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1.

Background and Overview

The Presidential Economic Advisory Council (PEAC) was appointed from October 2019 for a three year term. The role of the PEAC is to
identify, unpack and make recommendations to the President on key economic issues facing South Africa.
The draft terms of reference state that it is PEAC’s objective to facilitate the development and implementation of economic policies that spur
inclusive growth and that this aim will be pursued through the following:
• An advisory council of local and international economic thought leaders to advise the President and government and which will engage
in policy-bridging activities with key economic policy actors in South Africa,
• A secretariat to support the PEAC; and
• Enhanced economic research that supports the deliberations of the PEAC.
The PEAC should contribute to building a capable state through:
• rebuilding trust between government and social partners in a manner that responds to South Africa’s triple challenges of poverty,
unemployment and inequality.
• serving as a forum for in-depth and structured discussions on emerging global and domestic developments, economic and development
policies, and to facilitate policy coherence and implementation.
• acting as a sounding board for the President and his government on weighty economic policy and development issues affecting SA
broadly and individual sectors of the economy specifically.
• facilitating government’s access to expert knowledge and experience in economic policy making so as to improve the quality of South
Africa’s economic policy design, implementation, impact and better inform the public narrative on economic policy success and
shortcomings.
• building a knowledge base of policy and implementation lessons, best practices and field tested success stories.
• facilitating skills transfer from the PEAC to key economic policy practitioners in a manner that responds to gaps in institutional capacity
that can facilitate improved long-run implementation.
President Cyril Ramaphosa is the Chairperson of PEAC and PEAC members selected Dr Renosi Mokate to serve as the Co-ordinating
Chairperson of the various PEAC workstreams and activities. The following is a list of members of PEAC:
1. Dr Renosi Mokate
2. Prof Tania Ajam
3. Prof Haroon Bhorat
4. Mr Ayabonga Cawe
5. Dr Kenneth Creamer
6. Prof Vusi Gumede
7. Prof Alan Hirsch
8. Dr Thabi Leoka
9. Ms Mamello Matikinca-Ngwenya
10. Prof Mariana Mazzucato
11. Dr Liberty Mncube
12. Prof Benno Ndulu
13. Ms Ngozi Okonjo-Iweala
14. Prof Mzukisi Qobo
15. Prof Dani Rodrik
16. Mr Wandile Sihlobo
17. Dr Grové Steyn
18. Prof Fiona Tregenna
19. Prof Imraan Valodia

2. PEAC Workstreams

5.
6.

Macroeconomic dynamics & public investment – Tania Ajam, Thabi Leoka (coordinators), Mamello Matikinca-Ngwenya,
Renosi Mokate, Ngozi Okonjo-Iweala, Benno Ndulu, Kenneth Creamer
Poverty, Inequality & Jobs – Haroon Bhorat, Ayabonga Cawe (coordinators), Imraan Valodia, Vusi Gumede
Agriculture, Trade & Industrial Policy – Fiona Tregenna, Wandile Sihlobo (coordinators), Liberty Mncube, Dani Rodrick,
Mariana Mazzucato
State Capacity & Political Economy – Mzukisi Qobo, Alan Hirsch (coordinators), Vusi Gumede, Renosi Mokate, Mariana Mazzucato,
Ayabonga Cawe
Energy Transition & Growth – Grové Steyn, Kenneth Creamer (coordinators), Mariana Mazzucato
Overarching Growth Narrative – Dani Rodrik, Kenneth Creamer (coordinators) working with other workstreams
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During 2020, the global COVID pandemic impacted on the form and content of the work of PEAC. Most meetings were held on virtual
platforms and much of the economic advice that was offered by PEAC was in response to the economic impact of the COVID pandemic.
Early in 2020 South Africa entered a technical economic recession and was downgraded to sub-investment grade, even before the effects
of COVID were felt. Very high levels of structural exclusion, inequality and unemployment continued to plague the South African economy
and the focus of PEAC’s work was to advise the President on economic policies to decisively increase levels of investment, growth and job
creation.

3.

Record of PEAC meetings during the year

•

First meeting with President and Economic Cluster at Tuynhuys in Cape Town – 9 October 2019

•

PEAC Members Planning Meeting – 15 November 2019

•

Presentation of PEAC Workstream Briefing Notes to President and Economic Cluster at Union Buildings in Pretoria - 6 March 2020

•

Inputs into Ministry Advisory Council on COVID-19 – April-May 2020

•

Briefing of President and Economic Cluster on Economic Recovery Plans – 12 August 2020

•

Meeting with President on Recovery and Reconstruction Plan and presentation of Workstream Briefing Notes – 9 October 2020

•

Meeting with Minister Ebrahim Patel and DTIC team – 27 October 2020

•

Meeting with Minister Gwede Mantashe and DMRE team – 3 November 2020

4.

Record of PEAC outputs during the year

•

PEAC Input into SONA – 30 January 2020

•

Briefing Notes on Economic Response to COVID Pandemic – 8 April 2020

•

Workshop Report to President on COVID-19 Response – 17 April 2020

•

Presentation to Cabinet Economic Cluster on COVID-19 Responses – 19 April 2020

•

Workshop Report to President on Macroeconomic Policy – 4 May 2020

•

Workshop Report to President on Infrastructure – 28 May 2020

•

Input into Growth Narrative for Government’s Economic Recovery Plans – 15 July 2020

•

PEAC Funding Research Proposal submitted to National Treasury – 27 October 2020
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5.

Way forward

A Draft Updated Workplan for 2021 should be prepared for each workstream with the identification of Briefing Notes to be written prior to
Q1 and Q 3 meetings with the President as well as timing of commissioned research outputs.
The key dates below for 2021 should be referenced in this Workplan:
a. Input into SONA (Feb) (before January Cabinet Lekgotla)
b. Annual Budget (Feb)
c. Q1 2021 Meeting with President
d. Q3 2021 Meeting with President
e. MTBPS (Oct) (before relevant Cabinet Lekgotla)
In order to improve the efficiency and systematic nature of PEAC’s inputs, PEAC should request to work in the following manner with President:
a. Identify key moments where we want to have the ability to inform the President of our thinking (e.g. before SONA)
b. Regularly talk to the President together with members of his Cabinet Economics Cluster (e.g. in the two scheduled meeting per year and
at other times if needed)
c. Deep dive meetings with key economic policy Ministers (e.g. the meetings help be PEAC workstreams with the Minister of Trade, Industry
and Competition the of Minerals and Energy)
d. PEAC should seek to inform government processes rather than reacting to them
e. PEAC should be more systematic in its approach with a clear programme and targets
f. PEAC should seek to update its “overarching narrative paper” to keep it relevant and aligned with the latest developments and latest
thinking
g. PEAC should clarify which of its outputs represent the views of the collective of PEAC members, or of particular PEAC Workstreams, or
of individual PEAC members, and at appropriate times should note instances where PEAC members have differing views on particular
issues.
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6.

Annexures: Record of PEAC Policy Briefs and Presentations

6.1

PEAC input into SONA 2020 – 30 January 2020

6.2

PEAC Workstream Briefing Notes presented to President and Economic Cluster - 6 March 2020
6.2.1

Industrial Policy

6.2.2 Agricultural Policy
6.2.3 Energy Policy
6.2.4 Reducing Inequality
6.2.5 National Debt
6.3

Briefing Notes on Economic Response to COVID-19 Pandemic – 8 April 2020

6.4

Workshop report to President on COVID-19 response – 17 April 2020

6.5

Presentation to Cabinet Economic Cluster on COVID-19 response – 19 April 2020

6.6

Workshop report to President on Macroeconomic Policy – 4 May 2020

6.7

Workshop report to President on Infrastructure – 28 May 2020

6.8

Input into growth narrative for government’s Economic Recovery Plans – 15 July 2020

6.9

Briefing of President and Cluster on Economic Recovery Plans – 12 August 2020

6.10 PEAC Workstream Briefing Notes on Recovery and Reconstruction Plan – 9 Oct 2020
6.10.1 Introduction
6.10.2 Macroeconomic Policy
6.10.3 Energy Policy
6.10.4 Building State Capacity
6.10.5 Unlocking the District Development Model
6.10.6 Covid-19 Social Grants
6.10.7 Competitive and Inclusive Markets
6.10.8 Agricultural Development
6.11

Paper on conditionalities presented in Meeting with Minister Ebrahim Patel and DTIC team – 27 October 2020

6.12

PEAC Funding Research Proposal submitted to National Treasury – 27 October 2020

6.13

Presentation to Minister Gwede Mantashe and DMRE team – 3 November 2020
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6.1 PEAC Input into SONA – 30 January 2020
This document outlines proposals on key economic policy matters for consideration in preparations for President Ramaphosa’s State of the Nation
Address (SONA) taking place in February 2020. In putting together this document, members of the Presidential Economic Advisory Council (PEAC)
have drawn from draft versions of Briefing Notes which they are currently preparing for presentation at the next meeting of the PEAC, taking place
on 5 and 6 March 2020.
The document initially briefly outlines an overall strategic perspective on economic policy and then presents a summary of certain specific policy
proposals currently under discussion by those working in various PEAC workstreams. It was felt that at this stage there would be some value in
presenting these proposals for the President’s consideration as he prepares for the SONA. The specific policy proposals are arranged under five
headings: Energy Crisis and Green Economy; Public Debt and Economic Growth; Deindustrialisation; Agricultural Sector; and Inequality.

STRATEGIC PERSPECTIVE
Given the socio-economic challenges facing South Africa, it is essential that the SONA should be confidence boosting and galvanise support
for the SONA agenda among the country’s citizens, and key stakeholders, namely labour, business and the broader civil society.
The SONA should seek to overcome scepticism towards the current administration’s ability and willingness to tackle the country’s most
critical economic challenges. This will be best achieved if the SONA is able to outline credible interventions aimed at stimulating inclusive
economic growth and implementation strategies to support such interventions.
The PEAC recommends that themes of inclusive growth and employment creation should be considered as the central messages for the
SONA, supported by a set of key interventions in the following areas:
1.
2.
3.
4.
5.
6.

Addressing the macroeconomic challenges, particularly the public debt
Dealing with the energy crisis
Using the mobilisation against climate change as an opportunity for economic growth and job creation and the building of a ‘green
economy’
Support for the agricultural sector
Reversing deindustrialisation
Addressing inequality

In addition, the SONA should take cognizance of important cross-cutting elements, including:

•

policy coordination particularly in support of inclusive growth, job creation and addressing inequality;

•

harnessing the complementarity of policies to increase their impact, for example mapping the fiscal allocations to housing, education,
healthcare and indigent services (water, electricity, waste management) to other investments such as agricultural support, local
infrastructure to increase their inequality reducing impact;

•

policy prioritisation in order to focus resources and effort, for example on interventions that are easily achievable, innovative and high
impact;

•

policy sequencing and timing (i.e. short, medium and long-term) to improve effectiveness;

•

building local government capacity to deliver infrastructure and other services to support economic growth and employment creation
in sectors such as agriculture and industrial development; and

•

building partnerships, such as through social compacts, to enhance problem-solving, the co-creation of solutions and collaborative
implementation of policies and strategies.
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A.

ENERGY CRISIS AND GREEN ECONOMY

Problem statement
1.

2.
3.

4.
5.

The SONA should acknowledge the magnitude of South Africa’s energy crisis, as outlined in a recent CSIR study that estimates that 2019
was South Africa’s worst-ever year of load-shedding, resulting in a direct cost to the economy conservatively estimated at between
R60-R120-billion.
The country’s projected energy supply gap is set to rise in the years 2020, 2021 and 2022 with load shedding set to continue for up to the
next five years unless urgent action is taken.1
The reality is that Eskom power shortages are set to continue despite its best efforts to restore plant availability. This is due to the
advanced age of many of its plant, years of maintenance backlogs, the large cost of the refurbishment and catch-up maintenance
required, the under-performance of its new stations and the large costs associated with resolving these problems – all compounded by
its dire financial situation.
The leavers for resolving the load shedding and power shortage crisis lie elsewhere – by opening the gates for and facilitating fasttracked market-based investments in the sector.
The SONA should commit government and the Minister of Mineral Resources and Energy to a range of decisive policy and regulatory
interventions which will begin to rapidly restore sufficient electricity supply in South Africa.

Short-term interventions
1.

2.
3.

4.
5.

6.
7.
8.

9.

Ensure the Integrated Resources Plan 2019 (IRP) is implemented in a disciplined fashion. The Department of Mineral Resources and
Energy is already behind the procurement milestones set out in the IRP. It is urgently required that relevant ministerial determinations
be published to begin implementing the IRP.
Regulations should be eased to allow increased levels of self-generation and bilateral trades with wheeling across the grid and for
municipalities in good financial standing to procure their own power.
Given the smaller scale of a modern power plant and the many other environmental and health and safety legislation that apply,
government should deregulate all generation investments below 75MW by replacing the licencing system with a NERSA and system
operator notification system. A use of system agreement with the grid operator will still be required to ensure technical constraints
are adhered to. Above this limit, generation licences should be provided within a three-month period if applicants comply with clearly
specified minimum requirements and the project is compliant with the system technical constraints.
Given the urgency of the situation, consideration should be given to front-loading the IRP by increasing the megawatt (MW) allocations
for the first five years of the plan.
In order to create greater certainty, the SONA should be used to put down a clear timeline for the opening of the next bid window (bid
window 5) of the renewable energy programme. Also, every effort should be made to ensure that bid window 4 projects come on
stream as soon as possible.
Supplementary power purchase agreements should be negotiated so take advantage of capacity at the existing wind and solar plants
that are currently curtailed due to contractual limitations.
Investigate proposals to convert the certain diesel-fired peaker plant to gas.
As announced in last year’s SONA, urgently proceed with implementing the unbundling of Eskom Transmission as set out in the “Eskom
Roadmap”. This step is critical for establishing a neutral platform for market-based investment in the power system and is therefore
critical to resolving load shedding in the foreseeable future.
Provide access to the grid on a non-discriminatory basis to Eskom generation and Independent Power Producers (IPPs) and require
the Eskom System Operator urgently to provide full, near real-time, online transparency about the performance of the power system,
including each power station.

Longer-term interventions
1.
2.
3.

Announce a mission-oriented, multi-year, national project to introduce lower cost and lower carbon energy sources in South Africa to
bring reliable power, reduce carbon emissions, increase competitiveness and promote growth, investments and jobs creation.2
Develop a framework for local content requirements for the renewable energy programme over the next ten years – identify technology
areas with the best employment potential during build and maintenance phases.3
Develop a framework to promote increased South African equity participation, including ownership by black South Africans, in
renewable energy projects. Recalibrate the black industrialists’ incentives programmes to focus on the opportunities arising from Green
Industrial Policy.

CSIR Energy Centre, “Setting up for the 2020’s Addressing South Africa’s Energy Crisis and getting ready for the next decade” (January 2020)
There are five key criteria identified to create successful challenge-led industrial policy missions: bold, inspirational plans with wide societal relevance; a clear direction which is targeted,
measurable and time-bound; ambitious but realistic innovation actions; Cross-disciplinary, cross-sectoral and cross-actor innovation; and multiple, bottom-up solutions – from Mariana
Mazzucato document prepared for the PEAC, “A Modern ‘Challenge-Led’ Industrial Strategy and Issues around Public Ownership”.
3.
This process could be facilitated through a DTI’s Masterplan for this sector.
1.

2.
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4.

Develop industrial policy support for the local production and export of new low-carbon, electricity-intensive, hydrogen-rich products,
such as, ‘green’ aviation fuel, ‘green’ steel and ‘green’ fertilisers and chemicals.
Initiate a national ‘just transition’ social dialogue process to define programmes and interventions which will assist workers and
communities involved in coal production, as the economy moves towards a lower-carbon energy mix. In this regard, specific employment
protection measures should be considered, such as those set up in the wake of the 2008 financial crisis, such as the Training Layoff
Scheme run through the CCMA and the skills development programmes of the relevant SETAs.

5.

B.

PUBLIC DEBT AND ECONOMIC GROWTH

Problem Statement
1.
2.
3.
4.

Real per capita GDP has declined every year for six years since the end of 2013.
South Africa’s debt is set to rise to 81% of GDP in 2027 if currently planned support for Eskom is included.
Interest payments currently account for about 13.6% of general government revenues and this expected to rise.
South Africa’s debt is on an explosive, unsustainable path. Austerity is not the answer. Rather, a strategy which combines reduced
borrowing and increased levels of economic growth would be the ideal.

Priority must be given to a process of social compacting
1.

2.

3.

4.

5.

In our view, the SONA should provide a vision for how the government intends to deal with this macroeconomic adjustment in a
manner that builds the economy, improves the level of economic growth, addresses the social costs of the adjustment, and builds
confidence in the economy. The evidence, even from institutions such as the International Monetary Fund (IMF) is that focussing on
austerity measures, through cost-cutting alone, will not successfully address the problems and will very likely deepen the current state
of economic stagnation.
Ideally, we should put together a package of cost-containment measures and measures to encourage economic growth in which the
three major social partners, labour, business and government, all make a contribution and all see benefits. We have not made as much
progress as we had hoped in moving the Jobs Summit process to an agreement on practical solutions and we would like to call on all
parties to respond appropriately to the urgency of our situation.
As the main targets for expenditure reduction or containment are public sector and SOE employment levels and remuneration structures,
expenditure reduction may need to be part of a broader social agreement. In such an agreement, the major social partners agree on a
deal in which there are reciprocal concessions in the interests of growth and employment creation.
The elements of the deal could include an agreement to restrict public sector wage increases for the next three years to cost of living
adjustments, a virtual freeze on hiring administrative, non-frontline staff, a government commitment to increase investments in
infrastructure, and revenue-raising measures such as a tax on the rich to help reduce the deficit.
Achieving such a deal will take time and will require a major investment of leadership resources at a high level.

Proposed interventions on containing rising debt
1. Freeze government hiring in non-frontline and senior management posts: Government continues to have an excess of non-frontline
administrative and managerial staff in all three spheres, many of whom are overpaid relative to equivalent responsibilities in the private
sector and underemployed. New appointments in such posts would have to be approved by a process overseen by the Minister of Public
Service and Administration (PS&A).
2. Reduce employment in redundant institutions and role: There are redundant institutions, agencies, committees and councils in all
spheres of government. These should be identified by a process under the Minister of PS&A and phased out as quickly as possible.
3. Get agreement on public sector wage Cost of Living (COL) increases only for 3 years: The current agreement on wage increases
should be suspended for 3 years and only COL adjustments undertaken until 2023 when the current agreement is re-activated.
4. Reduce debt to reduce the debt service burden: one of the main items of current expenditure is the debt service burden. The state
along with its social partners need to consider creative instruments for the reduction of debt – state debt, Eskom’s debt, the debt of other
State-Owned Companies and municipal debt, etc. A specific, co-ordinated debt reduction programme is required.
5. Budget rules: codifying and implementing well-designed fiscal policy rules at a national, provincial and local level will help to raise
confidence in the short-term and reduce risks in the long term.
6. Strengthening the South African Revenue Service: The Davis Committee on tax has estimated that at least R50bn revenue due to
the state annually is currently not collected. The R50bn includes what is thought to be lost from customs, VAT, base erosion and profit
shifting, and the non-payment of tax by wealthy individuals. Strengthening the South African Revenue Service will contribute to reducing
or eliminating the gap over time.
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Proposed interventions for inclusive growth
1.
2.

3.
4.
5.
6.
7.

8.

9.

C.

Spending containment and revenue and financing policies should not be implemented without counterbalancing initiatives to give
encouragement and confidence to investors and consumers and therefore to promote growth such as outlined below.
Many of the measures in the Treasury economic strategy document foster inclusive growth: these include removing the persistent
regulatory uncertainties and anomalies that inhibit investment in network industries such as telecommunications and electricity,
including the roll out of IPP’s and renewable energy projects;
Ensuring the expenditure of public sector capital budgets. Last year R1.3bn in provincial capital budgets and R2.0bn in local government
capital budgets went unspent. The Minister of Finance has estimated a total of 20% of state capital budgets were unspent in 2018/19;
Use of an infrastructure bond to support public investment in infrastructure;
Shifting government spending from current expenditure (e.g. salaries) to invest in infrastructure;
Effective implementation of industrial policies and small business development policies;
More consistent and systematic support for high potential labour absorbing sectors such as tourism and agriculture, including
investment incentives for export-oriented agriculture and food processing and other labour-intensive sectors, to support expanded
employment and improvements in working conditions.
Extension of the current youth employment tax incentive to include targeted special economic zones and labour-intensive sectors, in
effect providing a basic income subsidy to vulnerable low-wage workers, complementing the newly introduced minimum wage. The
extension of the employment incentive to SEZs and targeted sectors is provided for in the enabling legislation but has not yet been
implemented. In general, the incentive scheme could be upscaled by increasing the target age band or increasing the threshold for the
tax deduction.
Extension and deepening of the urban development zone tax incentive (currently due to expire on 31 March 2020).

DEINDUSTRIALISATION

Problem Statement
1.

2.
3.
4.
5.
6.

Premature deindustrialisation, which is already in progress in developing countries like South Africa, is a particular concern as it sets in at
lower levels of income per capita and lower shares of manufacturing in GDP and employment. At these levels, it is less viable for services
to acting as an alternative engine of growth.
Deindustrialisation retards economic growth and worsens inequality, poverty, social cohesion etc.
In South Africa, there is a mismatch between the skilled workforce that much of the manufacturing sector increasingly needs, and the
low skills levels among most of the unemployed.
South Africa is lagging in the use of 4IR technologies in manufacturing and this will erode competitiveness going forward.
There is poor coordination among policy domains that directly affect manufacturing (industrial policy, macroeconomic policy, education
and skills development, innovation and technology policy, trade policy, etc.).
The current scale of industrial policy is insufficient to avoid, let alone, reverse, deindustrialisation.

Proposed interventions to reverse deindustrialisation
1.

2.
3.

4.
5.

If an industrial policy is to more effectively support manufacturing growth, South Africa needs better integration with other policy
domains, including macroeconomic policy. It would also be important for policy to be directed at the sub-sectoral level, not just at key
identified sectors.
South Africa needs much more focus on the skills mismatch between those who need jobs and the types of workers that manufacturing
increasingly needs.
In order to maximise the employment creation potential of manufacturing, there must be some promotion of some low-productivity
activities. Globally, there is most growth potential in high-tech manufacturing and least in low-tech manufacturing, but the challenge
for South Africa is to grow high-tech manufacturing while creating large-scale employment.
If South Africa is to take up opportunities associated with ‘green’ manufacturing and the renewable energy transition then we need to
move much faster, putting the energy transition at the centre of the country’s industrial policies.
Industrial policy type measures should promote subsectors or activities outside manufacturing that have the types of properties
traditionally associated with manufacturing, such as, employment-absorbing service sectors that exhibit relatively high technologyenabled productivity, for example, tourism and business process operations. SADA estimates that South Africa can create 500,000 new jobs
over 19 years through globally traded services. Getting South Africa digitally ready and connected is pivotal for this diversification.4

. Future research should identify more specific constraints which require investigating – in relation to promoting employment-intensive manufacturing and agro-processing growth.
These micro-constraints range from lack of capacity in state veterinary services to poor product standards and lack of progress on trade protocols. A list of these micro-constraints to
long-run sectoral growth would be important to derive – so that it could direct the relevant government departments

4
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D.

AGRICULTURAL SECTOR

Problem Statement
1.
2.
3.
4.
5.

South Africa’s rural economies face numerous challenges, which include higher levels of poverty, unemployment and limited economic
activity .5
These challenges are particularly prevalent in the former homeland areas, whose living conditions continue to deteriorate under the
weight of sluggish economic growth, poor service delivery and lack of institutional and hard infrastructure.
Provinces such as the Eastern Cape, Limpopo and KwaZulu Natal are endowed with a substantial amount of underutilised land, water
and human potential.6
In provinces where agriculture is vibrant, transformation or black farmer participation remains minimal.
South Africa needs to shift away from the urban bias mindset that characterises much of public policy. Rural development is important
to prioritise as a public policy imperative.

Proposed interventions to inclusively grow the agricultural sector
1.
2.
3.

4.

5
6

A critical component for success is the coordination between the Master Plans which are currently being developed, specifically by the
Department of Agriculture, Rural Development and Land Reform, and the Department of Trade, Industry and Competition (DTIC).
Further, the state should mobilise development partners, including the World Bank, the African Development Bank, and other funders
to contribute towards developing a thriving rural economy centred on agriculture.
The Land Reform Fund should be strengthened as a substantial amount of capital is needed to service a wide range of agricultural
expenses critical to ensuring the success of a farming enterprise. Possible sources of capital for the fund include Land Reform Bonds
issued by the Land Bank, donations and joint venture financing models, particularly implemented by agribusinesses, large commercial
farmers, property developers and the commercial banks.
To assist private entrepreneurs in the agricultural value chain, the government should pursue:
a. Expansion and improvement of irrigation and transport infrastructure, and encourage the production of labour-intensive irrigation
crops (mainly in horticulture)
b. Better local government delivery (especially the maintenance of road networks and basic services)
c. Better coordination between agribusinesses, commodity groups and SOEs (IDC, Land Bank and PIC)
d. Incentives aimed at boosting small-scale and emerging farmers and supporting infrastructure, including roads and silos
e. Reduction in stock theft and farm-related crimes in rural areas
f. Improved land governance policy in communal areas
g. Cautious and careful implementation of the expropriation of land without compensation (EWC) policy to ensure that only vacant
and abandoned land are potentially earmarked for expropriation
h. A state procurement system at remote state depots from smallholder farmers
i. Improved climatic resilience of the agricultural sector in the context of climate change, such as through research into droughttolerant seeds and through the expansion of agricultural insurance to manage risk
5. To encourage expansion in existing commercial agriculture, the government will have to:
a. Open up more export markets through negotiation of preferential trade agreements
b. Implement trade facilitation measures which involve improving port efficiency and infrastructural challenges, phytosanitary
measures (especially related to fruit, red meat, nuts), and ensure the speedy release of export permits.
c. Enable more public-private-partnerships in the sector that connect small scale farmers to markets – examples include the SmallScale Wool Growers Scheme and The Co-Op Farmer Development Programme in the Eastern Cape, and also the Sernick Emerging
Farmers Programme in Free State
d. Enable on-farm electricity generation.
e. Enable private sector driven empowerment programmes aimed at settling black farmers in collaboration with existing commercial
farmers through the transfer of water rights and access to capital through vehicles such as the envisaged land reform fund.
f. Deploy and enhance the use of digital technology throughout the agricultural value chain to enhance productivity on the farm and
connectivity to markets.
g. Improve the farmer training and extension support facilitated by digital technology.
h. Explore opportunities for the inclusion of black entrepreneurs in the agro-processing sector and improve food value chain efficiency.

. See Von Fintel, D. and Pienaar, L. 2014. How did hunger levels in the former homelands catch up with the rest of South Africa? A hundred years after the Land Act of 1913. Econ 3X3.
These provinces collectively have between 1,6 million and 1,8 million hectares of underutilised land, according to a 2015 study by McKinsey Global Institute.
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E.

INEQUALITY

Problem Statement
1.

2.
3.
4.

South Africa is the most unequal society in the world. Inequality of opportunity continues to influence inequality in income, wealth
and living outcomes. Race and gender, where one is born and raised, where one went to school, and the position of one’s parents all
influence labour market participation, employment and earnings in South Africa.
Notwithstanding, the implementation of a range of interventions aimed at overcoming inequality – a progressive tax system, rising
social wage spending and employment equity legislation – inequality continues to persist.
In recent years, poverty levels have been rising, reversing the previous trend of falling headcount poverty in the post-apartheid era.
Ranking wages from the lowest to the highest percentile shows that different parts of the wage distribution have fared better or worse
over time, with a clear distinction between those at the bottom, middle and the top end of the distribution. Those at the bottom-end
experienced modest wage growth of about 1 percent per year between 1997 and 2015. Similarly, those at the top-end experienced
strong stable growth in wages of about 2 percent per year. In the middle, however, workers experienced negative wage growth by as
much as 1.8 percent per year. In other words, wages have fallen in real terms for workers in the middle of the distribution, even if they
have stayed the same or increased in nominal terms. This is a very clear illustration of the ‘missing middle’ in the South African wage
distribution. Indeed, this is a new phenomenon we have observed for South Africa – namely that amidst this rising level of income
inequality it is actually individuals in the middle of the distribution who have seen an erosion of their earnings. It is ultimately the urban
working class that has gained the least in terms of wage growth since democracy.

Proposed interventions to address inequality
1.

2.

3.
4.

5.

6.

7.

12

There has been a rise in the skill intensity of even ‘elementary occupations’. Therefore, measures that can improve educational attainment
and outcomes, pathways into the labour market for the youth, competitiveness and the productivity of those with limited skill; can be
‘inequality-reducing’ through greater labour market participation and employment.
In a context of large-scale unemployment, measures that support adults between the ages of 18 and 59 (falling outside the net of social
transfers) with training opportunities, meaningful public works programmes, livelihood opportunities and employment guarantees and
work-seeker support; can reduce inequality.
Moreover, the acquisition of assets (both human capital, social networks and other material assets) can have an inequality-reducing
impact when considered within an integrated delivery framework.
The advent of digital technology has changed the way we work, the way we interact, the way we are governed and the way we live.
Inclusion will be heavily influenced by affordable access to digital services and capabilities to use this technology so that no one is left
behind.
In a number of South Africa’s poorer provinces, there are challenges in access to public goods for many households. With many of
these households reliant on social transfers for income. In this regard, the intergovernmental relations framework suggested in the
District Cantered Development Model needs to earmark a series of complementary and inequality-reducing interventions in each of
the earmarked districts. These could include the provision of care facilities (for the young and the aged – to free up the time of young
women to enter the labour market or job search), early childhood development initiatives or the creation of shared local silos and cold
storage facilities for local farmers.
The government needs to better map the cross-cutting nature of the existing inequality interventions; their complementarity and how
we measure success. For instance, the fiscal allocations to housing, education, healthcare, indigent services (water, electricity and waste
removal) need to be mapped alongside other investments (sitting in other departments) in local incentives (COGTA and DTI), inclusiveness
in access to and utilization of digital services; agricultural support (land reform), local infrastructure (Public Works) in relation to their
inequality-reducing impact. Rather than a new ‘Plan’ or large document, such a strategy has to be a means to communicate the impact
on inequality of key policy interventions and as a means of co-articulating policy actions that are located in different departments.
The phenomenon of the ‘missing middle’ as the new form of wage inequality in South Africa, shows that in addition to this postapartheid wage suppression – the urban working classes have also had to contend with a rising relative cost of living. Hence inflation
for goods and service predominant in their consumption baskets – such as education, health insurance, energy, water, short- and longterm financial services products – have surpassed aggregate inflation levels. In short, already declining wage growth combined with
high levels of urban working inflation rates – have generated huge pressures on this key segment of society. The government should be
looking at providing subsidy relief on these households (free higher education is one good example), whilst wage bargaining outcomes
need to be acutely aware of how the outcomes have affected the middle of the distribution.

| South African Presidential Economic Advisory Council

PEAC Annual Report December 2020

6.2 PEAC Workstream Briefing Notes presented to President and Economic Cluster at Union
Buildings in Pretoria - 6 March 2020
6.2.1 Industrial Policy
1. WHY IS DEINDUSTRIALISATION A POLICY CONCERN?
•
•
•

•
•

Industrialisation has long been regarded as the key path for developing countries to attain sustained rates of high growth and catch up
with advanced economies.
Importance of structural change – shift in the composition of GDP and employment towards higher-productivity activities – which is
associated with industrialisation.
Manufacturing has long been regarded as a special engine of growth, due to inter-related characteristics that are associated more
strongly with manufacturing than with other sectors:
o Ability to absorb large numbers of less skilled workers;
o Absence of demand-side constraints due to exportability;
o Strong forward and (especially) backward linkages - able to pull along other sectors;
o Superior scope for cumulative productivity increases (i.e. productivity increases that build on and feed into one another);
o Strong unconditional convergence in labour productivity in (formal) manufacturing - potential for catching up;
o Manufacturing exports are important in alleviating balance of payments constraints;
o Dynamic increasing returns to scale in manufacturing;
o Learning-by-doing (at worker, firm and sector levels)
o Suggests that deindustrialisation is likely to have negative effects on growth.
International evidence suggests that deindustrialisation can also worsen inequality, poverty, social cohesion etc.
Premature deindustrialisation, which is already in progress in developing countries, is a particular concern
o When deindustrialisation sets in at lower levels of income per capita and lower shares of manufacturing in GDP and employment,
less of the benefits of industrialisation will have been captured and it is less viable for services to act as an alternative engine of
growth.

2. TAKING ACCOUNT OF THE COMPLEXITY OF DEINDUSTRIALISATION IN THE CURRENT PERIOD
•

•
•

Considerable heterogeneity within sectors
o
some services, agricultural and other activities have stronger growth-pulling properties than some manufacturing activities;
o
growth is activity-specific as well as-sector specific;
o
while manufacturing still ‘matters’, not all manufacturing matters to the same extent, and some non-manufacturing activities also
‘matter’ a lot.
Increasing ‘fuzziness’ of sector boundaries and integration between sectors.
Employment-deindustrialisation seems to be a universal phenomenon, but the trends in output-deindustrialisation are more variegated:
o Some of this is the shifting around of global manufacturing towards East Asia (as distinct from a global decline in manufacturing);
o Some of apparent deindustrialisation is just a reclassification of activities associated with outsourcing from manufacturing to
services;
o While most countries of the world are deindustrialising, some countries are managing to
o avoid or reverse this;
o The trends are very different for sub-sectors of manufacturing – e.g. for high-tech manufacturing there is no evidence of
‘deindustrialisation’ even with higher income per capita.

3. THE SOUTH AFRICAN CONTEXT
o
o
o
o
o
o

o
o
o
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There has been deindustrialisation over a long period of time, perhaps since the early 1980s, especially as a share of total
employment.
There does not appear to be a shift into high-productivity services that could potentially act as an alternative engine of growth.
There is a mismatch between the skilled workforce that much of the manufacturing sector increasingly needs, and the low skills
levels among most of the unemployed.
South Africa is lagging in the use of 4IR technologies in manufacturing, which can erode our competitiveness going forward.
Difficulty of growing manufacturing in global context of competition from countries (notably China) that have low unit labour
costs relative to their levels of technological advancement.
Globally, there is strongest growth potential in high-tech manufacturing and least in low- tech manufacturing. And although hightech manufacturing is less labour-intensive than low-tech manufacturing, there is still greater employment growth potential even
with rising income per capita.
Challenge for South Africa of growing high-tech manufacturing while creating large- scale employment.
There has been poor co-ordination among policy domains that directly affect manufacturing (industrial policy, macroeconomic
policy, education and skills development, innovation and technology policy, trade policy, etc.).
The current scale of industrial policy insufficient to avoid, let alone, to reverse, deindustrialisation.
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4. POLICY IMPLICATIONS
There are several important questions associated with an industrialisation agenda, that policy- makers need to grapple with. These include:
• How viable is it to grow manufacturing in South Africa in the current era?
There is a challenge of achieving reindustrialisation where possible (including for specific sub-sectors of manufacturing and specific regions
of the country), and at the least slowing, managing and mitigating deindustrialisation. One thing that is clear is that, without decisive
policy interventions, the current deindustrialisation trends are bound to continue. While some success in output terms might be
possible, the prospects for increasing the employment share of manufacturing – which is what South Africa really needs to achieve
inclusive growth – would not seem as strong.
•

The challenge of (re)industrialisation in the context of the need to reduce emissions Historically, there have generally been higher
emissions (per unit of value added) in industry than in agriculture or services. This poses a challenge of reconciling industrialisation with
mitigating climate change. It is worth noting that both the composition of manufacturing matters (for example, high-tech manufacturing
is generally cleaner than low-tech, and the nature of manufacturing technologies and processes also affect the extent of emissions. That
is, there is scope for reducing the emissions associated with any given level of manufacturing production.

• Which sub-sectors of manufacturing to prioritise?
With our low growth rates and crisis of unemployment, South Africa ideally needs activities that have strong growth-pulling properties as
well as activities that are strongly labour- absorbing (including of low-skilled labour). While this is not a binary choice – there are activities
that are both growth-pulling and labour-absorbing (especially when taking into account employment multipliers through intersectoral
linkages) – there are trade-offs, including in which sectors to prioritise for support.
There are no easy answers to these questions. And as with all policy decisions, there are choices and trade-offs involved.
In broad terms, some policy implications and suggestions include:
o In light of the heterogeneity within sectors, it is important not just to look at sectors overall
– policy also needs to be directed at the sub-sectoral level (e.g. in terms of which types of activities to incentivise).
o If industrial policy is to more effectively support manufacturing growth, there needs to be much better integration with other policy
domains. In particular, improved co-ordination with macroeconomic policy: austere macroeconomic policy (especially high interest
rates and an uncompetitive exchange rate) will inevitably hamper any industrialisation efforts.
o Industrial policy needs to be scaled up and better resourced in order to have a significant impact in supporting industrialisation and
ultimately in raising employment and growth. One aspect of this is the need for supporting a mixture of both growth-pulling sub-sectors
(which could be relatively high-tech and high-productivity) and those that are crucial for absorbing low-skilled labour.
o Specific industrial policy measures are beyond the scope of this policy brief. However, we would underscore the importance of both
interventions to promote firm-level productive capabilities (production and technological capabilities to innovate, export etc.) at the
micro-level, as well as ensuring that, at the macro-level, there is sufficient capital investment in manufacturing. The PEAC will engage
further on specific industrial policy measures.
o There is a need for a much sharper focus on addressing the mismatch between the dominant skills profile of those who need jobs and
the types of skills that manufacturing increasingly needs. While there is already widespread acceptance of the general need for skills
development and improvements in the education system, we need:
o more targeted short- and medium-term skills development measures to address
o particular skills constraints on manufacturing growth
o support for the types of manufacturing activities that make relatively intensive use of low-skilled workers.
o There is a need to maximise the employment creation potential of manufacturing, including through the promotion of some lowproductivity activities that are important for employment creation, including of low-skilled labour, taking into account not only direct
employment but also indirect labour absorption.
•
There are both threats and opportunities to manufacturing associated with the imperative of mitigating climate change and the
renewable energy transition. Industrial policy needs to support:
o the production of the types of manufactures that generate less emissions (‘what is produced’);
o production technologies and processes that generate less emissions (‘how it is produced’)
o building capabilities and competitiveness in producing goods and technologies that will be in increasing demand internationally,
associated with the green transition. That is, shifting South Africa from being a follower (and likely importer) closer towards leading
countries in manufacturing goods such as solar panels, at least in certain niche areas in which we have the potential to build dynamic
comparative advantage and have export potential. If South Africa is to take up the opportunities associated with ‘green’ manufacturing,
then we need to move much faster.
• It is critical for industrial policy to promote sub-sectors and activities outside manufacturing that have the types of properties traditionally
associated with manufacturing.
• In line with the previous point, an important question is whether ‘industrial’ policies may need to be re-directed towards employmentabsorbing service sectors that exhibit relatively high productivity (examples might be tourism, call centres, others?).
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6.2.2 Agricultural Policy
1. PREAMBLE: THE BIG PICTURE
South Africa’s rural economies face numerous challenges, which include higher levels of poverty, unemployment and limited economic
activity1. These challenges are particularly prevalent in the former homelands2, whose living conditions continue to deteriorate under
the weight of sluggish economic growth, poor service delivery and lack of institutional and hard infrastructure. In provinces where
agriculture is vibrant, transformation or black farmer participation remains minimal. In order to have a stable and prosperous country,
these challenges will have to be confronted head-on and addressed systematically. To get a good grip with these challenges we will
need to shift the urban bias mindset that characterises much of public policy. In large part, the challenges that urban nodes battle
with, including overload on infrastructure and stretch on public services, are as a result of neglect in rural areas, which in turn triggers
migratory flows to the urban. Rural development is important to prioritise as a public policy imperative. A crucial element in this is the
need for South Africa to expand its primary agriculture, improve rural infrastructure, direct incentives, encourage investment in the
sector, and ensure black participation at both farm, inputs, and agro-processing levels of the value chain. While commercial farming
might be the desired path for agricultural expansion in South Africa, subsistence and small-scale farmers should not be excluded as they
play a crucial part in improving household food security, affirming dignity, and reducing rural poverty and creating employment.

