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The economy of a country can be compared to 
a railway junction – a place where all the social, 
political, institutional, technological and natural 
resource endowments of a country converge to in-
fluence people’s ability to improve their level of 
prosperity. These qualities, together with the par-
ticular economic arrangement of a country, deter-
mine the structure – the supporting framework – 
within which the economy pursues a cyclical path 
of recovery and recession.

Closely linked to the systemic qualities of social 
change is the nature of development. Development 
is not the same as growth. It is an increase in the 
autonomous competence of society to sustain it-
self and be prosperous under changing conditions. 
It emphasises the need for a balance between pro-
cesses of integration and differentiation, and also 
assumes societal aspirations which move beyond 
the purely economic. In short, society cannot de-
velop economically over the long term if, for exam-
ple, it is found lacking in its search for truth (sci-
ence and education) and in its respect for liberty, 
for ethical behaviour and for beauty. Development 
must be sustainable.

The global recession and, more recently, ongoing 
tepid growth in Western Europe, the growth slow-
down in China, and the significant decline in re-
source prices, have undoubtedly had a negative 
impact on South Africa’s growth performance over 
the last seven years. These external factors are nat-
urally beyond our control. What is more worrying, 
however, is the fact that these external constraints 
have highlighted a number of domestic – largely 
structural – obstacles to growth, development and 
job creation.

Underpinning the current constraints in the do-
mestic economy is the fact that South Africa has 
become a deficit nation. Government expenditure 
exceeds government revenue, imports of goods 
and services exceed exports of goods and servic-
es, household consumption expenditure exceeds 
household disposable income, and the demand for 
investment goods exceeds the availability of do-
mestic savings. In short, gross domestic expendi-
ture (GDE; aggregate demand) has been higher 
than gross domestic product (GDP; total output) 
for a number of years.

The overarching and cross-cutting implication of 
the growing indebtedness of ‘SA (Pty) Ltd’ is that 
the country lives in perpetual hope that its vari-
ous deficits will be financed by non-residents, at 
an affordable cost. Until about five years ago this 
outcome was generally achieved, as foreign savers 
found the country to be sufficiently attractive to 
warrant a meaningful investment in shares, bonds, 
plant, equipment and other forms of direct invest-
ment. But this might have been not so much a vote 
of confidence in South Africa, but rather a motion 
of no confidence in the short-term economic out-
look then prevailing in the USA, Western Europe, 
and Japan. Today, investors are probably finding it 
more difficult to formulate good reasons for financ-
ing South Africa’s fiscal, household, foreign and 
savings deficits. On reflection, therefore, South 
Africa’s relatively robust economic growth perfor-
mance during the first few years of the 2000s was 
largely driven by consumer and investment spend-
ing, which, in turn, was accommodated by rapidly 
expanding debt levels. The latter are not sustain-
able; in fact, as both the household and govern-
ment sectors attempt to restore the integrity of 
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their balance sheets, growth in these sectors is be-
ing curbed.

An additional implication of being a deficit/indebt-
ed nation is the inherent upward pressure it places 
on prices – at both the domestic and internation-
al levels. The rand exchange rate has displayed 
a secular depreciating trend for more than three 
decades. Since the beginning of this century this 
downward trend has also been characterised by ex-
treme volatility – at times, the value of the trade-
weighted rand has weakened by 30% within two 
years, and then recovered that loss within the next 
three years. To a large extent, this volatility can be 
ascribed to ebbs and flows in foreign financial in-
vestment. As mentioned earlier, such flows tend to 
be opportunistic and sporadic, and the value of the 
rand exchange rate tends to follow suit. A stronger 
currency, therefore, occurs more by accident than 
design, and as long as the country relies on for-
eign savings to finance deficits, the rand exchange 
rate will remain vulnerable to the whims of non-
residents. (Of course, if South Africa’s domestic 
savings rate were to be substantially higher, the 
effects of capital account inflows and reversals on 
the exchange rate would be far less profound.)

