consumer Commission needs to develop an active and aggressive strategy to address these
new forms of vulnerability, including identifying online harms and actions against firms that fail to respect
consumer rights.
Third, even before the crisis, the consensus about the benefits of economic globalisation was fracturing
(driven by the US-China divide). The challenge for competition policy will be to replace, as far as possible,
lost international competitive pressure with domestic competitive pressure. Closer scrutiny of constraints
in markets through market inquiries and investigations are needed. Where competition in a market is
structurally weak, the competition authorities make recommendations or impose market-wide remedies
to strengthen competitive pressure and protect consumers from market power. This may become a more
frequent feature of their work.
Closer examination of regulatory impediments to domestic competition – such as barriers to entry or the
approach of regulators – may also be necessary, particularly in network industries. Government needs to
implement already identified reforms in network industries. These include, among others, creating a single
Transport Economic Regulator; introducing competition in the form of independent power producers;
allocating spectrum and migrating from analogue to digital; and putting in place and implementing water
pricing and water regulator policies and strategies.
Fourth, the shift to online retail strengthens the dominance of the major digital platforms, in both the business
and consumer facing markets. The digital economy needs to be subject to pro-competitive regulation. The
Competition Commission must be tasked to lead a cross-regulator taskforce to advise the government on the
design of such a framework. There is a real need for complementary regulation that promotes competition
to regulate digital businesses.

5

CONCLUSION

The above illustrates that a robust supply side policy is needed to secure a strong and sustainable economic
recovery. And there are two important roles for policy makers, competition authorities, consumer protection
authorities and regulatory bodies. First, promote the role of competitive markets – in the face of probable
interest group oriented and structural headwinds – in securing a dynamic and resilient economy recovery.
Second, sustain trust and confidence in markets, by protecting consumers from rip-offs and other unfair
practices. Both these roles require the use of the state’s existing statutory powers to their fullest extent, and,
where these are insufficient, to provide robust advice to government on how policy or legislation could
address weak competition and consumer detriment.
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1

CONTEXT

South Africa’s unemployment crisis and longstanding low growth trap, which have been significantly
exacerbated by the ongoing pandemic, require that the government explore a growth strategy looking into
all sectors of the economy that could contribute towards long-term progress. The agricultural sector, which
has performed relatively well thus far in 2020, with a gross value-added expanding at 27.8% q/q and 15.1%
on a seasonally adjusted and annualised rate in the first and second quarters of the year, respectively, is one
such sector.1
The challenge for the agricultural sector is not only the exploration of opportunities for further expansion,
but also the need to ensure inclusivity in that growth process, specifically the inclusion of black people. This is
because the South African democratic government inherited a dual agricultural sector in I994. On one hand,
there were well-resourced and predominantly white-owned commercial farms. On the other hand, there
were poorly resourced small-scale and subsistence black-owned farms. The disparities in fortunes amongst
these groupings of farmers were caused by the enduring effects of segregation policies and systems from
the previous colonial and apartheid governments and have persisted even in the democratic era. The most
notable of these past policies include the 1912 Land Bank2Act, 1913 Land Act3, 1968 Marketing Act4, amongst
others. At the dawn of democracy, there was impetus to reform and uplift the previously disadvantaged
farmers and to integrate the South African agriculture sector with the global community.
One of the earliest efforts in this regard was the work of the Kassier Commission, which recommended the
deregulation of the South African agricultural marketing system and to open a way for a market-led agricultural
environment.5 This Commission’s work became an important building block of the democratic government’s
agricultural policies and vision. What followed was South Africa signing the Marrakesh Agreement and
subsequently joining the World Trade Organization (WTO) in 1995, as well as the promulgation of the 1996
Marketing of Agricultural Products (MAP) Act.6 These reform efforts culminated into the white paper on
agriculture of 19957, as well as the white paper on the land policy of 19968. Both these papers envisaged
an agricultural sector that is inclusive, market-led and one that also redresses the skewed land ownership
patterns caused by the 1913 Land Act and other segregation policies.
These changes also left commercial farmers (large and small-scale) without the considerable government
support that they had enjoyed up to that time. The withdrawal of this support to white farmers had two
1
2
3
4
5
6
7
8