2. WHAT SHOULD BE DONE?
A sustainable development model for the agricultural economy must be based on a market-led approach, with great support from the state
especially in creating an enabling environment and incentives, and supported by spatially targeted interventions by the state-directed at
unlocking growth in high potential regions – especially in the Eastern Cape, Limpopo and KwaZulu Natal provinces. These provinces are
endowed by a substantial amount of underutilised land, water and human potential.3 In creating an enabling environment, the public
sector will have to be much more efficient and accommodative to allow markets (local, regional and international) to attract the public and
private sector investment needed to address the challenges of poverty and high unemployment. In this regard, a critical component for
success is the coordination between the Master Plans which are currently being developed, specifically by the Department of Agriculture,
Rural Development and Land Reform, and the Department of Trade, Industry and Competition (DTIC). Further, the state should mobilise
development partners, including the World Bank, the African Development Bank, and impact funders to contribute towards developing
a thriving rural economy centred on agriculture. An important part of supporting agriculture will be the development and utilisation of
new digital technologies that are not labour displacing but make it easier to attract the participation of young people in agriculture. It is
critical that these programmes are all in sync with this view of assisting private entrepreneurs in the agricultural value chain.
The essential enabling interventions are:
• Efficient coordination between the national and provincial agricultural department, water and sanitation and the DTIC
• Expansion and improvement of irrigation and transport infrastructure
• Better local government delivery (especially the maintenance of road networks and basic services)
• Better coordination between agribusinesses, commodity groups and SOEs (IDC, Land Bank and PIC)
• Incentives aimed at boosting small-scale and emerging farmers and supporting infrastructure, including roads and silos
• Reduction in stock theft and farm-related crimes in rural areas
• Improved land governance policy in communal areas
• Cautious and careful implementation of the expropriation of land without compensation (EWC) policy to ensure that only vacant and
abandoned land are potentially earmarked for expropriation.
• Encourage and enable the production of labour-intensive irrigation crops (mainly horticulture) as identified in chapter six of the National
Development Plan.
• There should be state procurement system at remote state depots from smallholder farmers who cannot get to far-away markets and use
these food items (eggs, poultry, meat, vegetables, grains, fruit) and distribute to state institutions (schools, prisons, hospitals, etc).
• Improve the climatic resilience of the agricultural sector in the context of climate change and increased occurrence of extreme weather
events such as droughts and floods. This would involve research on drought-tolerant seeds, and a, budget for a sector-specific climate
change adaptation policy. Related to this is the issue of lack of agricultural insurance to manage risk in South Africa.
To encourage expansion in existing commercial agriculture, the government will have to:
o Open up more export markets through negotiation of preferential trade agreements with strategic countries with the growing demand
for key commodities in which South Africa bears a comparative and competitive advantage.
o Implement trade facilitation measures which involve improving port efficiency and infrastructural challenges, phytosanitary measures
(especially related to fruit, red meat, nuts), and ensure the speedy release of export permits.
o Continue to create an enabling policy environment through business-friendly policies that are underpinned by policy consistency and
certainty, reforming government departments to improve public service delivery.
o Enable more public-private-partnerships in the sector that connect small scale farmers to markets – examples include the Small-Scale
Wool Growers Scheme and The Co-Op Farmer Development Programme in the Eastern Cape, and also the Sernick Emerging Farmers
Programme in Free State
o Enable (and encourage) on-farm electricity generation.
o Enable private sector driven empowerment programmes aimed at settling black farmers in collaboration with existing commercial
farmers through the transfer of water rights and access to capital through vehicles such as the envisaged land reform fund.
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o
o
o
•

Improve the farmer training and extension support (this would supplement the efforts of the private sector in various provinces).
Explore opportunities for the inclusion of black entrepreneurs in the agro-processing sector and improve food value chain efficiency
Reopen the discussion on land reform fund or blended finance models to attract private donations, international donations and the
budget for redistributive land reform from the
Department of Agriculture, Rural Development and Land Reform into this fund.4 This will help in availing the land and ensuring that
there is post-transfer support for land reform beneficiaries.

4 See Presidential Advisory Panel on Land Reform and Agriculture, 2019. Final Report of the Presidential Advisory Panel on Land Reform and
Agriculture, Pretoria: The Presidency. Available at: https://www.gov.za/sites/default/files/gcis_document/201907/panelreportlandreform_1.
pdf
•

THE LAND REFORM FUND

The Land Reform Fund is a critical component of accelerating land reform. At present, the cost share of land in all the expenses incurred
by commercial farmers is less than 5%5. Hence, a substantial amount of capital is needed to service the remaining 95% of agricultural
expenses critical to ensuring the success of a farming enterprise. Possible sources of capital for the fund include:
• Land Reform Bonds issued by the Land Bank with the necessary state guarantees. Investments into these bonds will be by domestic and
foreign investors, multilateral and bilateral donors and private social investment entities.
• Donations.
• Joint venture financing models, particularly implemented by agribusinesses, large commercial farmers, property developers and the
commercial banks, amongst others. The agribusinesses and commercial banks, through the Agricultural Business Chamber and the
Banking Association of South Africa, have already committed to matching the State’s budget for land reform in the interest of fasttracking the progress in the form of a loan at a preferential rate over a set period.
Above all, 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, the mining and manufacturing and another non-agricultural sector. 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.

6.2.3 Energy Policy
Overview
The 21st century is increasingly being defined by the need to respond to major social, environmental and economic challenges. Sometimes
referred to as ‘grand challenges’, these include climate change, demographic challenges, and promotion of health and wellbeing. Behind
these challenges lies the difficulties of generating sustainable and inclusive growth.
Growth has not only a rate, but also a direction: and green growth is about debating how to redirect growth in sustainable ways while at the
same time increasing investment, jobs, and innovation. Green growth 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 civil
society of the government’s ability to do anything about it.
This short paper is about how to use the challenge of driving green growth to transform the economy, using government instruments to
catalyse bottom up experimentation, increase the perception of growth opportunities in the private sector, and bring citizens needs to the
fore of policy making.

Part 1: Rethinking the State: a mission-oriented approach
Confronting the climate emergency is not just about what ‘not to do’ (e.g. pollute) 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 about expectations about future
growth areas.
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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. This requires a new form of collaboration between that state and
business - more about picking the willing, than picking winners7.It means changing the notion of vertical policies away from picking sectors,
towards choosing problems that all sectors can (and must) contribute to (e.g. a national project to introduce lower cost and lower carbon
renewable energy sources in South Africa).

From market fixing to market creating
New forms of collaboration must be about market shaping, not market fixing. While market failures should be corrected, a pure ‘fixing’
mode will not get the transition that is required. Market failures arise when there are information asymmetries, transaction costs and frictions
to smooth exchange, non-competitive markets (e.g., monopolies) or externalities whereby an activity harms another agent not directly
connected with the market transaction (e.g., pollution), or coordination and information failures hamper investment8.But making sure that
new solutions (renewable energy as well as lower carbon/material content across old and new sectors) are fully deployed and diffused
throughout the economy means setting a transformational agenda and lining up all policy instruments to ‘get there’.
Governments taking on risk-welcoming, forward-looking approaches to innovation investment is not new; it is just under-recognised. We
can learn from the IT revolution in Silicon Valley, in which the state did not just ‘fix’ rather it took active risks, investing in all the radical
technologies that fuel our smart products today: the internet, GPS, touch screen and SIRI. the interaction with the private sector was dynamic
and directed: help us achieve a problem—whether to get the satellites to communicate (internet was the answer) or to aim missiles better
(GPS was the solution)9.Today we have the opportunity to use this same level of strategic investment and dynamic partnering for social not
only technological problems.
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. And unlike Silicon Valley it is crucial for, not just risks to be socialized, but also rewards10

Moving innovation in a green direction
The rate of innovation is often seen as its most important characteristic. But innovation does not only have a rate – it has a direction11.
Innovation, and the finance which sits behind it, are not neutral: the provenance and characteristics of finance in innovation influence the
shape and success of investments. A green-directed transition must go beyond independent initiatives and discrete approaches and be
characterised by a new lens for economy-wide growth. It must be underpinned by long-term, patient finance, which is willing to take risks
and able to mobilise and crowd in other investors. In this way, the climate crisis can be both a carrot and a stick to create a new direction for
the global economy.
Moving to a greener low carbon economy means re-directing all sectors and all actors—public, private and civil society—towards
economic growth in a sustainable and inclusive direction. Challenge-led growth requires a new tool kit. One that is more based on market
shaping and market co-creating12.
For policymakers, this means investments on both the supply side and the demand side, and along the entire innovation/production chain,
from basic research to full deployment of new technologies. Markets will not find a green direction on their own. There is not yet a readymade route that will make multi-directional, experimental, green innovation profitable13. Only when there is a stable and consistent direction
for investment, will regulation and innovation converge along a green trajectory. 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.
To avoid innovation continuing its route of locking 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 rewarded14. 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.

Mazzucato, M. (2013), The Entrepreneurial State: debunking public vs. private sector myths, Anthem Press: London, UK, ISBN 9780857282521,
Rodrik, D. (1996) ‘Coordination failures and government policy: A model with applications to East Asia and Eastern Europe’, Journal of International Economics, 40, 1–2: 1-22.
. Mazzucato, M. (2013). The entrepreneurial state: debunking public vs. private sector myths. London, UK: Anthem Press.
10
. Laplane, A. and Mazzucato, M. (2019). Socialising the risks and rewards of public investments: Economic, policy and legal issues’ IIPP WP 2019-09, forthcoming in Research Policy.
11
. Mazzucato, M. (2017). Mission-Oriented Innovation Policy: Challenges and Opportunities. UCL Institute for Innovation and Public Purpose Working Paper Series (IIPP WP 2017-01)
12
. Mazzucato M., 2016. From Market Fixing to Market-Creating: A new framework for innovation policy”, special issue of Industry and Innovation: Innovation policy – can it make a
difference?, 23 (2).
13
. 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.
14
. 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.
7.

8.
9
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Mission-oriented approaches
Industrial strategies are seeing a revival around the world, and should be harnessed to direct economies towards solving grand challenges
through innovation and investment15. Examples of challenge-led policy frameworks include the United Nation’s Sustainable Development
Goals (SDGs; Borras, 2019), the European Union’s Horizon Europe research and development programme16 and the UK’s 2017 Industrial
Strategy White Paper17 18. 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 strategy19.
Mission-oriented approaches have also been employed to steer in the energy sector. Germany’s Energiewende is an interesting case of
strategy bringing together multiple sectors and technologies, and enabling bottom-up learning processes. Taking on missions to fight
climate change, phase out nuclear power, improve energy security by substituting imported fossil fuels with renewable sources, and
increasing energy efficiency, the Energiewende is providing a direction to technical change and growth across different sectors through
targeted transformations in production, distribution and consumption. This has allowed even a traditional sector like steel to use the ‘green’
direction to renew itself. While the steel industry in many countries remains relatively low tech and subsidized, it was the Energiewend policy
that placed pressure on steel to lower its material content. It did so through the use of a ‘reuse, recycle and repurpose’ strategy20. This is
an example of how mission-oriented policies should be focused on ways to provide the energy sector with attractive and implementable
transformation policies – fewer subsidies and more focus policies that reward investment and innovation that meet a need.
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 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.

Part 2: South Africa’s power generation challenges
As recent events have illustrated, South Africa is now confronted with the reality that it faces a prolonged, possibly multi-year, period
of intermittent load shedding. South Africa’s inability to ensure a reliable electricity supply to the economy has without doubt been an
important contributor to its low economic growth and inability to create jobs and economic opportunities for its citizens. Local air pollution
and the severe health impacts arising therefrom are of increasing concern to citizens. South Africa is a disproportionate contributor to climate
change and its power generation is largely coal based. While not yet widely appreciated in South Africa this situation poses a rapidly growing
risk for the economy. By 2030 Global coal use in electricity generation will have to be reduced by 80% below 2010 levels in order to avoid
the worst economic impacts of climate change. The world economic system is responding to this unprecedented crisis. The momentum in
financial markets and their regulators to restrict the financing of coal based economic activity is now rapidly escalating. This will further
add to Eskom’s financial woes (and those of Sasol and other SA energy intensive industries) and poses severe risk to the entire economy and
financial system.
South Africa’s electricity sector structure is from a bygone era when the pursuit of ever larger economies of scale in coal-fired power generation
required the establishment of a large monopoly (Eskom) in an attempt to reduce the cost of funding its ever growing power station megaprojects. By the 1980s it became clear that this industry model had become dysfunctional by leading to increasingly unmanageable megaprojects, with large cost and time overruns (Steyn, 2006). Following on from the initial mega-project induced power crisis in the early 1980s,
by the late 2000s, with the Medupi and Kusile cost and time overruns, South Africa experienced a second, larger, wave of the mega-project
crises.

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
16.
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
17.
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/
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The monopoly approach to power supply creates many perverse managerial incentives; leaves the scope for innovation in the hands of a
privileged few; and enables large-scale rent-seeking behaviour in Eskom and for its suppliers of fuel, technology, capital goods, services and
labour – all riding on the monopoly platform. It is this structure that ultimately resulted in the current Eskom power crisis.
In the meantime, after many years of state led R&D investment, the global power sector is now undergoing a fundamental technological
disruption with renewable energy, storage, and information technology combining to displace the centralised power generation model
with smaller, cleaner and cheaper technologies. With the advent of the global climate crisis and the wave of innovation and technological
disruption in the power sector the legacy coal-based development path for the sector has become economically, environmentally and
financially unsustainable, leading to stranded assets and financial write-downs.
Eskom also faces near insurmountable technical problems. A large part of its coal fired power station fleet has either reached, or is nearing,
the end of its useful life. Furthermore, since the advent of load shedding more than a decade ago Eskom’s power stations have been run
harder than what they were designed for, while normal preventative maintenance had been neglected – leaving the plant in a perilous
condition with many units now requiring substantial overhauls to restore reliable operations. These circumstances (together with the ongoing delays and design problems at Medupi and Kusile) are the direct causes of Eskom’s current failure to ensure sufficient generation
capacity to avoid power rationing and supply failures throughout South Africa.
Given the age of Eskom’s fleet, its long standing neglect, the expense of maintaining coal supplies to many older stations and the health
impact of the extreme and worsening air quality problems on the Highveld, it is increasingly uneconomic to refurbish many of these stations
compared to the new lower cost options available (Wright et al, 2017). Furthermore, given that without large on-going state bailouts Eskom is
insolvent, it will not be able to finance the many tens of billions of Rands per annum required for an effective refurbishment and maintenance
programme to restore the available plant capacity required to meet demand. Despite Eskom’s best efforts and repeated commitments to
improve the situation, the perilous state of its old and new plant will result in random on-going excessive plant failures for the foreseeable
future.

The way forward
While this situation is indeed dire South Africa is in the fortunate position that, due to its exceptional wind and solar resource endowment,
available land, and developed financial sector, it is possible to navigate through the crisis by adopting a different industry model in line for
international best practice. The broad outlines of this strategy has already been set out in the latest update of the Integrated Resource Plan,
which sees the bulk of new power coming from wind and solar resources combined with complementary technologies (gas, battery storage,
etc.) to maintain security of supply.
Furthermore, rolling out these new, lower cost, cleaner and smaller-scale generation technologies creates a critical opportunity to move
away from the fundamentally problematic monopoly model in the power sector. A new paradigm with a greater role for broad-based
participation, innovation and competition is needed. It is now possible to procure and finance power generation on a competitive basis,
thereby opening up broader economic opportunities. It is also not necessary to rely on central procurement of power alone – large and small
users can now participate in providing power, either to themselves, to Eskom or municipalities, or to other private off-takers. The naturalmonopoly power grid can be maintained as a public utility in order to provide a neutral platform for this new industry model.
Therefore, to conceive of the solution to South Africa’s power problems as simply “fixing Eskom” is to misdiagnose the problem and to
overlook the immense opportunities for power sector driven green industrialisation. The harsh reality is that Eskom in its current form
cannot be fixed. It is critical that policy makers face up to this reality. A recent technical study by the CSIR demonstrated that under the
current policy trajectory South Africa will have to expect random intermittent load shedding for up to 5 years or more. The DMRE’s own
emergency power procurement programme will take up to three years before new capacity is delivered. The next round of the REIPPP will
take as long.
While it is of course necessary to do everything reasonably possible to maintain and restore generation capacity at Eskom power stations
the reality is that due to many constraints this strategy is unlikely to create sufficient capacity to meet the demand for electricity in the
foreseeable future. This approach is also not the most economical way of doing so. It is therefore urgent to put in place the short and
medium-term reforms that are necessary to enable the investments required to address the power shortages and unleash the large potential
for inclusive market-based power development in South Africa.
Other than for small-scale solar, legal and regulatory obstacles currently make it difficult or near impossible for communities and businesses
to invest in their own power supply or to supply others. This regulatory “own goal” obstructs investment in power generation and is fast
becoming a further significant contributor to South Africa’s power shortage problem at a huge cost to the economy. The NERSA licencing
requirement for smaller scale power plant (say below 100MW) simply serves to protect the Eskom monopoly. It has no beneficial economic
function or purpose and is now a direct contributor to the power shortages in South Africa.
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The CSIR analysis shows without doubt that immediately removing licencing requirements for market based distributed generation and
providing the necessary regulatory support and grid access to enable these investments to proceed post haste is the only way in which the
power shortages over the upcoming 3 - 4 year period can be effectively contained. This area of responsibility falls within the remit of the
DMRE. Many of the market and regulatory reforms required are already set out, or at least implied in Government’s “Roadmap for Eskom in a
Reformed Electricity Supply Industry” (DPE, 2019).

Implementation
Over the past year the President and the Minister of Public Enterprises have made repeated policy statements supporting many of the power
sector reforms set out here. However, essentially no progress has been made. This will cost the economy dearly. The key problem is that
these policies are not translated into actionable project plans for Government and Ministers and officials are not being held accountable for
performance milestones. Immediate implementation and management steps are now needed to implement these reforms and contain the
harm to the economy resulting from the unfolding power crisis.

Part 3: Integrating Industrial Policy and Energy Policy
If South Africa successfully manages its energy transition to a reliable, low carbon, least cost energy supply this will have significant
implications for the country’s industrialisation potential. By integrating the expansion in renewable energy generation capacity with active
industrial policy measures, significant potential exists for a Green Industrial Policy for South Africa which accelerates growth, investment and
employment opportunities.
Such a Green Industrial Policy should be based on two key pillars.
Localisation of renewable technologies and capabilities- entailing the localisation of key aspects of the renewable energy
infrastructure supply chain, and
Building competitive new industries – using South Africa’s comparatively low-cost renewable energy supply to support the building
of new export-oriented industries

Localisation of renewable technologies and capabilities
Well managed investment in renewable energy infrastructure over the next ten years, as envisaged in South Africa’s Integrated Resources
(IRP) Plan and as articulated by President Ramaphosa21, creates a context for policies to localise know-how in the production of renewable
energy technologies. The renewable energy supply-chain should be broadly conceived to include manufacturing, engineering, construction,
operations and maintenance of renewable energy power plants, as well related legal, financial, digital and consulting services.
In recent years, South Africa’s renewable energy programme has included, and should continue to include, specific local-content targets,
balanced against the objective of ensuring low-cost electricity production outcomes. For example, in Bid Window One and Three minimum
targets were set for local content for certain technologies. For the upcoming Bid Window Five, local-content thresholds should be sustained
and potentially increased.
Localisation has significant job creation potential. For example, a comprehensive US study has found that in recent years solar PV and wind
employed 475000 people, while nuclear and coal together employed 240000. This is despite the fact that wind and solar PV together supply
less than 10% of the US’s electricity demand and nuclear and coal together supply 60%.22
Local ownership, including specified ownership by black South Africans, of renewable energy projects could be enhanced by adjusting
financing arrangements, including exchange rate risk mitigation, to allow for higher levels of foreign debt to free up local funding resources
for black equity participation. The aim should be to correct a situation where South Africa’s large banks fund the debt portion of renewable
energy projects, while foreign companies are the ones to inject equity. 23 Furthermore, the black industrialists incentives programmes should
be calibrated to the opportunities arising from Green Industrial Policy.
Through seamlessly implementing and iteratively recalibrating the IRP, it is imperative that noise and uncertainty be removed from
South Africa’s roll-out of renewable energy capacity. Uncertainties, and stop-start episodes, serve to reduce the localisation potential of
the programme. For example, the decision by Eskom to refrain from signing power purchase agreements for renewable-energy projects
procured in 2015 by government, resulted in some of the manufacturing capacity that had been developed around the renewable energy
programme being closed, including a wind tower manufacturing plant in the Eastern Cape and a solar PV manufacturing plant in KZN.

21.
22.
23.

Ramaphosa, C., 2019. A new era in electricity generation. Daily Maverick. Available: https://www.dailymaverick.co.za/opinionista/2019-12-18-a-new-era-in-energy-generation/
US Energy and Employment Report, US Department of Energy, January 2017
South Africa’s Energy Transition website, www.saenergytransition.net, “How could black ownership be increased in SA renewable energy projects?, Bischof-Niemz, Tobias, August 2019
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Overcoming backward-looking vested interests to build competitive new industries
In the longer-run, the fact that South Africa has world-class solar and wind potential24 means that the shift towards increased solar PV and
wind power has the potential to reduce the rate of electricity price increases and over time restore international competitiveness for the
South African economy in energy-intensive sectors.
This would confer a fundamental advantage to the South African economy in exporting low-carbon, electricity-intensive, hydrogen-rich
products, so-called ‘green’ products, such as, ‘green’ aviation fuel25, ‘green’ steel and ‘green’ fertilisers and chemicals.
Although renewable energy is included in South Africa’s current ‘reimagined SA industrial policy’, the full potential of this sector is not
sufficiently articulated. A clear directive is required that Green Industrial policy – dealing with both localisation and the expansion of
production of energy-intensive, low carbon-products – should be an industrial policy priority if dynamic, forward looking industrial
expansion is to be achieved.
South Africa’s industrial policy processes must not be captured by vested interests. Vested interests, that accrue a rent from the current
structure of energy production, will need to be engaged, as their narrow self-interest stands in the way of South Africa adopting policies
which will move the economy onto a more inclusive, more dynamic growth path.
Vested interests are backward looking and have the potential to lock the economy onto an uncompetitive path, not just because they
eschew low-cost energy technologies, but also because, due to climate change, high-carbon energy technologies are increasingly difficult
to finance. The articulation and implementation of a Green Industrial Policy in the broad national interest is required. Once a Green Industrial
Policy framework is unambiguously in place, it will then be possible to engage with stakeholders in order where possible to mitigate and
ameliorate their position in line with the so-called ‘just transition’.
A ‘just transition’ should be aligned with the IRP’s roadmap of planned reductions in year by year coal generation requirements.26 This
enables the coal sector to have a higher degree of visibility and certainty for planning purposes. Workers should be supported, even if
changing technologies mean that specific jobs cannot be guaranteed, via retraining and re-equipping workers with marketable skills and
where feasible renewable energy projects should be located in coal producing areas to keep up economic activity and employment in those
areas.

Summary of action points
From Part 1
1. In South Africa, energy strategy should be incorporated at the heart of the national industrial strategy.
2. The industrial strategy needs to move away from being an inflexible list of high performing sectors and towards missions on renewables
and resources – drive by the desire to make South African industry more competitive.

From Part 2
10. Proceeding with implementing the unbundling of Eskom Transmission as set out in the “Eskom Roadmap”.
11. Immediately deregulate all generation investments below a specified limit. This limit will have to be higher than 10MW in order to enable
efficient market investment to succeed in reducing the power crisis on the short term. A limit of up to 75MW should be considered.
12. Immediately provide any investor above this limit with the right to a generation licence within a three-month period if they comply with
specified minimum requirements.
13. Allow municipalities in good financial standing to procure their own power.
14. Provide access to the grid on a non-discriminatory basis to Eskom generation and IPPs and oblige Eskom to provide the necessary
approvals within a specified timeframe.
15. Require the Eskom System Operator urgently to provide full, near real-time, online transparency about the performance of the power
system, including each power station.

Wind Atlas South Africa and Solar Radiation Data referenced in the Wind and Solar PV Resource Aggregation Study for South Africa undertaken by the CSIR, SANEDI and Fraunhofer
IWES, March 2016 https://www.csir.co.za/sites/default/files/Documents/Wind_and_PV_Aggregation_study_final_presentation_REV1.pdf
Walwyn, D and Crompton, R “South Africa has huge ‘green fuels’ potential. But is needs to act now”, The Conversation (January 2020), https://theconversation.com/south-africa-hashuge-green-fuels-potential-but-it-needs-to-act-now-129009
26.
Table 5 of Integrated Resources Plan (IRP 2019), South Africa’s Government Gazette 42784, 18 October 2019
24.

25.
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From Part 3
6. Ensure the IRP is implemented and consistently reviewed given changing energy demand and electricity production technologies and
costs.
7. Open the next bid window of the renewable energy programme in the first quarter of 2020 and thereafter maintain consistency and
certainty in rolling out the programme in line with the IRP.
8. Develop a framework for local content requirements for the renewable energy programme over the next ten years – identify technology
areas with best employment potential during build and maintenance phases.
9. Develop a framework to promote increased South African equity participation, including ownership by black South Africans, in renewable
energy projects.
10. Recalibrate the black industrialists incentives programmes to the opportunities arising from Green Industrial Policy.
11. Develop industrial policy support for the local production and export of new low-carbon, electricity-intensive, hydrogen-rich products,
such as, ‘green’ aviation fuel, ‘green’ steel and ‘green’ fertilisers and chemicals.
12. A social dialogue processes should be undertaken to define the programmes which will allow for a ‘just transition’ from an energy system
based predominantly on coal to one based predominantly on renewable energy.
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6.2.4 Reducing Inequality in South Africa
CONTEXT
Irrespective of the indicator used to measure inequality, South Africa is ranked as the most unequal society in the world. Domestic policy
responses have largely focused on raising living standards to a minimum threshold (especially for those affected by the legacy of Apartheid).
However, it is important to remember that the drivers of inequality are primarily driven by labour market outcomes – in particular the
extraordinarily high number of individuals without employment, an uneven distribution of wealth, and a patchy track record in the delivery
of a social wage package to South African households.
Moreover, what is well established is that ‘inequality of opportunity’ continues to influence ‘inequality in income, wealth and living
outcomes’. One’s race and/or gender, where one is born and raised, where they (and their parents) went to school, all influence labour market
participation (which is an important driver of inequality in South Africa).
Notwithstanding the progress made in overcoming inequality through a progressive tax system, rising social wage spending (see figure
below) and employment equity legislation – inequality continues to persist.
What accounts for this, is a combination of real wage declines (for those employed and supporting many outside the labour market or in the
informal economy) in the middle of the distribution (despite progressive policy to improve wage outcomes at the bottom of the distribution)
and increases in wage growth to those at the top of the distribution; beyond the 70th percentile. Put differently, public policy has been
successful in creating not only a‘social floor’for poor households but it has also progressively created a middle tier in the distribution.
It is this ‘middle’, which in recent times has been hollowed out. The National Development Plan commits South Africa to lowering the
cost drivers of poor households (education, healthcare, transport inter alia); however real wage growth for many median workers and
households, has failed to match the cost rises in education, healthcare and transport among many other costs of ‘social reproduction’. This
has effectively ‘hollowed’ out the middle of the distribution. Moreover, technical and structural change (in particular technological change
and the expansion of the services sector) and shifting skill requirements in the productive sectors of the economy have also affected this
‘middle’. From a policy perspective, what then is to be done?

SOUTH AFRICA’S NEW INEQUALITY: THE RISE OF THE MISSING MIDDLE
In the 25 years since the end of apartheid, as noted above, inequality has remained stubbornly high, and more importantly, has in fact
increased. By far the most prominent driver of income inequality in South Africa is wage inequality. The wage Gini – a measure of wage
inequality - went from 58 in 1995 to 69 in 2014. However, we can see the increase in wage inequality most clearly when we move past the Gini
and start looking at the wage distribution as a whole.
Ranking earnings from the lowest to the highest percentile in Figure 1 shows that different parts of the earnings distribution have fared
better or worse over time, with a clear distinction between those at the bottom, middle and top end of the distribution. Growth in earnings
at the bottom of the distribution was hovering around 2 percent per year on average. Then, from about the 30th to the 70th percentile, this
decreased to less than one percent real earnings growth on average over the time period. Right in the middle of the distribution, workers
were experiencing an average growth rate of zero or even slightly negative growth. After about the 70th percentile, earnings growth increased
steeply until the end of the distribution, reaching a growth rate of almost 3 percent in the top decile.
Therefore, while real earnings were growing at both the bottom and top end of the distribution, the middle experienced very weak and
sometimes negative earnings growth. This is a very clear illustration of the ‘missing middle’ in the South African earnings distribution.
Indeed, this is a new phenomenon we have observed for South Africa – namely that amidst this rising level of income inequality it is actually
individuals in the middle of the distribution who have seen an erosion of their earnings. Furthermore, these figures include all employed
workers – self-employed and wage-employed. When we consider only the wage-employed, however, the pattern gets worse and wage
growth in the middle becomes notably negative in an exaggerated version of the pattern in Figure 1.
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So, who falls where in the distribution? The bottom is mainly made up of domestic workers; street vendors; agricultural labourers;
housekeeping and restaurants workers; and increasingly security guards and some motor vehicle drivers. In the middle we have contract
cleaning staff; motor vehicle drivers, like dispatch drivers; manufacturing and assembly labourers; security guards; and some building and
trades people. From about the 70th percentile, we start to see lots of clerks of various types, as well as, teachers, and police and security
personnel. The very top from about the 85th percentile onwards is occupied mainly by business professionals, like accountants and business
analysts; directors; and, other managers of various types.
How is it that people occupying the middle of the distribution have been let down so disastrously by the post-Apartheid labour market? And,
what is driving growth at the bottom and the top? There are a few explanations. The bottom of the distribution is almost certainly the result
of minimum wages supporting wage growth for lower-skilled workers. It is safe to say that without minimum wages, the bottom of the wage
distribution would look much like the middle, if not worse.
Changes in both the middle and the top of the wage distribution are a consequence of three key interlinking factors: Changes in returns to
higher education; technology; and finally, structural change in the sectoral shares of South Africa’s GDP. More and more people are passing
matric; but returns to a matric certificate have dwindled - both because more people have this qualification, and because the quality of a
matric certificate has deteriorated. Simultaneously, the South African economy has transformed from one dependent on resources and
manufacturing to one in which the largest and fastest growing sectors are those classified as business finance and services. This served
to boost growth in sectors like finance, whilst undermining employment growth in sectors like agriculture, mining and manufacturing.
Exacerbating these effects is the onset of automation replacing jobs that are very routine. Jobs we currently find in the middle of the
distribution, like those in manufacturing, are often routine manual jobs, that is, unskilled or semi-skilled work which is easily automated.
These changes have played mostly into the hands of those at the top end of the distribution. The growth in finance and services married
well with increasing returns to higher education and complementarities with technological advancements enjoyed by the rich. These effects
cemented high wage returns at the top end. Growth at the top end was also reinforced by strong union wage demands and the hollowing out
of semi-skilled unionised workers, combined with growing returns to public sector employment. Unions have effectively come to represent
a core group of highly paid insiders.
Understanding the changing fortunes of the average South African though, requires not only accounting for income but also for costs.
Consumers have been hit hard in the past five years by inflation across the board. In 2016 and 2017, headline CPI hovered between 6 and 7
percent. The food basket has been amongst the worst affected with food price inflation around 10 percent in 2016. Other pressure points are
energy and fuel prices, the prices of which have been exacerbated by crises in the electricity sector and have also risen by over 10 percent
year-on-year. The cost of medical aid and other financial services surged between 4-8 percent over the past five years, and between 2015 and
2016, public transport costs increased by 9 percent.
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In other words, the balance sheet of the average urban working class household is looking more and more precarious. The middle of the
distribution is being pinched by slow-growing earnings on one hand and a rapidly rising cost of living on the other. This is especially true
for urban households more reliant on public transport networks and who are trying to maintain their subscription to financial products, like
medical aid for example, that enable more security, stability and consumption smoothing for a more sustainable future. It is unsurprising
then, that this discontented working class in the middle of the distribution have engaged in increasing strike and protest action over the past
decade or two.
This missing middle in the South African earnings distribution is the new observed form of inequality in the country. It is representative of a
deficient schooling system, a sectoral growth path which is not creating a sufficient number of medium-skilled jobs, and finally, one which
remains threatened by the onset of the fourth industrial revolution. The engendering of a growth strategy which creates a large number of
jobs for workers in the middle of the distribution, through for example, labour-intensive manufacturing, remains at the heart of South Africa’s
long- run economic development challenge.

•

WHAT SHOULD BE DONE?

Address labour market drivers of inequality: Labour market outcomes are the largest driver of inequality in South Africa. The table below
from a recent StatsSA report indicates that over the last decade or so; inequality has consistently been driven by labour market outcomes.
Moreover, if one considers these income sources from the labour market; historic features still determine who earns what. Conditional wage
gaps (especially by race and gender) persist (Bhorat and Goga, 2013 and Mosomi, 2019).

Recent work by Jacqueline Mosomi, suggests that there has been a narrowing of gender pay gaps at the bottom end of the distribution
attributed to the introduction of minimum wages in low-paying sectors. Further, despite improvements in the 90th percentile between
1993-2005, the gender pay gap at the top has expanded in recent years. This is a matter that the President has already raised, voicing his
disappointment with the implementation of employment equity in the private sector. Further, the following steps ought to be considered.
•

Changes being made to s27 disclosures by the DEL and shareholder activism will be crucial in ensuring that pay gaps are
not only disclosed; but also publicly scrutinized; and targets for remedial action made at firm, industry and sector level. The
information emerging from EEA4 disclosure process of income differentials in designated firms (with 50+ employees); needs to be
analyzed. A process within the DEL needs to be undertaken to analyze data from ‘voluntary public disclosure of these differentials in
Company Annual Reports, and a move towards mandatory reporting based on defined sector and industry specific ratios.

•

These disclosures must also be considered within state owned enterprises, as recent reports by the B-BBEE Commission
indicates less than satisfactory compliance by SOEs.

•

Consider bilaterals with institutional investor community, regulators (IRBA, JSE Issuer Regulation, FSCA etc.) to encourage greater
disclosure and scrutiny of these pay differentials by boards, investors and management teams.
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1.

Consider the use of ‘employment equity compliance certificates’ (alongside a review of the private sector ratings environment) in public
sector procurement.
Given the new evidence on wage inequality however, it is important that such notions of pay gap reductions, also take into account
the suppression of wage levels and wage growth in the middle of the occupational distribution. In the search for reducing pay gaps
between the top and bottom earners, we have lost sight of the importance of reducing the gap between the top and the middle of
the wage distribution. Finally, government subsidy programmes which provide relief in those products and services more intensively
consumed by those households in the middle of the distribution need to be invested in.

•

CROSS-CUTTING INTERVENTIONS

The National Development Plan, along with its recommendation on lowering the cost drivers of poorer households, also recognizes the
importance of ‘rising employment and productivity’ in the improvement of living standards and in the reduction in inequality. The
structural changes in the labour market in the post-Apartheid era have altered the composition of employment in favour of those with
skills; due to the shift towards skill-intensive services sectors. Moreover, as the graphs below from the DHET indicates – there has been
a rise in the skill intensity of even ‘elementary occupations’ .
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What this suggests is that, measures that can improve educational attainment and outcomes, pathways into the labour market
for the youth, competitiveness; and the productivity of those with limited skill; can be ‘inequality-reducing’ through greater labour
market participation.

•

Furthermore, in a context of large-scale unemployment, measures that support adults between the ages of 18 and 59 (falling outside
the net of social transfers) with training opportunities, meaningful public works programmes, livelihood opportunities and employment
guarantees and work-seeker support; can reduce inequality. Moreover, the acquisition of assets (both human capital, social networks
and other material assets) can have an inequality-reducing impact when considered within an integrated delivery framework;
IGR issues and the District Centered Development Model: StatsSA data suggests that inequality is more pronounced in the Eastern
Cape and in KwaZulu Natal. In both of these provinces there are challenges in access to public goods for many households, with many
of these households reliant on social transfers for income. In this regard, the intergovernmental relations framework suggested in the
District Centered Development Model needs to earmark a series of complementary and inequality-reducing interventions in each of
the earmarked districts. These could include the provision of care facilities (for the young and the aged – to free up the time of young
women to enter the labour market or job search), early childhood development initiatives, or the creation of shared local silos and cold
storage facilities for local farmers. They could also include, as a confidence-building measure, the articulation of these projects, levers,
incentives inter alia as inequality-reducing interventions at a local level.

1.

Market Structure Issues. There needs to be implementation of key market structure related proposals in the land transport, health and
telecommunications inquiries undertaken by the Competition Commission.

•

The phenomenon of the ‘missing middle’ as the new form of wage inequality in South Africa, shows that in addition to this post-Apartheid
wage suppression – the urban working classes have also had to contend with a rising relative cost of living. Hence inflation for goods
and services predominant in their consumption baskets – such as education, health insurance, energy, water, short- and long-term
financial services products – have surpassed aggregate inflation levels. In short, already declining wage growth combined with high
levels of urban working inflation rates, – have generated huge pressures on this key segment of society. Government should be looking
at providing subsidy relief for these households (free higher education is one good example), whilst wage bargaining outcomes need to
be acutely aware of how the outcomes have affected the middle of the distribution.

•

How do we communicate what we do on inequality? (No More Grand Plans!) needs to map the cross-cutting nature of the existing
inequality interventions; their complementarity, and how we measure success. For instance, the fiscal allocations to housing, education,
healthcare, indigent services (water, electricity and waste removal) need to be mapped alongside other investments (sitting in other
departments) in local incentives (COGTA and DTI), agricultural support (land reform), local infrastructure (Public Works) in relation to
their inequality-reducing impact. Rather than a new ‘Plan’ or large document, such a strategy has to be a means of communicating the
impact of key policy interventions on inequality and also of co-articulating policy actions that are located in different departments.

6.2.5

National Debt

1 WHY IS THIS A “CRISIS”?
South Africa’s debt is set to rise from 60.8% of GDP in the current budget (revised estimate) to 76% of GDP without including Eskom
financial injections and to 81% of GDP in 2027 if current planned support for Eskom is included.

27

| South African Presidential Economic Advisory Council

PEAC Annual Report December 2020

Due to declining confidence in government policy and the country’s economic trajectory (reflected by ratings agencies), the rate of
interest paid for this debt has been rising and is currently around 4% higher than the average rate paid by emerging markets, let alone
developed country markets. Interest accounts for about 13.6% of general government revenues and is expected to rise further due to
the high debt load.
The real rate of interest (prime minus inflation) in South Africa is almost 6% and the rate of growth is less than 1%. This means that in the
absence of decisive action to eliminate this gap, South Africa’s debt will be on an explosive, unsustainable path. The gap can be closed
by reducing debt or increasing the growth rate, but a strategy which combines the two would be ideal.
After accounting for inflation, (real) per capita GDP has declined every year for six years since the end of 2013. The low growth rate is
both an effect of the debt crisis and a cause. The debt crisis, which in the first place reflects government mismanagement, disables public
sector investment and discourages private sector investment. This undermines growth. On top of that, government borrowing to fund
the debt servicing obligations crowds the private sector out of the credit market: growth is further undermined. Low growth, in turn,
escalates the debt crisis as real (inflation adjusted) tax returns decline or, at best, stagnate.
This debt spiral can accelerate into crisis. The rate at which the debt is rising is accelerating, indicating imminent crisis.
What makes this crisis so difficult to address is that measures to reduce the debt, such as cutting government spending or increasing
taxes, can deepen the recession, while measures to stimulate growth such as increasing government spending or cutting taxes tend to
cause the debt burden to grow.
The poor management of the SOEs and limited confidence in the formulation and implementation of government policy inhibits the
use of stimulatory measures in the absence of real improvements in the way government is perceived to be managed. In other words,
private investors need to be more confident about the future before a fiscal stimulus can have a lasting effect.
Therefore, the response to the debt/growth crisis has to be systematic and cannot rely on one or two conventional instruments.

2 WHAT ARE THE KEY CAUSES?
•

•
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The key burdens on the budget, contributing to rising debt levels are:
Rising government remuneration costs: the main cause of rising government expenditure is the rising government wage bill. The
graphic below shows that the real (after inflation) wage bill grew by 70% between 2007 and 2019. About 4/5 of this increase was cause
by the increase in real remuneration rates for public sector employees and about 1/5 of the increase was due to increased employment.

Continued looting and wastage and poor use of budgets: In addition, mismanagement, wastage and corruption in all three spheres of
government have contributed to rising debt and slowing growth. There are countless examples of this, such as the mismanagement
of the electricity system, gross incompetence regarding the digitisation of broadcasting and the distribution of spectrum, and the
deterioration of many towns, such as Msundisi and Sol Plaatjies municipalities. One low hanging fruit stems from the poor use of capital
budgets in local government. In the last financial year 20 percent of capital budgets went unspent—this needs to be fixed quickly.
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•

The cost of damage to the SOEs: Mismanagement, corruption, fraud and nepotism in the state- owned enterprises, such as Eskom,
Transnet, SAA and Denel, have cost the country billions in funds wasted and have cost the country even more in the poor delivery of key
infrastructure and services. Rebuilding and restructuring these entities will cost further billions.

3 WHAT ARE THE BIG RISKS?
•
•

•
•

Debt spiral: Rising debt and weak growth could continue to interact in a negative spiral, further fuelled by deteriorating sovereign risk
ratings, disinvestment and the emigration of skilled people.
Procyclical intervention deepening recession: If measures are taken to reduce debt without considering the need to foster growth
simultaneously, government risks deepening the crisis. Many growth supporting measures are addressed in the Treasury strategy
document, and key measures from the Treasury strategy should be packaged with the fiscal reforms.
Political risks of populism: If the current government is seen to be failing to address the growth and employment crises, there is a risk of
populist forces gaining the upper hand and returning government into the hands of the looters.
Short-termism: A final risk is that in the effort to return to “business as usual”, the need to address the long-term challenges causing slow
growth and persistent inequality will not be addressed or be seen to be addressed. While the macroeconomic measures discussed in this
memo focus on the short-term, they must be located and presented in the context of a broader shift towards more inclusive growth.