Besides being a deficit nation, South Africa also 
has to contend with a labour market that is clearly 
not working. Successful labour markets should in-
ter alia contribute to the achievement of efficiency 
(maximising output), equity (equality of opportu-
nity for all), and growth (increasing employment, 
productivity and incomes). The realities in South 
Africa include chronically high unemployment, 
high and rising labour costs, and only marginal im-
provements in productivity. These failures are both 
a cause and effect of below potential economic 
growth. For instance, the fact that one-quarter of 
the labour force is not being utilised means that 
the economy is nowhere near to operating at full 
potential capacity, while low growth inhibits the de-
rived demand for labour. If we add to that the fact 
that the unit costs of labour in the non-agricultural 
sector have risen by 250% since 2000 (compared 
to 6% to 8% in Western Europe and China), we 
observe a declining trend in the labour intensity of 
expansions in economic output. Further underlying 
dynamics include the legacy of historical misallo-
cations of education resources, and the powerful 
role played by trade unions and the collective bar-
gaining system, which all contribute to the rapid 
increase in the cost of labour. The upshot is a con-
tinuous erosion of the domestic and international 
competitiveness of South African produced goods 
and services.

The prognosis

Business as usual

In the short term economic growth in South Af-
rica is expected to be lacklustre and below par, as 
exports remain sluggish (due to the tepid global 
growth performance), and domestic consumers 
continue to restore the ‘health’ of their balance 
sheets. And even the low-key forecasts by, for in-
stance, the World Bank, require a normalisation of 
labour market conditions. Furthermore, domestic 
constraints are expected to play heavily on growth, 
with economic performance continuing to under-
perform against most emerging market economies. 
On the positive side, recoveries in key export mar-
kets, such as the USA, should mitigate to some 
extent the slowdown in China. Nonetheless, the 
current account deficit is expected to remain high, 
partly as a reflection of the structurally low level of 
savings. 

Moreover, the risks to the outlook remain high.  
These include 
•	continued uncertainty about the future direction 

of policies; 
•	insufficient progress in securing the security of 

energy supply; 
•	labour relations tenseness; 
•	rising interest rates in the USA; 
•	the slowdown in growth in China (with the cor-

responding implications for commodity prices); 
and 

•	negative investor sentiment (due to, inter alia, 
policy uncertainty). 

If by 2020 there has not been a substantial in-
crease in the pool of domestic and foreign sav-
ings, accompanied by a discernible improvement 
in the quality of the labour force, the economy is 
destined to muddle along the path of growth me-
diocrity, stuck in a middle-income trap, with very 
limited redistribution of wealth and income. Pov-
erty and unemployment become entrenched, and 
spending power is confined to a relatively small 
group of middle-class consumers (more of whom 
will be black Africans). 

Future socio-economic success will clearly rest 
largely on the nature and application of econom-
ic policy in the years that lie ahead. One of the 
greatest challenges facing policy-makers over the 
next few years, especially while economic growth is 
sluggish, is to avoid the temptation of creating the 
illusion of wealth by resorting to macro-economic 
populism, eg, extravagant government expenditure 
and artificially low interest rates. The success of 
attempts to ‘spend your way into growth’ will be 
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cut short by the accompanying hyper-inflationary 
tendency and the total distortion and disruption of 
the allocation of scarce production factors. Sooner, 
rather than later, draconian policy measures will 
have to be introduced to prevent economic decay 
and disaster.

The longer term:  
The National Development Plan (NDP) 

As far as the longer term is concerned the National 
Planning Commission’s (NPC) National Develop-
ment Plan: Vision for 2030, which was released on 
11 November 2011, provides an important over-
view of the country’s major structural deficiencies 
and barriers, as well as a policy prescription. 

The first chapter of the National Development Plan 
(NDP) discusses a number of international and 
regional developments that affect South Africa. 
These include international political and econom-
ic developments; globalisation (which increases 
complexity, and magnifies systemic risks); Africa’s 
development; climate change (Africa and South 
Africa could be affected disproportionately); and 
technological change.

 The subsequent chapters cover various aspects of 
the plan, which is ultimately aimed at eliminating 
poverty and inequality. To this end, the economy 
needs to become more inclusive and grow faster. 