Stats SA data is available here: http://www.statssa.gov.za/?cat=30
Land Bank Act was instrumental in financial of white farmers. Available here: https://www.greengazette.co.za/acts/land-bank-act_1912-018
Land Act provided access to white farmers. Available here: https://www.gov.za/1913-natives-land-act-centenary?gclid=CjwKCAjw57b3BRBlEiwA1ImytjXQZ8db9dQJEo2_60HVwx3RggMiYXyWSTVc
K4j5jqc-RFjj7l9beRoCF6EQAvD_BwE
Marketing Ack created a single channel marketing system and guaranteed market access and prices for white farmers. Available here: https://www.greengazette.co.za/acts/marketing-act_1968-059
Vink, N. 2012. The long-term economic consequences of agricultural marketing legislation in South Africa. South African Journal of Economics. Available: https://onlinelibrary.wiley.com/doi/abs/10.1111/
j.1813-6982.2011.01302.x
The 1996 Marketing of Agricultural Products Act is available here:
https://www.gov.za/sites/default/files/gcis_document/201409/act47of1996.pdf
The 1995 South African agriculture white paper can be found here: https://www.gov.za/sites/default/files/gcis_document/201411/white-paper-agriculture-1995.pdf
The Land reform white paper can be found here: https://www.gov.za/sites/default/files/gcis_document/201411/whitepaperlandreform.pdf
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unintended consequences. First, it allowed the growth of very large scale (‘mega’) farming operations (about
2 000 of them), especially (but not exclusively) in the intensive irrigated horticulture production segment
of the market. Second, it was accompanied by the abolition of support measures, from direct subsidies to
indirect market interventions, from the funding of research and extension to the withdrawal of subsidies
on conservation works. The result was that ‘new’ or ‘emerging’ black farmers remained bereft of the support
services that they had been denied under the previous regimes. This has only served to reinforce the dualism
in the agricultural sector.
Since the promulgation of the post-apartheid policies, South Africa’s agricultural output has nearly doubled,
between 1994 and 2018.9 The performance of the sector thus far in 2020 shows that we could see further
expansion. This growth has largely been driven by increased productivity, which has been underpinned by
technological innovation, as well as growth in traditional export markets and access to new ones.
This growth has spanned across all subsectors of agriculture (livestock, horticulture and field crops). While
this positive growth is a compelling picture from a macro perspective, the duality that existed before
1994 has persisted to this day. This is evident in the 2017 Agricultural Census presented by Statistics
South Africa, which shows that 40 122 commercial farmers produce more than 80% of the value of total
agricultural output. Meanwhile, over 2 million small-scale and subsistence farmers produce less than 20%
of the value of total national output.10 In this output, black farmers’ contributions remain negligible as
illustrated in selected commodities in Table 1 below.
Table 1: Black Farmer’s contribution to agricultural output

Commodities
Maize
Soybean
Wheat
Cotton
Citrus
Deciduous
Viticulture
Potato
Tomato
Wool

Employment
29,289
7,654
2,912
3,876
128,219
79,443
163,441
42,158
9,764
23,976

Average: 2019-2015
Production
Value R’000
27,038,097
5,698,270
5,805,830
1,967,187
15,046,134
15,660,627
7,057,260
6,972,320
2,364,149
3,397,506

Black Farmer
Share in Output
4.7%
3.1%
1.3%
2.4%
12%
10%
1.6%
1.0%
8.6%
11.0%

For detailed agricultural output data, see the Agricultural Abstract Statistics produced by the Department of Agriculture, Land Reform and Rural Development here: https://www.daff.gov.za/Daffweb3/
Portals/0/Statistics%20and%20Economic%20Analysis/Statistical%20Information/Abstract%202019.pdf
10 For more information, please see: http://www.statssa.gov.za/?p=13144
9
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Commodities