4 CLOSING THE GAP
As the main targets for expenditure reduction or containment are public sector and SOE employment levels and remuneration
structures, expenditure reduction may need to be part of a broader social agreement. In such an agreement, the major social partners
agree on a deal in which there are reciprocal concessions in the interests of growth and employment creation. The elements of the deal
could include an agreement to restrict public sector wage increases for the next three years to cost of living adjustments, a virtual freeze
on hiring administrative, non-frontline staff, a government commitment to increase investments in infrastructure, and revenue raising
measures such as a tax on the rich to help reduce the deficit. These elements and more are covered in sections 5-7 below.
Achieving such a deal will take time and will require a major investment in leadership resources at a high level.
Current Jobs Summit discussions have not been able to move forward, and an intervention by one or several facilitators may be necessary
to break the log-jam.
Note that several of the measures under sections 5 and 6 would be ill-advised outside of a social partnership deal such as that mentioned
in section 4, and some items under 7 could also be included in such a deal.

5 HOW COULD WE REDUCE EXPENDITURE?
•

Freeze government hiring in administrative and senior management posts: Government continues to have an excess of admin and
managerial staff in all three spheres, many of whom are overpaid relative to equivalent responsibilities in the private sector and
underemployed. New appointments in such posts would have to be approved by a process overseen by the Minister of Public Service
and Administration.

•

Reduce employment in redundant institutions and role: There are redundant institutions, agencies, committees and councils in all
spheres of government. These should be identified by a process under the Minister of PS&A and phased out as quickly as possible.

•

Get agreement on public sector wage COL increases only for 3 years: The current agreement on wage increases should be suspended for
3 years and only COL adjustments undertaken until 2023 when the current agreement is re-activated.

•

Reduce debt to reduce the debt service burden: one of the main items of current expenditure is the debt service burden.

•

Budget rules: codifying and implementing well-designed fiscal policy rules at a national, provincial and local level will help to raise
confidence in the short-term and reduce risks in the long term.

6 WHAT ARE REVENUE AND FINANCING OPTIONS?
•

Improve functioning of SARS: The Davis Committee on tax has estimated that at least R50bn revenue due to the state annually is currently
not collected. The R50bn includes what is thought to be lost from customs, VAT, base erosion and profit shifting, and the non- payment
of tax by wealthy individuals. Strengthening the South African Revenue Service will contribute to reducing or eliminating the gap over
time.

•

Loan levy: In the past the South African government has imposed a loan levy on individuals or companies. Most recently, in 1989 the
government borrowed 10 percent of qualifying company’s tax obligations for 5 years at 16%. This would be procyclical and should only
be done, if necessary, as part of a broader deal.
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•

One-off or regular wealth tax as proposed by business: An alternative to a loan levy would be a one-off tax on wealthy individuals
committed to reducing the deficit. Business leaders have indicated their willingness to help in addressing the crisis. Magda Wierzicka,
founder and CEO of Sygnia, a successful asset management company, recently suggested that an: “option is a once-off tax on individuals
and corporates. It hurts once but does not prejudice foreign investment. Forget blaming the past. We need drastic solutions.” The Davis
Commission on taxation in South Africa recommended that the feasibility of a wealth tax should be investigated. Gareth Ackerman, chair
of major African retailer Pick ‘n Pay recently said “There is enormous goodwill from the private sector … who are committed not only
to further investment but also to partnership with the government to find solutions to our economic challenges.” Either a one-off or a
regular wealth tax (as proposed by the Davis Commission) are options especially if balanced with commitments by governments and the
public sector unions.

•

Prescribed assets: The government could require pension funds and other group savings schemes to contribute a certain minimum
percentage to invest in government debt. This could be short-term or long-term. Prescribing assets is unpopular because it threatens
the freedom of asset managers to make decisions on behalf of the members of the schemes. Many of the members are ordinary workers.
If it were done it should be across the broadest spectrum of group savings schemes, at the lowest possible level, and after consultations.
This is an alternative to GEPF funding through the PIC which would draw on public sector employee retirement savings only. Neither is
desirable and they should be avoided if one or several of the other options are agreed on.

•

Raise investment funds for government through a voluntary Infrastructure Bond: This is an alternative means of raising funds from
domestic and international savers to prescribed assets and would be less controversial. If such a bond was envisaged it would need to
be prepared in consultation with the retirement industry with the PIC, ASISA and other private sector savings managers. It would need
to be clearly earmarked for expenditure and well and transparently managed. This bond could be low interest or zero interest.

7 HOW DO WE COUNTER-WEIGHT AUSTERITY WITH INCLUSIVE GROWTH?
Austerity in the management of government expenditure is a necessity in current circumstances. However, it should not be implemented
without counterbalancing initiatives to give encouragement and confidence to investors and consumers and therefore to encourage
growth.
Such counterbalancing initiatives could include:
•
Many of the measures in the Treasury economic strategy document foster inclusive growth: these include removing the persistent
regulatory uncertainties and anomalies that inhibit investment in network industries such as telecommunications and electricity;
•
Ensuring the expenditure of public sector capital budgets. Last year R1.3bn in provincial capital budgets and R2.0bn in local government
capital budgets went unspent. The Minister of Finance has estimated a total of 20% of state capital budgets were unspent in 2018/19;
•
Use of an infrastructure bond to support public investment in infrastructure;
•
Shifting government spending from current expenditure (e.g. salaries) to investment in infrastructure;
•
Effective implementation of industrial policies and small business development policies;
•
More consistent and systematic support for high potential labour absorbing sectors such as tourism and agriculture, including
investment incentives for export-oriented agriculture and food processing and other labour-intensive sectors, to support expanded
employment and improvements in working conditions.
•
Extension of the current youth employment tax incentive to include targeted special economic zones and labour-intensive sectors, in
effect providing a basic income subsidy to vulnerable low-wage workers, complementing the newly introduced minimum wage. The
extension of the employment incentive to SEZs and targeted sectors is provided for in the enabling legislation but has not yet been
implemented.
•
Extension and deepening of the urban development zone tax incentive (currently due to expire on 31 March 2020).

8 RECOMMENDATIONS
•

•
•
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The PEAC recommends that:
Government should explore, through the Jobs Summit process, possibly with the assistance of professional mediators or facilitators,
a social partnership as discussed in section 4 above to support a reciprocal agreement on public sector employment and wages as
discussed in section 5 above; innovative ways of financing government revenue including some of the items in section 6 above; and
measures to promote inclusive growth as in section 7 above;
Some measures can be driven ahead of finality in the package as a whole, but the Jobs Summit committee should be drawn into the
process at the earliest possible point;
Innovative proposals such as the Infrastructure Bond should be subject to consultations among relevant parties before being exposed
to public discussion.
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6.3

Briefing Notes on Economic Response to COVID Pandemic – 8 April 2020

EXECUTIVE SUMMARY
Below is a summary of the key points of policy advice which the Presidential Economic Advisory Council (PEAC) has prepared for President
Ramaphosa as he leads South Africa’s ongoing response to the COVID-19 crisis.

ON INTERNATIONAL FINANCIAL ASSISTANCE
1. President Ramaphosa in his capacity as AU Chair can play a pivotal role in catalysing coordination and in setting out a roadmap for
mobilising both regional and international resources towards efforts to curb the spread of COVID-19 infections, bolstering the public
health system, augmenting the fiscal capacities of African countries, and igniting economic activities on the continent, including the
manufacture of masks and other medical supplies.
2. Work is already underway, through the AU, to coordinate the continent’s response to the pandemic. This includes the AU’s Covid-19
Response Fund to which members have pledged the sum of US$12.5 million and an additional US$4.5million to the Africa Centre for
Disease Control and Prevention. These efforts form the basis upon which the international community could assist the continent on the
health front. President Ramaphosa has also begun engagements with other global leaders and institutions, including the IMF, EU, UN,
France, Russia, Cuba and through the G20 to make the case for an economic stimulus package for the continent.
3. The agenda that is championed by African leaders should not just be about limiting the risks posed by COVID-19, but crucially to create
the basis for post COVID-19 economic recovery. Overall, a challenge for Africa is to present a unified front and to present a consistent set
of adequate demands to the international community.
4. The following specific measures should be implemented: there is a need for an AU Protocol on Health; there is a need to use pooled
procurement services for the procurement of the needed supplies; African countries need a mechanism to monitor the impact of
COVID-19 on AU member countries; it is important to keep trade and investment flows open and to ensure facilitation of movement of
critical goods and services across the continent during the COVID-19 pandemic, and there is a need to leverage through technologies and
digital trade to allow businesses, especially SMMEs, to continue operations.
5. International financial institutions, multilateral development banks, and development finance institutions can play a useful catalytic role
in directly supporting different areas of need, including ramping up public health facilities in various parts of the African continent.
6. Africa needs a strong stimulatory package to counteract the collapse of commodity prices, trade and liquidity. Fiscal deficits should not
be a constraint in the current situation. The required level of the stimulus package is 10% of Africa’s GDP, which would come to about
$200bn. Of the $200bn, 30% should come from the African countries themselves and 70% from external support.
7. AU and South African requests for international financial assistance should be characterised as a ‘normal and necessary’ national and
international response to the COVID-19 crisis. For stronger economic outcomes, and in order to avoid a situation where external ideas and
conditionalities are imposed, as the AU and Africa approach other countries and external international institutions for financial support,
it would be an important pre-condition that specific, home-grown plans for post-COVID-19 Growth and Reconstruction are developed.

ON FISCAL AND MONETARY POLICY
1. The magnitude of existing fiscal and monetary policy responses to the Covid-19 pandemic falls far short of the scale necessary to
accelerate the requisite public health response, cushion the economic blow to formal and informal sector workers and businesses, and
avert an illiquidity crisis which will disrupt financial markets.
2. The prime macroeconomic objective must be to inject liquidity into the system, while removing as many liquidity leakages to the system
as possible. Because fiscal space is constrained in the near term, monetary policy must lead. Better coordination of fiscal and monetary
policies is indispensable.
3. This imminent crisis is not amenable to the SARB’s usual practice of targeting the short term policy rate, with incremental 25 basis points
changes which will not create the credible, positive shock required to rebuild investor confidence and signal Government’s commitment
to financial market stability. Instead, the SARB should drop the short term rate significantly (200 to 250 basis points) and massively
scale up purchases of assets on the secondary bond market to lower long term rates, while extending substantial concessional lending
guarantees to banks and businesses to forestall liquidity crises morphing into more intractable insolvency crises.
4. The immediate term funding strategy (within the next 2 months) proposed centres on securing as much concessionary international
financing from the IMF and other international lending agencies (avoiding onerous conditionalities) as possible, drastic budget
reprioritisation and deferral of capital spending, a temporary cessation of public sector non-basic salary payments (e.g. pension funds
and medical aid contributions), the floating of Covd-19 social bonds, with bridging finance provided by drawing down public sector cash
reserves held for emergencies such as this, extensive monetary accommodation and credit guarantees.
5. The emergency provisions of section 16 of the Public Finance Management Act should be formally invoked, followed by the passage of
a Special Appropriation Bill which will ring-fence the Covid-19 expenditures from the normal operating budgets of the public sector.
6. Options for the short term economic recovery phase (within 2 to 6 months) include cash rationing measures of various degrees of
stringency, tax mobilisation measures, a temporary holiday on GEPF contributions by the employer and employees, and as a last resort,
public service basic salary cuts to minimise retrenchment in an environment where revenues and spending may need to be managed on
a month-to-month basis.
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ON SMES AND THE SOCIAL ASSISTANCE SCHEME
1. The key criterion for receiving an economic support package as a consequence of the Covid-19 pandemic, is that vulnerable individuals
and households must have been made worse off from the pandemic. In this context, a vulnerable individual or household, that was ex
ante defined as vulnerable by some criteria (lacking employment, being a social assistance recipient) may conceivably have not witnessed
their condition change, as a consequence of the pandemic. This is an important point in ensuring that we have optimal policy design of
the C-19 economic support packages.
2. The current COVID-19 wage subsidy package could bypass large firms and target small- and medium-sized firms only (those with less
than 50 employees). This restriction would limit the targeted sample from 4.4 million to approximately 2.6 million employees, and would
reduces the overall cost of the subsidy from R8.9bn to R5.1bn, where the R5.1bn amounts to 3.4 percent of the accumulated UIF surplus.
Alternatively, if R8.9bn is a feasible budget, spending this on SMEs only would allow that per worker subsidy to increase from R500 per
month to R860 per month.
3. Whilst the employment subsidy option does make sense, it is possible that the current amounts from government may be too small to
have large effects on reducing layoffs. Whether there are other mechanisms than conditional support to firms for maintaining payrolls,
would seem to be an important ongoing policy question. Specifically, we may need to explore the idea of increasing the scale of the
support to affected firms, once more data becomes available on the specific firms being deleteriously affected by the virus.
4. Informal sector workers are, almost by definition, difficult to reach from the perspective of policy intervention. For this reason, the grant
system—given it is well-established and has extensive reach—is widely looked to as a mechanism to address the effects of the lockdown
on the informal sector. Of all the current grants, the CSG provides the greatest coverage of informal sector workers (43.7 percent reside in
households receiving the CSG). However, 80 percent of CSGs go to households where there are no informal sector workers. This means
that only 20% of additional spending on the CSG is expected to accrue to informal sector worker households, while more than half
of informal sector worker households will receive nothing. What is clear is that the CSG represents an excellent channel for targeting
vulnerable households in general, although as an intervention targeting the informal sector specifically it is characterised by substantial
leakages (albeit to other vulnerable households) while being unable to reach the majority of informal sector workers.

ON AGRICULTURAL AND INDUSTRIAL SECTORS
1. Domestic food supply is secure, at least, for the next 12 months, yet the restrictions on the movement of hawkers and informal traders,
as well as restrictions on open-air food markets hurts household food security because traders cannot buy on the fresh produce markets
and they cannot sell as usual to customers in townships and informal settlements.
2. The Department of Agriculture, Land Reform and Rural Development should in the immediate to the near term re-open wool and mohair
auctions and exports (and cotton), re-open wine exports and set strict health regulations for ports handling and logistics of the product.
3. The following industrial policy interventions are crucial during this period: ensuring adequate supply of essential goods; minimising the
loss in industrial capacity associated with firm closures or downscaling; and looking towards rebuilding and reshaping industrial capacity.

ON COMPETITION POLICY
1. The exceptional circumstances of this time and their related challenges have triggered the need for businesses (big and small) to
cooperate with each other in order to overcome the crisis to the ultimate benefit of consumers. In the immediate period of the lockdown,
government has appropriately responded by granting temporary block exemptions allowing firms in select sectors to collaborate and
providing support to small businesses.
2. History teaches us that reducing competition enforcement during economic hard times does not promote economic recovery.
3. The incentive and opportunity for vested interests to seek favours from the government system will be greater than usual during the
COVID-19 crisis and the upcoming COVID-19 economic recession. The Department of Trade, Industry and Competition, (2) National
Treasury and (3) Presidency should play an active role in ensuring that government policies, support programs and regulations do not
unnecessarily create or enhance market power and that they harness the beneficial power of competition wherever possible.
4. To alleviate the COVID-19 economic recession encourage public procurement from small business (and businesses owned by historically
disadvantaged persons) and give priority to addressing structural issues, and importantly strengthening competition in network
industries.

ON POST-COVID-19 GROWTH AND RECONSTRUCTION
1. After COVID-19 South Africa’s economy will be in deep recession, unemployment and poverty will be on the rise and debt levels will be
at an all-time high. The country will need to undertake a Growth and Reconstruction Programme designed to overcome the damage
wrought by the COVID-19 pandemic by targeting a number of the country’s most important growth-impeding constraints.
2. The state can be a driver of inclusive growth by setting conditionalities to the help provided to businesses, so that these are less about
handouts and more about alignment to the public interest. As loans to business are necessary ensure business continuity, this opportunity
to shape future investment behaviour should not be wasted.
3. Government should urgently convene meetings of all relevant stakeholders in key sectors – companies (privately and publicly owned),
organised labour, regulators government departments and metropolitan city governments – to design post-COVID-19 Growth and
Reconstruction plans to ensure maximum job retention and expanded future investment in return for accelerated regulatory reform
and government support. Growth and Reconstruction agreements should be prioritised in the following sectors: the energy and
manufacturing industry (especially green energy), telecommunications, mining and tourism and hospitality.
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4. The imperative to contain the spread of COVID-19, requires creative approaches that de-link livelihoods and survival from the ability to
work and earn an income. Effective social policy is particularly important in South Africa not only for cohorts of people who have become
unemployed due to the COVID-19 crisis, but also for those who even prior to the crisis have been unable to find work in an economy faced
with widespread unemployment and job displacing structural change.

ON BUILDING STATE CAPACITY
1. Implementation and coordination capacity of the state is critical. If it is to achieve its developmental goals, the state must increase its
capacity to use its policy instruments to deliver concrete solutions.
2. For example, procurement policy should be used to stimulate investment and innovation, such as, to produce masks and ventilators and
innovations in online learning. Procurement should be tailored to leverage domestic productive and technological capabilities and steer
the transformation of the South African industrial ecosystem.
3. The state should be capable of designing and implementing policies in such a way as to put in place conditions that require companies
to reinvest profits in productive capacity rather than prioritising dividend payouts or share buybacks.

BACKGROUND
The taboo-breaking measures governments are taking to sustain businesses and incomes during the lockdown are rightly compared to
the sort of wartime economy western countries have not experienced for seven decades. The analogy goes still further. The leaders who
won the war did not wait for victory to plan for what would follow. Franklin D Roosevelt and Winston Churchill issued the Atlantic Charter,
setting the course for the United Nations, in 1941. The UK published the Beveridge Report, its commitment to a universal welfare state, in
1942. In 1944, the Bretton Woods conference forged the postwar financial architecture. That same kind of foresight is needed today. Beyond
the public health war, true leaders will mobilise now to win the peace.
- Financial Times Editorial 3 April 2020
1. The PEAC members met via e-meeting on 25 March 2020 to discuss the COVID-19 situation and its impact on the economy. The purpose
of the meeting was to consider appropriate responses and economic measures for the South African government. The President’s
announcement on 23 March 2020 that there would be a 21 day lockdown period in South Africa to aim to flatten the curve of those
infected by the COVID-19 virus was commended. The support measures unveiled by various ministers were also acknowledged.
2. PEAC members noted COVID-19 presents a one-of-a-kind crisis for the entire world and that government should be prepared to ‘break
the rules’ and ‘think out of the box’ in developing appropriate and timely responses to the crisis. Furthermore, the best way to reduce
the economic cost of the crisis is to address the COVID-19 health challenge as quickly and effectively as possible. There is no trade-off
between addressing public health and mitigating economic costs, but which instruments a country chooses or has at its disposal to fight
the virus, will have different economic consequences, requiring different economic policy responses.
3. The approach of South Africa and some other countries to embark on an early-stage national lockdown is aimed at curbing the spread
of the virus, particularly in the context of limited testing capacity and limited public sector health facilities generally. If successful, the
economic consequences of this approach may result in a less overwhelmed public health sector, but if the lockdown is prolonged this
will require large- scale income support and business continuity interventions by government. Given that this is uncharted territory,
there is much uncertainty as to what the future holds, particularly as to how long the dangers and disruptions caused by COVID-19 will
last.
4. If the COVID-19 crisis, and related lockdown, is extended beyond the initially announced three week period then this will require massive
financial support to offer income support to individuals and assist business continuity. The quantum of fiscal support announced so far
by the South African government will be wholly inadequate. To navigate a prolonged lockdown of more than three weeks, the entire
financial sector – public and private – will have to put in place concrete measures for injecting significant resources to provide a bridge
aimed at sustaining real economic activity and the possibility of a quick recovery.
5. In such a scenario, South Africa will have to be prepared to run a very much larger than planned budget deficit this year, the South African
Reserve Bank will have to find ways to inject massive liquidity and make use of its balance sheet to support expanded public and private
financial activity and the private financial sphere will have to make compromises, such as changes and leniency in its mortgage and
other debt repayment schedules. Furthermore, South Africa should immediately negotiate with the IMF and other relevant international
bodies to secure finance to keep real activity operating during this period. South Africa’s financial landscape has been made more
difficult in that on 27 March 2020, Moody’s (aligning with earlier decisions by other ratings agencies) downgraded the country to a subinvestment level with a negative outlook. This, while expected, will result in further capital outflows and retard the country’s investment
and growth prospects.
6. Given the speed at which a response to COVID-19 is required, and given limited state capacity, wherever possible existing institutions
and mechanisms should be adapted and used, rather than trying to set up new institutions and mechanisms. In particular, the more that
salary payment channels and social grants can be sustained during the lockdown period, the less will be the disruption to public and
private financial institutions. Out-of-the-box interventions, mostly based on the repurposing of existing institutions and mechanisms,
could include:
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a. increasing, or even doubling, social grant payments for a few months;
b. mechanisms to secure salary payments of employees in the public and private sectors for a few months with the aim, where possible,
of keeping those businesses operating, in all likelihood remotely, and below full capacity (keeping the economy in a lockdown, rather
than a shutdown);
c. where businesses are forced to close operations (even temporarily) mechanisms such as the newly proposed Unemployment
Insurance Fund’s Temporary Employee / Employer Relief scheme should be rapidly operationalised;
d. for those with bank accounts, and are not covered by the above the banking system could be used for enabling some basic transfers.
e. for those who do not have bank accounts, and are not covered by the above, direct support measures including food and care
provision should be introduced.
7. There is also clearly a need for a very significant increase in the resourcing of the health sector, including securing and preparing facilities
that will be used to isolate those who are infected with the virus and to assist those who become critically ill. A massive expansion in the
availability of COVID-19 tests is required and various medical equipment and materials, such as masks, ventilators, and other medical
supplies need to be procured. These should be produced locally where possible. Ramping up manufacturing will be important since
some countries have imposed export bans on medical goods. This can also enable South Africa to export some medical equipment to
the African continent and beyond, where possible. Procurement could be redesigned in ways that expedite access to certain critical
supplies. In this respect, the crisis could be used to solve some of the institutional capacity constraints.
8. COVID-19 measures should force us to think differently about the allocation of funds to different departments. There are departments for
which allocated funds will not be used until a return to some normalcy, for example sports and culture, whereas there are departments
that are at the front-line of delivering critical social infrastructure and health services that need greater fiscal support.
9. While there is some possibility that, due to our prompt action, the COVID-19 lockdown in South Africa will only be for the planned three
week period, planning cannot be done based on this optimistic assumption. We must use the three week lockdown period to prepare
for the likelihood of rising health challenges and a more prolonged period of economic disruption. We may need to consider 1-month to
3-month scenarios and beyond. Recovery or flattening of the curve may have some large bumps, including a possibility of a W-recovery
curve, which means we could have a decline in infections that is soon followed by an uptick. We, therefore, need to prepare for the longhaul in responding to this health and economic crisis.
10. The following are a selection of important cross-cutting actions that the PEAC have focused on, during the preparation of an urgent
series of Briefing Notes for the President’s consideration in the weeks ahead:
a. Assess the measures that have been unveiled by government and specific interventions by different departments for their efficacy,
b. Review measures undertaken by other countries, to learn appropriate lessons for both social and economic interventions, as well as to
avoid common pitfalls;
c. Offer insights on overcoming implementation challenges across the different spheres of government and various government
departments. Implementation challenges could include, but are not limited to: lack of coordinated efforts by various municipalities
and provinces; weakly structured, or non-existent public-private partnerships to co-design and co-deliver solutions; national
government coordination failures with conflicting or overlapping measures; lack of coordination between government, business, and
other important social agents;
d. Advise on redirecting or reallocating public expenditure to address deep-seated socio-economic challenges in a targeted manner;
e. Consider additional tax policy changes in response to COVID-19;
a. Begin work on the development and implementation of a Post-COVID-19 Reconstruction Programme which will aim to stimulate
economic recovery and inclusive growth in the medium to long run. This will include the accelerated implementation of key polices
such as energy sector reform, infrastructure expansion, telecommunications reform and land reform, against the background of the
heavy human and financial cost wrought on South Africa by COVID-19;
f. Model the impact of a long gestation of public health interventions and behavioural factors to flatten the curve, and what further
interventions may be required;
g. Propose specific ways in which the financial sector can support the real sector. The role of development finance institutions or other
government-backed financing institutions needs to be looked at. On the private sector side this will largely involve banks, and on the
public sector side, the focus should be on the instruments that entities such as the Industrial Development Corporation can utilise to
stimulate production;
h. Reflect on the macro-economic policy challenges and how these could be addressed in the medium to short-term, including widening
the budget deficit and the role of quantitative easing. The unintended political fallout should also be considered. It needs to be well
explained that this is not a shift of policy preference, but rather a necessary but temporary detour to unorthodox measures because
of the crisis;
i. Think through specific interventions that should be targeted at households especially in townships, informal settlements, peri-urban
areas, and rural areas;
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j. Focusing on implementation and coordination challenges among the various spheres of government (local, provincial, and national
government), across national government departments and public entities; and between government, business and key social
actors. Can the crisis offer lessons in fixing coordination weaknesses and improving implementation? Could there be room to start
implementing some of the innovative planning approaches such as the district model, as well as co-design and co-delivery of solutions
by government and the private sector?
k. Finally, to think through South Africa’s leadership role in the African Union’s continental institutions to initiate a joint African position
on COVID-19 and a new era of economic change. This should reinforce South Africa’s active role in multilateral processes. There is
an opportunity for South Africa to champion global solidarity, greater multilateral coordination of economic interventions, and the
imperative of giving greater priority to vulnerable regions such as the African continent.

11. Workstreams
The following PEAC workstreams were established to prepare Briefing Notes for the President on the five topics outlined below.
1. How should South Africa proceed to secure international financial assistance for its response to COVID-19 and what role can South Africa
play in offering continental and international leadership during the crisis?
2. What fiscal and monetary policy interventions are required to secure the effective resourcing of South Africa’s health and economic
responses to COVID-19?
3. What programmes should be put in place to secure incomes, business continuity and informal sector support in response to COVID-19?
4. How should South Africa’s industrial and agricultural capacity be best deployed and regulated during the COVID-19 crisis?
5. What should be the terms of South Africa’s Post-COVID-19 Growth and Reconstruction Programme to stimulate economic recovery and
inclusive growth?

HOW SHOULD SOUTH AFRICA PROCEED TO SECURE INTERNATIONAL FINANCIAL ASSISTANCE FOR ITS RESPONSE TO
COVID-19 AND WHAT ROLE CAN SOUTH AFRICA PLAY IN OFFERING CONTINENTAL AND INTERNATIONAL
LEADERSHIP DURING THE CRISIS?
1. WORLD ECONOMY AND THE GLOBAL HEALTH CHALLENGE
The challenge facing the world economy is the greatest since the Great Depression. Many observers have pointed to the weaknesses of
international coordination at the end of World War 1 as having contributed to factors that shaped the Great Depression. Today we have a
confluence of a health pandemic and economic challenge because of the nature of the virus and our capacity to deal with it. The global
challenge is more widespread and deeper than ever before, and notably wider and deeper than the global financial crisis of 2008—Africa is
more immediately and severely affected than in 2008. African countries are particularly more vulnerable due to high levels of poverty and
weak social infrastructure in the form of weak public health systems and social security systems.
The pandemic has exposed a number of gaps at national, regional and continental levels. While some mechanisms at national level to deal
with the pandemic, resources may be too limited to ensure that such mechanisms are implemented effectively. At regional and continental
levels, frameworks that can be speedily activated in the event of such pandemics are largely absent.

2. AFRICA’S CHALLENGES
The primary concern for African countries remains that of weak social infrastructure. Many countries are blighted by poor health systems,
characterised by insufficient resources, shortages of medical equipment and supplies, and insufficient medical personnel to respond
adequately to health challenges. The African population suffers deficiencies with respect to low life expectancy (albeit increasing somewhat
from 50.9 years to 53.8 years between 2012 and 2015); high burdens of disease driven by communicable and non-communicable conditions,
and other social ills related to alcohol abuse, insufficient physical activities, unhealthy diets and substance abuse.1 Africa’s challenges are
largely derived from high poverty levels, underdevelopment, and weak social infrastructure. Many of the specific challenges are well-known.
Availability, access, and quality of health care services is lacking in Africa compared to other regions. There are still very few countries that
have access to essential services of the right quality that are responsive to community needs. Therefore measures aimed at combatting
COVID-19 should address these critical challenges. Investments and financial support linked to COVID-19 should be directed at improving
public health systems and accessibility on the African continent. This is an important area that African leaders, and the AU Chair in particular,
should champion. At the core of the public health challenges highlighted above are weak capabilities, human capital deficits, governance
challenges, and economic underdevelopment. Many African countries, including leading economies in the region, are among the worst
performers on the Human Development.
In the context of COVID-19, these challenges are likely to be exacerbated if the infection rates are not curtailed and a vaccine found. Social
distancing has limits in the African context where population density is very high, and many poor households live in densely populated
areas. Vaccination therefore is the ultimate answer to COVID-19.2 There is also a high cost to social distancing as informal traders and micro
enterprises have to cease operating, creating a potential risk of rising poverty levels and malnutrition as a result of loss of income. Social
distancing could, in the short-term improve one measure of the Human Development Index, which is the health dimension, but could leave
many Africans economically worse off. Overcoming the health challenges and economic vulnerabilities facing African countries requires a
massive injection of investment and development support especially from external partners and agencies. Further, there is a need for greater
focus on surveillance activities, testing, training health workers, and procuring protective equipment.
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This crisis moment also presents an opportunity for various African agencies to coordinate better and accelerate implementation of some of
the objectives that have existed only on paper until now. As the African Union’s Agenda 2063 notes, we must aspire to an Africa that is ‘fully
capable and has the means to finance her development’.3 At the moment, the African continent should find all the support it can get. The
starting point should be coordination of planning and mobilisation of resources that already exist within the African continent. The President
of the Republic of South Africa, Cyril Ramaphosa, in his capacity as AU Chair can play a pivotal role in catalysing coordination and in setting
out a roadmap for mobilising both regional and international resources towards efforts to curb the spread of COVID-19 infections, bolster
the public health system, augment the fiscal capacities of African countries, and ignite economic activities on the continent, including in the
manufacturing of masks and other medical supplies.
The COVID-19 challenge presents another opportunity to accelerate the deepening of economic ties and trade relations to boost intra- Africa
trade and improve cross-border value chains. We should imagine, at the end of the crisis, an African continent that is resilient, with much
improved public health care system, with greater levels of economic and trade cooperation, and that is integrated into the global economy
on beneficial terms. In other words, the agenda that is championed by African leaders should not just be about limiting the risks
1. World Health Organisation, The State of Health in the WHO African Region. Geneva: WHO, 2018.
2. Okonja-Iweala, Ngozi, ‘Ebola Lessons in Fighting COVID-19’. Project Syndicate, 1 April 2020. https://www.project-syndicate.org/
commentary/africa-ebola-outbreak-lessons-for-covid19-by-ngozi-okonjo- iweala-2020-04
3. African Union, African Union Agenda 2063, Addis Ababa: African Union, 2015, p.10. https://au.int/sites/default/files/documents/36204doc-agenda2063_popular_version_en.pdf

1. Briefing Notes in Response to COVID-19 Crisis
posed by COVID-19, but crucially to create the basis for post COVID-19 economic recovery. Overall, a challenge for Africa is to present a unified
front and a consistent set of demands to the international community. Fourteen Latin American and Caribbean countries have already
requested IMF for emergency facilities totalling $4.48 billion. Africa needs to be a lot more proactive.

3. SOUTH AFRICA’S CHALLENGES
South Africa has challenges that are similar to those found on the rest of the African continent. While it has relative advantages in the health
infrastructure built up in recent decades to fight infectious diseases, the majority of citizens still lack access to quality health care. They live
far from health care facilities. Furthermore, the health care system in South Africa suffers from dualism with, on the one hand a private health
system that offers services at high cost to the middle class and well-off members of society, and a public health care system that suffers
infrastructure deficiencies. As noted above, the picture is grimmer for many other African countries.
South Africa could still make a larger contribution to the African response to the crisis through its strong manufacturing capacity, its research
and regulatory support environment for medical equipment and drugs. Over time, there is a need to develop strong value chains in the
region to improve productive capabilities, and this could be on the back of increased output as a result of the African Continental Free Trade
Agreement (AfCFTA).
Given its unique role as the only African country that has membership of the G20, South Africa is strongly poised to play a leading role in
developing and lobbying for a strong common African set of proposals to the global community. The kind of mobilisation that South Africa
may need to engage in should strike a similar chord as the 2005 Gleneagles undertaking by the G8 to provide support (AfCFTA) Africa’s
development. The importance of that initiative was that it sought to structure a solid platform for development partnership between Africa
and Europe, with the New Economic Partnership for Africa’s Development (NEPAD) as an instrument that African leaders used as a basis of
dialogue. As part of this compact, rich countries made a collective pledge to double overseas development assistance from the 2004 level of
US$34.5 billion to US$67 billion, with 50 percent of this allocated to Sub-Saharan Africa.
These targets were not reached, as the gap between delivery in 2009 and the 2010 target stood at roughly US$26 billion, with aid expected
to fall at least US$20bn short of the target. Similarly, figures for Overseas Development Assistance (based on the percentage of GDP
contribution by advanced industrialised countries) were not met. While the Gleneagles process is an anachronism, with the role of the G8
as a premier global economic coordination platform having been superseded by the G20 since 2009, it is important that a new compact
between advanced industrial economies and Africa be forged during the COVID-19 emergency, with a view to maximising support for Africa’s
development – or post COVID-19 economic recovery – broadly. As such, South Africa can use its AU Chair to greater effect by proposing a
coordinated recovery agenda post COVID-19.

4. WHAT ARE AFRICA’S SPECIFIC NEEDS BEYOND THOSE LISTED UNDER SOUTH AFRICA
The following sets out some specific measures to be considered for external support to the African continent. Some measures are adapted
from the recent SADC Ministers Health and Trade deliberations:
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First, there is a need for an AU Protocol on Health that could be modeled along the lines of those initiated by Regional Economic Communities
such as SADC. This could be underpinned by a technical committee to expedite implementation. Its key elements could include health treaties,
exchange of health personnel, sharing of health information, and technical cooperation on research and primary health care. Crucially, this
AU protocol should provide advice on a coordinated regional approach for dealing with the pandemic, taking into consideration national
responses and capabilities.
Second, there is a need to use pooled procurement services to secure the supplies needed for prevention, treatment and control of COVID-19
and any other epidemics. Such a centralized procurement mechanism should facilitate quick acquisition of medical supplies and equipment.
Third, African countries need a mechanism to monitor the impact of COVID-19 on AU member countries. SADC and possibly other regional
economic communities already have similar structures. These could be coordinated at the AU level and provide policy recommendations
on a continuous basis to Member States.
Fourth, it is important to keep trade and investment flows open and to facilitate movement of critical goods and services across the continent
during the COVID-19 pandemic through easing trade facilitation and removing trade regulatory constraints. Non-tariff barriers and new
tariff measures should be avoided at all cost, as these could damage Africa’s recovery prospects. The AU member states had set 31 July 2020
as the deadline for the entering into force of AfCFTA. While there is still quite a lot to be done to resolve some of the technical negotiating
issues at ACfTA, including rules of origins and completion of the tariff offer exchange process, it is important that African leaders put in place
confidence building mechanism towards full implementation. Capacitating the secretariat and achieving some of the milestones could go a
long way in building confidence. The negotiations need to be simplified and milestones should not be postponed.
Given the constrained nature of global supply chains, African countries need to move with speed to ease commercial flows on the continent.
South Africa, as the AU Chair will need to underline the importance of trade integration in contributing towards growth and creating the
basis for economic development, especially if Africa’s regional integration agenda also prioritises trade facilitation, cross-border value chains,
and infrastructure development. COVID-19 should lead to expedited decision-making on those areas where there is already agreement and
press a sense of urgency where complexity and bureaucracy hold back progress. In sum, emphasis should be placed on open borders for
trade and investment flows across the region.
Fifth, there is a need to leverage technologies and digital trade to allow businesses, especially SMMEs, to continue operations. ICT has
an important role to play in economic development in South Africa and on the rest of the African continent, and this is more so in the
era of lock-down and the need to boost SMMEs. The COVID-19 context should nudge African leaders to accelerate implementation of
commitment towards ensuring access to affordable broadband connectivity and digital infrastructure, improving digital skills, promoting
digital entrepreneurship, and introducing e-services (e-government, smart cities, e-commerce, e-health). African countries should gear
themselves up for greater resilience in the post COVID-19 era, and economic recovery should take into greater account the importance
of digital transformations as a key pillar of economic progress. Finally, African countries should have a dedicated focus on bolstering food
security in the region. A critical part of support from external partners should be directed at improving food security.
Sixth, there is a need to strengthen the scientific research capacity of the continent’s research and educational institutions. Research
funding and opportunities for collaboration and technical assistance to support COVID-19 interventions and build institutional capacity for
the medium-term should pursued in a coordinated manner when pursuing international assistance.

5. EXTERNAL PARTNERS
The World Bank and IMF have by far the greatest potential resources to address shocks. The IMF needs to create special drawing rights and
refinance on quota lines in order to provide assistance for developing countries. The IMF has stated that it has up to $1 trillion available
globally to help countries manage the financial effects of the coronavirus crisis before new quotas or SDRs are needed and can currently
meet demand.
Multilateral development banks can provide funds and expertise, especially to assist low income countries in program development and
implementation. As Africa’s biggest trading and investment partner, the EU, as well as other major donor partners have ample opportunities
to offer solidarity support and other forms of assistance to African countries. The focus currently, however, is on the EU health crisis. The EU
has committed 37 billion Euros towards bolstering health infrastructure, SME support, and interventions related to COVID-19 effects. Within
the EU, France is leading European efforts to secure a deal on debt relief for Africa, expanding credit-swap lines and expansion of IMF SDRs by
$500 billion. It is not clear yet what will come of these initiatives. Regional development banks such as the AfDB and the New Development
Bank should also be engaged to look beyond specific member country support but also to potentially vulnerable regions within the African
continent. The thrust of the support should extend to post COVID-19 recovery rather than only deal with the immediate repercussions.
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There are other countries that are working on a bilateral basis, and which could become great sources of support. These include the following:
• China has technology and manufacturing and has the greatest potential among bilateral partners to provide funds;
• Japan has technical support capabilities and is a potential provider of expertise and funds;
• Russia has technical capabilities that could be of value, especially information systems that can help with tracing, tracking and phasing
down lockdowns;
• Private foundations can also play an important role to fund access to supplies as well as support vaccine and treatment development.
The list includes Melinda and Bill Gates Foundation, GAVI, and other impact funders that are active in the health care sector.

6. RECOMMENDATIONS
In terms of engagement strategy, the following should be taken into account:
a. The pivotal role of the current AU Chair working closely with the Chairperson of the AU Commission, the Chairperson of NEPAD and the
Pan-African Parliament President as well as other critical stakeholders to constitute a pivot for coordination;
b. Strengthening the Finance Ministers’ platform to share information and best practices;
c. Build coordination among key African institutions to identify financial and non-financial support to regions and countries in greatest
need or with vulnerabilities. These institutions include the following:
a. UNECA
b. AfDB
c. RECs
d. AfCFTA
e. NEPAD
International financial institutions, multilateral development banks, and development finance institutions can play a useful catalytic
role in directly supporting different areas of need, including ramping up public health facilities in various parts of the African continent
and stimulating economic activity (manufacturing of personal protective equipment) while boosting production in the mining,
infrastructureand agricultural sectors. The following additional steps can be taken:
a. Official bilateral creditors (and multilateral creditors) should be engaged to ease the debt burden of Africa’s poorest countries during
the times of global downturn. Accordingly, payment holidays and debt-rescheduling should be instituted. The World Bank Group has
allocated a $14 billion COVID-19 package directed at IBRD and IDA countries, as well as to support private sector activities through the
International Finance Corporation.
b. The African Development Bank has successfully issued $3 billion of COVID-19 Bonds that were oversubscribed. These can be put to
greater use in stimulating economic activity and building health infrastructure in the continent. African countries could use a single
platform to mobilise impact funds towards health-related infrastructure and manufacturing.
c. Africa’s coordinated strategy should center efforts on the need for the international community to mobilise resources for the continent.
There is need to court countries bilaterally to champion Africa’s course internationally in the manner that Britain sought to do with
the Compact for Africa during the Blair years. Some of these retired statesmen can be approached to advocate for Africa. The primary
responsibility for this lies with African leaders but working with friendly governments can help Africa’s cause.
d. More concretely, in the immediate, Africa needs a strong stimulatory package to counteract the collapse of commodity prices, trade and
liquidity. Fiscal deficits should not be a constraint in the current situation. The required level of stimulus package at 10% of Africa’s GDP,
which would come to about $200 billion. Of the $200 billion, 30% should come from the African countries themselves and 70% from
external support. This would be feasible even if it came from China alone.
e. The EU should be pressured into allocating funds and distributing them in a front-loaded fashion. This could draw upon some of the
resources that are part of its Coronavirus Response Investment Initiative, which is to the tune of 37 billion Euros and has a component of
400 million Euros dedicated to worldwide health programmes.
f. African leaders should give consideration to the deployment of Africa’s pension funds: countries such as South Africa and Namibia have
a significant base of funds tied up in pension funds, and which could be deployed to address both heath and economic concerns.
g. AU and South African requests for international financial assistance should be characterised as a ‘normal and necessary’ national and
international response to the COVID-19 crisis. For stronger economic outcomes, and in order to avoid a situation where external ideas and
conditionalities are imposed, as the AU and Africa approach other countries and external international institutions for financial support,
it would be an important pre-condition that specific, home-grown plans for post-COVID-19 Growth & Reconstruction are developed.