The achievement of a 6% growth path could be 
derailed by any one or more of the structural chal-
lenges listed in Table 1. Some of these challenges 
are generic, ie, common to economies similar to 
that of South Africa; others are of a more idiosyn-
cratic nature. The implications of these challenges 
include, inter alia, the following: 

•	 Initially, as access to employment is expanded 
on a mass scale, a large proportion of working 
people will be low paid. It will therefore be es-
sential to reduce the cost of living with regard to 
food, transport, education, health and the like. 

•	 ‘The longer-term solution to skewed owner-
ship and control is to grow the economy rapidly 
enough and focus on spreading opportunities 
for black people as it grows’. This seems to be 
a clear directive that growth precedes redistri-
bution, poverty alleviation and income equality  
(NPC, 2011: 102-103). 
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Table 1: Structural challenges to a high growth trajectory

Source: Compiled from NPC, 2011:98-102

Generic challenges

•	The resource curse (failing to diversify the indus-
trial base)

•	Middle-income trap (Failure to maintain growth 
momentum after reaching middle-income status)

•	Global economic downturn (eg, the possibility of a 
prolonged period of slow growth and austerity)

•	The youth bulge (the increase in the number of 
people of working age can be a dividend or a bur-
den)

•	The future of work (so, for instance, most jobs are 
created in domestically oriented services where 
productivity and wage growth is lower than in 
manufacturing) 

•	Resource intensive economies are faced with the 
challenge (and opportunity) of reducing carbon 
dioxide emissions)

South African specific challenges

•	High levels of inequality

•	A relatively small domestic market

•	Skewed corporate ownership and control

•	Policies and programmes that are not conducive 
to human development

•	Undue pressure on natural resources

•	Energy constraints

•	Spatial misalignments

•	Distance from main global markets

•	Implementation challenges

The NPC (2011:103) points out that external 
shocks (eg, rising terms of trade) can trigger an 
acceleration in growth, but that this acceleration 
is often reined in by ‘binding constraints’ (such 
as infrastructure and logistical bottlenecks, ad-
ministrative inefficiencies and an inappropriately 
skilled labour force). From this position, the NPC 
contends that labour absorbing growth needs to be 

stimulated by identifying major constraints that 
curb investment and production in key selected 
sectors and then addressing these constraints in a 
sequenced fashion.

Various specific ‘targets’ are highlighted such as 
(NPC, 2011:105-121) higher fixed investment 
(the target is a fixed investment-to-GDP ratio of 



Prof Mohammad Karaan, outgoing member of the 
National Planning Commission, provided a frank 
and objective overview of the operating philosophy 
of the NDP, and of the progress made thus far in 
achieving some of the goals. He also reflected upon 
the reasons for the critique levelled at the NDP, 
and proposed a number of actions going forward. 

Broad ideology and goals

The underlying ideology of the NDP resonates with 
the view held by Amartya Sen that a nation needs 
to invest in human capabilities in order to utilise 
opportunities; thus investment in human capital 
creates other capital, such as physical and social 
capabilities. The NDP also emphasises the fact 
that successful nations are ones that are willing 
to make sacrifices now in order to advance the 
welfare of next generation. So, for instance, the 
opportunity costs of saving now (foregoing con-

sumption spending) are justified by the fact that 
those savings are needed to finance future growth-
creating investment projects. Another crucial un-
derstanding embodied in the ideology of the NDP 
is that leadership is implemented through active 
citizenry. This implies that South Africans must 
take accountability for and accept the responsibil-
ity to have a say in democracy, development and 
prosperity.