Employment

Mohair
Cattle
Poultry

6,765
89,752
52,836

Average: 2019-2015
Production
Value R’000
554,582
31,992,265
47,863,345

Black Farmer
Share in Output
12.8%
34.0%
4.2%

Source: National Agricultural Marketing Council, Statutory Measures Survey, 2019

Against this backdrop, the primary question that policymakers seek to answer is: how to continue to grow
South Africa’s agricultural sector, while at the same time increasing the share of contribution from black
farmers and black-owned agribusinesses? The last quarter of a century clearly shows that this cannot be
achieved without deliberate policy interventions. Therefore, in answering this question, the first point of
departure should be the policy environment. To this end, a scan of the current policy space shows that
there is already a strong policy framework foundation for achieving this policy objective, contained in policy
documents such as the National Development Plan and the Presidential Advisory Panel on Land Reform and
Agriculture report. There is also specific legislation such as the previously mentioned Agricultural Marketing
Act of 1996 and the Land and Agricultural Development Bank Act of 2002 which all have developmental
mandates embedded in their objectives. The major challenge has been the lack of implementation as well
as coordination within government and between government and existing agribusiness in identifying
concrete areas of intervention to drive transformation in the sector.
What has been lacking over the past two decades is the practical implementation of the government policy
frameworks and legislation, which, in turn, reinforced the lack of access amongst black farmers, and few
opportunities within the input supply and agro-processing sectors. The underlying factors behind this lack
of implementation can be categorized into three broad streams. First, the limited government capacity
to execute government programmes together with a misalignment of functions and priorities between
the three spheres of government. Second, the misallocation of the budget by the national and provincial
governments. Third, the poor and uncoordinated transformation programmes between government, private
sector and civil society.

2

ADDRESSING THE CONSTRAINTS

In addition to the much-needed focus on these three critical aspects, consideration should also be given to
the standard tasks of the State at all spheres of government:
•

First, successful and productive agriculture depends on well-designed, well-built and good and wellmaintained infrastructure (rail, roads, harbours, water, electricity, and telecommunications). Prioritising
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•

•

•

investment in and maintenance of these aspects will go a long way in promoting market access,
improving profitability of all farmers and encouraging investment. Clearly, this requires the engagement
of many government departments, and provincial and local municipalities, and for them to understand
their role in infrastructure investment and maintenance as a critical support to the agricultural and agroprocessing industries.
Second, much of agriculture depends on the effective (and timely) execution of the administrative and
regulatory tasks of government: licences, permits, regulations, enforcement, land administration, deeds
office, support measures, etc. These aspects have been constraining the growth and transformation of
the sector for many years and require serious attention.
Third, agriculture also requires good institutions. Agricultural markets cannot function without
institutions, or what is commonly known as the ‘rules of the game’. The state therefore has an important
duty to ensure that institutions (the rules) are in place. These include the important elements such as
the entire research, development and extension nexus without which new entrants to the sector cannot
thrive, and the provision of financial services. In fresh produce and food products in general the most
important ‘institutions’ include grading systems, food safety legislation, and sanitary and phytosanitary
systems. Other examples include the bylaws and rules on municipal markets, information systems in
agricultural markets in general and the futures markets in particular. At the same time the rules ensuring
fair competition are also important.
Fourth, poor market access and low profitability in agriculture can be blamed on weak enforcement and
coordination, and not the lack of legislation, regulations and standards.

So, the main point here, and something a master plan has to fix, is the issue of State failure that
contributes to high transaction costs and market failure and eventually collapsing farm businesses. So
much of the problems of the agricultural sector in South Africa can be addressed by better functioning
organs of the state.

3

LAND REFORM

Similar to the problems in the agricultural space, South Africa’s land reform programme continues to
be marred by poor and slow implementation, corruption and many failed farms as highlighted in the
recent report by the Presidential Advisory Panel on Land Reform and Agriculture11. The continued and
continual redesign of programmes and plans is often considered as the solution to these failures, but
has unfortunately just exacerbated the fundamental problem of slow and poor execution. The idea of an
accelerated land reform programme has therefore never materialised; largely as a result of bureaucratic red
tape. The future success of the land reform programme not only relies on improving on the delivery aspects
but also requires that there is stability and certainty in land reform policies and that property rights are
11 The report is available here: https://www.gov.za/sites/default/files/gcis_document/201907/panelreportlandreform_0.pdf
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protected and secured as new owners get access to land. This is the only way we will secure a transformed
and equitable agricultural sector.
The failure of transferring land to the majority over the last 26 years can also be ascribed to the unwillingness
by the State to engage the private sector, agribusiness and existing landowners to be part of the solution.
There are many examples of successful land reform initiatives implemented by agribusinesses and largescale famers without engagement by the State. The financial sustainability of these newly established
farmers can be ascribed to the fact that the newly established farmers are linked to markets, finance
and an effective network of support services. It confirms the well-established notion that land reform for
agricultural purposes will fail if it is not done with commercial intent and by ensuring the link with the
agricultural value chain.
It is therefore clear that faster and more successful land reform can be achieved if these initiatives can be
upscaled. It will, however, be necessary to leverage and unlock the ‘latent’ willingness of existing commercial
farmers and agribusinesses to make a contribution to land reform. This can be done by creating sufficient
incentives (which could be non-monetary).
These incentives could in simple terms be some form of quid pro quo or alternatively a list of enablers that
will entice participation. A potential list of enablers includes:
• capital (to be accessed at preferential terms for contributors and beneficiaries)
• real land rights with tenure security
• water rights
•

preferential market access contracts (e.g. in the form of export permits)

•

reduced reliance on bureaucracy in approval and implementation processes.