WHAT FISCAL AND MONETARY POLICY INTERVENTIONS ARE REQUIRED TO SECURE THE EFFECTIVE RESOURCING OF SOUTH
AFRICA’S HEALTH AND ECONOMIC RESPONSES TO COVID-19?

1. INTRODUCTION
Large, coordinated, targeted and timely fiscal and monetary responses to the coronavirus are needed in three main areas:
1. Financing for public health sector and related interventions such as emergency care, mass based testing with rapid results processing,
surveillance, tracking and contact tracing, quarantine accommodation and public communication. A massive expansion in the availability
of COVID-19 tests is required, as well as acceleration of test results processing, procurement of personal protective equipment (such as
masks), medical equipment (such as ventilators), and other medical supplies. Related support functions such as make-shift temporary
hospitals, public order policing and defence force deployment would also need to be funded.
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2.

3.

Funding interventions mitigate the economic repercussions of implementing lockdown and social distancing to contain infections:
These primarily aim to provide safety nets as economic activities come to a standstill with lockdown and provide bridging liquidity
sustain the South African economy as a going concern for a fast V shaped recovery when the pandemic ends; and
Mitigating the fallout of the ensuing global recession, on the back of 6 years of domestic economic growth and productivity collapse,
and highly constrained fiscal space.

Complete uncertainty as to the time frames involved makes planning and budgeting extremely difficult under these volatile circumstances.
Epidemiological models differ greatly, and infection and mortality outcomes will depend, to a large extent, on the public health response
interventions pursued. Moreover, the possibility of second wave infections and mutation of the virus itself also create further imponderables.
An important distinguishing feature of the coronavirus crisis, often overshadowed by the urgency of saving lives and extending livelihood
safety nets, is that the economic impact of the COVID-19 pandemic is not limited to its immediate challenges, where the bulk of the responses
have been targeted. Rather, medium and longer term economic and social impacts will also need to be carefully assessed, and policies
designed and implemented to support economic and social recovery.
Section 1 of this brief sets out briefly the global and domestic economic backdrop to the pandemic. Section 2 summarises existing fiscal and
monetary interventions. Section 3 summarises the fiscal and monetary policy announcements already announced. Section 4 illustrates that
the cumulative fiscal and monetary stimulus to date is woefully inadequate to rise to the scale of the health and economic crisis which the
coronavirus presents. Section 5 outlines possible fiscal interventions to scale up this response in the immediate, short and medium terms.
Section 6 concludes by delineating various proposals in respect of monetary policy and prudential regulation.

2. ECONOMIC IMPACT OF THE PANDEMIC: PRE-EMPTING A LOOMING ILLIQUIDITY CRISIS
A decline of -1% has been forecasted by JP Morgan for the global economy in 2020 and for major South African trading partners such as
China (a -4% contraction in the first quarter and -13% in the second quarter of 2020), the USA (a contraction of -10% and -25% in the first 2
quarters) and the Euro Area (-a contraction of 15% and -22% in the first 2 quarters). The domestic impact of a very deep global recession – or
even a depression – in the aftermath of the pandemic would be the next big economic challenge, as a negative shock in the real economy is
transformed into shock to the financial system. This exacerbates a six year long secular decline in potential output, largely due to structural
and governance challenges.
Besides the immediate economic costs of the lockdown, empirical research on growth has confirmed significant pass through from global
growth performance to the South African growth trajectory, largely through weakened demand and rising cost of capital. Slower economic
growth (and recessions) in key export markets restrict demand for South African exports. In this instance tourism, in particular, has been
severely hit by travel bans. This will combine with a slowdown in capital inflows, as spreads between developed and emerging economies
bond markets re-emerge, slowing down investment. Substantial countercyclical measures are therefore required for robust recovery.
Revenue mobilisation to fund South Africa’s COVID-19 response comes in the wake of the recent sovereign downgrades by Moody’s and
Fitch. While South Africa does not appear to have a balance of payments issue at present, rebalancing of the World Bond Index Fund after
the downgrade will occasion considerable capital outflows. Precipitous drops in dollar commodity prices will curtail export revenues and the
rand’s depreciation will increase the costs of imports, placing further strain on the current account of the balance of payments.
Estimates of the contraction of the South African economy range from -5% to -10% of GDP. As a result, tax revenues will fall, widening the
existing tax gap, and deficits and interest payments will rise markedly, rendering an already unsustainable debt trajectory more so. Ultimately,
restoring the sustainability of South Africa’s fiscal stance will depend crucially on the ability of government to mitigate the economic effects
of the pandemic and kick start economic growth, job creation and increases in productivity.
As illustrated in figure 1 below, yields on long term bonds shot up from about 9% to 13% on 24 March 2020. The South African Reserve Bank
(SARB) then took the unprecedented decision to inject liquidity into secondary bond markets by buying government bonds. As a result,
bond markets were stabilised (with yields dropping to around 11.4%), helping to lower the cost of borrowing and enhance Government’s
ability to issue debt to counter the effects of the coronavirus pandemic. However, with interest rates on long-term sovereign debt at around
11.5% currently, real long term interest rates are hovering at around 8%, which are much higher than those in comparable emerging markets
for risk free assets. This further undermines the sustainability of debt servicing. JP Morgan has estimated that the fiscal deficit will rise to
about 12% in 2020/21, compared with 6.8% of GDP initially projected in Budget 2020.
The situation confronting the South African economy is the diametric opposite to a “liquidity trap” an “illiquidity trap” where investment
in government bonds comes to a standstill despite high interest rates, triggered by systemic fear, and disrupting the functioning of financial
markets. Beyond securing the necessary resources to finance the public health emergency response, the main aim of macroeconomic policy
during the crisis would be injecting liquidity into the system promptly, and continuously. Ideally, such injections should have the following
attributes:
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They should be commensurate with the liquidity shortage.
All liquidity injections should be channelled towards building as much productive capacity as possible.
All injections should underpin the existing and remaining productive capacity. This typically means supporting the purchasing power of
the poor and middle class to stimulate demand for local production. As a corollary, demand for luxury goods – typically imported and
non-essential – must be curtailed as far as possible.
• Credit and liquidity should be timeously targeted at those local producers that face growing demands in industries such as hygiene
products, food, logistics, the care economy and related services.
Since the remit of this policy brief is fiscal and monetary policy responses, more extensive discussion of the other critical elements of a
macroeconomic policy framework (such as exchange rate policy and international trade) falls well beyond its remit. For instance, a case can
be made for reducing tariff and non-tariff barriers in the interim to combat COVID-19 health and economic effects. Future reasearch will
focus on a more complete macro policy framework (including trade instruments) and international coordination of stimulus programmes,
particularly on the African continent.
•
•
•

3. FISCAL AND MONETARY INTERVENTIONS ALREADY ANNOUNCED
Already the South African government has announced a raft of initiatives to finance an emergency response to the COVID-19 pandemic and
to cushion the impact of the lockdown on the most vulnerable citizens and firms. These focus on containing the virus, extending a social
safety net, reducing job losses and a collapse in wage payments. They are listed in more detail in Appendix 1.
The South African Reserve Bank (SARB) is the monetary authority for South Africa, the macro and micro-prudential regulatory authority for
banks and the financial system, and banker to the central government. In its response to the COVID-19 emergency, the SARB:
a. cut the repo rate by 100 basis points (bps) to 5.25% on 20 March 2020.
b. has injected much-needed liquidity which had been adversely impacted by reduced revenue flows from disruption or closure of business
activities;
c. protected the functioning of financial markets, particularly the bond market, by purchasing treasury bills on the secondary markets
which had become illiquid, undermining confidence in treasury bills, a financing channel on which the National Treasury will depend on
to mobilise the much-needed resources.
d. Enabled temporary debt service relief to firms and individuals, by amending the requirements specified in Directive 7 of 2015 to provide
temporary relief on the minimum capital requirements for banks relating to credit risk during this time. The SARB has thus enabled banks
to act as a conduit for this temporary relief.
e. Helped sustain access to term credit by temporarily lowering the Liquidity Coverage Ratio from 100% to 80%, temporarily reducing the
systemic risk buffer (Pillar 2A) requirement to zero, and allowing banks to draw down on their capital conservation buffer of 2.5% as
prescribed in regulation 38(8)(e)(iv)(D) of the Regulations. This relaxation of macro-prudential regulatory requirements aimed to induce
the banking sector to continue to extend credit to sectors in need, particularly households and small businesses, and to provide relief
measures to reduce the liquidity strain on them.
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4. THE INADEQUATE SCALE OF FISCAL AND MONETARY RESPONSES TO DATE
The array of fiscal and monetary response measures outlined in Section 2 above (excluding the cost of direct health sector interventions),
however, amounts in aggregate to only R 3.7 billion or 0.1% of South African GDP in 2018 (as reflected in Figure 1 below which compares South
Africa to a sample of other countries). This falls far short of what other emerging markets (such as Turkey, India and Brazil) are mobilising. South
Africa’s fiscal and monetary policy response, estimated at $4 per capita, also falls far short of many of our peers on the African continent:
Nigeria (0.7% of 2018 GDP and $15 per capita), Kenya (1.1% of GDP and $19 per capita) and Ghana (1.1% of 2018 GDP and $25 per capita).
Figure 2: COVID-19 stimulus as a percentage of 2018 GDP, by country

The above analysis suggests strongly that the quantum of South Africa’s existing fiscal and monetary responses is wholly inadequate
proportional to the scale and pervasive impact of the pandemic. If South Africa were to provide stimulus at around the average of the
BRICS economies which have enforced lockdowns, it would need to raise this amount to about 2% of GDP or R70.4 billion on 2018 prices.
In per capita terms, this is about R1 234 (or $76) – midway between levels for India and Brazil, which both have enforced lockdowns. India is
projected to have a budget deficit at 6.2% of GDP, rising from 3.5% of GDP taking the fiscal stimulus into account. Based on these estimates,
SA falls far short of the stimulus levels in similar economies.
There is therefore an urgent imperative to find new sources of funding both domestically and internationally, and to ensure there is sufficient
cash in the hands of Government to disburse for immediate needs (not just commitments). Some proposals in this regard are explored in the
two sections below.

5. PROPOSED FISCAL POLICY INTERVENTIONS
In addition to police and South African National Defence force spending, the public health system would require an injection of resources
to finance intensive mass based testing with intensive tracking and rapid contact tracing. The cost of the consolidated financial requirement
for this is still not clear. National and provincial government departments have been given until 10 April 2020 to submit their emergency
budget bids in terms of section 16 of the Public Finance Management Act. Only by the end of the month is National Treasury likely to be able
to estimate the aggregate amount required with a fair degree of accuracy.
A core number of principles should guide future fiscal interventions in relation to COVID-19:
1. International experience suggests that the response has to be sufficiently large, temporary, timely and targeted.
2. The economic shock, though large, is likely to be temporary in nature.
3. The primary goal is not macroeconomic stabilisation, but saving lives.
4. The best way to minimise the economic cost of the crisis is to address COVID-19 health challenge as quickly and effectively as possible.
5. The macroeconomic policy response must not be procyclical and thereby intensify the economic crisis during, and after, the pandemic.
6. The public sector balance sheet and the SARB balance sheet must be used as an emergency to provide bridging finance, to pool risk,
to cushion the impact of the curtailment of economic activity and forestall potential financial contagion from systemically important
institutions (SIFIs) which degenerate from illiquidity into insolvency.
The approach of South Africa and some other countries to embark on an early-stage national lockdown is aimed at curbing the spread of the
virus, particularly in the context of limited testing capacity and limited public sector health facilities generally. If successful, the economic
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consequences of this approach may result in a less overwhelmed public health sector, but the more prolonged the lockdown, the more
extensive income support and business continuity interventions by government will need to be. Because the South African lockdown was
introduced early, it is likely to be extended.
A number of possible fiscal approaches are explored in the section below, categorised into broad three phases:
1. Immediate emergency response phase (within the next 2 months): This phase deals with what can be done during lockdown and its
immediate aftermath to fund public health, policing, defence force and related interventions to combat the infection
2. Short term mitigation and economic survival phase (2 to 6 months’ time): The primary aim of this phase is to stabilise the economy by
injecting massive liquidity and supporting the cash flows of households and firms to prevent retrenchments and firm closures.
3. Economic recovery phase (6 months to a year): restoring South Africa’s economic growth rate depends on kick-starting economic growth
and employment, reversing the last decade long secular decline in potential output.
Medium term structural reforms (1 to 3 years) are also crucial. Economic and fiscal sustainability does not only require a much higher rate of
growth, but a transformed nature and direction to a less carbon intensive, more inclusive growth trajectory. Some of these structural reforms
are explored further in Appendix 3.

5.1.

Immediate emergency response phase (within the next 2 months)

This section will consider ways in which the fiscal response could be scaled up during and immediately after lockdown. It also delineates an
immediate term funding strategy based on international borrowing and drastic budget reprioritisation, with bridging finance provided by
extensive monetary accommodation, credit guarantees and running down cash reserves held for emergencies such as this.

5.1.1.

Additional relief measures for consideration

A number of additional relief measures could be considered. These include
• A new COVID-19 emergency grant to be provided to informal sector workers: a compelling case can be made for this both on public
health and economic grounds. This would not only promote food security (section 27(b) of the constitution confers the right of access
to food and water on each citizen), but will also stimulate aggregate demand. A proposal in this regard by a group of University of Cape
Town economists suggests that extension of a grant of R600 to persons aged 18-59 would cost between R8.2 billion and R27.3 billion,
depending on how the target beneficiaries are identified (i.e. only the informally employment, or the informally employed and the
unemployed).
• Relief on VAT interest payments and penalties to illiquid, financially distressed businesses: To date, government has extended PAYE relief
to businesses, but consideration should also be given to waiving interest and penalties on late VAT payments and penalties on a case by
case basis.
• A COVID-19 emergency conditional grant to municipalities: to fund environmental health, as well as disaster management grants to
provincial governments and municipalities
• A top-up to the local government equitable share: to permit municipalities to finance property rates, water and electricity rates holidays
and to forgo interest and penalties.

5.12.

International borrowing

Another PEAC working group is at present exploring mechanism for South Africa to proceed to secure international financial assistance for
its response to Covid-19 from the IMF, World Bank, African Development Bank and other international institutions as well as bilateral lending
opportunities. To avoid duplication, international assistance avenues will therefore not be explored fully here, save to urge the National
Treasury, as a matter of urgency, to borrow as much as possible at concessionary terms with the longest maturities possible (at least 2 years),
and to avoid – as far as practicable – unreasonably onerous conditionalities such as requirements to constrain budget deficits during, and in
the immediate aftermath, of the COVID-19 pandemic.
The IMF’s Rapid Credit Facility and its Rapid Financing Instrument can provide quick once-off financing to respond to health disasters. The
IMF can also rapidly augment existing programmes to accommodate urgent needs arising from the coronavirus, as well as new loans under
its existing standard facilities.
Requests for international financing package should include balance of payment support facilities and other standby arrangements such
as the IMF Rapid Finance Instrument (RFI). The RFI provides rapid and low-access financial assistance to member countries facing an urgent
balance of payments support, without the need to have a full-fledged program in place. The interest rate on RFI is 1.5% and the loan is repaid
within 3¼ to 5 years. South Africa can access US$2.1bn (50% of South Africa’s SDR3bn quota) disbursement in 2020.

5.1.3.

Rapid reprioritisation of the budget

The first step would be to formally invoke section 16 of the Public Finance Management Act of 2009 immediately, which would allow the
Minister of Finance to authorise emergency spending from the National Revenue Fund of up to 2% of the total amount appropriated in the
annual national budget for the current financial year.
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Soon thereafter, a Special Appropriation Bill would have to be enacted to condone the section 16 emergency expenditures and to formalise
the other elements of the full COVID-19 fiscal response package. The Special Appropriation Bill will, in effect, ring-fence Covid-19 response
expenditures from normal operations which should reinforce the time-bound and earmarked nature of COVID-19 related expenditure, and
enhance accountability. This arrangement may also be more conducive to COVID-19 social impact bonds, as discussed further below.
One of the first objectives should be reprioritisation of Budget allocations to better deal with the current challenges. The 2020 Budget was
appropriated before the impact of COVID-19 on the global and domestic economy were fully understood. In a period of crisis, quick and
decisive measures are required. All government departments play a significant role, but in this period, some may need fewer resources than
usual due to lock down.
For all national and provincial departments and municipalities, planned capital expenditure and other non-essential capital and operating
expenditure must be deferred. Essential capital expenditures would related, inter alia, to the need to enhance the capacity of our ports and
their operations, to fast track the export of local products and the import of essential healthcare equipment, test kits, etc.
Budget allocations of government departments in programmes which are not core in this period of economic recovery should be cut. These
cuts should not be blanket across-the-board reductions in departmental allocations (as has been the National Treasury’s expenditure ceiling
practice to date) but should be specifically targeted at programmes in non-core departments such as:
•
•
•
•
•
•
•
•
•
•

Sports, Arts and Culture: Funds should however be made available to support artists, athletes and community arts centres to pay for their
employees and pay other bills
Human Settlements: no new house development should be rolled out.
International Relations and Cooperation: South Africa has one of the highest number of embassies in the world. A Performance and
Expenditure Review has already recommended rationalisation measures in this regard.
Department of Public Enterprises
Mineral Resources
Public Service Administration
National School of Government
Communications
Military veterans
Traditional Affairs.

The Performance and Expenditure Reviews conducted by the Government Technical Assistance Centre are able to highlight non-performing
programmes which can be cut. The other departments such as Transport, Health and Basic Education have multiplier and productivity
effects which will support economy-wide growth. The Department of Basic Education may have to receive additional allocations to support
online learning, and school nutrition programmes.

5.1.4.

Temporary cessation of public sector non-basic salary payments

Non-basic salary components (like GEPF pension fund contributions, housing benefits and medical aid contributions comprise about 30% of
the public sector wage bill). These could be temporarily ceased. Contributions to the GEPF by the employer and employees amount to about
R75 billion per annum, which could either be entirely suspended temporarily, or employer contributions could be reduced to the minimum
required pension increase of 75% of CPI. Concerns raised by Sachs (2020) that suspending payments for housing benefits or medical scheme
contributions for a long period could have self-defeating consequences should be factored by ensuring that these measures are of limited
duration.

5.1.5.

A COVID-19 social impact bond

Another funding source which could be brought online rapidly would be the creation of a Covid-19 solidarity bond akin to World War II war
bonds. Mechanisms for implementing social impact bonds are further explored in Appendix 2 below.

5.1.6.

Bridging financing through cash reserves

The most accessible source of bridging financing is the cash reserves government holds, while concessionary international foreign funding is
being secured. There, are, however, also risks to draw down injudiciously on already limited cash buffers which play an important backstop
function.
At end February 2020, National Treasury reported that cash balances stood at R304.5 bn. These comprise sterilization deposits held at the
SARB and other cash balances on the public sector balance sheet which could be drawn down without disrupting asset markets. Drawing
done these cash reserves could provide bridging financing for up to 8 months even without bond issue (Keller et al 2020). These funds could
be released through a Special Appropriation Bill. It may however be necessary for the SARB to sterilise this cash injection through offsetting
open market operations.
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5.2.

Short term mitigation and economic survival phase (2-6 months)

5.2.1.

Cash rationing measures

A number of temporary steps can be taken to limit cash outflows for the public service such as:
• Termination or deferral of non-medical payments by the Road Accident Fund, which would temporarily stop large payments to legal
service providers
• Legal proclamations that (temporarily) exempt government from medico-legal and related claims
• Reduction and deferral of R&D allowances and incentives, in favour of business continuity support
• Reallocation of the funding flows from the Skills Development Levy. In general, SETAs are highly liquid and can draw down their reserves
while many of their activities could be suspended during the lockdown.
• Phasing out of indirect capacity building programmes in favour of direct service delivery interventions where needed (Sachs (2020)).
Departments and municipalities may be tempted to defer payments to suppliers thereby accumulating payments in arrears. But given the
fiscal pressures of the lockdown on suppliers, this approach could be counter-productive, triggering bankruptcies and layoffs.

5.2.2.

Additional tax raising measures

There may be some scope to increase the fuel levy in the context of a falling oil price internationally. Should the fuel levy be capable of
generating 25% more revenue, this would amount to approximately R20 billion more for the fiscus in a twelve month period.
The next 4 to 6 months is insufficient time to institute new revenue raising instruments. The only feasible strategy available is to close the
various tax loopholes which were permitted to arise at the South African Revenue Services as its administrative capacity was denuded
during the period of state capture (Nugent Commission). This resulted in pervasive customs and VAT non-compliance. Critical also would be
building the necessary capability to deal with Base Erosion/Profit Shifting and establishment of a High Net Worth Individuals Unit to respond
to the opportunities created by automatic data interchange and country by country reporting.

5.3.

Economic recovery phase (6 months to a year)

5.3.1.

More stringent cash rationing

If tax revenues collapse during a protracted lockdown which severely depresses economic activity, financial markets do not function
effectively, Government is unable to effect wage restraint and cash balances have been depleted, then even more stringent cash rationing
may be a last resort, where revenue and expenditure is tightly managed on a month-to-month basis. This is a second argument for ringfencing COVID-19 spending from mainstream government operations through the Special Appropriation Bill.
To maintain open, well-functioning capital markets, government would have to continue to pay debt service costs. For income protection,
basic civil servant salaries and transfers to households also need to be protected. But other transfers, maintenance, research, skills
development etc. will all have to be drastically cut, even though these may be the very expenditures necessary to accelerate the pace, and
change the nature and direction of, growth.

5.3.2.

Further tax mobilisation measures

Suggestions of a once-off COVID-19 wealth tax have been made, as a solidarity measure to ensure that the internationally mobile elites who
were so instrumental in its early transmission share the pain of post-corona adjustment equitably. The issue of a wealth tax was considered
by the Davis Tax Committee which recommended that further work be done on its design and implementation modalities to ensure that
the proceeds of the tax exceed its cost of collection. At present income and liability data and the requisite administrative systems are not
available, therefore this option is not feasible in the medium term.
Consideration can however be given to creating a new income tax bracket temporarily of R2 000 000 per annum and above. In the past, this
would have triggered brain drain and skills flight, but in a post-pandemic world emigration is likely to be much more difficult for the next 2
years. Clear communication that this would be a temporary measure with a clear termination date that is well communicated up front could
increase its acceptability, especially as many other countries are likely to also introduce similar measures.

5.3.3.

Institute a temporary holiday on non-basic salary contributions

Government as employer and employees may consider taking a temporary contribution holiday. Government may then redirect its
contribution funds to temporally supporting funding of the basic salary component, mindful of the imperative of the GEPF to maintain its
flow of benefits., mindful of the imperative for the GEPF to maintain its flow of benefits (Sachs, 2020). Private sector pension funds which are
defined contribution based, are likely to be hard hit by falls in the values of underlying investment asset classes. Public sector pensions in the
GEPF, by contrast, are defined benefit, and will therefore continue to be underwritten by the taxpayer. The shortfall created would however
create a new contingent liability for the fiscus if the funding level of the GEPF falls below 90% as a consequence of the use of its assets for
Covid-19 interventions.
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Briefing Notes in Response to COVID-19 Crisis

5.3.4.

Public service basic salary cuts to minimise retrenchments

Cutting public sector basic salaries as a short term COVID-19 response would be undesirable except as an extreme cash rationing last resort
measure. Its impact is likely to be highly pro-cyclical, given the high multipliers associated with public sector employees’ income as well as
high dependency ratios.
Reduction of nominal basic salaries of civil servants is generally not a politically palatable policy option and even employers in countries with
flexible labour markets, such as the US, are often reluctant to do so because of its deleterious impact on the morale of staff, on productivity
levels and on aggregate demand. But given the nature of the shock to the fiscus, there may be few alternatives, since 6 years of fiscal
consolidation and expenditure ceilings have already cut spending to the bone in many sectors. Moreover civil servants salaries have increased
by about 40% in real terms over the last 12 years, well in excess of comparable private sector salary growth rates.
It should be borne in mind that public sector wages – in a cash constrained environment – are always a first call on available resource. The
public sector – unlike private firms – cannot go bankrupt. Therefore civil servants have a comprehensive taxpayer backed employment
guarantee which private sector formal employees certainly do not have.
Salaries may have to be capped across the public sector a particular ceiling (e.g R1 million gross per annum as a salary sacrifice at senior
leadership level if salary cuts become necessary at lower levels, with refunds only after the pandemic has been brought under control. This
is being done in countries like Malaysia and India, both in the private and public sectors.
The 2020 Budget Review projected a reduction in the rate of growth in the wage bill in the hope of raising R160 billion over the MTEF. This
was included in the Budget Review before an agreement was reached with labour unions. Labour rejected the plan and it will be very difficult
to negotiate now during the Covid-19 pandemic. However, should government’s fiscal position degenerate alarmingly, a 10-15% cut in the
salaries of all government workers should be considered and ideally negotiated with organised labour. According to the 2020 Budget Review,
compensation of employees for the 2020/21 fiscal year is R576 814 billion, approximately 30.7% of total consolidated expenditure. As a rough
estimate, if 15% were cut from the total compensation, Government would save about R192 billion.

6. MONETARY POLICY INTERVENTIONS
The constrained fiscal space available means that significant monetary easing becomes indispensable to effective crisis response. Under
normal circumstances, the SARB implements monetary policy exclusively through short term interest rates. Now the crisis demands, urgent
SARB interventions which can also lower long term rates. The most important near term task is to inject liquidity into the circulation flow of
the economy. Therefore, legislative requirement or practice that prevents liquidity from entering the system or worse still lead to “leakages”
from the circular flow of the national economic system need to be suspended temporarily.
Below is a selection of actions SARB can take, depending on the severity and duration of economic impacts of the COVID-19 crisis:
1. Lowering the short term policy rate: Depressed demand and a benign inflation outlook create the space for lowering interest rates by
a further 200 to 250 basis. SARB’s normal 50 basis points incremental approach is unlikely to convey Government’s commitment and
bolster waning investor confidence, and reduce the positive shock element from its interventions. A significant drop in the policy rate
should provide a boost to spending and assist Government with the servicing of outstanding debt. There is a risk however that monetary
easing will increase pressure on the rand and trigger further outflows.
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2. Large scale asset purchases (LSAPs) can be thought of as traditional open market operations (OMOs) in secondary markets in which the
central bank changes the monetary base by buying and selling assets in exchange for reserves, but on a much larger scale and over a
longer duration. Traditionally the central bank would use OMOs to meet the demand for reserves at its target interest rate, requiring
relatively small, short-lived fluctuations in the level of reserves. The amount of liquidity injected must be sufficient to keep financial
markets functioning when businesses face shut down and households face loss of income and employment, and investors and depositors
are rapidly divesting in substantial volumes, to restore economy-wide confidence and to shift market expectations towards substantially
lower long-term bond rates.
1. Jointly funded concessionary lending fund for commercial banks: Set up a fund which commercial banks can access at favourable
terms for on-lending to SMEs and businesses which are able to expand in the short term. Such businesses would be in sectors such
as food security, hygiene products, hand sanitiser and importantly, all import substitution industries which can scale up investments
quickly if the cost and access to credit is loosened immediately and materially. To ensure good selection, access to this fund should be
tied to banks putting up their own resources on 60/40 basis so that SARB’s funds can leverage use of deposits for the same purpose
2. Temporary credit guarantee scheme: Partly related to (3) above, SARB could set up a temporary Credit Guarantee Scheme on behalf
of Government for SMEs to help mitigate elevated risk of lending by partially underwriting the risk. This would entail risk sharing with
commercial banks carrying 75% of it to avoid moral hazard and enforce effective screening. Such a scheme could be hived off after
five years to be private sector. SARB would use the fund outlined in point (3) above capital and would bring its credibility to bear. This
should be designed, announced and operationalise as a matter of urgency, ideally within the next 2 weeks.
3. Prudential regulation amendment to increase domestic borrowing: Relative to our peers South African banks hold a low portion of
government debt, as such the regulations should be revised to encourage greater uptake of government debt by banks. For the other
classes of savers (households/ corporates) who wish to save, Treasury and SARB should consider marketing a range of securities that
would service their needs. Prudential regulations may need to be adjusted to reduce the stock of foreign assets held by domestic
managers, force a reallocation into domestic assets. Pension funds managers channel almost 30% of the country’s pension funds
overseas for diversification reasons. To prevent liquidity leakages, the split between domestic and international, and the split between
listed and unlisted equities needs to be reviewed.
4. Fiscal transfer backed short term liabilities: The SARB can also offset the liquidity shortage by issuing short-term liabilities backed by
fiscal transfers, i.e. interest bearing reserves or treasury bills.
5. Cash advances against appropriated budget commitments: Budget reallocations for funding the health interventions and safety
nets are commitments. But interventions typically need immediate cash which could result in a timing mismatch with actual flow of
revenue into the government accounts at SARB (as banker to government). To mitigate this cash flow mismatch, SARB could extend
cash advances against approved (appropriated) budget commitments, which would be captured by change of Government position
with SARB in its accounts to be made good as revenue accrues. This is not a financing instrument, rather it is a cash flow management
tool. The more frequently used practice currently instead of this overdraft facility is the use of rediscounting Treasury Bills which
should also provide cash but is subject to maturity profile of the government stock of Treasury Bills.
6. Quantitative easing (QE): In theory, QE is a policy which seeks to change the size of the central bank’s balance sheet, increasing
liabilities through the creation of new reserves or other liquid fiscal liabilities. Often these reserves are then used to purchase assets
from the financial or private sector. Credit easing (CE) differs in that it targets the asset side of the balance sheet, specifically the
compositional mix of assets held by the central bank. In pure CE, the level of reserves and the subsequent size of the central bank’s
balance sheet do not change. In practice, most central banks’ reactions to the crisis, including the Fed’s, have elements of both
quantitative and credit easing. It should be noted that the SARB’s current statutory framework does not make allowance for bond
purchases on the primary market, which rules out this option in the short term. This is quite an extreme option which would interfere
with bond pricing in a relatively small market such as South Africa, and the same effect can be achieved by ramping up the SARB’s
purchases in the secondary bond market.
7. Direct loans to government by the SARB in extremis: These being no ordinary times (pandemic) and the fact that the crisis hit at a
time of very limited fiscal space, countercyclical support may require that SARB finances part of the gap between need and available
resources (local and international) through a direct loan (hold government paper) at market rate for use now - against future revenues.
This is equivalent to stretching the time horizon of running primary surpluses to repay the debt, provided it triggers growth recovery
and expansion of revenue base. This would accompany serious reforms to ensure desired outcomes. With core inflation at 3.7% and
high levels of unused capacity, such injection of aggregate demand may be benign to inflation. Modern Monetary Theory does not
consider this a heresy and the law permits this with SARB’s Board exceptional approval. (SARB Act of 1989, section 10 (f), with the
quantitative limits to be observed specified in section 13 (f) of the same law).
8. Last resort restrictions on capital market outflows: Should tax revenues collapse completely, financial markets fail to function,
insufficient international financial capital can be secured and cash balances are depleted, then capital market regulation and macroprudential measures that curtail capital outflows and shift domestic funds into the bond market may need to be considered.
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Appendix 1: Fiscal policy responses already announced
These measures include:
1. Introduction by the Unemployment Insurance Fund of a Temporary Employee Relief Scheme (TERS) of over R30 billion to enable
companies to pay employees directly and avoid retrenchment
2. The Employment Tax Incentive has been expanded to provide a subsidy of up to R500 per month for the next 4 months for private sector
employees earning below R6500, and payment of employment tax incentive reimbursements will be accelerated
3. From 1 April, social grants for older persons and disability grants increase to R1 860, for war veterans and older persons older than 75
years to R1 880, foster child grants to R1 040 per child, care dependency grants to R1 860 and child support grants increase to R440 per
child
4. Allocation of R500 million to assist SMEs that are in distress through a simplified application process
5. R3 billion for industrial funding to address the situation of vulnerable firms and to fast-track financing for companies
6. R200 million to assist SMEs in the tourism and hospitality sector
7. The Industrial Development Corporation has allocated R3 billion in funding for firms which produce essential goods to scale up their
operations.
8. Permitting tax-compliant businesses with a turnover of less than R50 million to delay 20% of their pay-as-you-earn liabilities over the next
4 months and a portion of provisional corporate income tax payments without penalties or interest over the next 6 months
9. The South African Future Trust has been established to provide a further R1 billion in zero interest funding to SMEs in distress
10. Government made an initial seed funding available with R100m from National Treasury and R50m from the National Lottery
11. Temporary reduction of employer and employee contributions to the UIF and employer contributions to the Skill Development Fund
12. Paying employees who fall ill through exposure at their workplace through the Compensation Fund
13. All major banks have announced options for payment holidays and debt restructuring for SMEs and individuals unable to meet their
obligations.
14. Commercial banks were exempted from provisions of the Competition Act to enable them to develop common approaches to debt relief
and other necessary measures

Appendix 2: A Primer on Social Impact Bonds
Social Impact Bonds (SIBs) are a new financial instrument that governments can use to finance social projects such as the Covid-19 emergency
response. There are about 60 SIBs in 15 countries, raising more than $200m in investment. SIBs have the potential to strengthen incentives
and support innovation in the public sector. Still, like any financing scheme, they also present new challenges.
A SIB begins when a government agency identifies a social problem it wants to address. The agency then contracts with an organization to
serve as an intermediary and administer the program. The intermediary raises capital from investors and uses those funds to support service
providers who have a plan to address the agency’s targeted problem. After a predetermined period of time, an independent evaluator will
assess the service providers’ progress towards the goal. Then, the government will reimburse the investors based on a formula established
by the original agreement. If the program is successful, investors will be reimbursed for their investment. If it is not, they will lose money and
potentially their entire investment, depending on the terms of the agreement. Agreements sometimes provide guarantees to investors to
minimise their exposure to risk.
All SIB agreements have two important elements in common: accountability and up-front financing. All SIBs hold investors accountable for
the success of the project and incentivise them to find successful programs. Given that they desire investors’ capital, both intermediaries
and service providers have an incentive to deliver results. SIBs also provide service providers with up-front capital and thus help non-profits
overcome the financing problems that so often stifle progress in the social sector.
Social investment, social enterprises and SIBs are part of a funding mix that includes loans and traditional grants. SIBs cannot be seen as a
replacement for these other sources of funding, but is part of the basket of tools that can be used. SIBs are a worthwhile funding mechanism
to consider if addressing the social issue leads to cost savings for government. However, they are not necessarily the best mechanism to
consider even in such circumstances. The experience so far with SIBs globally demonstrates that much learning happens as individual SIBs
mature.
SIBs were first launched in 2010 through a United Kingdom program called Social Finance UK. The programme sought to reduce the rate of
recidivism at Peterborough Prison in Cambridgeshire. Following the UK program, the SIBs model was applied in the US in 2012. New York
City initiated its first SIB contract through an education and social policy research organisation called Manpower Demonstration Research
Corporation (MDRC). SIBs have since been used to fund projects such as Early Childhood Development, Workforce Development, and
Homelessness in the US.
South Africa became the first middle-income country to fund impact bonds for early childhood development (ECD) in 18 March 2016. The
Departments of Social Development and Health of the Western Cape committed R25 million in outcome funding for three SIBs for maternal
and early childhood outcomes.
Many commentators promote SIBs as the solution to many social ills in society. In actual fact, SIBs make up a very small proportion of the
social investment market and need to be seen as part of a funding mix that includes the social enterprise model. Bubley (2013) estimates that
the value of the global SIB market is around $50 million.
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The main advantage of SIBs is that they create a financing mechanism for implementing and testing innovative approaches to social
service delivery. Generally SIBs focus on preventative social services that are needed. If these approaches are successful they improve social
outcomes while also saving taxpayers money. They increase the social impact of non-profit innovations, and are able to reach more people
than traditional state contracts can by tapping into new sources of capital, including trusts and private investors.
Briefing Notes in Response to COVID-19 Crisis

Appendix 3: Medium term structural reforms
South Africa entered the Covid-19 pandemic in a recession that was characterised by low investor and consumer confidence, weak investment,
significant inefficiencies within State Owned Entities, falling real incomes and extremely high rates of unemployment. In these turbulent
times when the health and economic security of the South African people hangs in the balance, temporary participation of the SARB in quasifiscal operations should not be ruled out. The SARB may have to step in to backstop government-guaranteed lending to the private sector or
support the balance sheets of public institutions that are critical for national response to the disaster.
1. While these parlous economic and fiscal circumstances can be traced back to a variety of factors, the Covuid-19 crisis could provide an
opportunity to address six of the most fundamental structural challenges:
1. Fiscal consolidation for medium term sustainability: The medium term process to reprioritise expenditure towards addressing the
Covid-19 crisis presents an opportunity to begin making further strategic changes to budget allocation through reducing allocations
to public sector wages and inefficient SOEs. Wholesale reform of the public sector wage bill and the SoE sectors would provide secondround benefits through business and investor confidence.
2. New tax instruments: Once the Covid-19 pandemic is well on its way and economic growth restored, it will be important to identify new
revenue sources. One option may be a new digital services tax (DST) on foreign companies doing business with South African users, such
as social media platform, search engines or an online marketplaces. South Africa is currently involved in regional (ATAF) and international
(OECD) discussions to develop a consensus based approach to DSTs by the end of 2020. Should this proceed as planned, then a DST for
South Africa may well be feasible by 2023.
3. SOEs vital for revitalising growth must be strengthened and the rest divested. South Africa has about 732 state-owned companies. Most
of them are currently in a bad state due to many years of mismanagement, maladministration and corruption. In the past two years,
governance was brought back with the appointment of new boards and executive teams. However, funds from the state were insufficient
to resuscitate some of the entities. Now hard choices can no longer be deferred. SOEs like Eskom, Transnet, Prasa, the IDC, Land Bank,
Transnet, Denel should be restructured and/or recapitalised. Government should to sell, list, or find strategic equity partners for noncore, non-performing SOEs. Many core SOEs act as holding companies for subsidiary companies that are non-core and compete with the
private sector, often displaying uncompetitive behaviours. Selling off these SOE subsidiaries may improve market power as well, reduce
the drain on the fiscus for bailouts and even generate more income. A report by the World Bank last year, entitled Creating markets in
South Africa, provides an in-depth analysis and evidence base in this regard.
4. Spectrum is a game-changer: The spread of Covid-19 and the lockdown has made the case for releasing spectrum even more compelling.
Mobile traffic has increased, and South Africa doesn’t have the capacity for the increase in usage. The currently available 2600 mega hertz
could be released with immediate effect to help with e-Learning, especially in rural areas. Mobile companies, such as MTN, can reduce
prices and charge R10/gig or R50/gig for 5 days. The pricing of data must be temporarily regulated for these prices to be adopted. The
government should approve a few official e-Learning sites for primary, high school and universities.
5. Energy supply reform: A well-documented opportunity exists to remove licensing for private-sector self-generation of electricity
altogether. Removing this regulatory constraint can be done at low cost and does not require an extraordinary policy process. This is
a fundamental intervention with significant potential to help the economy to get back onto a growth trajectory, as well as creating a
greener economy with a reduced energy and water footprint.
6. Sale of stake in African Bank: The SARB owns about 50% of African Bank. In its role as the shareholder, the SARB provided capital injection
of R5 billion
7. Skills acquisition: Ricardo Haussman has stated that South Africa’s ability to procure essential skills form overseas is the “biggest 500
dollar bill lying on the floor”. Reduced global activity and demand for skills at this time, along with the increased use of remote-working,
present further low-cost opportunities to liberalise the flow of scarce skills into the South African economy. Again, these changes would
result in significant second-round benefits to levels of investment into the economy.