In keeping with the above, the broad goals of the 
NDP are to
•	build a united country;
•	resolve historical injustices;
•	uplift the quality of life of all South Africans;
•	accelerate social and economic change;
•	eradicate poverty and unemployment and reduce 

inequality; and
•	expand the economy and distribute its benefits 

equitably.
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THE NDP: IDEOLOGY, STATUS, CRITIQUE, ACTION (Prof Mohammad Karaan)

30% which will require a significant improvement 
in the domestic savings rate); gaining global mar-
ket share (which will require a focus on lowering 
the cost of living, lowering logistics costs and even 
subsidising some low skill sectors); stimulating 
domestically oriented activity (which will support 
small firms, easier access to credit and a more 
relaxed regulatory environment); regional growth; 
a national system of innovation and learning; un-
leashing the potential of SMMEs; a stable and ena-
bling macro-economic platform; and a responsive 
labour market (a number of statements/observa-
tions suggest that the NPC feels that the labour 
market might not be flexible enough to create 11m 
jobs over the next two decades). At the same time, 
the NPC is obviously aware of the sensitivity that 
has to be shown in balancing the social costs and 
economic benefits of labour flexibility. Finding this 
balance in a way that creates millions of ‘decent’ 
jobs could turn out to be the largest obstacle in the 
achievement of the National Development Plan. 

It is important to note that Vision 2030 is a 20-
year plan – it transcends four election cycles. It 
is, therefore, not intended to be a ‘quick fix’ so-
lution; indeed, ‘quick fixes’ tend to provide only 
temporary and illusory solutions. However, there is 
growing dissatisfaction about the apparent lack of 
progress made in implementing the NDP. Almost 
four years have passed since it was released, and 

there seems to be a lack of co-ordinated and inte-
grated planning aimed at effecting the objectives 
of the plan. Indeed, some suggest that the NDP 
is barely more than a set of noble targets, with in-
sufficient commitment to actually achieving them. 
Moreover, various stakeholders are reluctant to buy 
in to the principles and operating philosophy of the 
NDP. While cyclical events have come to dominate 
and stall the achievement of short-term economic 
objectives, the abandonment of the NDP would be 
regrettable since it represents, in principle, the 
first visionary objective of its kind in South Africa’s 
history. 

A recurring theme throughout the NDP document 
is the importance of firm and focussed leadership 
by government and the strengthening of state ca-
pacity to drive the implementation of the vision. 
However, of equal importance, is the involvement 
and active participation of civil society in the 
broadest sense of the word; hence the initiative by 
the USB and the Oliver and Adelaide Tambo Foun-
dation to co-host a dialogue on selected aspects of 
the NDP, viz.

•	Possible ways of solving our productivity  
challenge:

•	Possible ways of solving the problem of living  
beyond our means
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Source: SA Reserve Bank, online dataset 

 

 
Figure 2: South Africa’s NEETS 

Source: StatsSA, 2015 
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At a high-level of thinking, the problematique and 
diagnosis of the South African economy can be 
summarized as follows:

In the days of apartheid the economy was of an 
oligopolistic nature, particularly in the mining and 
energy sectors (the “minerals-energy complex”), 
and the sophisticated financial services sector. In 
the post-apartheid era ownership and control pat-
terns remain largely unchanged, so that high lev-
els of poverty and inequality persist. Moreover, the 
number of low skills jobs has declined, while there 
has been a substantial increase in the number of 
high skills jobs, with the youth of South Africa be-
ing the biggest victims of the changing structure 

of the economy (see Figures 1 and 2). The loss 
of low skill jobs has raised inequality. Moreover, 
South Africa is stuck in a middle-income trap be-
cause, with rising wages and declining competi-
tiveness, the country is unable to compete with 
low-income, low-wage economies in manufactured 
exports, or with advanced economies in high skill 
innovations. Put differently, South Africa has not 
been able to make a timely transition from re-
source-driven growth to productivity-driven growth. 
Indeed, one of the major reasons for South Africa’s 
relatively disappointing economic performance is 
the poor export performance since the mid-1990s  
(see Figure 3)
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Figure 1: The changing structure of the South African economy
Source: SA Reserve Bank, online dataset

Figure 2: South Africa’s NEETS
Source: StatsSA, 2015
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The major objective of the NDP, as highlighted by 
Karaan, is to eliminate poverty and reduce inequal-
ity through achieving the following key targets:

•	Reducing	unemployment.
•	Improving	the	quality	of	education.
•	Providing	quality	public	services,	such	as	water,	

sanitation and electricity).
•	Ensuring	an	inclusive	rural	economy.
•	Establishing	a	better	built	environment.
•	Ensuring	critical	infrastructure.
•	Providing	effective	and	affordable	 

public transport. 