This list could potentially include more enablers, but we argue that there could, in essence, be six ‘big
tickets’ to activate the voluntary contribution of land by commercial farmers and support the settlement of
beneficiaries on this land in a private decentralised fashion:
1.
2.

3.

An easy process and one-stop shop to submit the record of the transaction for recognition (we can call
this the ‘land reform rainbow register’).
The recognition mechanism should bring about an important benefit to the former owner. This could
be in the form of some ‘empowerment’ recognition level or financial or other inducement as explained
above.
The speedy transfer of title deeds/long-term and tradable leases to beneficiaries of land reform, including
those who occupy land already procured for land reform.
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4.

5.

6.

The allocation of new water rights (or water released by existing farmers through efficiency gains) to
the existing and new enterprises (owned by the beneficiary). This will again allow the existing farmer to
dispose of land and at the same time ensure the successful establishment of smaller farms on irrigated
land.
Access to the Agricultural Development Fund (discussed below) to be used to leverage the donation of
land by existing owners. This capital (at preferential and subsidised terms) allows farmers to dispose of
land for land reform purposes but at the same time provides them with finance to expand their existing
business and employ more workers.
Adaptation to the process of subdividing land and a number of administrative processes.

An important mechanism and facility to support these land reform initiatives and the general transformation
of the agricultural sector would be an Agricultural Development Fund that should be housed in the Industrial
Development Corporation of South Africa12 but managed by an independent team from the private sector and
the contributors to the fund, which could include the private sector and donors. An important opportunity
for eliminating duplication of support programmes amongst various governmental departments is also
presented here. The funds allocated to the establishment and funding of cooperatives, infrastructure support
programmes, CASP, MAFISA, IDC, AgriBEE fund, SEDA, Agro Processing, etc are overlapping and uncoordinated
and often the same individuals benefit from multiple programmes. By combining all these grant sources
in the Agricultural Development Fund and ensuring that it is easy for farmers to access the fund without
prejudice, it will be possible to reach more farmers, quicker and with positive impact.
This fund provides a unique opportunity for South Africans to build social and financial capital by creating
an investment opportunity for individual and corporate capital market participants to make a meaningful
contribution to land reform. This scenario decentralises the land reform process by leveraging private sector
expertise and capital and stands in support of President Ramaphosa’s intention to create jobs and boost
investor confidence in the country.
White farmers were not the only beneficiaries of the old regime, and most of those who benefited from
apartheid live in urban areas while still benefitting from the injustices of the past. Therefore, this also includes
a call for voluntary financial donations from the financial services industry, mining and manufacturing and
other non-agricultural sectors. This is specifically relevant to businesses that do not own any landed property.
The end game of this process is to unlock economic growth and employment opportunities and to create
a vision of a dynamic and vibrant rural economy, to restore decent life and economic opportunities in the
urban areas created through a better-serviced local community and much more integrated and improved
spatial dispensation of urban areas.
12 The Land and Development Bank of South Africa (Land Bank) would have ideally been a right institution to house the fund but the back is currently in financial crisis and increasingly facing confidence
crisis from investors.
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It is envisaged that the “Agricultural Development Fund” will fund land acquisition and finance on-farm
infrastructure, machinery and seasonal loans. With all government funds pooled with other contributions and
managed by external parties, it would be possible to support an integrated and sustainable development
support programme for farmers and facilitate a sustainable transformation of the sector without any
patronage and wastage.

4

CLOSING REMARKS

At this juncture, it is clear that transformation is still lacking, and the best approach to inclusive agricultural
development and growth is through public-private-partnership approaches for the access to “know-how”,
capital and markets. This process needs an honest and deliberate commitment and transparent engagement
amongst all partners involved. Moreover, this entails progress in land reform and the government transferring
land acquired to black farmers with tradable title deeds. The government, through agricultural policy and
Agricultural Master Plan that is currently being drafted, should be grounded and ensure that these are
commonly understood across national, provincial and municipal levels. The private sector should have an
equal commitment, with incentives provided by the government, for it to continue striving and expanding
to the previously marginalized areas such as the former homelands.
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