WHAT PROGRAMMES SHOULD BE PUT IN PLACE TO SECURE INCOMES AND INFORMAL SECTOR SUPPORT IN RESPONSE TO
COVID-19?
1. BACKGROUND
This research note addresses and evaluates some of the economic measures that have been put forward or are being considered in response
to the COVID-19 crisis by the South African government.1 In Section 1 we provide a brief overview of the interventions that have been
proposed or introduced thus far by government, noting the key groups covered by these plans, and those who remain outside of the net.
The following sections focus on two of the proposed support measures in more detail to examine their coverage and cost. Section 2 thus
looks at the proposed wage subsidy for low-wage workers in the private sector and reviews the implications if the subsidy were targeted
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specifically toward smaller firms. Section 3 then considers the plan to boost the Child Support Grant (CSG) in order to mitigate income losses
for very poor households. We note that while this approach appears critical as a broad anti-poverty response, it does not serve as a suitable
mechanism to support the majority of workers in the informal sector. Indeed, we calculate that for an additional R100 paid through the CSG,
only R4.26 of this would reach the individual informal sector worker. If this intervention is adopted then, it should not therefore be framed as
a support program targeted at the informal sector.

2. THE STATE’S COVID-19 ECONOMIC RESPONSE PROGRAMS
A number of specific government interventions have been introduced, announced, and proposed in response to the COVID-19 crisis. These
all aim variously to help negatively affected firms, employees, and those who have lost their jobs. To group these measures in a simple way
for our purposes here we link them to the different segments of the economy that they target. We can think of the South African economy
as being segmented on the supply-side into three main groups: large formal sector firms, SMEs in the formal sector, and enterprises in the
informal sector. In addition to these segments, and on the demand side, there is concern for those who have become unemployed as a direct
or indirect result of the pandemic. Beyond these four categories there are of course other vulnerable cohorts, such as the unemployed and
those relying on grants, for example. However, in this note our focus is limited to those groups whose position has been negatively and
immediately impacted by the crisis. Based on the segmentation suggested here we list the support measures to provide some sense of who
is covered and who is not.
At present there are a range measures that aim to assist large firms and SMEs in the formal sector, and one geared toward retailers in the
informal sector. These measures are collected in the table below. The financial value of these measures are at present difficult to accurately
estimate. For SMEs there are several funds that do have clear budgets, although eventual disbursement values may vary over time. At present
specific earmarked state-led firm support to registered SMEs amounts to R750 million. For large firms there is a R3 billion industrial package.
For the informal economy, the Spaza Shop initiative allocates up to R3 billion. Clearly though, these support values will be higher, once the
Employment Tax Incentive (ETI) subsidy programme and the UIF payments come on stream.
At present these are the government measures that have either been proposed or already introduced. Notably, there are two significant
coverage gaps that remain.

1. Note that we do not consider here the range of private sector initiatives and interventions which have also been announced and enacted. These include for example the R1 billion
donations for SME support by each of the Oppenheimer and Rupert families. We also explicitly exclude all the specific health-related expenditures required to combat the spread of the
COVID-19 virus.
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1. The first is those workers in the formal sector who lose their jobs, or cannot work due to the shutdown, but are not registered with the
UIF and thus receive none of the proposed benefits. Data from the 2019 Quarterly Labour Force Survey suggests that 19 percent of formal
sector workers are not registered for UIF. Added to this group are those that work in private households, primarily domestic workers,
where over 70 percent of workers have no access to UIF. These workers crucially, are a targeting challenge, and hence the attempt to use
the CSG system as a mechanism for targeting these individuals.
2. The second gap relates to the informal sector where, apart from Spaza shops, there are no existing support measures in place. The
data we present in Section 3 shows that approximately 2.7 million households in South Africa rely on income from the informal sector.
However, given the nature of the sector these workers are very difficult to access using existing institutional mechanisms, and again the
CSG has been viewed as a possible channel for targeting these workers.
It bears emphasising here that arguably the key criterion for receiving an economic support package as a consequence of the COVID-19
pandemic, is that vulnerable individuals and households must have been made worse off from the pandemic. In this context, a vulnerable
individual or household, that was ex ante defined as vulnerable by some criteria (lacking employment, being a social assistance recipient)
may conceivably have not witnessed their condition change, as a consequence of the pandemic. This is an important point in ensuring that
we have optimal policy design of the COVID-19 economic support packages. With this policy design focus, we consider below the current
SME support mechanisms as well as the proposal to double the value of the CSG, with the explicit aim of reaching informal sector workers.

3. OPTIMISING THE CURRENT WAGE SUBSIDY SCHEME
As noted in the section above, in order to support low-wage workers in the private sector, the President has proposed a wage subsidy for
all employees in formal, private sector firms who earn less than R6,500 per month. This will extend the existing ETI scheme to all employees
of working age. The proposed subsidy amount is R500 per person, per month, for the next four months. Using data from the 2017 Quarterly
Labour Force Survey (QLFS) we can estimate the basic coverage and cost of this proposal. We also assess the possibility of targeting this
scheme toward smaller firms, where the ability to weather the crisis is likely to be more limited.
In Table 2, below, as per the currently proposed wage subsidy we restrict our sample to employees in the private sector earning below R6500,
who can be targeted via the tax system. That is, they must be employed in formal sector firms, and we exclude those working in private
households. There are approximately 4.4 million individuals in this group. The total cost of paying the proposed wage subsidy of R500 to
these workers, for four months, amounts to R8.9bn. This is equivalent to 5.8 percent of the accumulated UIF surplus, and at the end of this
section (in Table 3) we provide relative cost measures against other aggregate public finance spending.
Table 2. Number of Employees Earning Less than R6500 p.m., by Firm Size (2017)

Alternatively though - in order to improve our targeting of firms whom we believe may be more vulnerable to the current crisis - we may want
to restrict the wage subsidy to smaller firms only. In Table 3 (below) we take the sample above but exclude all employees in larger firms, and
only target firms employing less than 50 people.2 Essentially then, the COVID-19 support package becomes a wage subsidy to small- and
medium-sized firms only. This restriction limits the targeted sample to approximately 2.6 million employees. In doing so it reduces the overall
cost of the subsidy from R8.9bn to R5.1bn. This is equivalent to 3.4 percent of the accumulated UIF surplus.
2. This restriction is limited by the QLFS data, which does not allow for any additional firm size divisions above 50 employees.
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If, however, it is agreed that a budget of R8.9bn is feasible to spend on the proposed subsidy scheme, but the targeted group comprises
of small firms as in Table 3, the per capita subsidy value could then be increased from R500 per month to R858 per person per month –
amounting to a 71% increase per month per worker in these SME firms.
It is useful finally to examine the cost of the wage subsidy options presented in Tables 2 and 3, relative to a set of standard public finance
aggregates. This is shown in Table 4, below. In the first two rows we show the current proposal – R500 paid to approximately 4.4 million
workers across all firms – which costs R8.9bn. It also represents the cost of increasing the wage subsidy to R858 per person while restricting
the beneficiaries to those in firms with less than 50 employees. The cost of this intervention is equivalent to 4.7 percent of total spending on
Social Assistance, 0.5 percent of government expenditure and 0.2 percent of GDP. Using the same comparators for the targeted SME wage
subsidy, the last two rows show the costs when the sample is restricted to firms with less than 50 employees but the wage subsidy remains
at R500. This intervention would reach approximately 2.6 million employees and amount to 2.7 percent of the Social Assistance budget,
0.3 percent of government expenditure and 0.1 percent of GDP.

It is important to note however, that our cost estimates are based on the total number of employees earning less than R6500 in formal firms.

4. DOUBLING THE CHILD SUPPORT GRANT: AN INFORMAL SECTOR SOLUTION?
In the current crisis it is crucial for the State to use existing mechanisms to provide financial support to those who need it most. As we note
above, two major gaps still exist in regard to the State’s current economic relief strategies – informal sector workers, and those in the formal
sector who have lost employment but have no access to UIF benefits. In this regard one proposal is to use the CSGas a vehicle to direct
much-needed income to poor households that contain these two groups. Our analysis below examines how effective the CSG is at reaching
informal sector workers, and we also approximate targeting for the second group of vulnerable workers in the formal sector. We argue –
based on empirics using the General Household Survey (2018) data – that the CSG does not end up reaching most of those working in the
informal sector.3 However, should this proposal be simply to target the vulnerable in general, or indeed to serve as a much needed liquidity
injection into the economy – it could very well be the most optimal solution as an economic response to the pandemic. Indeed, if we include
low-wage formal sector workers in our target group then the ability of the CSG to reach the target group improves.
3. It is not possible for us to accurately identify UIF coverage in the dataset we use and we thus create a set of proximate vulnerable worker
categories to assess CSG targeting for this group. It is not possible for us to accurately identify UIF coverage in the dataset we use and we
thus create a set of proximate vulnerable worker categories to assess CSG targeting for this group.
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It is worth highlighting that our focus is on the informal sector, as opposed to informal employment. The informal sector is defined by Statistics
South Africa (2008) as including employees who work in establishments that have fewer than five employees and that do not deduct income
tax from their remuneration, as well as employers, own account workers and unpaid workers in household businesses who are registered for
neither income tax nor VAT. Informal employment, by contrast, covers employees in the formal sector and private households who are not
entitled to basic benefits (e.g. pension, medical aid) and who do not have written employment contracts, as well as all workers in the informal
sector. In other words, informal employment is a broader concept that includes within it those working in the informal sector.
Below we examine the coverage and impact of increasing the CSG in relation to informal sector workers who comprise a vulnerable and
particularly hard-to-reach segment of the labour market. We do this by identifying households that contain CSG recipients and looking at
how many of these households contain informal sector workers. The main message is contained in the bottom portion of Table 6, which
shows that if the CSG is temporarily increased, only 20 percent of the additional spending will reach households that have an informal
sector worker, and if we assume household income sharing less than 5 percent will reach the individuals themselves. Policymakers should
therefore be aware that this plan does not adequately address the needs of those in the informal sector as it is formally defined. In Table 6
we also examine how many workers without UIF, and low-wage workers in the formal sector, are likely to benefit from an increased CSG. The
numbers here suggest that if we focus on this broader vulnerable group the CSG does have a relatively wide reach. In Appendix 2 we show,
for example, that if we include informal sector workers and formal sector employees earning less than R6500 per month, the CSG reaches
50.8 percent of households with at least one member in this grouping.
A key challenge in providing support to informal sector workers in particular is that there exists no registry of employers or workers through
which they can be accurately identified and targeted. Given the constraints on face-to-face interactions at this time, targeting of these
workers for support will need to rely—at least in the short term—on existing welfare mechanisms. In Table 5, below, we begin by assessing
the extent to which informal sector workers can be accessed through the grant system. The table shows the number of informal sector
workers that were co-resident with at least one recipient of a social grant in 2018. We single out the old age grant and the CSG, as these are
the two largest grants in terms of beneficiaries and total cost. Only 10.6 percent of informal sector workers were co-resident with a recipient
of the old age grant. By contrast, 43.7 percent were co-resident with a recipient of the CSG. In rural areas this proportion was as high as 55.4
percent, compared to 37.3 percent in urban areas.

It is clear that among informal sector workers who were co-resident with a grant recipient the vast majority were co-resident with at least
one recipient of the CSG. This makes the CSG the most suitable grant mechanism to use if one is trying to support workers in the informal
sector through the grant system. It has been proposed that the value of the CSG be doubled from the current R445 per month, to R890 per
month. The estimates that follow are based on this proposed increase, and the assumption that there are currently approximately 13 million
CSG beneficiaries (the number provided for the 2020/21 financial year in the 2020 Estimates of National Expenditure).
Table 6 below, presents estimates of the effect of doubling the value of the CSG at the household level, where results are disaggregated
according to four main household types: those with informal sector workers and at least one CSG recipient, those with informal sector
workers and no CSG recipients, those with no informal sector workers and at least one CSG recipient, and all other households. The first four
rows of the table provide a basic overview of these household types, where it is immediately clear that the majority of CSG recipients (80
percent) live in households with no informal sector workers. Translated into number of households the data show that approximately 5.6
million households in South Africa receive at least one CSG and only 1.1 million of these have an informal sector worker in the household.
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The next five rows of the table identify a set of other vulnerable groups outside of the informal sector to see in the same way, how they
overlap at the household level with CSG recipients. We create three categories of formal sector workers based on wages: those who earn
less than R3500, those who earn between R3500 and R6500, and those who earn below R6500 (which is simply a combination of the first two
groups). In addition, we look at UIF coverage where we estimate the number of employees in the formal sector without UIF coverage and
show the coverage rates for each household type. For all of these groups the majority resides in households that do not receive the CSG.
However, there are still a large number of individuals in CSG households, and particularly in households that do not have an informal sector
worker, which suggests that this increases the effective reach of the CSG. We provide more details on this in Appendix 2.
The middle rows of the table calculate the income transfers associated with the additional ‘boost’ to the CSG of R445, showing how it would
be divided across the four household groups identified here. The total cost of the proposed 4-month boost to the CSG is R23.7bn. Of this
amount, R4.7bn would accrue to households with an informal sector worker, and R19bn would accrue to households with no informal sector
worker. At the household level the additional transfer is associated with an average increase in total household income of R357 per month
across all households, and an average increase in per capita income of R103 per month. This is, however, averaged across many households
not receiving the CSG. Amongst households that do receive the CSG the boost is over R1 000 per month – R1 068 for households with an
informal sector worker, and R1 044 for households with no informal sector worker.

The bottom half of the table is key as it presents estimates on the proportion of the additional spending that eventually reaches informal
sector workers. The total additional amount spent on the proposed transfer is R5.9bn per month. Of this monthly total, R4.7bn goes to
households that do no have an informal sector worker. Assuming equal sharing of the additional cash amongst household members, a
further R928 million accrues to informal sector workers’ household members (who are themselves not informal sector workers). This means
that just R252 million of the additional spend is expected to reach informal sector workers themselves – which is less than 5 percent. The final
row of the table shows that R1.18bn (19.9 percent) of additional spending reaches informal sector worker households. We provide a diagram
showing how the CSG filters through to households in Appendix 1.
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As noted above in Appendix 2 we provide alternative scenarios, given the restrictive nature of the informal sector definition in the GHS, of
the number of vulnerable workers across CSG households. The scenarios have been re-run to identify 32 household types across urban and
rural areas whether they include informal sector workers or not; CSG recipients or not; very low wage formal sector workers or not; low wage
formal sector workers or not and ‘high’ wage —as in not low—formal sector workers or not. These categories are then analysed to estimate
the extent of leakages as we expand the target group from informal sector workers, to informal sector workers plus formal sector workers
earning <R3500 per month, to informal sector workers plus formal sector workers earning <R6500 per month, to informal sector workers
plus all formal sector workers. For informal sector workers plus formal sector workers earning less than R3500 the proportion of ‘accurate’
targeting rises to 40.2 percent, and then to 50.8 percent if we expand further to include formal sector workers earning <R6500. The absolute
maximum that appears to be achievable using the CSG is if one targets “all workers” (informal plus all formal sector workers) where the
percentage rises 61.2 percent.
Finally, to provide some clarity on the costs of the proposed intervention Table 7 compares the overall spend to several public finance
aggregates. Put simply, doubling the value of the CSG to R890 per month for a period of four months would cost R23.1 billion, which is
equivalent to 1.3 percent of total government expenditure, 6.2 percent of the projected budget deficit, 0.4 percent of projected GDP and
15.2 percent of the accumulated UIF surplus.

5. COVERAGE AND COST OF CURRENT COVID-19 SUPPORT
To conclude, we provide below a basic cost estimate of the relief measures listed in Section 1 organised according to the major targeted
groups, together with the CSG intervention, should this be promulgated. This is of course preliminary at this stage as many of the planned
measures cannot be costed; we therefore only include those where a fixed budget has been announced.
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In the same way we try to provide rough estimates of the number of individuals covered by these measures, where we only consider the
direct beneficiaries of each measure. In the table below then we offer estimates of coverage, cost, and relative cost as compared to a set of
basic public finance aggregates. The figure then summarises the total costs for the key public finance indicators. Should the CSG boost go
ahead and with an optimal SME scheme through the ETI, we estimate that total COVID-19 expenditure will constitute 0.75% of GDP and also
raise the budget deficit:GDP ratio to 10.99%. It is important to note that UIF outlays are not of course included here, in terms of reach and
targeting of the newly unemployed.

6. CONCLUSIONS
The above represents a brief overview of the SME targeting mechanism currently undertaken by government, together with a suggested
tweaking of these interventions, to focus explicitly on small businesses. Whilst the employment subsidy option does make sense, it is possible
that the current amounts from government may be too small to have large effects on reducing layoffs. Whether there are other mechanisms
than conditional support to firms for maintaining payrolls, would seem to be an important ongoing policy question. Specifically, we may
need to explore the idea of increasing the scale of the support to affected firms, once more data becomes available on the specific firms
being deleteriously affected by the virus.
Whilst the CSG route is no doubt the optimal instrument for targeting the vulnerable, it is not clear that it targets the informal sector very
well. It may then be incumbent on government to recognize that the doubling of the CSG grant is focused only weakly on the informal sector.
Rather, it may be viewed instead as a mechanism to increase aggregate demand at the bottom of the income distribution. It is also possible
that it has unobservable linkages to the vulnerable in both the formal and informal sector, which the data cannot pick up. In this respect, and
if this were to hold true, then the doubling of the CSG would be a policy no-brainer.
It is clear though, that with a bit more time at government’s disposal, it may be worthwhile to sketch out a more ambitious program that
goes beyond what the government has proposed to date. In other words, what would be a near-first-best response to the crisis and how
much would that cost? It is likely that the costs will be prohibitive, but such an effort might be instructive nonetheless, to make government
more aware of the scale of the needed response, and to prepare it, if the eventual effort falls far short, for the negative consequences.
Conceptually, there are two distinct stages that need to be considered. Firstly, we need to provide income support to those who have
been rendered unemployed or face a sharp fall in incomes because of the social distancing and lockdown measures being taken by the
government. Suppose we are to cover 80% of the incomes of those thus affected. How much would that cost? Secondly, there is the more
traditional Keynesian stimulus, to ensure the second round effects of the income shock are not multiplied through reductions in aggregate
demand. There is perhaps not much the government can do on this score, but we may want to question at the very least the logic of the fiscal
consolidation measures announced previous to the COVID crisis.

Appendix 1: CSG Leakages in Targeting Informal Sector Workers
The figure below illustrates the way in which targeting informal sector workers through the CSG is characterised by massive leakages. The
figure roughly disaggregates the total population into three groups: 13 million children receiving the child support grant; 3 million informal
sector workers; and everyone else (41 million). We are interested in how the first two groups of individuals are located in shared households.
As such these three categories of individuals are located in four types of households, detailed at the bottom of the figure in yellow. There
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are households comprised of children receiving CSGs and other South Africans, but no informal sector workers; households comprised of
children receiving CSGs and other South Africans, and informal sector workers; households comprised only of informal sector workers and
other South Africans but with no children receiving CSGs; and households comprised only of other South Africans, with neither children
receiving CSGs nor informal sector workers.
From the figure it is clear that a large proportion of informal sector workers live in households with children receiving CSGs (1 million).
However, the figure clearly illustrates the extent of leakages if informal sector workers are targeted through the CSG. Of every additional R100
spent on the CSG, only R20 accrues to households that also include informal sector workers. Assuming that the additional income is shared
equally amongst household members, informal sector workers in these households will receive R4.24 of the R20.

Source: Own calculations, GHS 2018, Estimates of National Expenditure 2020. Note: These figures may be slightly inconsistent with other
estimates based on 13 million CSG recipients as the 2018 GHS estimates 13.36 million CSG recipients. “Very low wage formal sector” refers to
formal sector workers with wages below R3 500 per month. “Low wage formal sector” refers to formal sector workers with wages ranging
from R3 500 to R6 499 per month. “Higher wage formal sector” refers to formal sector workers earning at least R6 500 per month. Wages are
monthly wages, unadjusted for hours worked due to GHS data constraints.
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Appendix 2: Targeting Vulnerable Workers Through the CSG: Full Scenarios
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Source: Own calculations, GHS 2018, Estimates of National Expenditure 2020. Note: These figures may be slightly inconsistent with other
estimates based on 13 million CSG recipients as the 2018 GHS estimates 13.36 million CSG recipients. “Very low wage formal sector” refers to
formal sector workers with wages below R3 500 per month. “Low wage formal sector” refers to formal sector workers with wages ranging
from R3 500 to R6 499 per month. “Higher wage formal sector” refers to formal sector workers earning at least R6 500 per month. Wages are
monthly wages, unadjusted for hours worked due to GHS data constraints.
Briefing Notes in Response to COVID-19 Crisis
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HOW SHOULD SOUTH AFRICA’S INDUSTRIAL AND AGRICULTURAL CAPACITY BE BEST DEPLOYED AND
REGULATED DURING THE COVID-19 CRISIS?
1. INTRODUCTION
This policy brief focuses on policy measures around the agricultural and industrial sectors, and competition policy (which of course cuts
across all sectors of the economy). These proposals include short-, medium- and longer-term interventions.
The objectives of these interventions include:
•
Ensuring continuity of domestic food supply
•
Minimising the negative impact of the COVID-19 pandemic on the agricultural sector
•
Proposing specific regulatory changes pertaining to the sustainability and growth of the agricultural and food sectors
•
Raising the domestic supply of urgent medical equipment
•
Minimising firm closures, job losses and loss in industrial capacity
•
Considering ‘opportunities’ in the economic recovery process
•
Preventing anti-competitive practices
•
Ensuring that competition policy does not hamper necessary co-ordination between firms in responding to urgent needs during the
immediate period
•
Ensuring that anti-competitive policy responses do not enhance market power and hurt economic recovery in the long term.
Section 1 discusses agriculture, section 2 discusses industrial policy, and section 3 focuses on competition policy.

2. AGRICULTURE
2.1. PREAMBLE
The South African agricultural and food sector (primary and value chain) will not be as hard hit by COVID-19 as other sectors of the economy.
This is mainly because the food industry will be allowed to continue operations, albeit at sub-optimal levels. However, four major agricultural
sub-sectors were not classified as part of the essential services during the lockdown period and are therefore expected to experience
particular financial losses. These include industries such as (1) wool, (2) cotton, (3) mohair, and (4) wine. These subsectors provide cashflow
to farmers to expand on other farming activities and are critical in the sustainability of livelihoods and food security at the farm household
level (farmers and workers).
The domestic food supply is secure, at least, for the next 12 months. The essential imported food products that South Africa is dependent on
are: rice (100% dependent on imports), wheat (50% dependent on imports), and palm oil (100% dependent on imports), and to a lesser extent
poultry products and sunflower oil (see Annexure for more information). There are large supplies of these products in the global market
across various geographies, which should be possible to continue importing, when necessary, as long as key suppliers do not ban exports
and keep ports for essential products operational.

2.2. WHAT SHOULD BE DONE?
The interventions needed in the aforementioned agriculture subsectors which have been negatively affected by the COVID-19 pandemic
are regulatory interventions, not financial. Therefore, the Department of Agriculture, Land Reform and Rural Development should in the
immediate to the near term:
•

Re-open wool and mohair auctions and exports (and cotton). These sectors are also linked to the animal feed industry, which itself is
an essential sub-sector supporting the meat industry. Moreover, the market is at a time where global wool demand is set to recover
somewhat, as China, which imports 70% of South Africa’s wool, is re-opening its firms after months of closure because of COVID-19.2 This
is a market that is worth about US$351 million and supports several communities, especially in the former Transkei region of the Eastern
Cape, which is also a poverty hotspot.3

1.

See Sihlobo, W. 2020. What COVID-19 means for South Africa’s agriculture and food supplies. Agbiz. Available: https://agbiz.co.za/
uploads/reports/agribusinessresearch2020/200323_What%20COVID-19%20means%20for%20South%20Africa%E2%80%99s%20
agriculture%20and%20food%20supplies_W.%20Sihlobo.pdf
See Bird, M., Emont, J. & Li, S., 2020. China Is Open for Business, but the Post-coronavirus Reboot Looks Slow and Rocky. Wall Street
Journal.Available:https://www.wsj.com/articles/china-is-open-for-business-but-the-post-coronavirus-reboot-looks-slow-androcky-11585232600
From Stats SA: http://www.statssa.gov.za/?p=12075

2.

3.
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•

Re-open wine exports and set strict health regulation for ports handling and logistics of the product. Wine is generally classified as a
beverage and all major producing countries in the world are permitting exports and sales during COVID-19. With South African exports
stalling, the country may lose competitiveness and market share in major export destinations. The industry exports approximately 50%
of its production whilst the remainder is sold in the local economy.4 While limiting sales in the domestic market would be plausible as
the country strives to reduce the movement of people, the limitation of exports could have a far-reaching impact on the sector and
also employment. The South African wine industry creates 290 000 job opportunities directly and indirectly. The limitations on exports
negatively affects the cash flow and therefore risks employment significantly.

•

Also worth noting, although not an agricultural but a logistics matter, the restrictions on the movement of hawkers and informal traders
(even if unintended) by the security sector, as well as restrictions on open-air food markets hurts household food security because
traders cannot buy on the fresh produce markets and they cannot sell as usual to customers in townships and informal settlements.5
This too is an area that requires adjustment of the regulations, not a capital injection.

•

Before relief and mitigation measures for agriculture can be considered or announced a detailed analysis of the various subsectors of
the industry must be done to assess the real impact of COVID-19. This is not a time to distribute scarce government resources without a
proper scan of the impacts. The impact on most food production industries will be marginal and farm and industry-specific. A blanket
approach is not a sound policy to address this crisis. A case in point is a recent R1.2 billion allocation by the Department of Agriculture,
Land Reform and Rural Development to support famers, which could have been used elsewhere in the economy.

Overall, for most of the commercial value chains, the immediate-to-near term interventions in the South African agricultural and food sector
(primary and value chain) require adjustments to the disaster management regulation and some other legislative adjustments, not debt
relief and mitigation at this stage. There is as yet no clear evidence that COVID-19 has caused losses in the sector to the extent that they
require funding support from the government. Any farmer support necessary, as has been the case in the previous years, would be to
smallholder farmers during the planting season, which only begins in September 2020. The government can, therefore, upon assessment of
the spread of the virus support the farming sector during the planting season. The commercial farming sector should benefit from relatively
higher commodity prices caused, in part, by the weaker domestic currency.

3. INDUSTRIAL POLICY
3.1.

PREAMBLE

Industrial policy interventions towards the following objectives in particular are crucial during this period:
•
Ensuring adequate supply of essential goods;
•
Minimising the loss in industrial capacity associated with firm closures or downscaling; and
•
In the medium- to longer-term, looking towards rebuilding (and where possible, expanding and reshaping) industrial capacity.
4.
5.
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We need to recognise that lost industrial capacity may never be regained. Given the existing weaknesses and vulnerabilities of the South
African economy pre-COVID-19, in cases where firms closing and jobs are lost due to the current conditions, the likelihood is that those losses
can be permanent even when the conditions change. That is, there is no automatic regeneration of full industrial capacity post-crisis, even
when the conditions that brought about those losses have passed. This underscores the importance of extensive, well-funded industrial
policy and other interventions in the current period to avoid a loss of production capacity and to minimise closures of firms and loss of
jobs. Here, we do not cover the broad area of support to businesses and workers, support to SMMEs, and other topics that are covered in
other policy briefs, but focus on two particular areas: industrial production of essential medical goods related to the COVID-19 crisis, and
considerations around industrial recovery, rebuilding and reconstruction.

3.2.

INDUSTRIAL PRODUCTION OF ESSENTIAL MEDICAL GOODS

There is a need to rapidly expand the supply of essential medical goods. There is a particular need for quick actions in this regard, given the
lag between decisions (e.g. around increased production of ventilators) and the effect (e.g. additional ventilators actually being in hospital
wards). Fundamentally, we need to shift towards a ‘war footing’ for the production of urgent medical supplies, given the scale, importance
and urgency – lives will literally depend on it. Even in the best-case scenario of us being able to flatten the curve as well as contain the total
number of cases in South Africa, these supplies will certainly be needed elsewhere (including possibly in the rest of the continent).
In the short-term, significant upscaling of supply of urgent medical goods can be primarily through:
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Ramping up production through existing producers, especially in the pharmaceutical sector and the medical equipment and technology
sectors, including:
Ventilators for patients
Respirators for health care workers
Personal protective equipment including masks, goggles, gowns, aprons and gloves
Sanitisers and disinfectants
Testing materials, equipment, systems and kits
Pharmaceuticals for treatment of symptoms among patients
Production of a vaccine when this becomes available
Repurposing of industrial capacity to produce goods urgently required, including:
Production of sanitisers and disinfectants by chemicals, cosmetics and liquor manufacturers
Production of ventilators (including improvised ventilator-type devices) by auto manufacturers and others
Production of respirators and personal protective equipment by clothing and textile manufacturers
We also need an assessment of what can be produced directly in state-owned enterprises such as Denel.
Depending on how the medical crisis unfolds, there may be need for new producers, but it would be very difficult for new producers to
establish themselves and initiate production during this period, so the strongly preferred options are the two above.

Some related issues around industrial production of medical essentials include:
•
•
•
•
•
•

•
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Ventilators and other medical equipment: to the extent that European countries and China pass their peaks before us, we may be able
to obtain some of these as part of international aid.
Vaccine production: South African firms may need to bid directly and/or as part of international consortia, depending on how the vaccine
process unfolds internationally. Public and private preparatory work is needed for this in advance of a vaccine becoming available.
Where there is ongoing industrial production of essential goods during lockdown, there is a need for strict COVID-19-specific health and
safety precautions to minimise risk to workers and their families and communities.
We need to ensure that there is adequate recognition as essential services all the way along the value chain of production of essential
goods.
Where necessary, government should not refrain from being prescriptive in the use of private sector capacity that is necessary for the
production of urgent medical supplies (see, for example, the directive to GM for the production of ventilators in the US).
The South African Bureau of Standards (SABS) and the National Regulator for Compulsory Specifications (NRCS) could have important
roles to play in ensuring compliance with minimum standards during this period, but we need to avoid delays and any unnecessary red
tape.
In general, incentives and support measures need to be especially simple in design and implementation during this period. There is
diminished public sector capacity to design, implement and monitor interventions, and diminished private sector capacity to apply for
and take up support. Targeting will not be perfect – some ‘undeserving’ firms will inevitably receive support and some ‘deserving’ firms
will miss out; while these should both be minimised, some margins of error will need to be accepted in favour of simplicity and ease of
implementation during the crisis period.
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3.3.

INDUSTRIAL RECOVERY, REBUILDING AND RECONSTRUCTION

Since this is the focus of another PEAC Policy Brief, we just make some brief remarks here as we look ahead towards recovery and reconstruction
post the immediate crisis period, pertaining specifically to industrial policy. Industrial capacity will be simultaneously affected by:
•
•

lower demand (both domestic and international) for manufactures, as well as by
constraints on supply (including along value chains), associated in the present moment with the lockdown and thereafter by any
extended lockdown, social distancing measures, absenteeism of workers due to illness, etc.

3.3.1.

PHASED RE-ACTIVATION OF ECONOMIC ACTIVITIES

The current (and possibility extended) containment measures, together with mass testing, should over time allow for the sequential reopening of sections of the economy. This is most likely to be viable to phase geographically (as opposed to sectorally), most likely first
outside of the metros and in particular outside of Gauteng, KwaZulu-Natal and the Western Cape.
In addition, consideration can be given to re-opening of large enterprises which are economically important and where ongoing screening,
monitoring and testing are feasible. For instance, the re-opening of auto manufacturing factories if and where:
•
there are minimal infections in the surrounding communities from which the labour force is drawn;
•
some social distancing and other protective measures (COVID-19-specific health and safety protocols) are feasible both on-site and in
transporting workers to and from the workplace;
•
physical reconfiguration of workplaces where necessary, to maximise social distancing and with barriers/screens as necessary;
•
regular (e.g. twice-weekly) screening and testing can be implemented;
•
there is readiness to curtail or shut down operations and provide support and treatment to workers and their households, should
multiple cases be detected.

3.3.2.

OPPORTUNITIES FOR INDUSTRIAL PRODUCTION

While dealing with this crisis and its devastating impact on the lives of people across the spectrum and the severe economic fall-out, we can
also identify opportunities for minimising the long-term economic impact and how best to rebuild post-crisis:
Potential opportunities for expanded production could be associated with:
•
Disruption in global value chains (GVCs) and supply chains, starting with imports from China, give rise to opportunities for import
substitution and possibly inroads into certain export markets.
•
Furthermore, where production capacity has ramped up in the short-term, can this translate into export capacity after the immediate
crisis, e.g. of medical equipment and supplies.
•
This period is seeing the reconfiguration of supply chains and of the interface between manufacturers and the business logistics sector.
It is also seeing the increased use of technologies, including 4IR type technologies, such as online retail and other forms of digitalisation,
and movement towards larger-scale production through 3D printing. This presents opportunities for sustained technological upgrading.

3.3.3.

THEPOLITICALECONOMYOFINDUSTRIALPOLICYANDTHEROLEOFTHESTATE GOING FORWARD

The feeling of ‘we’re all in this together’, social solidarity and enhanced co-operation between the public and private sectors during this
period, may provide a basis for improved ongoing co-operation going forward. It will be important to capitalise on goodwill and emerging
co-operation, for instance in deepening meaningful social partnerships and social pacting.
Economic reconstruction and revival will need to be led by a state-driven mass infrastructure programme. The demand stimulus from this
needs to be maximised. More broadly, there will be a need for an expanded and strengthened role of the state in rebuilding and reshaping
the South African economy.
The economic reconstruction programme will also present opportunities for promoting structural transformation, shift to green industrial
policy and just transition, and other desirable goals. Rather than just rebuilding ‘more of the same’, this presents an opportunity for
incentivising and promoting the types of activities that policymakers want to see more of in the South African economy.

4. COMPETITION POLICY
Keeping markets competitive and inclusive is no less important during times of COVID-19 crisis (and the upcoming COVID-19 economic
recession) than during normal times.6 Competition policy primarily addresses the problem of market power. The COVID-19 crisis
forces us to reconsider how competition policy should shaped during this time of crisis and upcoming time of the COVID-19 economic
recession.7 We use the term “competition policy” broadly, encompassing competition advocacy as well as enforcement.
6.
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As one maps the course ahead for competition policy, the first step is to diagnose the current situation. The current situation does not
result from public policy failures in South Africa. To be clear, COVID-19 crisis is first and foremost a public health crisis. To address the
public health crisis, government has insisted for the well-being of us all that people quarantine at home and businesses lock down,
inducing an economic downturn to an economy already at its knees.

| South African Presidential Economic Advisory Council

PEAC Annual Report December 2020

7.

Economic historians reviewing the economic data in the years to come, will most likely label March 2020 the beginning of a COVID-19
economic recession.
8. Competition laws, which prohibit agreements that harm competition, are an important tool to protect consumers in times of a crises like
the Covid-19 pandemic. At the same time, however, uncertainty over competition laws must not deter legitimate private cooperation.
Briefing Notes in Response to COVID-19 Crisis

4.1.

COMPETITION RULES AND COVID-19 CRISIS

The exceptional circumstances of this time and their related challenges have triggered the need for businesses (big and small) to cooperate
with each other in order to overcome the crisis to the ultimate benefit of consumers. Because of these exceptional circumstances, it is
more important than ever that businesses and consumers receive protection under competition law.8 Despite the profound disruptions the
COVID-19 crisis is causing to markets, competition law continues to remain in full force and effect.

4.2.

SHORT-TERM POLICY RESPONSES TO THE COVID-19 CRISIS

Government is commended for responding timely to the COVID- 19 spike in demand for particular goods and services, and the corresponding
spike in prices. Short-term competition policy responses so far have included: 9
a. temporary block exemptions from competition law in certain sectors (health care, banking, and retail sector). Allowing firms to coordinate
for the purpose of maintaining security and availability of supply. The temporary relaxation of competition allows, for example, banks to
coordinate in respect of payment holidays and debt relief for business and individual citizens subject to financial stress; and in respect
of, the extension of credit lines to individuals and businesses subject to financial stress.
2. ii. temporary price regulations, importantly stating a lower standard for considering when a price is excessive (signals increased scrutiny
		 of price-gouging) and regulations covering quantities and restrictions on sale to ensure equitable distribution and curbing stock
piling.
Business (big and small) are facing several challenges due to the effects of the actions that the government has had to take to slow the
spread of the COVID-19 crisis. Competition law is transformative legislation. Part of its purpose is to ensure that small and medium-sized
businesses have equitable opportunities to participate in the economy and to promote a greater spread of ownership in the economy by
those who were historically disadvantaged. Most small businesses are owned by historically disadvantaged persons. The SME/ historically
disadvantaged persons categories are largely overlapping. The category of firms without market power is disproportionately comprised of
small business. Valuing entry, participation and expansion of firms without power is congruent with the aim of making markets more robust
and inclusive.
Short-term small business support responses so far have included: 10
h. Debt relief fund (providing relief on existing debts and repayments);
1. ii. Business growth / resilience facility (enabling continued participation of SMEs in supply value-chains, in particular those who
		 manufacture (locally) or supply various products that are in demand, emanating from the current shortages due to COVID-19 		
pandemic);
2. iii. Government is a major part of the economy. The proposal for small businesses to delay PAYE tax payments and provisional income
tax payments over the next four months is welcome. This payment delay will help small businesses through the most challengin
months. Conversely, the government should consider accelerating payments to suppliers and small businesses to improve their cash
		 flow during this difficult time. None of these actions entail true budgetary implications as they simply rearrange the timing of
		 payments, but given the government’s ability to borrow at lower interest rates and the challenges many small businesses are facing
		 in the short term, these actions could help.
The short-term goal is to offer small businesses the liquidity they need to keep operating, and to make sure the support reaches the small
businesses that need it, rather than shareholders of big businesses.

4.3.

COVID-19 ECONOMIC RECESSION AND HISTORY LESSONS

History teaches us that businesses hurting during an economic downturn will look for ways to avoid competing and thereby reduce their
losses or boost their profits. In this quest, they are likely to find some sympathetic ears in high places in government. As an example, recall the
case of AMSA. Facing foreign competition and the global oversupply of steel in 2015/16, AMSA approached Government seeking protection
from foreign competition. The quid pro quo included settling competition cases with the Competition Commission and offering black
empowerment initiatives and investments to increase beneficiation and create employment. Even with protection, AMSA has just limped
from one hardship to another and it recently closed down its Saldanha operation (2019). The steel industry is cyclical. The primary lesson to
be drawn from this experience is that keeping markets competitive and inclusive is no less important during times of economic hardship
than during normal economic times.
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The incentive and opportunity for vested interests to seek favours from the government system will be greater than usual during the
COVID-19 crisis and the upcoming COVID-19 economic recession. It remains to be seen whether government has the resolve to resist the
vested interests, and it would do well to remember that competition policy, like a puppy, is not just for Christmas. In the sections below, we
highlight some considerations from a competition perspective that should guide government policies, support programs and regulations.
History teaches us that reducing competition enforcement during economic hard times does not promote economic recovery.
6.

7.

4.4.

Most countries have followed a similar path of giving a green light to suppliers to coordinate distribution of scarce products to cope with
the COVID-19 outbreak without fear of breaching cartel rules. Unlike South Africa, most countries have warned against price gouging but
have not necessarily insured price regulations with lower standards for excessive pricing. To caution, elevating only the concern about
excessive pricing, should not mean that price collusion or price discrimination are not concerns to worry about during the COVID-19
crisis (after all, they raise the same harms relating to the exploitation of consumers as excessive prices). Further actions are probably not
needed at this stage, beyond enforcing competition law. There is no need to reduce competition enforcement during economic hard
times. In an event such a response would not promote economic recovery.
Government has correctly not picked specific industries, but rather focused on the overall functioning of the economy.

IMMINENT COVID–19 ECONOMIC RECESSION AND THE COMPETITION POLICY RESPONSE

Perhaps an important response required from the (1) Department of Trade, Industry and Competition, (2) National Treasury and (3) Presidency
would be to play an active role in ensuring that government policies, support programs and regulations do not unnecessarily create or
enhance market power and that they harness the beneficial power of competition wherever possible. Competition concerns do not need to
drive every decision by government, but they need a place at the table far more often. There is value in integrating competition analysis into
decisions of government.

4.5.

ECONOMIC ANALYSIS OF DISTRESSED INDUSTRIES AND BUSINESSES

The same basic principles of economics apply during a COVID-19 economic recession as apply during an economic expansion in terms of
considerations for government support and/or protection. One consideration should be whether the support and/or protection makes it
more likely that employment is maintained and systemic spill-overs limited. Maintaining employment and business relationships will be
crucial to the ability of the economy to bounce back. Big business that can operate even with the COVID-19 distress may want support to
prevent equity holders from being wiped out, but that is not a goal of public policy.
4.5.1.
TRANSITORY COVID-19 DISTRESS VS. LONGER-TERM DECLINE
To be clear, when considering supporting and/or protecting a distressed industry, it is important to distinguish between a declining industry
and one “merely” facing a cyclical downturn linked to the COVID-19 crisis.11 To illustrate, consider the sugar industry, whose revenues have
been declining for some time, in large part due to changes in tastes and despite the protection in the form of a regulated cartel and tariff
protection from foreign competition. The COVID -19 economic recession will no doubt accelerated this decline. However even before the
COVID -19 economic recession began, the sugar industry was in the process of making some painful adjustments, looking at creative ways to
grow their revenues and the use of creative business models.
Another major industry that has been in trouble for some time is the South African steel industry. In this case, while there has been no
long-term decline in the demand for steel, South Africa steel manufacturers have increasingly faced pressure from foreign rivals. And the
recent sharp downturn in demand for steel has vividly exposed pre-existing weaknesses. Traditional competition principles are fully capable
of accounting for foreign competition. And the recent cyclical decline in the demand for steel provides no reason to depart from those
principles.
The South African domestic airline industry presents yet another variation: while the airline industry is hurting from the current COVID-19
crisis and the situation will get worse because of the upcoming COVID-19 recession, it is not facing a long-term decline in demand. The overall
trend in passenger-travel is upward. The distinction between secular decline and cyclical decline is important in competition because so
much competition analysis is forward looking. The domestic airline industry is likely to have fewer players after the COVID-19 crisis. A leaner
airline industry is likely to mean job losses, higher ticket fares and may take time to recover lost traffic.
4.5.2.
COVID-19 DISTRESS VS. UNDERLYING LACK OF COMPETITIVENESS
Turning to the individual firm level, one must distinguish between a firm “merely” facing COVID-19 distress and a firm whose fundamental
ability to compete effectively in the future is in doubt. The classic examples of the latter include state owned companies such as South
African Airways (SAA) and South African Forestry Company (SAFOC). SAA and SAFOC provide easy examples of firms in which government
bailouts, continued losses, corruption or financial collapse, mean that they have been run into the ground. The recent problems facing these
state-owned companies, and perceptions that these companies are “too big to fail”, and thus always qualify for government support and
protection, underscore of the value and importance of ensuring competition policy principles.
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The classic case of temporary Covid-19 distress is a firm that has important, valuable assets that should allow it to be an efficient competitor
yet is having difficulty meeting its financial obligations because of the COVID-19 economic recession. Perhaps this firm took on too much
debt when times were better, perhaps to fund an overly aggressive growth strategy. Such a firm may well need to engage in a financial
restructuring. Such a firm may need to enlist new management to set and execute a new strategy. But there are, as a general matter, good
economic reasons to expect firms with valuable, industry-specific assets to emerge from their current financial difficulties as effective
competitors. These firms merit particular support.
4.5.3.
IMMEDIATE IMPACT VS. LONG-TERM INDUSTRY STRUCTURE
We also should bear in mind that crises and recessions do end. Wise public policy involves looking ahead to the conditions likely to be present
in any industry in the medium- and long-term, and not focus exclusively on short-term conditions or effects. This is especially true regarding
mergers, which can permanently eliminate competitors in concentrated markets. Recessions are temporary, but mergers are forever.

4.6.

IMPLICATIONS OF COVID-19 RECESSION FOR COMPETITION ENFORCEMENT

Competition enforcement is a precision tool, a scalpel rather than a hammer. In the design of its analytical approaches, the overall
macroeconomic conditions are relevant and are considered inasmuch as they affect current and expected future conditions at the industry
or firm levels. Perhaps, it is worth stating that competition cases involving distressed industries and businesses arise during economic
expansions as well as during economic downturns.
5.

That said, where a COVID-19 distress would be disruptive to employment and supply chains, support is likely warranted in this unusual
case.

Businesses exit markets all the time due to bad decisions, better competitors, or bad luck. Naturally, many more industries and businesses
will be distressed during a COVID-19 recession than during boom times, including many well-run and efficient firms facing the danger of
permanent closure through no fault of their own. Inevitably, there will be more competition cases involving these businesses. Plus, to the
extent the current downturn is expected to persist, unfavourable projections for future industry conditions are relevant to the forwardlooking analysis needed in competition cases.
4.6.1.
ALLEVIATING FINANCIAL STRESS OF COVID-19 CRISIS BY REDUCING COMPETITION
Some businesses are likely to assert that their conduct is necessary for their stability or ability to survive, even if it might otherwise be anticompetitive. Put bluntly, some businesses will ask competition enforcers, government and the courts to cut them some slack during these
tough times. The response to such claims should be that we will continue to apply competition analysis methods that serve us in the creation
of an inclusive and growing economy for all South Africans.
In general, the competitive process weeds out inefficient businesses, or businesses that fail to adjust to changing tastes or technology,
and rewards businesses that are most effective at serving consumers and innovating. This evolutionary process, whereby some businesses
survive, and others fail, can be especially intense during tough economic times. These are also the times when businesses may be most likely
to seek some relaxation of competition law and be most tempted to collude. COVID-19 economic recession distress, in and of itself, is not a
competition defence.
At the same time, we need to be mindful that the economic circumstances brought on by COVID-19 will – in the absence of adequate economic
support measures – lead to the closure of firms that are not necessarily inefficient or unproductive, but which are disproportionately affected
by the current medical crisis. While the effects on firms are to some extent related to firm efficiency, there is also a strong random element,
associated for example with the extent to which COVID-19 affects individual firms’ workforce, supplier chains and customer base.
4.6.2.
FAILING FIRMS AND COVID-19 CRISIS
The COVID-19 economic recession will cause more businesses to experience financial distress. Some businesses that may otherwise be viable
but have made financial mistakes that, combined with the COVID-19 economic recession, may be driven into bankruptcy and market exit.
Others will limp along until the economy recovers. All in all, it seems reasonable to expect that there will be an increasing number of mergers
and acquisitions in the months ahead involving weak or failing firms or divisions. There may also be an element of opportunism at work, as
some firms attempt to use the current economic conditions as a pretext to secure approval of what would otherwise be anti-competitive.
4.6.3.
EXCLUSIONARY CONDUCT
The COVID-19 economic recession will be especially tough on businesses that are already weak in some respect, e.g. because they have higher
costs than their rivals or a weaker balance sheet going into the recession. Likewise, the COVID-19 economic recession will be especially tough
on small businesses that are struggling to survive and compete against big, more-established rivals with much stronger balance sheets.12
Yet today’s small businesses may have the strongest incentives to disrupt the status quo. They also may offer innovative new products and
services, so long as they can gain a presence in the market and grow large enough to reach minimum viable scale. For all these reasons, small,
new and innovative firms may be especially susceptible during the COVID-19 economic recession to exclusionary tactics by dominant firms.

65

| South African Presidential Economic Advisory Council

PEAC Annual Report December 2020

4.6.4.
PRICE MONITORING OF FOOD PRODUCTS
The COVID-19 crisis and the upcoming COVID-19 economic recession may create incentives for incumbents to exploit market power
in food markets. Concerns about market exploitation in the agriculture commodity markets will only increase. So too, will concerns that
concentration and the exercise of market power in the food manufacturing and retail sectors leads incumbents in the food sector to unfairly
exploit prices (and terms of trade) of basic foods. To address these concerns requires constant price monitoring of food products and pricing
along the value chains which takes into consideration market structures. This will be important in myth-busting or taking steps to address
the concerns.

4.7.

SUMMARY ON COMPETITION POLICY

The insights from microeconomic policies operating at the industry level should not be confused with insights from macroeconomic policies,
namely fiscal and monetary policy. The microeconomic insight is that competitive and inclusive markets are superior to monopolised or
cartelised markets for economic growth and recovery. The expansion in output resulting from competition is part of the solution to tough
economic times, not one of the causes of economic downturns. Put differently, restriction of output at the industry level, which is the hallmark
of a cartel as well as the consequence of the artificial shortage associated with monopoly prices, exacerbates the fundamental economic
problem in a recession, namely that production in the overall economy is well below capacity.
The high-level macroeconomic insight from Keynes is that facing a sharp economic downturn, the government needs to increase spending,
i.e. engage in expansionary fiscal policy, to increase aggregate demand or stimulate the economy through lower interest rates. The current
situation differs from most economic downturns, because economic activity is being temporarily held back or limited by direct governmental
action to lock down businesses in order to limit the spread of the COVID-19 virus and avoid a public health crisis.
In the very immediate period of the lockdown, stimulating demand will not help many firms. The problem is that if firms are forced to
exit markets because of their inability to meet their financial obligations, restarting firms, rehiring workers, and re-establishing economic
relationships can all be very costly, and may not happen at all. In some cases, there may be systemic contagion where one firm going out
of business can in turn bankrupt other firms (for example, suppliers). Governmental support during the crucial period of contraction will be
needed in many cases.
Others may suggest more needs to be done to support small businesses. For example, compensating for damages and providing more
liquidity. Other measures could include:
i.
encouraging public procurement from small business (and businesses owned by historically disadvantaged persons)
ii. prioritising addressing structural issues, and importantly strengthening competition in network industries.

WHAT SHOULD BE THE TERMS OF SOUTH AFRICA’S POST-COVID-19 GROWTH AND RECONSTRUCTION
PROGRAMME TO STIMULATE ECONOMIC RECOVERY AND INCLUSIVE GROWTH?

1. THE CURRENT CONTEXT
In South Africa and across the globe, the tragic and urgent health crisis of COVID-19 is quickly becoming an economic crisis that is revealing
the dysfunctions in many national economies. Moreover, this turmoil is occurring against the backdrop of the climate crisis that is not waiting
for business-as-usual to be restored.
South Africa has a specific historical milieu within which this triple crisis is playing out. Mass unemployment rooted in a history of colonial and
apartheid dispossession, is exacerbated by weaknesses in the post-apartheid state retarding redress and progress. Ongoing urbanisation
and large, impoverished informal settlements means there is the threat of the spread of COVID-19, without the possibility of effective
physical distancing, isolation and treatment. Sharp inequalities persist between rich and poor, young and old and black and white. Economic
growth has stalled, national debt is rapidly rising to unsustainable levels and plans announced to reform the economy – such a green energy
transition and the reform of telecommunications and other network industries - are not being effectively and timeously implemented.
Despite these challenges, it is imperative that the post-apartheid, democratic state be transformed into one that helps build a more inclusive
and sustainable economy, and that prepares us better for future crises. The future is not subject to deterministic forces: it can be shaped.
Implementation and coordination capacity of the state as a whole - not just the government - is critical for meeting the said imperative.
Around the world, people are looking to governments for solutions. This is a unique moment for states where they have the upper hand to
write the rules and set the direction for the future. In responding to the triple crisis that surrounds COVID-19, South Africa has a chance to
address many of the entrenched ills in its economy including inequality and unemployment, as well as support its green energy transition.
There is the opportunity to use this crisis to structure our economic systems in ways that are focused on inclusion, equity, justice and
sustainability. We must structure the immediate and long-term remedy for the crisis in ways that does not simply patch things up creating
more problems further down the road—i.e. a déjà vu of 2008 when corporate bail-outs, mass redundancies, and short-term public sector
funding increased, without curing the underlying sickness in the economy. This sickness includes an overly financialized financial sector that
around the world has been financing itself through schemes such as share buybacks—siphoning money out of the economy simply to boost
stock prices, stock options and executive pay.
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In response to COVID-19 we must increasingly use conditionality to create a different relationship between business, the state, labor and
citizens more widely. We must make sure that the cure for the immediate crisis is the stepping-stone for creating a fundamentally different
type of economy: one driven by real - not just financial - investment, growth that is inclusive, is environmentally sustainable, and is governed
via stakeholder not shareholder value.
This also means that governments and public institutions need to change as well: improving much weakened state capacity. Rather than only
stepping in to fix markets, governments need to be learn to behave more like active co-creators and co-shapers of markets. Government’s
need to be dynamic and nimble, catalyzing connections between sectors and actors, and structure publicly-funded organizations, like those
critical for public health systems, to be well-funded and driven by notions of public purpose and public value. In addition, goverments
require comprehensive social polices and ensuring that economic and social policies work together to bring about inclusive development.

2. DESIGN OF INTERVENTIONS
President Ramaphosa and his government have already taken swift and decisive action to contain the spread of COVID-19 in South Africa. It
would be critical that the President urgently initiates similarly decisive remedies to pave the way for long-term recovery.
Such interventions will strengthen the economy and society to make both more resilient to the next crisis—whether health related, climate
or financial. Indeed, one of the greatest lessons of this crisis, is that no one is safe if your neighbour is not. Both inside and between countries.
This is why public health systems must become the pillars of our welfare states. While it may cost money in the short run, the long run
benefits make it more than worth it.
Critically, for South Africa to marry its health and economic responses to the COVID-19 crisis – and its longer-term ambitions around
inclusiveness, sustainability and state capacity – the country can benefit from a mission-orientated approach where a clear purpose, direction
and rate of innovation frame and inform all interventions. Designing policy interventions within a mission-oriented framework can also help
in addressing those governance challenges faced by South Africa in the past. A mission-oriented mind-set can help in divising new
1.
2.
3.
4.

ht tps://static1.squarespace.com/static /52246331e 4b 0a46e5f1b8ce5/t /5bc987fdf 9619a71ba421a6b/1539934223134/
IDTT+WP+Paper+Stuck+in+the+Middle+2018.pdf
https://www.theatlantic.com/ideas/archive/2020/03/denmark-freezing-its-economy-should-us/608533/
https://media.sitra.fi/2020/03/24120008/kestavia-toipumistoimia-koronashokkiin.pdf
https://www.warren.senate.gov/newsroom/press-releases/senator-warren-lays-out-progressive-litmus-test-for-bailouts-to-largecorporations
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cross-ministerial governance models as well as new budgeting processes whereby resources are effectively leveraged and aligned. Too often
fragmentation in governance and implementation has undermined important policy initiatives. This health, social and economic crisis calls
for a systemic response more than ever.
First and foremost, the state must increase its capacity to use its policy arms to deliver concrete solutions. Procurement policy can be used to
stimulate investment and innovation to produce masks, ventilators, and also the array of different solutions needed for those now working
and schooling at home, such as innovations around online learning making sure no child is left behind. By using procurement strategically,
the government can also ease companies’ challenges in accessing finance for investments. Procurement, however, should be tailored to
leverage domestic productive and technological capabilities and steer a transformation of the South African industrial ecosystem. South
Africa has pockets of engineering excellence in automotive, aerospace, defence and machinery which have been badly affected by a decade
of global and domestic austerity. These are the same sectors which have been mobilised in other countries because of their capabilities and
proximity to medical device production. This crisis is an opportunity for targeted expansionary measures that stimultate innovative industrial
restructuring in these sectors. A restructuring with a purpose – delivering a transformation in the domestic industrial ecosystem around
health provision and inclusiveness will require public-private collaboration and offer an opportunity to rebuild trust across stakeholders.1
Second, the state can be a driver of inclusive growth by setting conditionalities to the help provided to businesses, so that these are less
about handouts and more about conditionalities in the public interest. As loans to business are necessary to keep them on life support, we
should not waste this opportunity to shape future investment behaviour. Should a business that refuses to help its workers in a time of crisis
be bailed out unconditionally? Contracts can be put in place so that state subsidies/guarantees/loans are conditional on workers not being
laid off unnecessarily and that, once the immediate health crisis is over, businesses having received government assistance will further invest
in worker training and improve working conditions. Overall, profits should be reinvested back into productive capacity rather than being
used for dividend payouts and/or share buybacks.
Third, at a macro level, a core lesson from the 2008 financial crisis is not to just flood the market with liquidity; but rather make sure there
are clear rules attached to those investments. Otherwise the money just ends up back in a financial sector that remains unfit for purpose,
and then does not help to lay the foundations for a proper structural recovery. This in turn has damaging effects for households depleted
of financial cushions, making it harder to afford basic goods like housing and education, and for the economy as a whole through lack of
investment in long-run growth, wages, R&D and worker training.
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Lesson from other countries
Different governments are pursuing interventions that can also be relevant for South Africa as indicated in the selected cases below.
Denmark’s government agreed to cover the cost of employees’ salaries at private companies as long as those companies do not fire staff. If a
company makes a notice saying that it has to either lay off 30 percent of their workers or fire at least 50 people, the state has agreed to take
on 75 percent of workers’ salaries, up to $3,288 per month. (This would preserve the income for all employees earning up to $52,400 per year.)
The philosophy here is that the government wants companies to preserve their relationship with their workers. It’s going to be harder to have
a strong recovery if companies have to spend time hiring back workers that have been fired. The plan will last for three months, after which
point they hope things come back to normal.2 Similarly, the leading Finnish Innovation Fund Sitra is calling for sustainability to be made into
a fundamental element within economic and employment-related COVID-19 responses by the public sector.3
In the USA, Senator Elizabeth Warren has been leading on the issue around conditionality on the bailouts. She has called for the following
“priorities and requirements to be included in any bailout package for big business.”:
•
Companies must maintain their payrolls and use funds to keep people working or on payroll.
•
Companies must provide a $15 minimum wage as quickly as practicable but no later than one year [after] the national emergency
declaration [ends].
•
Companies are permanently prohibited from engaging in share repurchases.
•
Companies are prohibited from paying out dividends or executive bonuses while they are receiving any relief and for three years
thereafter.
•
Companies must set aside at least one seat—but potentially two or more, as the amount of relief increases—on the board of directors
for representatives elected by workers.
•
Collective bargaining agreements should remain in place and should not be reopened or renegotiated pursuant to this relief program.
•
Corporations must obtain shareholder and board approval for all political expenditures.
•
CEOs must be required to personally certify a company is [in] compliance and face criminal penalties for violating these certifications.4

3. A GROWTH AND RECONSTRUCTION AGENDA
After COVID-19 South Africa’s economy will be in deep recession, unemployment and poverty will be on the rise and debt levels will be at
an all-time high. The country will need to undertake a Growth and Reconstruction Programme designed to overcome the damage wrought
by the COVID-19 pandemic by targeting a number of the country’s most important growth-impeding constraints. In this respect, it is critical
that the priorities for the transformation of the South African economy — regarding for example the energy transition, inequality, and state
capacity — be given renewed priority.
Briefing Notes in Response to COVID-19 Crisis
The financial bridge put in place to carry the country over COVID-19 will have to be paid for through the future expansion of the real economy.
To overcome the constraints imposed by historic levels of national debt, specific and accelerated plans will be required to overcome growth
impediments in key sectors including: energy & manufacturing industries, telecommunications and digital infrastructure, mining and tourism
and hospitality. Each of these sectors can contribute differently to the recovery in terms of value creation, innovation, employment, export.
Given the weak state of public finances, private sector balance sheets will have to be utilised more than ever to build South Africa’s social
and economic infrastructure, therefore dramatically improved alignment between the private public sectors will be required to ensure that
public policy goals can be achieved in this context.
Energy and manufacturing industries: ‘Green’ energy industrialisation will be facilitated by the accelerated implementation of South Africa’s
Integrated Resource Plan, which though the Independent Power Procurement (IPP) Office-managed bidding process will see a large- scale,
competitive build programme for wind and solar power. Re-regulation will also enable South African businesses to build their own generation
capacity. Upstream, South Africa should create certainty for, and incentivise, the localised production of wind and solar plant components.
Downstream, new green industrial sectors should be nurtured, such as, green fuels and electric vehicles.
Eskom’s restructuring will facilitate South Africa’s energy transition and the programme of green energy industrialisation. International and
domestic finance should be secured that conditionally links the resolution of Eskom’s debt crisis with the entity’s restructuring and the
broader just transition in the country’s energy sector. The closure and repurposing of old coal power stations in Mpumalanga should be
linked with efforts to create new employment in the region linked to the energy transition.
Telecommunications and digital infrastructure: 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 are required to fulfil certain widened access and low pricing criteria to the benefit of the broader economy. Lingering uncertainties
as to the role of the proposed publicly-owned part of spectrum should be decisively removed.
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Mining: South Africa’s mining sector can play a significant role in investment and economic growth in the post-COVID-19 era and the
sector has a particular role to play in bringing export earnings into the country. Conditional on removing regulatory obstacles and policy
uncertainties, the mining sector should commit to an expanded investment programme and the support of local industry and labour in the
fulfilment of such an expansion programme.
Tourism and hospitality: South Africa’s tourism and hospitality sector has significant growth, investment and job creation potential, but will
need to be rapidly restored post-COVID-19. Bridging finance may be required to ensure that key tourism assets and enterprises are retained.
Such support should be conditional on a carefully designed and coordinated programme of low-cost domestic and international tourism
offerings to boost tourism numbers, in a globally competitive market, as soon as possible once travel restrictions are lifted.
Way Forward: South Africa should urgently convene meetings of all relevant stake holders in key sectors – companies (privately and publicly
owned), labour, regulators and government departments – to design post-COVID-19 Growth and Reconstruction plans to ensure maximum
job retention and expanded future investment in return for accelerated regulatory reform and government support. For maximum economic
impact Growth and Reconstruction agreements should be prioritised in the following sectors, although similar processes in other sectors
could also be undertaken in future, energy & manufacturing industries, telecommunications and digital infrastructure, mining and tourism
and hospitality.

4. IMPROVING RESILIENCE AND CONDITIONS OF WORK AND LIFE
The requirement to contain the spread of COVID-19, requires creative approaches that de-link livelihoods and survival from the ability to
work and earn an income. This is important in South Africa for cohorts of people who were employed but more importantly for those who
even prior to the crisis have been unable to find work in an economy faced with widespread unemployment and job displacing structural
change.
Even prior to the advent of COVID-19, a considerable number of those employed, due to low-wage work and the historic skill profile of
many poor households, have been unable to escape poverty. These are the South Africans defined as the ‘working poor’. This situation is
expected to continue due to the distributional challenges of a financialized capitalism focused on share buybacks and dividend payouts
to maximize shareholder value rather than the reinvestment of profits. Add to this the impacts of the energy transition, the digitization of
production across different occupational tasks and this presents challenges to the creation of decent work on the scale necessary to absorb
the 6.7million South Africans without a job.
The pursuit of decent work, while important and worthwhile, in a context like South Africa is inadequate without consideration of non-wage
forms of eking out a livelihood. South Africa already provides a combination of work guarantee (through the Community and Expanded Public
Works Programmes) and social transfers (to the aged, care givers, military veterans and the disabled). However, these programmes, whilst
expansive and alongside other social wage elements (subsidized transport, free housing, municipal services, healthcare and education for
the indigent); still miss many of the vulnerable, aged between 18-59, able-bodied and economically inactive. The challenge of this grouping
brings into focus the suitability and sustainability of the much-touted universal basic income (UBI).

5. WAGE AND INCOME SUPPORT ISSUES
Given the speed at which a response is required to COVID-19, the more that salary payment channels and social grants can be sustained
during the lockdown period, the less will be the disruption to public and private financial institutions. Out-of-the-box interventions, mostly
based on the adaptation of existing institutions and mechanisms, could include:
•
increasing, or even doubling, social grant payments for a few months,
•
mechanisms to secure salary payments of employees in the public and private sectors for a few months, with the aim where possible of
keeping those businesses operating, in all likelihood remotely, and below full capacity (keeping the economy in a lockdown, rather than
a shutdown);
•
where businesses are forced to close operations (even temporarily) mechanisms such as the newly proposed Unemployment Insurance
Fund’s Temporary Employee / Employer Relief scheme should be rapidly operationalised;
•
for those not covered by the above, but with bank accounts, the banking system could be used for enabling some basic income
guarantees.
•
for those not covered by the above, and who do not have bank accounts, direct support measure including food and care should be
introduced.

6. BASIC INCOME GUARANTEES
The Universal Basic Income (UBI) is an unconditional cash transfer to all citizens/residents in a country. For the purposes of our discussion
below, we use a ‘targeted variant’ (due to other existing forms of social benefits) of the same concept and apply it to vulnerable groups not
currently receiving social benefits. The ultimate test of whether a UBI would be feasible, suitable and sustainable in South Africa would be
determined by its impact on poverty and inequality. Moreover, its impact on vulnerable groups currently not receiving any social benefits.
This according to the ILO depends on the level of benefits and the capacity of these benefits to meet the food and non-food needs of these
households and the mechanisms of its financing.

69

| South African Presidential Economic Advisory Council

PEAC Annual Report December 2020

•

•

Level of Benefits: A UBI should be able to provide a basic standard of living, ‘universally’ so, to all its citizens, especially those without any
other source of income. In South Africa, this level of benefits ought to be benchmarked around the lower bound poverty line of R810,
which refers to the food poverty line plus the average amount derived, according to Stats SA data, from non-food items purchased by
households close to the poverty line. At the current lower bound poverty line, initially targeting the 18-59 group without any current
social benefits, this would cost R12.23 billion (excl. service fees) a month. A lower amount of R600 has been proposed by a working
group within the Presidency, mooted for a 3-month period is costed at just over R27.1 billion. These benefits would have to be indexed
to inflation, wages or any other cost of living indicator for regular review and adjustment.
Source of Funding: In order to ensure redistributive impact of the UBI, the funding sources for the UBI should be non-regressive. In other
words, funding mechanisms should maintain the progressive nature of our public revenue raising approaches, which draw a larger
proportion of tax revenues from high income earners relative to poorer households. This suggests the exploration of ‘new’ financing
sources or reprioritization of existing expenditures or foregone revenues (i.e. tax incentives). Possible areas could include taxation on
financial (Tobin taxes) and digital transactions (such as the platform economy revenues or revenues gained from robotic work).

Moreover, any basic income guarantee ought not to take with one hand, what it would give with the other. It should not be displacing of
other social wage interventions, but rather supplement these. Furthermore, it should shift the asymmetry in power between low wagelow skill workers and employers of those with limited skill, by affording these workers the choice not to engage in the labour market on
unfavourable terms (increasing reservation wages), thus avoiding a ‘race to the bottom’.
Below we consider some of the other social wage areas, crucial to COVID 19 containment efforts and broadening the resilience of communities
to respond to crisis, with a special focus on water and sanitation and human settlements.

7. WATER CHALLENGES
The spread of COVID-19 and the measures adopted in response, by the South African government have exposed the structural deficiencies in
the provision of basic public goods necessary to respond to containment efforts. One example of this is access to water; which is crucial to the
precautions required to prevent infection. Water services to households are provided by a combination of institutions - district municipality,
water boards and other public-private initiatives.
The Auditor General noted with concern, the lack of attention paid to water and sanitation infrastructure by municipalities charged with
providing water services. The state of such infrastructure, with two out of five municipalities disclosing water distribution losses of more
than 30%, suggests that the problems are not only about access and water loss in a dry country; but also, the state of existing reticulation
and treatment infrastructure.
The spread of COVID-19 has exposed the vulnerabilities and tragedies of the communities faced with these challenges. The virus also presents
an opportunity to reverse this trend, whilst laying the basis for the ability of these communities to respond to subsequent crises. A good
place to start are the fiscal mechanisms to achieve these aims;
Briefing Notes in Response to COVID-19 Crisis
In the 2018/19 financial year, many water authorities received a disclaimer of opinion from the Auditor General for two related reasons; linked
to the water issue among others – water distribution losses and unspent conditional grants.
There are also challenges with regard to how existing disaster relief resources are spent and accounted for. For instance, the Nelson Mandela
Bay Metro failed to even spend 10% of the Municipal Disaster Recovery Grant in the previous financial year (2018/19), despite some resources
being rolled over from the prior year (and only half of those rolled over being spent), all this in the middle of a persistent drought .
What these examples suggest is that even where resources are allocated for much needed investment in infrastructure; capacity failures (in
project preparation implementation and reporting) and governance weaknesses create a path for lower allocations in future, with disastrous
consequences. It is this path, that must be reversed;
•

Emergency district response teams charged with implementing water and sanitation projects critical to responding to COVID-19, recurrent
droughts and other ecological crises need to be dispatched to areas of greatest need and vulnerability for the rapid implementation of
emergency projects and the completion of planned and legacy projects.

•

Capital grant allocations from national government, as outlined in the 2020 Budget, need to be reconsidered in line with a ‘vulnerability’
assessment of key infrastructure challenges, in underspending municipalities, that might spread the COVID-19 virus.

These issues are closely related to other spatial concerns about dense, informal and overcrowded human settlements, that have the potential
to facilitate the spread of COVID-19 and make more pronounced any other acute shocks that might occur in future – flooding, shack fires and
social unrest.
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8. SPATIAL CHALLENGES
Densely populated, underserviced and impoverished informal settlements are home to 1.2 million households in South Africa. These
have also been the areas where compliance with the lockdown has been difficult with multi-generational households, confined to small
overcrowded spaces that make isolation and social distancing near impossible.
Moreover, and related to the point above on water, there are resources allocated to subnational government for the construction of roads,
bridges, streetlights, parks, informal trading stalls and multi-purpose centres. However, in the two metros in the Eastern Cape discussed
above, the Neighbourhood Development Partnership Grant (which leverages private resources as well) was reversed in the adjusted budgets.
The grant dedicated to providing temporary shelter and the temporary relocation of households – the Municipal Emergency Housing Grant,
was also unspent in 2018/19 in both Buffalo City and Nelson Mandela Bay Metros.
There are also grants allocated for the acquisition of land and the breaking down of spatial barriers within cities, such as the Neighbourhood
Development Partnership Grant which have also been unevenly utilized. In eThekwini Municipality, only 41% of the Neighbourhood
Development Partnership Grant (NDPG) had been spent in the 2018/19 financial year due to ‘poor planning’ of projects.
What these figures suggest similar to the case of water, is that despite great need at local level, major challenges in state capacity at a local
level to spend these resources on well planned and prepared projects.
This remains a major challenge to any counter-cyclical measures or sustained projects aimed at building the resilience of local communities
to respond to crisis through targeted local investments using public money. It is more pronounced now with the arrival of COVID-19;
•
•
•

•

•

Testing, tracing and monitoring activities in these areas should not only gather data on COVID-19 infection and incidence, but also
gather much needed data about settlement patterns, public goods provision and household profiles in these settlements
Immediate measures to respond to the crisis in informal settlements and townships could involve designating blocks or sections of
townships and informal settlements as ‘household spaces’ for the lockdown and emphasise social distancing measures through the use
of ward committees and other local structures
Capital grant allocations from national government, as outlined in the 2020 Budget, need to be reconsidered in line with a ‘vulnerability’
assessment of key infrastructure challenges (water, sanitation, electricity and roads), in underspending municipalities, that might spread
the COVID-19 virus.
Intervene, through the District Centered Development Model in co-ordination, shared services and resources in the preparation,
planning and implementation of neighbourhood and community capital projects in key selected municipalities

In addition to this, there remains an opportunity to refashion local public transport networks. The 2020 Budget jettisoned some bus rapid
transit projects in metros where these projects have failed to get off the ground. Some suggest this was a necessary intervention, however it
fails to respond to why these services where needed in the first place – to improve public transport networks in areas characterized by large
commuting distances due to spatial apartheid. The lockdown has shown that without full loads and operational subsidies for thr minibus taxi
industry, many operators will be unable to meet their financing costs let alone pay salaries to informal workers (drivers, touters, mechanics,
queue marshalls and cleaners).
In light of this, government ought to consider piloting for a six-month period; the subsidies proposed by the Competition Commission. This
would allow operators to continue operations (rather than withdraw their fleet as some have) while maintaining ‘margin- busting’ social
distancing measures. It might also present the opportunity to innovatively consider the design features of a future grant to this sector.

9. INNOVATION
Over a few decades, the South African national system of innovation (NSOI) has developed strong public research and innovation capacity
in some specific areas such as water sanitation and implementation of complex health programmes. However, coordination among
public research institutions and between these institutions and productive organisations within the broader industrial ecosystem remains
challenging. The question is, have these investments yielded a dividend for the public and created the conditions for sustained and inclusive
development?
The Council for Scientific and Industrial Research (CSIR) and the Water Research Commission produce cutting edge research and insights
into the water and sanitation sector. However, even with such world-class research, patents and inventions; the service profile of many
communities leaves a lot to be desired. This suggests that there are significant challenges in scaling up, industrialising and implementing
these publicly funded innovations into effective and inventive water services on the ground.
The answer to this seeming contradiction lies in the distribution of learning, authority, resources and functions between NSOI institutions,
municipal officials and private operators. It is once again, a question of ‘state capacity’.
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This suggests, contrary to what has often been suggested, that even with private involvement in the water sector, the outcomes have been
far short of satisfactory. Whilst recognition for innovations and procurement gains are allotted to private sector firms; the social, moral and
political responsibility for the weaknesses in delivery at a local level (where private players play a crucial operational role) are solely attributed
to the state.
We need to move beyond these simplistic narratives which weaken the state and, in doing, so reduce its capacity to provide directionality
and coordination across institutions and private players. Coordination is really about framing innovation pathways, that is, (i) defining the
terms of the engagement in the innovation process and product delivery; (ii) leveraging and enhancing capabilities of all relevant institutions
and organisations; (iii) aligning policy instruments within a coherent policy package so that its impact is more than the sum of its parts.
The COVID-19 crisis presents an opportunity to realign the work coming out of our national system of innovation (in the case of water) to
immediate and longer-term challenges of water provision, in a manner that equitably shares the gains from such ‘sunk’ investments;
•

•

It is not just about private-public nexus and the creation of space for more private participation (it already exists) that presents the
solution. Rather, it is the frame through which such participation occurs; and the role of public institutions (municipalities, research
institutions etc.) in ensuring that they take charge of key processes (planning, social facilitation, implementation, billing and maintenance)
whilst also improving the technical capability to treat and reticulate the water going to people’s homes and communal standpipes.
Review of agreements between municipalities with existing water boards and PPIs in light of COVID-19 with a focus on capacity sharing,
filling of key technical vacancies and emergency procurement to rapidly deploy emergency relief in the immediate term

The areas for potential innovation are not only confined to the water sector, but also for our immediate purposes can extend to the
pharmaceutical sector. South Africa runs one of the world’s largest treatment programmes for HIV/Aids, and this presents a crucial opportunity
to leverage such large procurement for industrial and innovation ends. It is crucial for the public health-related entities in our national system
of innovation (including the state pharmaceutical company Ketla Phela) to leverage this opportunity for the development of rapid testing
kits and other vaccines for ailments many South Africans are vulnerable to.
Addressing challenges in the water sector and leveraging capabilities in the pharmaceutical sector to make the health system more resilient
and responsive are challenges which would benefit from a mission-oriented innovation framework. Addressing these challenges successfully
would have an enormous demonstration effect and contribute to the ongoing process of rebuilding trust in the state.

10.

CONCLUSION AND KEY ACTION POINTS

The COVID-19 crisis will require that the South African government re-set economic policy interventions to promote growth and investment
and to reconsider at social policy. In addition, there is even more need for a robust macroeconomic framework that can guide the interventions
on the economy in order that the overaching goals of growing an inclusive economy, reducing inequalities and poverty and increasing
employment are achieved. The capacity of the state to better coordinate and implement policies should be urgently strengthened.
In response to COVID-19 we must increasingly use conditionality to create a different relationship between business, the state, labor and
citizens more widely. We must make sure that the cure for the immediate crisis is the stepping-stone for creating a fundamentally different
type of economy: one driven by real - not just financial - investment, growth that is inclusive, is environmentally sustainable, and is governed
via stakeholder not shareholder value.
South Africa should urgently convene meetings of all relevant stake holders in key sectors – companies (privately and publicly owned),
labour, regulators and government departments – to design post-COVID-19 Growth and Reconstruction plans to ensure maximum job
retention and expanded future investment in return for accelerated regulatory reform and government support. For maximum economic
impact Growth and Reconstruction agreements should be prioritised in the following sectors energy and industry, telecommunications,
mining and tourism and hospitality.
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6.4

Workshop Report to President on COVID-19 Response – 17 April 2020

On Thursday 16 April 2020, the Presidency convened a group of South African economists - from the Presidential Economic Advisory Council,
from within government as well as from academic institutions, think tanks, civil society and business and labour organisations - to share
proposals on the country’s response to the economic consequences of the COVID-19 global pandemic. The full list of participants is included
in an annexure below.
There was broad consensus among these experts that an appropriate economic policy response to the consequences of COVID-19 should
encompass four main objectives:
1. Enabling an effective public health response
2. Relieving hunger and social distress
3. Providing support for wages to assist workers and firms
4. Ensuring that firms can access bridging finance to get though the crisis
The COVID-19 shock is unprecedented in scale, and requires a commensurate response. The world is witnessing a deep global recession,
with disrupted supply, subdued demand and falls in productivity. This will result in a decline in incomes, rising unemployment and poverty,
and the danger that employment relationships will breakdown and otherwise viable small, medium and large firms will be forced to close.
Concern for public health and for the economy is deeply intertwined. An uncontrolled spike in infections would have severe economic
consequences, and an economic decline would compromise the health of South Africans, many of whom live with unacceptable levels of
nutrition and consumption. It is therefore important to take decisive action both to mitigate the economic consequences of COVID-19 and
to contain the spread of the virus.
Two core principles should guide our interventions: speed and scale of impact.

Resource mobilisation
In response to COVID-19, South Africa requires an unprecedented and large-scale mobilisation of resources.
An extra-ordinary Budget must be tabled in Parliament as soon as possible to appropriate resources for the public health response and the
economic and social interventions required to protect livelihoods over the period of economic disruption ahead.
The current fiscal constraints cannot be ignored. Revenue will fall sharply and bond markets are volatile. Innovative thinking and deft action
is needed to mobilise additional resources for the emergency response, while maintaining a responsible fiscal path. This could include a
temporary reallocation of budgets; drawing down surpluses and cash balances across consolidated government, and the use of the UIF
surplus in particular. Government should consider the issuing of a concessional R100-bn debt instruments for ringfenced crisis responses
and the design of a once-off “Solidarity Levy” aimed at high net-worth South Africans. The measured use of the balance sheet of the South
African Reserve Bank (SARB) will also be required.
Concessional finance from international financial institutions and multilateral development banks should be tapped as a matter of urgency
as some of the funds are limited and South Africa should not risk being too far back in the queue. In doing this, we must ensure that we
guard against excessive exchange rate risk, do not take unfavourable loans or loans with unfair conditionalities. Moreover, as AU Chair
and G20 and UN Security Council Member, South Africa must approach international and multilateral institutions to make sufficient funds
available for wider African COVID-19 related needs, while acknowledging the debt service relief and debt restructuring which has already
been implemented for some African countries

Monetary policy interventions
In recent weeks, decisive and correct actions have been taken by the SARB in response to the COVID-19 crisis, including the reduction of
interest rates, the easing of bank capital reserve requirements and the introduction of bond purchasing on the secondary market.
To co-ordinate effectively with the country’s expansionary fiscal response, these interventions will need to be sustained and deepened in
the period ahead. The use of balance sheet operations to ensure a stable bond market at a sustainable long term rate should be pursued. If
necessary swap lines with major foreign central banks should be established.

Support to firms and workers
The wage burden during the lockdown is difficult for many firms to meet and it is likely that there may be large scale retrenchments in certain
sectors. The primary mechanism to provide income support to workers, via their companies, is through the COVID-19 Temporary Employer/
Employee Relief Scheme administered by the UIF. However, should the UIF be administratively overwhelmed by the speed and scale of
response required by the COVID-19 crisis, steps should be immediately taken to utilise the South African Revenue Service to process these
payments. This would allow relief to be provided more rapidly, prevent firm closures and reduce job losses.
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The extension of the wage subsidy to cover all employees in formal, private sector firms who earn less than R6 500 per month is a critical
addition to the state’s support package and will serve to bolster a range of small business support initiatives currently underway.
Consideration should also be given to implementing a credit guarantee scheme aimed at unlocking R200-bn in concessional loan financing
for small, medium and large firms through the South African Reserve Bank.

Relief measures for vulnerable households
The primary objective in the immediate term should be to protect households that depend on informal activities and social grants. We
should aim to target our interventions at those who have been most negatively affected by the pandemic.
Consideration should be given to augmenting all existing social grants to provide immediate relief. For example, an increase of the Child
Support Grant (CSG), which is particularly relevant as school feeding schemes have generally not been operating during the lockdown,
would have a high poverty impact and would reach a very large number of beneficiaries. One concern is whether the CSG will reach a
sufficient number of informal workers as evidence shows that only R35 of every R100 spent on the CSG will reach the informal sector. One
option would be to provide an initial increase to the CSG of R300 per recipient, to allow for future funding to be allocate to informal workers
and others if required.

Resuming economic activity
While the national lockdown has been necessary to prevent a catastrophic increase in the infection rate, it has had severe consequences for
the economy. The longer the lockdown continues in its current form, the more serious will be the negative economic effects. An extended
disruption of economic activity would threaten the ability of supply chains to resume and would erode productive capacity.
In this context, it would be preferable for there to be gradual easing of the lockdown, to be reinstated rapidly if needs be, to allow for the
resumption of economic activity in a risk-adjusted and calibrated manner.
The sectors that will be most difficult to open up are personal services sectors, such as, tourism and restaurants. Primary and secondary
sectors may be easier to open up, as well as high skill services which can mostly be delivered remotely. In general, the decision about which
sectors should resume activity, under what conditions and in what order, should be negotiated sectorally in both a bottom-up and a topdown manner, and should be informed by three criteria:
•
The risk of transmission in each sector, including factors such as geographical location, the demography of the workforce, the percentage
of the workforce that relies on public transport, and the ease of imposing mitigation measures
•
The expected impact on each sector of a continued lockdown, including the prospect of retrenchments, cash flow requirements, and
erosion of productive capacity
•
The economic value of the sector, including its contribution to total GDP, employment and export earnings and the depth of its linkages
to other sectors.

Planning beyond the crisis
South Africa faces an unprecedented economic, social and health crisis. In response, in addition to our ongoing health interventions, we are
also required to implement a comprehensive economic stimulus and relief programme.
The financial bridge which we must now put in place to carry the country over the COVID-19 crisis will have to be paid for through the future
growth and expansion of our economy. As we move forward, we will required specific and accelerated plans to overcome impediments to
inclusive growth in key sectors such as, energy, telecommunications, industry, agriculture, mining and tourism. As a country we will have
to commit ourselves to embarking on a sustained period of growth and reconstruction in order to overcome the damage wrought by the
COVID-19 pandemic.
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6.6

Workshop Report to President on Macroeconomic Policy – 4 May 2020

On Thursday 30 April 2020, the Presidency convened a group of South African economists – from the Presidential Economic Advisory Council,
from within government as well as from academic institutions, think-tanks, civil society and business and labour organisations – to assess the
implications for macroeconomic policy of emergency relief measures announced by the President on 21 April in response to the COVID-19
crisis. This document provides a brief summary of the discussion, and highlights areas of relative agreement. The full list of participants is
included in an annexure below.

South Africa’s macroeconomic strengths and weaknesses
There is general consensus among economists that South Africa, like other countries, is having to undertake extraordinary, emergency
measures in response to the COVID-19 crisis. It was suggested that in designing its response South Africa should “go simple, go survival and
target”, harkening after the criteria proposed for the US response to the 2008-09 crisis to “go early, go hard and go household”.27
To be effective and sustainable South Africa’s response will have to take into account several underlying economic strengths and weaknesses,
such as:

Strengths
•

•
•

•

•
•

An early and effective public health response has reduced the impact of the pandemic on the population, and if the current trend
continues will prevent a sharp and uncontrolled increase in the incidence of infection. This will reduce the public health burden as well
as productivity losses and disruption to the economy.
A credible and independent Reserve Bank allows for monetary policy instruments to be used extensively to support liquidity and
recovery.
A high proportion of sovereign debt is Rand-denominated, offsetting the financial impact of exchange rate fluctuations and the risk of
a debt crisis. However, more than half of Rand-denominated debt is held by foreign investors who have been retreating from the South
African market, a process accelerated by the recent downgrades of South Africa by credit ratings agencies.
South Africa’s taxation and social security systems, including social grant payments and the UIF, are proving to be relatively effective
mechanisms for delivering income support to many households and firms. Although the tax system will come under pressure due to
COID-19, so this aspect serves only as a near term advantage.
In the short term, the balance of trade may be mitigated by lower oil prices and high agricultural prices, a bumper maize crop and a fall
in the level of imports,
In the short term, inflation is likely to remain low.

Weaknesses
•
•
•
•
•

South Africa entered the crisis from a weak starting position, before COVID-19 the economy was already recession after several years of
low and stagnant growth.
South Africa’s fiscal policy space is severely constrained, given an unsustainable debt trajectory fed, a widening fiscal deficit even prior
to the crisis and the massive escalation of debt service costs as a percentage of the budget.
Economic activity will continue to be significantly dampened, even during the easing of COVID-19 lockdown regulations for some
months to come, with certain sectors, such as, air travel, tourism suffering must severely.
Shortages and uncertainties in energy supply remains a binding constraint on growth, and will re-emerge as a problem as economic
activity resumes.
In certain instances, weak institutional capacity within the state will slow the pace at which relief can be provided, and may hamper
economic recovery.

Deteriorating public finances
Due to the impact of the COVID-19 crisis, the risks of a further deterioration in public finances and an increasingly unsustainable debt
trajectory were highlighted. Due to extreme uncertainty about the trajectory of infections and lockdown responses, forecasting is quite
challenging. Macroeconomic modelling produced the following projections28:
•
Short-term growth: Real GDP is likely to contract by -9.5% in 2020, with a recovery to growth of 3.1% in 2021. This contraction is larger
than predicted by the SARB, National Treasury and IMF.
•
Longer-term growth: In Q4 2022, the level of real GDP is projected to remain 4.8% below that of Q4 2019, indicating longer term
damage to the SA economy due to COVID-19 (rather than a V-shaped recovery)
•
Jobs: 1.4 million jobs are at risk in 2020/21

Input from Institute for Economic Justice.
The modelling was undertaken by the Bureau for Economic Research (BER) at Stellenbosch University. The projections assumed that Level 4 restrictions will remain in place for most
of May, with a gradual return to normal through September 2020. Certain BER projects were supplemented by calculations presented by Stan du Plessis also of Stellenbosch University.
27.

28.
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•
•
•
•

Tax and spending: Tax revenue could be up to R280 billion lower in the 2020/2021 financial year, with increased expenditure of R110
billion
Budget deficit: The main budget deficit is estimated to increase to 16% for 2020/2021, absent significant reductions in the public sector
wage bill
Debt: South Africa’s national debt to be much higher than projected in the February 2020 Budget rising to 78% of GDP in 2020/21 and
to 90,7% of GDP in 2022/23.
Interest bill: South Africa’s interest bill will rise sharply, estimated at 27,8% of government revenue by 2022 if tax revenue is assumed to
remain at 2019 levels and the interest bill rises to 6,8% of GDP. At long term bond yields which are at historical highs, debt service costs
are likely to escalate.

There was a high degree of consensus that South Africa’s public finances have entered a precarious period, requiring measures aimed at
restoring fiscal sustainability. In particular, rising debt service costs are a primary concern as such costs will absorb an increasing proportion
of tax revenue, reducing the resources available for the fiscus in favour of a highly regressive transfer from taxpayers to domestic and foreign
bond-holders.

The role of monetary policy
The economic disruption to supply and demand due to the COVID-19 pandemic has resulted in a severe liquidity shock to the real economy.
Aggressive use of a wide range of monetary policy instruments will be necessary to support liquidity and credit in the coming months. All
options should be on the table. At the same time, interventions should be calibrated to complement bond market access, bolster asset prices
and avoid a tightening of financial conditions for the public sector.
The key objectives should be to stabilise South Africa’s capital markets to ensure access to these markets for public and private finance and
to achieve sustainable short-term and long-term interest rates. This will require the ongoing use of the South African Reserve Bank’s (SARB’s)
balance sheet through a number of interventions, including the purchase of government bonds in the secondary market. In addition to
providing liquidity support and easing credit conditions, balance sheet interventions should help to stabilise financial conditions and flatten
the yield curve.29
Further intervention by the SARB to support the economy’s supply side should be considered.30 For example, the proposed Credit Guarantee
Scheme may need to be expanded more aggressively in response to continued stagnation in capacity utilisation.
It was argued that the macroeconomic policy response to COVID-19 should be carried out in two phases.31

During the first phase:
•
•

Fiscal policy remains the most important instrument in the immediate disaster relief phase, both to fund the public health response and
to support households and firms in distress.
Monetary policy in the first phase must play a supporting role, including through providing liquidity, risk management, secondary
market interventions and the extension of lines of credit.

During the second phase:
•

•

•

The fiscal policy instrument will be largely spent and the debt incurred in response to the COVID-19 crisis will have to be paid for
through growth and investment enhancing initiatives, such as, structural reforms and public-private arrangements in key sectors, such
as, energy, water infrastructure, telecommunications, transport, etc.
Monetary policy must play a key role in promoting growth and investment, through working to achieve low short and long term
interest rates, which role monetary policy can play more effectively if the SARB has retained its credibility and has used its balance sheet
judiciously, and not recklessly, during the first phase.
Monetary policy can be strongly expansionary in the second phase if supply side blockages are removed, the Rand’s exchange rate
devaluation is not matched by inflationary pressures and fiscal deficits are brought under control.

Overall the SARB’s balance sheet should be used judiciously to boost liquidity and stabilise capital markets during the crisis, but every care
must be taken to avoid damaging the credibility and independence of the SARB, as such credibility and institutional independence will be a
useful asset in South Africa’s post-COVID reconstruction.

Other forms of resource mobilisation

29.
In response to the COVID-19 crisis, certain other emerging markets have deployed monetary instruments to support their economies at an unprecedented scale. Some countries,
including Indonesia and Brazil, have expanded the bond purchasing powers of the central bank, while others such as Thailand and Turkey have pursued more traditional methods of
quantitative easing.
30.
The arguments for increased supply-side interventions were presented by Tshepo Mokoka of the University of the Witwatersrand.
31.
The argument for a two-phased approach was advanced in the presentation by Nicola Viegi of the University of Pretoria.
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Existing cash surpluses across government should be drawn down in a responsible manner. These include sterilisation deposits held at the
SARB and the surplus in Unemployment Insurance Fund (UIF).
South Africa should seek to “borrow within the family” and mobilise available resources off-budget. One option raised was the prospect of
a “voluntary accord” on developmental investment, supported by macroprudential regulation, which would secure greater allocations to
productive investments and COVID-19 crisis responses by pension and other domestic funds.
Beyond South Africa’s shores, external resources will also need to be mobilised to take advantage of preferable interest rates and reduce
the cost of increased borrowing, with multilateral facilities drawn down in a staggered manner over the medium term. South Africa should
explore all sources of external credit, taking account of their interest costs, conditionalities and other factors.

The urgent need for growth-enhancing reforms
There was a clear consensus that growth-enhancing reforms are urgently required to ensure that the expanded fiscal deficit can be absorbed
by higher rates of growth. These reforms should be founded on a social compact and on economic restructuring that allocates the burden
of adjustment equitably.
To achieve long term growth and resilience, public investment in infrastructure with a high social value is required. Constraints on growth
which existed prior to COVID-19 will need to be removed with significantly greater urgency. Given that the fiscal trajectory was already
precarious prior to the economic crisis, the need to attain a high rate of growth and increase revenue is now existential.

Conclusions
The measures announced by the President on 21 April 2020, as well as interventions aimed at securing economic relief, are essential to support
households and firms during the current emergency period. The scale of this support is significant and will likely need to be expanded even
further. This has serious macroeconomic implications for the level of public debt and for the budget deficit, particularly as tax revenues are
projected to slump in the medium term due to the crisis.
The current context raises three urgent macroeconomic policy priorities for South Africa:
•
The fiscal authorities should seek to reprioritise expenditure, control the public sector wage bill, manage cash balances and mobilise any
surpluses in order to limit the growth in the country’s budget deficit.
•
The monetary authorities should continue to utilise the interest rates instrument and their balance sheet in order to stabilise long-term
interest rates and support capital market liquidity and supply-side activity.
•
Growth-enhancing reforms should urgently be pursued to prevent a possible further deterioration in public finances. Only the future
growth and expansion of the economy, along with measures to restore fiscal balance in the medium term, can avert a debt crisis.
The current context raises three urgent macroeconomic policy priorities for South Africa:
•
The fiscal authorities should seek to reprioritise expenditure, control the public sector wage bill, manage cash balances and mobilise
any surpluses in order to limit the growth in the country’s budget deficit.
•
The monetary authorities should continue to utilise the interest rates instrument and their balance sheet in order to stabilise longterm interest rates and support capital market liquidity and supply-side activity.
•
Growth-enhancing reforms should urgently be pursued to prevent a possible further deterioration in public finances. Only the future
growth and expansion of the economy, along with measures to restore fiscal balance in the medium term, can avert a debt crisis.
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6.7

Workshop Report to President on Infrastructure – 28 May 2020

On Thursday 28 May 2020, the Presidency convened a group of South African economists – from the Presidential Economic Advisory Council,
from within government as well as from academic institutions, think-tanks, civil society, development finance institutions and business and
labour organisations – to assess the role that large-scale investment in infrastructure could play in South Africa’s economic recovery agenda.
This document provides a brief and by no means exhaustive summary of the discussion, and highlights areas of relative agreement. The full
list of participants is included in an annexure below.

The economic potential of investment in infrastructure
Participants agreed that investment in infrastructure is a crucial aspect of the economic recovery agenda. A large-scale infrastructure
programme would provide a short-term boost to aggregate demand, assist in reviving the struggling construction industry and contribute
to much needed employment creation. As an example as per Fig. 1 a moderate acceleration of South Africa’s renewable energy build
programme from currently planned R246,9bn over 10 years to R344,1bn over ten years would generate tens of thousands of construction
and operations jobs each year. 32

In addition, sustained expansion of network and economic infrastructure would support a long-term increase in productive capacity with the
potential to crowd-in additional investment. Social infrastructure expansion, in schools, community facilities and municipal services would
assist in overcoming under-development in a number of urban and rural areas. Upgrading ageing and inefficient network infrastructure
would reduce the cost of doing business, and substantial investment in energy generation in particular electricity would address supply
shortages. The strong multiplier effects associated with infrastructure investment make it a powerful form of stimulus for an economy in
sharp decline 33.
The choice of what type of infrastructure to prioritise will be important. Public investment in infrastructure should be “mission oriented”,
and designed to achieve clearly articulated social goals. Those goals should be identified upfront to ensure that the infrastructure is fit for
purpose. 34
The use of innovative financing models for new infrastructure projects offers an opportunity to crowd in multiple sources of funding,
including from private savings and development finance, to enable a greater stimulus effect within tight fiscal constraints.

32.
33.
34.

Hartley et al (2019) “Co-benefits study: future skills and job creation through renewable energy in South Africa”
Ulrike Britton of National Treasury provided this input.
The concept of “mission oriented” infrastructure was outlined by Mariana Mazzucato.
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The choice of what type of infrastructure to prioritise will be important. Public investment in infrastructure should be “mission oriented”,
and designed to achieve clearly articulated social goals. Those goals should be identified upfront to ensure that the infrastructure is fit for
purpose.
The use of innovative financing models for new infrastructure projects offers an opportunity to crowd in multiple sources of funding,
including from private savings and development finance, to enable a greater stimulus effect within tight fiscal constraints.

Balancing various objectives
Dani Rodrik suggests that in the South African context infrastructure spending can assist in achieving a number of objectives, including:
reactivating demand;
increasing employment;
greening the economy;
alleviating constraints on future growth; and
placing the economy on a more dynamic, more inclusive growth path
This results in the kind of trade-offs which require policymakers to balance and prioritise various objectives in a conscious and transparent
manner. In practice, particular infrastructure projects would need to be selected, from among a larger menu of possibilities, depending on
the weighting placed on various objectives. For example:
If the priority is to activate demand, we may not care too much about who the direct beneficiaries of the projects are (rich versus poor)
as long as the income boost goes to sectors/groups where marginal propensity to consume is high.
If we give priority to employment, we would focus a lot less on large, capital intensive projects.
If the priority is to alleviate prevailing constraints to growth, we would focus on the needs aligned with the present configuration of the
economy.
If, instead, we want to support transition to a different growth model, we may want to remove constraints to be found elsewhere in the
economy.

Constraints on infrastructure investment – finance and ready projects
Public sector capital expenditure has been on the decline in South Africa since 2016, to a low of R250 billion in the last financial year. This
reflects two simultaneous constraints: first, fiscal constraints which have reduced the overall allocation to public infrastructure, and second,
a pattern of underspending on capital budgets at all levels of government. Most concerningly, local governments underspent their capital
budgets by more than 25% in the 2018/2019 financial year.35
These two constraints must both be addressed for additional spending on infrastructure to be possible. In recent years, there has been a
consistent failure to prepare projects to an adequate standard to enable private investment, to contain costs after project commencement,
and to develop appropriate funding models for blended finance.
The state needs to develop sufficient technical capacity for conceptualisation, packaging and procurement of infrastructure projects, as well
as enhanced project management, delivery and asset management, in order to permit greater levels of infrastructure spending36. Simply
spending more in the absence of this capacity will not yield the desired effect and could result in an enourmous waste of scarce public
resources.
The Infrastructure and Investment Office in the Presidency has identified 177 catalytic projects worth over R1.6 trillion, with a funding gap
of R217 billion. These projects together could create 1.6 million work opportunities, and contribute to important social infrastructure such
as human settlements, water and sanitation. There are two prerequisites, however, to realise their potential: (1) the technical capacity of the
state, and (2) the ability to access funding to achieve scale.
The New Development Bank alone intends to deploy over $2 billion in infrastructure investment this year, and there is sufficient capital
available for an even greater quantum. However, the absence of sufficient projects ready for investment has led to less than 5% being
disbursed to date.
A similar pattern is reflected in other development funders, where capital exists but is not committed due to deficiencies in project
preparation and a lack of creativity in financing models37. Most municipalities, where the majority of investment should occur, are not in a
financial position to engage with lenders or meet governance standards.

35.
36.
37.

This issue was raised by Malijeng Ngqaleni of National Treasury.
These points were made by Kgosientsho Ramokgopa and Sean Phillips, among others.
Monale Ratsoma offered this input.
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There are substantial savings available in private pension funds which have not been sufficiently leveraged in the past. While South African
pension funds are already heavily invested in general obligation bonds, there is an opportunity to encourage greater investment through
equity in infrastructure. These funders are ready and keen to invest if they could be presented with well-prepared projects and innovative
delivery models that enable a reasonable risk adjusted return on investment, such as the build-operate-transfer (BOT) model in which
infrastructure would revert to the state after a defined period38.

Creating an enabling environment
Significantly greater investment in infrastructure could be enabled through structural reforms which suffered policy paralysis and stopsand-starts, resulting in multi-year delays. For instance, reforms to encourage private sector participation in energy generation, or in logistics
infrastructure such as ports and rail, could catalyse hundreds of billions of Rand in new investment simply by providing an enabling legal
and regulatory environment for investors. The slow pace of policy and regulatory reforms in general has led to substantially reduced levels
of fixed capital investment in the economy as a whole. Many of the large infrastructure investment opportunities can be achieved without
placing a significant additional burden on the fiscus, but will critically depend on whether the necessary sector reforms can be achieved.
With respect to achieving positive infrastructure outcomes legal and regulatory reforms to assist greater private sector participation should
be a priority.

Areas of opportunity
Several specific areas of opportunity were identified as having potential for increased investment, among others.

Energy
The energy sector has the potential to provide a large, green stimulus to lead South Africa’s economic recovery.
Much of Eskom’s generation capacity will be retired during the next decade, providing a moment of opportunity to pivot towards
renewable energy sources.
An accelerated renewable build programme could unlock R344 billion in new investment, while an aggressive build programme could
yield R453 billion.
One benefit of renewable energy infrastructure is that it could achieve the public purpose of expanded carbon-free, electricity
generation capacity while being financed primarily off private sector balance sheets (freeing up public finances for other purposes).
Renewable energy expansion would also allow South Africa to access concessional green finance on preferential terms.

•
•
•
•
•

Water
South Africa is a water-scarce country, and faces a water deficit of 17% by 2030.
A range of constraints have resulted in deficiencies in water supply:
o Water security risks, such as drought, are increasing
o Water demand is not being effectively managed
o Water and sanitation infrastructure is ageing and performance deteriorating
o Planning, policy and regulatory issues have prevented investment
With sufficient project development, bulk water projects (such as the uMkhomazi Water Project) provide an opportunity for blended
finance as they yield a sustainable return.
Other potential investment areas include desalination, groundwater and acid mine drainage.

•
•

•
•

Human settlements
There is significant potential for disruptive innovation in human settlements infrastructure, which would simultaneously channel
increased investment into sustainable infrastructure and drastically improve quality of life for residents.
Much innovation is already occurring at the provincial level, but without sufficient follow-through to implementation.
Examples of innovation are numerous, but have not received adequate funding and support and have been stymied by a failure to
coordinate disparate interventions at the national level. These include:
o The transformation of the RDP housing value chain to make use of green materials and labour intensive processes
o Programmes to upgrade backyard shacks in informal settlements, creating a new revenue stream for residents
o Rethinking informal settlement construction using locally sourced materials to support SMEs and artisans

•
•
•

38.

Stephen Smith from ASISA raised this suggestion.
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Urban infrastructure
•
•
•

Urban economic growth is crucial for national development, and for economic recovery post COVID-19.
However, many urban centres in South Africa are experiencing declining growth, due to poor governance at the local level, spatial
dislocation and fragmented layout, and weak capital expenditure.
If properly implemented, the Integrated Urban Development Framework (IUDF) provides an avenue to increase investment in urban
infrastructure by focusing on four priorities:
o
Spatial integration and transport infrastructure
o
Investment in core infrastructure
o
Deeper access to private financing
o
Resilient, sustainable and green infrastructure

Digital infrastructure
•
•
•

South Africa has more than 90% broadband reach and 85% mobile phone ownership, yet only 53% of South Africans have access to the
internet.
While extensive broadband and fibre infrastructure exists, regulatory issues have prevented further investment in the sector or increased
affordability.
Digital migration, which has been delayed for close to a decade, is crucial to enable the release of high-value spectrum. This would
unlock dormant capital in the telecommunications industry, encourage the participation of smaller players, and expand access overall.

Conclusions
A large-scale infrastructure programme would have significant multiplier effects and boost demand across the economy. Infrastructure that
increases productive capacity and meets important social goals should be prioritised, including in the opportunity areas highlighted above.
Infrastructure expansion is essential to economic recovery and must be accelerated through three key policy reforms:
Given limited fiscal capacity, any economic stimulus package will need to crowd in multiple sources of funding to invest in
infrastructure.
Policy and regulatory reviews and reforms must be undertaken in each infrastructure sector, as appropriate, to remove impediments
such as those which reduce the financial viability of projects.
Additional funding allocations for infrastructure projects will have little effect unless systemic weaknesses in project preparation,
procurement, project management and operating models are addressed.
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6.8

Input into growth narrative for government’s Economic Recovery Plans – 15 July 2020

On 9 July 2020, it was requested of members of the Presidential Economic Advisory Council (PEAC) to give input into the draft economic
recovery plans currently being developed by the South African government.
In fulfilling this task, PEAC members (A) assisted President Ramaphosa’s Economic Advisor, Trudi Makhaya, in developing the basis for an
overall narrative within which to frame South Africa’s economic recovery and (B) provided specific feedback on aspects of government’s
draft economic recovery document and on the related slide presentation.

(A) Overall narrative within which to frame South Africa’s economic recovery
A New Deal for South Africa’s Economic Reconstruction and Recovery

Introductory reflections
Over the past few weeks, South Africans have come together in various political, social and civil society formations to articulate proposals on
an economic recovery strategy for the country. Against this fertile background, government is hard at work to develop a reconstruction and
recovery plan. This plan should signal a decisive rupture with the past that enables the country to emerge from the grip of a severe middle
income trap characterised by deindustrialisation, falling per capita incomes, entrenched inequality, deepening poverty and historic levels
of unemployment.
From a practical perspective, government should be wary of putting out a recovery document that is exhaustive, with the consequence
that it ends up rehashing existing plans and common refrains and its efforts are spread too thinly across too many policy domains. It’s
important to develop a strategic message which provides an overall orientation for policy. Priority should be given to just three to four big,
transformative missions that are particularly effective in implementing that orientation. Even though certain sectors could be priorities for
special focus, sectoral plans should not be thought of as overarching missions.
Much detail can go into appendices, but the core document should avoid becoming a laundry list of things that indeed need to be done, but
are really about ‘good housekeeping’, rather than truly transformative actions.

The nature of economic growth and transformation
South Africa requires a new beginning. We need a new deal to guide our economic policy. We believe this new deal must focus on the
significant expansion of productive employment opportunities for the South African population.
An employment focus enables the bridging of the traditional separation of growth and social policies. Just as pro-growth policies will help
us to achieve our goal of socio-economic transformation, an employment focus will promote accelerated inclusive growth. To be successful
– and to transform the lives of our people - private sector economic activity needs to be unleashed, and its business models directed at
significant employment creation, just as state capability needs to be radically improved.
Employment generation through accelerated economic growth should see the dissemination of new technologies and productive
opportunities among small and large firms, and among wider segments of the labour force; better employment prospects will reduce
inequality and economic insecurity more effectively than fiscal redistribution alone. The integration of growth and social agendas was
fundamental to the initial vision of the country’s Reconstruction and Development Programme39 in 1994, but since then ambivalence
and confusion about whether economic growth or transformation policies should be prioritised has cut through policy debates and has
paralysed progress in many instances.
The key missions that will drive reconstruction and economic recovery through job-creation
The key candidates for those overarching missions guiding economic policy and action could be:

1. Infrastructure development
a.

This is partnership between state and business to deliver on a substantial infrastructure investment pipeline. Early indications of
the pipeline were demonstrated in the symposium hosted by the Infrastructure and Investment Office in the Presidency. A major
infrastructural push will revive the construction sector, the manufacturing of inputs and other related sectors across the value chain.
It can be also conducive to labour intensive growth, increased productivity in the rest of the economy and alleviate developmental
backlogs in communities.

39.
“The RDP integrates growth, development, reconstruction and redistribution into a unified programme. The key to this link is an infrastructural programme that will provide access to
modern and effective services like electricity, water, telecommunications, transport, health, education and training for all our people. This programme will both meet basic needs and
open up previously suppressed economic and human potential in urban and rural areas. In turn this will lead to an increased output in all sectors of the economy, and by modernising our
infrastructure and human resource development, we will also enhance export capacity. (RDP 1.3.6)”
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b.

c.

While infrastructure construction creates jobs in the short-term, the primary benefit of appropriate infrastructure is that it reduces input
costs to the economy which in turn results in a sustained increase in economic output and employment. Infrastructure investments
should be focussed on the creation of “good jobs” for those previously excluded from gainful employment as well as providing sustained
net value to the economy. This will require, among others, overcoming apartheid spatial planning, expanding green energy, repairing
roads and bridges, and building adequate schools, etc. Once this is done, it will become clear that to be effective a number of policy
areas will need to be unblocked for infrastructure expansion. For example, for spatial transformation, do requisite skills for specifying
and managing civil engineering projects exist at local government level? For green energy, why are the regulatory processes for allowing
private sector investment and implementing the IRP so prolonged and cumbersome? How will the prolonged uncertainty about tolling
road use be overcome to allow for effective planning in road and bridge upgrades? What capacity exists to massively upgrade school
infrastructure as this cannot be a core function of the education department?
Government needs to resolve those policy constraints that hamper infrastructure development: e.g. impasse over toll-roads, water
pricing framework, clarifying subsidies in transport, adapting procurement frameworks to the peculiarities of infrastructure. Government
has already put in pace the building blocks for an infrastructure push, with work underway towards an Infrastructure Fund, establishing
Infrastructure South Africa as a co-ordination agency, and the development of a project pipeline.

2. Mass social employment
a.

b.

c.

An infrastructure push alone is unlikely to fully address South Africa’s mammoth, and long-standing employment crisis which has been
made worse by the impact of the COVID-19 pandemic. Government-led public employment programmes are necessary to create jobs
for people where they are and which will meet community’s immediate needs in maintenance of infrastructure, the care economy,
ecological services.
Fiscal support will be required for programmes to create mass employment opportunities, such as, expanded public works programmes,
linked to increased infrastructure investment and maintenance. Mass employment opportunities will also be created through social
employment programmes, such as, waste collection, recycling and the circular economy programmes; environmental restoration
and ecological services; home-based care programmes; early childhood development programmes; and support for school learning
environments.
Mass social employment programmes are a preferable alternative to proposals to extend the unconditional social safety net, such as,
extending the Covid-19 grant). A public sector led mass employment programme will also enhance people’s skills, work experience
and employability. There may be opportunities for partnerships with the business sector to transition workers in social employment
programs to private sector employment. Social employment should be seen as complementary to, and not as a substitute of, private
sector employment.

3. Localisation and African integration
a.

b.
c.

d.

This would be an aggressive mission to build the country’s productive base, engage in high-value activities and to reverse (or at least
slow down) deindustrialisation. The government’s recovery plan highlights opportunities for import replacement in key sectors – for
example intermediate inputs for agriculture and in components for infrastructure. New sustained demand from a large infrastructure
programme such as for renewable energy, or the revitalisation of our rolling stock and rail systems could enable localisation of
manufacturing value chains leading to export growth into Africa. Priority should be given to import-replacement programs that have
the greatest potential for job creation, directly and indirectly through linkages.
This will be underpinned by implementation of science and innovation policy – rethink incentives to bring innovations to market
through effective partnerships with the private sector.
Developing a local productive base is linked to deepening mutually beneficial linkages with SADC and the continent, through an
investment-led trade strategy which supports industrialisation and infrastructure development on the continent. “In the context of
South Africa, localization should be understood to include greater integration of South African manufactured products within the SADC
and continental value chains.” (ANC, 2020)
It’s also important to position the country for supply chain diversification by multinationals as they seek alternative locations.

4. Green stimulus and the just transition
a.

b.
c.

92

At the heart of South Africa’s green stimulus programme must be the accelerated deployment of renewable energy projects. This will
constitute our most rapid response to resolve South Africa’s prolonged crippling energy crisis, but also to begin to increase the provision
of non-carbon emitting energy in the country. Rapidly increasing the availability of green energy will immediately trigger a large green
industrialisation programme and unlock the potential for other key initiatives which will drive a wider green stimulus, such as building
a hydrogen value chain and embedding circular economy principles.
A ‘green stimulus package’ will also attract a new class of financiers with climate change and sustainability mandates. Increasingly such
funders also understand the need to support legacy sectors and associated communities with the transition to sustainability.
A green stimulus will help the country to reduce the emissions intensity of the economy, crowd-in new labour-intensive activities and
enhance productivity. This will protect jobs as high emissions intensity sectors are increasingly marginalised by funders and trade
agreements.
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d.

Green economy interventions should prioritise labour intensive activities including: constructing thousands of small-scale photovoltaic
embedded generation projects as the most rapid response to load shedding, the retrofit of public and private buildings with measures to
improve energy and water efficiency, including schools, clinics and other public buildings (typically such projects have highly beneficial
cost-benefit ratios); the repurposing of retiring coal-fired power station linked to just transition initiatives particularly in Mpumalanga;
the Working for Water and War on Leaks programmes; and biodiversity-related programmes including creation of fire breaks, fencing,
tourism facility upgrades, road building and maintenance. These projects all create substantial public value and will create hundreds of
thousands of jobs.

Enablers of reconstruction and economic recovery
These missions would be underpinned by these policy actions as enablers (but these are not missions in of themselves):
•
Fiscal restoration
o A comprehensive strategy towards debt and fiscal sustainability
o Outcomes of expenditure reviews and zero-based budgeting
o Reprioritising funding for mass employment programmes
o Restructuring and resolving funding crises and business models of State Owned Companies
•
Improving the business environment
o Support economic inclusion, improve business confidence, facilitate greater investment and reduce market prices by reducing
barriers to entry and de-concentrating the economy in order to decrease market power and increase competition.
o Initiatives such as reducing regulatory red tape and improving the ease of doing business.
•
Reform of network industries
o Zero based overhaul of the network industries, of their often conflicting policy and regulatory regimes, and repurposing SOEs to
serve growth and development: energy, rail, ports and aviation strategy
•
Investment mobilisation
o Mobilisation of private sector investment – retain investment pledges, chase target R1.2 trillion possibly over a longer than envisaged
time frame, unblock barriers to investment projects identified through Masterplans/PPGI/B4SA/Jobs Summit commitments outcomes dependent on shape of the recovery, state of demand, funding conditions, sentiment
•
Harnessing the digital revolution
o The accelerated release of larger amounts of spectrum to assist in pushing down data costs for firms and households
o Productivity and growth depends on increasing connectivity to overcome the spatial divide and reduce transaction costs in the
economy.
o A diverse range of opportunities abound: growing business process outsourcing market and extend into other globally traded
professional services (e.g. legal, financial, coding); pursue continental leadership in data science, artificial intelligence and related
fields; smarter and safer mining, digital medicine, connected classrooms etc.).
•
State capacity building
o Effective implementation and governance will be achieved through:
•
The role of the Department of Employment and Labour – could this be augmented with an employment czar?
•
Strengthening the application of the District Development Model
•
Strengthening the use of the multi-stakeholder ‘masterplan’ methodology for the development of sectoral interventions
•
Strengthening state capacity, systems and processes for assessing policy alternatives, prioritisation and sequencing
•
A well-resourced policy co-ordination and advisory function in the Presidency
•
Social compacting
o The revitalisation of Nedlac as the prime forum for social compacting – there are other proposals that are mooted to build a
compact for reconstruction and recovery. However, Nedlac was built for this purpose and the significant resources mobilised by
social partners (such as the Business4SA platform) to respond to the pandemic could be redeployed towards revitalising Nedlac and
restoring it to its rightful place in economic policy deliberation and social compacting.
o Nedlac, in close coordination with the Presidency, could set up a process where the economic cluster, and representatives of
business and labour are given opportunity to regularly meet and review progress and problems in implementing a New Deal for
South Africa’s economic reconstruction and recovery, in particular assessing progress in the key mission areas of (1) infrastructure
investment, (2) mass employment creation, (3) localisation and African integration and (4) the green stimulus and just transition.
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Sectoral interventions
The current draft of government’s economic recovery plan is strong on detailing short, medium and long term interventions in key sectors
of the economy. Much of this is in line with department’s annual performance plans and is largely uncontroversial. Economic modelling is
required to remove those initiatives that are marginal in effect or fail the cost/benefit test. Expenditure reviews and the zero-based budgeting
initiative will also sharpen this work.
In conclusion, the economics cluster has done much heavy lifting in producing a reconstruction and recovery plan. The plan could benefit
from a stronger strategic narrative on the nature of South Africa’s growth trajectory, the trade-offs to be made and the main catalytic missions
to be pursued as overriding drivers of government action.
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(B) RECORD OF FEEDBACK FROM MEMBERS OF PRESIDENTIAL ECONOMIC ADVISORY COUNCIL
1. Renosi Mokate
Thanks for the document. It focuses attention on the critical issues in a helpful manner. It is still very high-level and would need to be
complimented by more detailed work focused on how we are going to create jobs as your point about further sector works alludes to. Other
areas for consideration:
1. I agree with the idea of mass social employment; however it relies on fiscal support. What scope is there for this? What should be
prioritised? We have had public works/social employment programs before - when we had money. Consideration should be given to
what worked and what did not, their labour absorption propensity and what should be done differently this time. We should not assume
that an idea that is sound conceptually will automatically work without taking into account what past capacity constraints have been
and what is going to be done differently this time.
2. I agree the “private sector needs to be unleashed” because it is critical for employment creation. We are all working under the assumption
that our private sector business models are aligned with the need to create “significant employment opportunities.” This may not be
correct as they may be much more focused on survival at present and how to future proof themselves going forward, and this may or
may not include playing a role in significantly increasing employment in a manner that we are all assuming and anticipate - I might be
wrong.
3. In general the state does not seem to have a mechanism/capacity for effectively considering policy alternatives, trade-offs and their
cost/benefit. We should include this in the State Capacity Building section in addition to policy coordination as coordination assumes
that we already have sound policies in place and they have been appropriately prioritised and implementation capacity is in place and
all we need is coordination. We often say that we have good policies, but it seems we also have too many policies.
Observations on the power point presentation and document:
1. The President in his letter to the PEAC highlighted the need to focus on job creation, inclusive, labour absorbing economy. It is the
single biggest concern of everyone. The plan lacks a clear strategy for job creation which should be one of the focal points, including an
indication of by how much the plans/policies will reduce unemployment. Policy options should be prioritised on the basis of how they
enable us to address job creation.
2. The employment creation numbers provided by different sectors, when they are provided are extremely paltry relative to the challenge
(e.g. under land and agrarian reform and 1m projected by NT) and the myriad of interventions that are proposed indicating the lack of
a robust approach to considering the policy alternatives that will help to significantly reduce unemployment.
3. I agree the documents are long and incoherent.
One of our TORs is to advice on the appropriate institutional arrangement for effective economic policy decision making. We should prioritise
this and consider the lessons learned thus far and make recommendations in this regard. This is apart from the question of what the future
PEAC should look like.

2. Alan Hirsch

On the Slides
Sorry also if my language is a bit strong, but I was quite surprised at the somewhat incoherent character of the slide presentation. If I
understand it, and it is not easy to follow, I think the document is deeply flawed—there are serious weaknesses in certain sectors. Also, much
of this is more like a conventional set of plans—much of the material is not related to recovery. It seems like a repackaging without a great
deal of thought of the normal MTEF plan, or the MTSF. Finally, there are no, or very few, references to a “green characteristic” for a recovery
overall or in the individual sections.
Here are a few examples of sectoral weaknesses:
Slide 18—no mention that the Mining Charter has not been finalised and that its completion is urgent.
Slides 24-27 Communications… no commitment to spectrum allocation—only to the release of a policy document! Not even a time frame
on spectrum allocation.
I see lots of references to expensive, unrealistic government projects but no reference to high data costs and a strategy to bring them down.
Energy: The energy slides are not easy to understand so maybe I missed stuff. Slide 34 What does this mean: “Enable additional capacity
through sec 34 determination-Submit to NERSA for concurrence (2000MW)” (It won’t mean anything to most people.) But I don’t see
references to new bid windows for renewables unless this is it: “4-1338 MW to connect Jan-Jun 2021 & 279 MW to connect by march 2022”in
the “longer term” column. And it is only about 1600MW—too little.
I don’t see references to loans to support renewables—the scheme recommended by the Eskom commission. And how does this ambition
relate to recovery: “Grow State Share in Petroleum Sector-Operationalise PetroSA in line with proposed merger”
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I have not gone through all the slides carefully, but I focused on some of the key sectors for economic recovery. I spent 18 years in government
and I have seen repackaging and passive aggressive submissions and I am seeing some of that here. This uneven presentation (there are
definitely good bits too) needs significant reworking under stern leadership.
All the extraneous pet departmental projects should be removed and the presentation should focus on recovery in a coherent and consistent
way. (The slide presentation is not based on any overall framework—it is an assembly of disparate elements,

On the document
1. The document is far too long—full of background information and not focused enough on recovery specific interventions.
2. There is a disconnect between the document and the slide presentation. I will just take one sector for an example. The first four (54-57)
pages on the Communications sector in the narrative document read fairly well and are focused on recovery. But they are not reflected
in the Slide Presentation at all, or very little. The next set of pages, 57-70 is a table that is more like the content of the slide presentation. It
is a disparate shopping list of projects and ideas, many of which have very little to do with recovery. And the departmental contributions
dominate the slide show which doesn’t include most of the good bits that are in the narrative document.
If I were to guess what has happened I would stay that one department (maybe Treasury) wrote a broad paper with sectoral bits. That is
reasonably coherent and then inserted contributions from the departments which are of very uneven quality. Some are OK, and others are
off the point or just bad.
A lot of work is needed to redo these two papers into something that represents a focused and coherent recovery plan. And the documents
should be much shorter and more understandable (I think the officials often use technical jargon to bamboozle).

3. Tania Ajam
In an ideal world, South Africa would be able to follow the text-book prescription of countercyclical fiscal policy, and stimulate the economy to
boost post-pandemic recovery. Unfortunately, there is very little fiscal space at present to accommodate increased levels of spending at this
stage, and none of the advocates of increased spending suggest feasible funding sources which can be accessed by Feb 2020. Policymakers
seem not to fully appreciate the gravity of the precarious fiscal condition we find ourselves in.
Government’s borrowing (including foreign loans) come nowhere near to filling the R285 billion anticipated tax collapse, much less the
increased spending required for the economic renewal. Currently we are spending money that we don’t have, and have limited capacity to
borrow. The funding from international finance institutions Government intends to borrow US$7.0 billion from multilateral finance institutions
for its pandemic response is useful, but it doesn’t come close to what is needed. Even if access to debt financing were not a problem, the debt
service costs certainly would be, as interest costs squeeze out other much needed forms of public spending.
One response would be that the deficit can simply be monetised through quantitative easing or direct borrowing from the central bank,
citing the examples of the United States and Japan, where these instruments have had very little impact on interest rates. More recently, in
July 2020, the Indonesian central bank, which is also hovering a notch or two above junk status, stated an intention to buying $28 billion
worth of non-interest bearing government bonds as part of a nearly $40 billion fiscal deficit financing scheme in the wake of the pandemic.
This is an novel but potentially risky policy experiment given that Indonesia had descended into political chaos and communal violence in
the late 1990s when the rupiah collapsed during the Asian financial crisis. The Bank of India has apparently also been considering monetising
the deficit finance. In April 2020 the Bank of England announced that it would temporarily begin to finance the short-term needs of the
Treasury (i.e. monetize the UK deficit) by increasing the size of the UK Government’s bank account at the central bank, known historically as
the “Ways and Means Facility”. This would effectively subordinate the UK central bank to the Treasury.
In the Draft Recovery Plan (DRP), however, the assurance is given that the Reserve Bank’s operational independence will be respected. To
do otherwise would require constitutional amendment, which would certainly not be possible before February 2021 anyway. Even if it were
possible, there would be limits to using the central bank’s balance sheet in quasi fiscal operations.
The DRP notes that the “This central fiscal priority over the medium term is debt stabilisation, which will require large spending and revenue
adjustments. The manner in which this is done will affect growth”. It is patently not possible to stabilise the debt over the medium term,
despite the Minister of Finance 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 coronavirus lockdowns. SOE rationalisation, for
instance, is not a short term enterprise. Not acknowledging this just erodes the credibility of fiscal policy still further.
If the onus is therefore on fiscal policy, then there is limited scope for increases on the revenue side and the bulk of the adjustment burden
has fall on the expenditure side. Unfortunately, given the expenditure ceilings imposed over the last 6 years, the only significant scope for
reprioritisation of budgets relates to the public sector wage bill and state owned entities, as noted by the DRP.
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It should be noted however that there is likely to be a cash management crisis. With the best will in the world, expenditures are very
difficult to cut in 6 months – even with zero-based budgeting – because of existing contractual obligations, labour relations challenges etc.
Rationalising state owned enterprises will, for instance, require legislative change in many instances, and may only really bear fruit in the
medium term. Similarly, the DRP notes that “Programmes that have little impact on economic performance or service delivery will be phased
out” – this would take at least 2 years, even if the political will can be mustered to handle the inevitable resistance to eliminating inefficient
programmes.
Wage bill reduction is the only significant expenditure item which can be influenced by next year. The DRP notes that “Cabinet has reiterated
support for the proposed public-service wage bill reductions announced in February, which will improve the composition of spending. (p
163). This too may be held up in legal processes, and it is important that Cabinet sticks to its resolution.
The DRP makes no mention of tax rate increases: “Additional tax revenue should come primarily from improved tax collection as enforcement
is strengthened to enhance compliance, alongside other revenue measures”. Given the dire state of the fiscus, 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, 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. 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 R2m, 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 R1.5m to 47% AND new top bracket of 50% above R2m 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.
The DRP sends mixed signals. On the one hand it speaks of the need to contain debt. On the other it proposes to “extending the current
increased level of social grants as well as the additional social relief (SRD) grants” (p136). While current grant levels should be maintained
increasing grant entitlements should be approached with extreme circumspection since they kick in with immediate effect, while savings
from SOE rationalisation and the wage bill may only commence much later, and the rebound of the tax base will be even more delayed.
Companies badly affected by the lockdown would have accumulated losses in the medium term to offset against future profits, so the
rebound of tax revenue will significantly lag the economic upturn. How much savings will be realised through containing the wage bill and
SOEs is not certain, given that these politically sensitive outcomes depend on bargaining with an array of stakeholders who have already
registered their uncompromising opposition.
Accordingly, my recommendations would be for the DRP to note:
1. The cash management challenges that government will experience as its cash reserves are drawn down by August
2. There is very little room on the revenue side, therefore expenditure reductions have to bear the burden of adjustment.
3. That a more realistic debt reduction trajectory is necessary – committing to medium term stabilisation of public debt is simply not
possible in the medium term, nor would it be desirable. A longer trajectory which is actually adhered to would be much more credible.
4. Despite this, government should consider progressive tax increases, even though these may make a small monetary contribution to fiscal
sustainability, such as a temporary solidarity tax and the full levy.
5. Refrain from committing to – or creating the expectation of – increased social grant funding that it can ill afford. Just financing existing
entitlements is going to be challenging enough as it is, and creates mixed signals.

4. Grové Steyn
On Energy Sector
Without reliable power supplies plans for South Africa’s post Covid economic recovery will be severely hamstrung. South Africa has
experienced debilitating load shedding for at least 13 years. As electricity demand recovers Eskom is not able to meet demand reliably.
Despite its best efforts to repair its old, abused and poorly maintained, older coal stations, and to reliably bring online new capacity, financial,
technical and human resource constraints have made this impossible. It is now clear that this option alone is unlikely to resolve load shedding
and power constraints.
For at least two years it has been clear that the best strategy to resolve load shedding is to also connect new short lead-time independent
power projects and smaller distributed generators to the grid. Due to highly favourable economics most of these will be either wind or solar
photovoltaic renewable energy projects.
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However, contradictory policy direction, apparent conflicts of interest and excessive regulatory red tape has meant that this strategy has
not been successfully executed, thereby imposing an enormous cost on South Africans. REIPPP procurements are still effectively stalled and
in practice the enormous potential for (labour intensive) distributed generators is not being achieved. NERSA has only issued 5 generation
licences this year, totalling 28MW, and only 6 licences since 2016. (A successful strategy would have delivered 1500MW or more by now.)
Power system studies by the CSIR leave little doubt that more determined and prompt policy responses and regulatory reforms that resulted
in more renewables connected to the grid would have substantially reduced the probability of load shedding.
A decisive change of direction and a new paradigm is needed if the economy is to recover and the Green Stimulus and Just Transition mission
is to be achieved. We propose a twofold strategy:
- Firstly, in the short-term, we should implement several targeted interventions, supplementing existing plans, to ensure that secure power
supplies are restored in the shortest possible time and that the green stimulus receives a substantial and credible kick-start.
- Secondly, we should implement a range of credible policy, market and regulatory reforms, complimenting existing plans, in order to
provide long term certainty about our commitment to ensure secure power supplies and roll out least cost green energy.

Short-term plans should include:
•

Freeing up the market for distributed energy generation by removing prohibitive red tape and licencing requirements. This is the
quickest and most labour-intensive way to connect new generation capacity to the grid and will trigger investment expenditure within
months and make a difference to the power system within a year. The easiest way to achieve this is to amend Schedule 2 of the Electricity
Regulation Act to exempt the requirement for a NERSA licence for:
a. Self-generation of ANY size, even if grid tied (anything grid tied above 1MW currently requires a licence);
b. Up to 20 MW even if selling to third parties and wheeling across the grid.
Grid connection protocols with network operators will still apply to ensure technical compliance – it is just the market access licencing by
NERSA that will be removed.
• A policy pronouncement directing that agreements between IPPs and large customers are permitted and encouraged. This must be
supported by a joint industry, Eskom and NERSA Task Team clarifying measures to ease procedures for licensing, connection agreements
and wheeling charges.
• Implementing the DMRE’s 2019 Integrated Resource Plan. NERSA concurrence for the Ministerial Section 34 determination of 6000MW
solar PV and wind, 513MW storage and 3000MW gas needs to be urgently expedited. The Minister needs to instruct IPP Office to
commence with REIPPP 5 RfP immediately (not only next year) and to continue procurements on an annual basis. This procurement
needs to be run in parallel to the Risk Mitigation Power Procurement Programme of 2000MW currently being prepared. Power shortages
mean that we are out of time to run these sequentially.
• The question of the need for National Treasury sovereign guarantees behind REIPPP 5 power procurement agreements needs to be
resolved prior to the issue of the RfP. The Government Framework Agreement commits NERSA to provide revenue and tariff determinations
to enable Eskom to honour PPA payment obligations in full. That has worked well thus far and has meant that the contingent liability of
state guarantee behind this is small. However, other options should be considered for subsequent procurement rounds to remove the
need for the fiscus to take on further contingent liabilities.
Policies that should be immediately pursued but will have effect in the medium term include:
• Implementing DPE’s Eskom Roadmap, including establishing an independent Transmission entity (possibly the new Eskom) as part of the
Eskom new business plan;
• Develop a new set of market rules and regulations to facilitate rapid upscaling of investment and ensure sustainable and efficient market
development and reliable power supplies;
• Confirming the Electricity Pricing Policy requirement for tariffs reflective of efficient costs, and the need for NERSA to approve cost
reflective tariff structures (especially fixed charges) to ensure that new generation entrants contribute fairly to common system costs.
• Providing a Cabinet (shareholder) mandate to Eskom to engage with potential counterparties (sovereigns, DFIs and climate funds) to
explore options for large scale climate finance to assist Eskom with its financing challenges and support a Just Transition for affected
communities during the accelerated energy transition.
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6.9

Meeting between PEAC and President Cyril Ramaphosa on Economic Recovery –
12 August 2020
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6.10

PEAC Workstream Briefing Notes on Recovery and Reconstruction Plan – 9 October 2020

6.10.1 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

6.10.2

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

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
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.
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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.

3.1MONETARY 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:
•
•
•
•

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:
Reduced liquidity coverage ratio from 100% to 80%, providing temporary liquidity relief to banks.
Reset countercyclical capital buffer to zero, freeing up liquidity and lending capacity of banks.
Extended refinancing instrument maturities from 3 to 12 months.

•

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:
Reducing long term interest rates by reducing bond supply in the market, raising their prices and lowering their yield.
Shoring up confidence in the bond market by ensuring its liquidity and signalling eased monetary policy stance (influencing expectations).
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.

•

Enabled accommodative lending criteria and conditions in the banking system to enhance the effectiveness of the transmission channels.
To that end SARB:
Issued guidelines (March 25) for debt relief to bank customers.
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.
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
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.
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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).
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.
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.

•

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.

•

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.
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
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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.

2.

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.

3.

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.

4.

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

5.

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 depositfunding, 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).

6.

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.

7.

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.

8.

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.

9.

Recommendation: Set up a Rescue Fund to support the revival of illiquid businesses that were financially healthy immediately prepandemic 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:
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Help these firms absorb permanent losses suffered due to cessation of activities and hence enable quick recovery;
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;
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.

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.
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.
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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).
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

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.
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.
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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 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 R304.1- billion. 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.

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
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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 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:
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
Burger (2020) therefore proposes a more gradual and realistic fiscal adjustment path, outlined in the green and blue, the stability scenario,
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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.

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 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.
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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.
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, sports- equipment, 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.
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.
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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.
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.
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.
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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
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
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.
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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 R209.4billion 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.
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 well- equipped 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 climateimpact 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.
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6.10.3 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 low- cost 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.
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.
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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)

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

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%).
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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 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 even save cost), because new low cost electricity will merely displace the diesel
consumption in the peaker- plants 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 load- shedding 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:
3.
4.

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.

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.
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5.

6.
7.
•
•
•
•
•

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.

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?

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.
5.

6.
7.

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.
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.
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

5.

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%20
Agenda%20for%20SA.pdf.
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).

6.

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.

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”.

1. 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.
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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.

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
•

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.

6 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 interlinked 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.

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 publicprivate 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.
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1. 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.
5.

Mazzucato, M. (2013), The Entrepreneurial State: debunking public vs. private sector myths, Anthem Press: London, UK, ISBN 9780857282521,

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.

1. 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 well- known mistakes
from past crises, where trillions were poured into the economy, with most of the finance ending back in the financial sector.
5.

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.

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.

1. 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.
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The result would be an increase in cross-sectoral learning and macro-economic 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, 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),
5.
6.
7.
8.
9.

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

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
21. 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 well- trodden 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-compliancewith-cares-act-bailout-terms
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.

6.10.4 BUILDING STATE CAPACITY
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.
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.
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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 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,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?
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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, 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 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 mission- critical 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 non- governmental 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 critical- mission 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.
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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, 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.

4. 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 value- for-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
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.
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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.
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.

5. 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 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, non- racialism 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.
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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).
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.

6. 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.
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.
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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 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).

7. 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 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
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– 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 nonstate 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 crosssectoral (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.
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 mission- critical 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.

8. 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
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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 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 socioeconomic 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.

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.

9. 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.
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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 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.

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.
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6.10.5 UNLOCKING THE DISTRICT DEVELOPMENT MODEL
1 CAPACITY AND CO-ORDINATION FAILURES WITHIN GOVERNMENT – A PROBLEM STATEMENT
•

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.

•

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).

•

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.

•

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’.

•

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 grants and a few billion from education infrastructure grants (Treasury,
2020: 12)

•

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.

2. ‘ONE DISTRICT, ONE PLAN’
•

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).

•

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.

•

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.
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3. THE ROLE OF THE PRESIDENCY IN CO-ORDINATION AND DISPUTE-RESOLUTION
•

The specific recommendations outlined in the NDP, focus on how the Presidency can be mobilized 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).

•

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.

•

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
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).
•

•

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.

•

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) ‘crowdin’ 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.
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•

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.

5. ARE REGIONAL AGENCIES THE SOLUTION?
•

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.

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.
•

•

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

•

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.
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•

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
•

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
•

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.

•

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.
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•

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.

•

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
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.

•

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
•

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.

•

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.

•

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
•

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 transportand 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.

•

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.
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.

•.

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.

•

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
•

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.

•

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

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.

•

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.

•

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.

•

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.

•

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.

•

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
•

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?

•

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).

Source: Financial Census of Municipalities, StatsSA, 2019. Authors own calculations.
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•

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.

•

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.

•

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.

•

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.

A specific household can have more than one source of income. Percentages therefore do not add up to 100%.
•

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
•

In light of the service coverage gaps and infrastructure backlogs already mentioned, an infrastructure- led 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
sub- sectors of our economy – steel, cement, plastics inter alia.

•

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.

•

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).
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11. THE MUNICIPAL DEBT MARKET – SOMETHING TO CONSIDER FOR THE ‘THIRD PHASE’ OF THE ECONOMIC
RECONSTRUCTION AND RECOVERY
•

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.

•

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.

•

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.

•

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/
This suggests that District municipalities who receive significant transfers for large service- related 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 ownrevenue.
•

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.

•

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).

•

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.

155

| South African Presidential Economic Advisory Council

PEAC Annual Report December 2020

•

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.

•

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?
•

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 District- level economic recovery and stimulus plans
(Fosi, 2020).

•

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 -coordinated 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.

13. A DEVELOPMENTAL SOCIAL COMPACT - RESPONDING TO CAPEX FUNDING GAPS
•

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.

•

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.

•

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.

•

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.

•

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
•

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.

•

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.

•

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
•

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 interalia. Moreover, these projects also have strong employment multipliers, and work opportunities for
those with limited or no skill.

•

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’.

•

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.

6.10.6

COVID-19 SOCIAL GRANTS

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.

157

| South African Presidential Economic Advisory Council

PEAC Annual Report December 2020

4. 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 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.

•

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.

•

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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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.
•

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.

•

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 low- income 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.

•

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

•

a.
b.
c.
d.
e.

f.

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.
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.
The Covid grant is able to reach additional households who would not be reached through the existing grant system.
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.
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.
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.

COVID-19 SOCIAL GRANTS - CONTINUED

159

| South African Presidential Economic Advisory Council

PEAC Annual Report December 2020

•

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.

5. 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 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.

•

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.

•

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.

•

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.

•

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.

1.

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.

1.

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.

6.10.7 COMPETITIVE AND INCLUSIVE MARKETS
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
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– 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.
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 shortterm 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, 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.
1.

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.
2. Buthelezi, T., T. Mtani and L. Mncube (2019), “The extent of market concentration in South Africa’s product markets”, Journal of Antitrust
Enforcement.
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
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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 crossregulator 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.

6.10.8

AGRICULTURE DEVELOPMENT

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.

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-bankact_1912-018
Land Act provided access to white farmers. Available here: https://www.gov.za/1913-natives-land-act-centenary?gclid=CjwKCAjw57b3B
RBlEiwA1ImytjXQZ8db9dQJEo2_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.
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Available: https://onlinelibrary.wiley.com/doi/abs/10.1111/ j.1813-6982.2011.01302.x
6. The 1996 Marketing of Agricultural Products Act is available here:
https://www.gov.za/sites/default/files/gcis_document/201409/act47of1996.pdf
1. 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
2. The Land reform white paper can be found here: https://www.gov.za/sites/default/files/gcis_document/201411/whitepaperlandreform.
pdf
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.
1. 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%20
Information/Abstract%202019.pdf
2. For more information, please see: http://www.statssa.gov.za/?p=13144
Against this backdrop, the primary question that policymakers seek to answer is: how to continue to grow South Africa’s agricultural sector,
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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 well- maintained infrastructure (rail,
roads, harbours, water, electricity, and telecommunications). Prioritising 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 agro- processing 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
protected and secured as new owners get access to land. This is the only way we will secure a transformed and equitable agricultural sector.
11. The report is available here: https://www.gov.za/sites/default/files/gcis_document/201907/panelreportlandreform_0.pdf
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 large- scale 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
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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.
4.

5.

6.

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
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.
11. 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.
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.
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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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6.11 Paper on conditionalities presented in Meeting with Minister Ebrahim Patel and DTIC team
– 27 October 2020
Executive Summary
•

The COVID crisis is a systemic crisis. As such it provides a unique opportunity to reshape the way the “South African system” works
beyond particularistic interests, financialised practices and rentieristic positions. A unique opportunity to experiment new forms
of collaborative relationships between the public and the private. In this sense, this pandemic is an opportunity to cure the parasitic and
inertial public-private relationship which have so severely affected the country for decades. Moving towards a new symbiotic publicprivate relationship within a renewed public purpose is the only way to revert the country’s deep investment and productivity crisis,
widespread inequalities and raising social tensions.

•

The pandemic exposed the extreme vulnerability of several Western and emerging economies, but also revealed how their vulnerability
stems from a more fundamental crisis of the intellect. The dominant idea that the State is the lender of last resort in time of crisis, but
a burden to the market economy in normal times. Rediscovering the state as the ‘investor of first resort’ in shaping a healthy,
resilient and productive economy is a precondition for effective policy making in the post COVID recovery phase in South
Africa. The attachment of conditionalities to bailouts is only one of the many instruments the State can use to revert this unprecedent
situation, others will be addressed in more details in follow up briefs. The key issue is to open the mind to a new idea of the state and
focus on ‘how’ best to design and implement policy tools within a systemic industrial policy.

•

The attachment of conditionalities to bailouts is 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 merits. Far from a punitive
and dirigiste attempt to put strings on the economy, attaching conditionalities to bailouts is a way to steer the economy and
promote its productive forces towards a more inclusive, sustainable and innovative economy. South Africa needs such innovative
transformation, restructuring and rebalancing of its economy. Rentieristic positions and value extractors in the market are the main
barrier to this change.

•

Conditionalities in bailouts schemes shall be introduced strategically and in a targeted manner, balancing out immediate socioeconomic needs and medium-long term policy objectives. South Africa needs to frame these conditionalities within an ambitious
‘new industrial policy deal’ centred around bold missions. This deal must leverage South Africa’s existing productive capabilities
within and across the private and public sectors and forge new symbiotic relationships. On the new path, it must be more profitable to
produce the solutions for our common challenges.

•

Green, health and digital are new transversal fields for a new production and social revolution. Conditionalities shall steer
unprecedented resources to capture these opportunities. Shall protect valuable companies and invest in workers, while keeping them
productive. Shall promote production in an innovation economy. Shall expand public services and promote experimentation. Shall
invest in the new infrastructures. These are the backbone of an inclusive and sustainable society and sound economy.

•

The opportunity of a systemic crisis

The COVID crisis is a systemic crisis. As such it provides a unique opportunity to reshape the way the “South African system” works beyond
particularistic interests, financialised practices and rentieristic positions. A unique opportunity to experiment new forms of collaborative
relationships between the public and the private. In this sense, this pandemic is an opportunity to cure the parasitic and inertial publicprivate relationship which have so severely affected the country. Through these collaborations an opportunity to steer the economy with a
renewed public purpose. For once everything must change so that everything does not remain the same.
The South African economy has shown severe structural problems for several decades. Its poor growth performances are the result
of a chronic lack of adequate investments in both the private and public sectors, persistent signs of premature de-industrialisation and a
subordinate position in global value chains1. The fragmentation of several economic sectors, the increasing financialisation of the economy
and the lack of effective demand due to national and global trends (including commodity cycles) have left the market to pick a trajectory
of economic decline, stagnant productivity and reduced competitiveness. The global financial crisis and following decade of austerity have
further weakened the productive economy and accelerated ongoing trends. The COVID crisis represents an even more challenging scenario,
given the macroeconomic vulnerability of the South African economy and the looming global recession and contraction in global demand.

1

Andreoni, A. and Tregenna, F. (2018) ‘Stuck in the middle: premature deindustrialisation and industrial policy’, CCRED Working paper 11/2018, University of Johannesburg. [Link]
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The COVID crisis has affected several countries disproportionally. Countries like the UK and the US in particular have realised how
vulnerable their production systems were and how difficult it is to ramp-up production and coordinate supply chains of food, medicine,
ventilators, protective equipment and test kits. Other countries like Germany and South Korea have shown much more resilience in their
production systems and public heath infrastructure, thanks to the capacity of the government to coordinate public and private efforts.
Impressive test capacity in Germany and Korea was made possible by the existence of public health facilities and laboratories, but also the
presence of industries that could supply (either directly or indirectly) the required safety equipment and chemicals.
International comparisons between these two groups of countries highlight the extreme vulnerability of those Western economies where
an idea of the State as the lender of last resort in time of crisis, but a burden to the market economy in normal times has prevailed.
In these same economies, the pandemic has pointed to the damage that financialisation and rentieristic capitalism pose to the resilience
of socio-economic systems. Before the crisis, many corporations in the US and UK in particular have been more occupied with financialised
practices to maximise value for shareholders, rather than solving societal problems and prioritising their broader stakeholders. South Africa
has also experienced over twenty years of financialisation combined with macroeconomic austerity.
Various financialised practices have left many corporations hamstrung with a heavy debt load. Such practices include issuing
new debt to pay out more dividends to shareholders and conducting leveraged takeovers of firms. In these takeovers transactions, firms
purchase other companies with borrowed funds, accumulating significant debt. Companies are bought with borrowed funds and then get
the resulting debt-load attached. The result is a more fragile and short-sighted companies corporate sector that is more sensitive to income
and credit downturns.
In times like the COVID crisis, these companies come under a dual pressure from a simultaneous lack of income and increasing interest
rates due to increased perceptions of risk. Figure 1 shows how billions worth of corporate bonds globally are soon to be repaid (the darker
colour, the sooner). Repayment often requires issuance of new bonds, but now this happens under significantly worse credit conditions, thus
increasing the risk of a cascade in bankruptcies, underlining the need for public bailouts.
Some central banks have taken measures to support the financing conditions for companies who were in the ‘investment grade’ category
before the crisis. Nevertheless, large amounts of unsupported ‘high-yield’ debt and rising debt servicing costs continue to present significant
risks. This dismal outlook for corporations and the financialisation practices which have weakened the productive sector underscore
the need to apply strategic conditionalities when public support and risk-sharing is warranted.

•

Why Conditionalities on Bailouts?

When governments provide support to private companies, either in emergencies or to subsidise investments, the relationship is too often
designed to deliver private value for the corporation and not public value to society. It is a common problem that the risks are socialised,
and the rewards are privatised when the public sector enables new value creation in the private sector2. When the public takes risk
and funds or protects (e.g. via patents) private companies, governments should ensure that the resulting outcomes for the public reflect the
support provided by governments.3 If value is not retained and redistributed across value creators, the economy is doomed to lose its value
creation capabilities. Conditionalities are therefore needed, especially in those countries where financialisation and rentieristic
practices have weakened the economy.
The attachment of conditionalities to bailouts is no more a taboo, international experiences from highly dynamic market economies
are testament of that4. 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. A wide range of countries have authorised direct payments to firms to subsidise wages - including Australia, Denmark,
Poland, Singapore, Saudi Arabia, and the UK – in order to preserve productive capacity whilst maintaining household incomes. Some of
these countries have included additional conditionalities, in others the need for more conditionalities in bailouts are becoming evident.
Denmark and France has specified that companies receiving state aid cannot be 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. In the UK the Bank of England has used its influence to promote a temporary moratorium on dividends
distribution and share buyback operations. The worst-affected sectors have needed more extensive support. 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 bailout requests by making them conditional to climate targets. Germany and France
are moving to respectively acquire or increase equity stakes in airline companies to ensure strategic infrastructural capacity. At the EU level
concerns have been raised about speculative take-overs and the need to protect the European industrial sector from foreign acquisitions.

William Lazonick & Mariana Mazzucato (2013). “The risk-reward nexus in the innovation-inequality relationship: who takes the risks? Who gets
the rewards?” in Industrial and Corporate Change, Volume 22, Issue 4, August 2013
Mariana Mazzucato (2020). “Capitalism’s Triple Crisis”. Project Syndicate (link)
4
See Editorial of the Financial Times: https://www.ft.com/content/7836c4ce-893e-11ea-a01c-a28a3e3fbd33?shareType=nongift
5
https://ec.europa.eu/commission/presscorner/detail/en/STATEMENT_20_610
2

3
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Figure 1: Corporate debt maturing next five years by rating ($bn; AAA rating = lowest risk and interest burden)

Source: S&P Global Ratings via Financial Times

The need for State aid Temporary Framework to recapitalisation measures has been recognised5. However, large portions of government
support are also 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. The
significant financial and policy support it stands to receive from now, will shield the sector from its perhaps inevitable ‘creative destruction’
amidst the transition to a sustainable economy.
5

https://ec.europa.eu/commission/presscorner/detail/en/STATEMENT_20_610
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Far from a punitive and dirigiste attempt to put strings on the economy, attaching conditionalities to bailouts is a way to steer the economy
and promote its productive forces towards a more inclusive, sustainable and innovative economy. When conditionalities are done well,
they align corporate behaviour with the needs of a productive society. In the short term, during the crisis, the focus should be on
preserving employment relations and maintaining the productive capacity of the economy, whilst avoiding extraction of funds to financial
markets and executive compensation. In the long-run, it is about ensuring that corporate governance regimes and business models lead to
sustained prosperity. To achieve this alignment of interests and actions and develop new symbiotic relationships between public and private
actors, the South African government shall rely on conditionalities with a public purpose, and within an industrial policy coherent
framework.
Industrial strategies, which are seeing a revival around the world, should be directing economies towards solving grand challenges through
innovation and investment. Rather than ending up as a static list of sectors to support, industrial strategy must be about steering
investment-led growth across different sectors, working with the ‘willing’ rather than the ‘winners’ – those companies ready to
commit to a purpose. Policies aimed at big societal challenges require confronting the direction of growth—growth that is for example
more inclusive and sustainable. But this is very hard to do within the traditional framework that sees policy as simply fixing market failures,
and at best as facilitating/enabling value creation. Challenge-led growth requires a new tool kit. One that is more based on market shaping
and market co-creating. The government is the only actor able to steer such scale recovery industrial policy plans and has an advantage in
committing resources in uncertain times. However, it is also its responsibility to assure that this unprecedent effort of the overall society has
a renewed public purpose. While all these policy instruments are welcome, their impact on the recovery will depend on the extent to which
they are aligned and coordinated in a systemic way, and are given directionality. Policy alignment, coordination and directionality are
key to achieve maximum additionality and exploit the full spectrum of functions that the existing instruments and institutions can
play.

2. What Conditionalities, What Public Purpose?
Conditionalities in bailouts schemes shall be introduced strategically and in a targeted manner, balancing out immediate socio-economic
needs and medium-long term policy objectives. Over the last decades, South Africa has its own dismal history of corporate bailouts (or
other State financial aids) with little or no conditionalities. South Africa needs to design new conditionalities and frame them within an
ambitious ‘new industrial policy deal’ centred around bold missions. This deal must leverage South Africa’s resources and productive
capabilities within and across the private and public sectors and forge new symbiotic relationships. What is need is a reorientation from
the sole needs of the shareholders to a more holistic view of the all the stakeholders6. A mission-oriented policy approach can help
coordinate the various policy tools to achieve the public’s grand challenges7. The following five conditionalities shall orient a new
industrial policy deal and promote a new production and social revolution.

Corporate governance conditionalities, for a productive and innovation driven economy
The COVID crisis is an occasion to change the landscape of corporate behaviour through the application of strategic conditionalities. Bailouts
for public purpose must avoid subsidising and validating extractive business models and financialised practices. Conditionalities should
prevent our productive firms being depleted of funds through untimely CEO bonuses, excessive dividends, share buybacks, unnecessary
indebtedness, use of tax havens and political lobbying. Furthermore, the conditionalities should be used to prevent excessive pricing –
not least for corona-related medicine and vaccines. If done right, this can be the start of a move away from corporate value extraction
through various sources of economic rents such as patents, lobbying of legislators and squeezing of the employees. To be effective corporate
governance reforms should be aligned with fiscal reforms to promote retain and reinvest business practices, more than value extraction.

Targeted bailing out, for investing in workers and innovative industrial renewal
There is an urgent need to use conditionalities to maintain employment and protect the productive fabric of business organisations and
the income security of households. While demand is low, workers can be trained and re-skilled to create more value after the health crisis.
Where some sectors face permanent changes, e.g. in the aviation industry, governments should actively facilitate the transition into new
occupations. Conditionalities should also foster enduring changes in the work conditions to reflect the value and dignity of work. This
includes adequate safety, decent wages and inclusion in firm management, as is prevalent in Germany. Denmark has been at the forefront
during the crisis by offering generous wage compensation for firms conditioned on no layoffs for economic reasons. The Danish government
is also supporting corporate solvency by funding fixed costs, while excluding companies in tax havens and disallowing the use of funds on
dividends and share buybacks for larger recipients for two years.

6
7

Mariana Mazzucato (2020). “Stakeholder capitalism is urgently needed - and the COVID-19 crisis shows us why” (link)
Mariana Mazzucato (2019). “Governing Missions in the European Union”. Report for the European Commission (link)
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In an economic crisis, the challenge is to restore valuable activity and capture opportunities for an innovative industrial renewal. In the 20th
century, several countries have steered these structural transitions coordinating societal efforts through industrial policies8. To counter the
illnesses during WWII, the US state developed mass production of the recent medical breakthrough penicillin. History has shown how states
can rise to the challenge and coordinate the production and distribution of the necessities of the current health crisis. There is a dire need
for governments to ramp-up production and restructure supply chains for the production of food, medicine, ventilators, personal protective
equipment and test kits. Market forces are not able to respond with such urgency and not able to distribute such scarce products according
to public needs. This may be the start of a journey to repurpose the economy towards innovative industrial ecosystems9.

Governing Risk and Rewards, for a resilient and innovative public health system
Products resulting from public research and development (R&D) funding should be available at reasonable prices, rather than at excessive
monopoly prices due to granted patent rights. This is especially true for the health care and pharmaceutical industries, who benefit from
value-extracting business models enabled by naïve public regulations and lack of conditionality10. As the global community invests heavily
in vaccines, tests and medication for the virus, it must be ensured that the results will be available to all. There is a threat that an eventual
COVID-19 vaccine ends up as an expensive monopoly product, despite significant public investments in research11. A number of involved
companies have stated willingness to make a successful vaccine accessible, but governments should ensure that this is the case. As a means
to deliver public return, conditionalities should be imposed with four key aims: access and affordability, international knowledge sharing,
reinvestment and transparency of R&D costs. In the context of COVID-19, the first two conditionalities are particularly paramount.

Directing finance and state-owned companies, for green innovation and infrastructures
When relevant and possible, governments should use conditionalities to advance longer-term missions. Businesses and financial institutions
have not been investing sufficiently in productive capacity to provide solutions for our needs while lowering our impact on the environment.
We therefore need more technological breakthroughs and more accessibility of green innovations and solutions for the wider society. The
promotion of new sustainable patterns of consumption and production is a unique opportunity to leverage, develop and give directionality
to widespread capabilities in advanced materials, renewable energy, circular economy. A green transition requires coordination at the level
of business system integrators and key players in the energy sector. In the South African case, this means giving new directionality to stateowned companies and use them as a catalyser for the transition.
In several countries, State-owned enterprises have historically represented a crucial institutional mechanism for development and economic
transformation—through investment by strategic companies in core industries. Sometimes they are a source of inertia and rents capture, other
times they can be the source of new organisational and technological capabilities, while fostering structural change in the economy at large.
Several acclaimed cases of successful industrial development (e.g. Italy, South Korea, China, the Scandinavian countries, etc.) demonstrate
that State-owned enterprises can become an effective mechanism for transformational policies, when their activities are oriented towards
industrial objectives and coordinated according to a systemic logic. A public, yet autonomous and managerial State-holding company has
the potential of significantly reducing the bureaucratic approach to State ownership in South Africa, while leveraging its catalytic role.

Shifting from incentive-led to service-led technology policies, for digital industrialisation
The world economy is undergoing a period of structural and technological transformation, driven by the increasing digitalization of
economic activity. Digitalization is being experienced differentially across the globe, reflecting the different opportunities it offers as well
as the particular challenges countries face in digitalizing their economic systems. In South Africa, digitalization is occurring in an economy
that has prematurely deindustrialized, where the digital capability gap in terms of digital infrastructures and skills is wide, and where
organizations need significant investments to retrofit their existing systems. Despite this, South Africa has islands of excellence in which
firms are embracing digitalization to achieve greater efficiency, process innovation, and supply-chain integration. These examples point to
what is possible, while at the same time revealing gaps and shortcomings.
Countries leading digital industrialisation across the world have relied on several technology policy instruments. The successful ones have
prioritised the development of a public-private technology infrastructure supporting quasi-public good investments along the technology
life-cycle. The promotion of cross-sectoral technological transitions requires investments in intermediate technology institutes, more
than horizontal incentives whose effectiveness remains limited especially when systemic coordinated actions are needed. The shift from
an incentive-led to a service-led technology policy is critical to support Small and Medium Enterprises in the South African context, and
strengthen the ties across the national industrial ecosystem. The development of digital skills in cross-cutting fields such as data science and
software engineering, and transversal technologies in complementary services, are also particularly important.

Antonio Andreoni (2016) “Varieties of Industrial Policy: Models, Packages and Transformation Cycles”, in: Noman, A. and Stiglitz, J. (eds.) Efficiency, Finance and Varieties of Industrial
Policy, New York: Columbia University Press. Antonio Andreoni and Ha-Joon Chang (2019) “The Political Economy of Industrial Policy: Structural Interdependencies, policy alignment
and conflict management”, Structural Change and Economic Dynamics, 2019, vol. 48, pp. 136-150. Ha-Joon Chang and Andreoni, Antonio (2020) Industrial Policy in the 21st Century,
Development and Change, vol. 51, no. 2
9
Antonio Andreoni (2018) “The Architecture and Dynamics of Industrial Ecosystems: Diversification and Innovative Industrial Renewal in Emilia Romagna, Cambridge Journal of
Economics, 2018, vol. 42, no. 6, pp. 1613–1642
10
Mariana Mazzucato et al. (2018). “The People’s Prescription: Re-imagining health innovation to deliver public value” (link). IIPP Working Paper with Stop Aids, Just Treatment and Global
Justice Now.
11 Mariana Mazzucato & Azzi Momenghalibaf (2020). “Drug Companies Will Make a Killing From Coronavirus” (link)
8
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6.12 PEAC Funding Research Proposal submitted to National Treasury – 27 October 2020
1 Introduction
President Ramaphosa, in his State of the Nation Address in February 2018, announced the establishment of the Presidential Economic
Advisory Council (PEAC) to generate new ideas for economic growth, job creation and addressing poverty. PEAC serves to identify, unpack
and make recommendations to the President on key economic issues facing South Africa.
Its objective is to facilitate the development and implementation of economic policies that spur inclusive growth, pursued through a
programme comprised of three components:
•
An advisory council of local and international economic thought leaders to advise the President and government and which will engage
in policy-bridging activities with key economic policy actors in South Africa,
•
A secretariat to support the PEAC; and
•
Enhanced economic research that supports the deliberations of the PEAC.
PEAC’s Terms of Reference articulates its aims as follows, to:
•
rebuild trust between government and social partners in a manner that responds to South Africa’s triple challenges of poverty,
unemployment an inequality.
•
serve as a forum for in-depth and structured discussions on emerging global and domestic developments, economic and development
policies, and to facilitate policy coherence and implementation.
•
act as a sounding board for the President and his government on weighty economic policy and development issues affecting SA broadly
and individual sectors of the economy specifically.
•
facilitate government’s access to expert knowledge and experience of economic policy making so as to improve the quality of South
Africa’s economic policy design, implementation, impact and better inform the public narrative on economic policy success and
shortcomings.
•
build a knowledge base of policy and implementation lessons, best practices and field tested success stories.
•
facilitate skills transfer from the PEAC to key economic policy practitioners and in a manner that responds to gaps in institutional capacity
that can facilitate improved long-run implementation.
PEAC comprises 19 economists and technical experts drawn from academia, private sector, labour, community, think tanks and elsewhere
who agree to serve a 3-year term, supported by a small secretariat from National Treasury. PEAC is organised into a number of thematic
working groups such as:
•
Macro-dynamics and public investment,
•
Poverty, Inequality and jobs
•
Agriculture, trade and industrial policy
•
State capacity and political economy, and
•
Energy transition and growth.

2 Problem statement
It is clear that post-pandemic recovery and the creation of an inclusive, green, digital economy in the context of a fiscal sustainability crises
will preoccupy the economic policy debate over the medium term. PEAC will be involved in generating recommendations on an array of
policy areas. It is critical that these various macroeconomic and micro-economic recommendations are mutually consistent and reinforcing,
and that the likely economic impacts of proposed policies on key economic and social variables are understood.

3 Project Research Outputs
3.1 Research on Macro-Modelling
(Supervised by Tania Ajam and Thabi Leoka, co-ordinating input from other members of the PEAC workstream on Macro-dynamics
and public investment)
In a complex modern economy, macroeconomic modelling is a critical methodology for structured, economy-wide forecasting and scenario
analysis. In developing a debt management strategy, for instance, credibly modelling would be indispensable. PEAC, however, does not
have independent economic modelling capacity and therefore is seeking a service provider as a research collaborator to provide technical
support in economic forecasting and scenario development.
The service provider will have a track record of credible economic modelling, technical support and report writing, and have the capability
of forecasting at the level of the economy as a whole and by sector. The ability to supplement these with microsimulations at household level
to assess impact on poverty, gender and provincial dynamics would be an added advantage.
The service provider will workshop with PEAC’s Macro-dynamics and Public Investment Working group and other interested PEAC members
a set of scenarios to calibrate the modelling and provide a report outlining the outcomes of the various scenarios. The service provider will
workshop the draft report’s results with PEAC, revise according to inputs received at the workshop and finalise the report accordingly.
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3.2 Research on Energy Transition and linkages to industrial policy and Just Transition Questions
(Supervised by Mariana Mazzucato and Grové Steyn, co-ordinating input from other members of the PEAC workstream on Energy
Transition and Growth)
Research needs to be undertaken on how the bidding process for the upcoming massive renewable energy investment programme could
be designed in such a way as to achieve not only lower cost, low carbon electricity, but also advance upstream and downstream local
manufacturing, black empowerment, just transition and job creation objectives.
The research output will also focus on the best institutionalisation of the bidding process as well as the ongoing, iterative review of the
country’s Integrated Resource Plan to anchor the process to the identification of lowest cost electricity generation, transmission and
distribution technologies and aligned with the ongoing projection of electricity supply and demand dynamics.

3.3. Research on impact of COVID-19 on welfare of households
(Supervised by Vusi Gumede sand Haroon Bhorat, co-ordinating input from other members of the PEAC workstream on Poverty,
Inequality and Jobs)
Use microeconomic data or National Income Dynamics Study - Coronavirus Rapid Mobile Survey to investigate the effect of Covid-19 on the
welfare of households in in South Africa. Specifically, the study will investigate the following:
•
Covid-19 and economic growth in South Africa;
•
The impact of Covid-19 on employment generation in South Africa in various sectors of the South African economy;
•
The effect of Covid-19 on investment in various sectors of the South African economy;
•
Effect of Covid-19 on poverty and inequality.
•
Did COVID-19 affect income of the households?
•
Which sources of income (income from employment, Income from a business, government grants, money from friends or family, other
specify) were affected the most?
•
What impact did it have on the welfare of households in various income quintiles?
•
How did different stages of the lockdown influence the welfare of these households?

3.3 Research on the role of the Banking Sector in meaningfully contributing inclusive growth
(Supervised by Thabi Leoka, Renosi Mokate co-ordinating input from other members of the PEAC workstream on Macro-dynamics and
public investment)
The low uptake in the Loan Guarantee Scheme (LSG) is a factor of demand and supply issues. There are also structural problems and biases
that play a role, particularly when the scheme is facilitated by commercial banks. Commercial banks have onerous credit criteria that they
use to decide who to extend a loan to. Often these criteria are modelled on a certain type of lender. Because of South Africa’s history and its
structural problems that include inequality, there is a divergent set of entrepreneurs that are varied in composition, structure and culture
which influences the way they operate. A different and accommodative model that is inclusive and views risk in a multi-dimensional way is
required for the financial sector to meaningfully play a role in the development of the economy.
Banks play an important role in a country’s economy. They play a decisive role in the development of industry and trade. They are not only
the custodian of wealth in a country, but their resource allocation influences the composition and pace of economic growth. The general role
of commercial banks is to provide financial services to the general public and business, ensuring economic, social stability and sustainable
growth of an economy.
Given the experience that South Africa has had with LGS, a question arises on the role of banks in South Africa. To what extend have our
commercial banks facilitated growth? Are our banks biased towards particular types of businesses and are they missing out on the emerging
township economy or rural economy that requires a different lending criterion?
India has more than 50 000 commercial banks and 8000 rural banks covering 280 districts. While India is a large country with a population
of over a billion people, the variety of banks cater for the varied needs of the country. Commercial banks in India are also malleable, catering
for a variety of customer needs.
We have identified the need to better understand the role of the banking sector in South Africa. We hope that the research will influence the
way banks have historically operated. If indeed there are biases that have resulted in missed opportunities, therefore impeding on economic
growth, we hope to influence or disrupt, to use modern parlance, the banking system so that it can meaningfully contribute towards a
sustainable and equitable economy.

Proposed budget and time frames
It is proposed that the four research projects be initiated in January 2021, and that the work be completed by the end of August 2021. A total
of R1-million rand should be allocated to the Research Work, depending on the time and capacity required, it will not be necessary that the
funding be equally divided among the four research outputs.
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6.13 Presentation to Minister Gwede Mantashe and DMRE team – 3 November 2020
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