Spotlight on unemployment

Although the level of total employment reached a 
peak of just over 15m in 2014, the annual rate 
of job creation remains substantially lower than 
the number of new job seekers entering the labour 
market each year. Consequently, the unemploy-
ment rate in South Africa is chronically high, and 
no inroads have been made over the last decade 
(see Figure 4). While one in four adults is unem-
ployed, two out of every three young people (be-
tween 15 and 24 years) are jobless. Clearly, the 
labour market is failing to fulfill its primary func-
tion, viz. to absorb working adults. 

In seeking reasons for the pedestrian progress 
made with regard to job creation, Karaan points 
out the polarity between (largely populistic) policy 
initiatives that are relatively easy to do, but have 
a limited impact on employment (see Figure 5). 
Thus, while it is relatively “easy” to redistribute re-
sources such as money and housing, these endeav-
ours do not address the root causes of structural 
unemployment. More effective and relevant educa-
tion should result in more significant and sustain-
able job creation, but is relatively more difficult to 
implement, and does not yield immediate results.

Measures proposed by Karaan to create more jobs 
include the following:
•	Promote	manufacturing	 in	 areas	 of	 competitive	

advantage. 
•	Grow	agricultural	output	and	focus	on	agro-pro-

cessing. 
•	Improve	the	functioning	of	the	labour	market	to	

make it easier for young work seekers to get jobs.
•	Better	coordination	and	implementation	of	eco-

nomic policies.
•	Partnerships	 with	 business	 to	 increase	 invest-

ment in labour intensive areas.
•	Lower	the	cost	of	living	and	of	doing	business.
•	Undertake	small	business	reforms.

Figure 3: Real merchandise exports as percentage of GDP
Source: SA Reserve Bank, online dataset
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Figure 5: Explaining the slow progress on jobs
Source: Karaan, 2015 

Figure 4: Unemployment rate (narrow and broad).
Source: Department of Planning, Monitoring and Evaluation, 2015
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Spotlight on agriculture 

A strong case is made by Karaan for advancing 
the agricultural sector. Empirical evidence shows, 
for instance, that economic growth in developing 
economies is premised on agriculture and manu-
facturing. In fact, it is almost paradoxical to note 
that in rich countries there is a tendency for capi-
tal to flow to agriculture, while the opposite holds 
true for developing nations. In addition, agricul-
ture creates the potential for labour-intensive ex-
ports. Then, as commercial agriculture becomes 
more advanced, the opportunity for technical in-
novation improves. Moreover, urban growth (a fea-
ture of South Africa) depends, at least in part, on 

rural markets, while growth in the latter requires 
urban markets. It is also a well-known fact that Af-
rica’s agricultural potential is vastly under-utilised, 
thereby denying the continent the opportunity of 
not only becoming self-sufficient with regard to 
food production, but also stunting potential growth 
in output and job opportunities. Finally, by advanc-
ing the agricultural sector, South Africa might be 
able to address the uncomfortable legacy of the 
“homeland” question.

In essence, an argument is made for agricultural 
subsidies in South Africa. While this notion might 
appear to be in conflict with the dictates of neo-
liberalism, Karaan reminds us of the pragmatic 
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Reform of labour markets

Incorrect focus of government spending

•	The NDP does not place enough emphasis on 
the sectors that will re-industrialise South Africa. 
(manufacturing, mineral processing, etc.) 

•	Jobs in manufacturing, utilities and infrastructure 
are more appropriate to meet the current chal-
lenges than jobs in the services based sectors.

•	The growing service based sector are critically de-
pendent on growing industrial sectors – and the 
NDP has not prioritised these.

•	Labour market regulatory reform will not boost 
entrepreneurship – the results will be low quality 
and low wage employment.

•	Reforming the labour market is not the answer 
and will erode worker rights. 

•	Concerns have been raised from the private sector 
that the NDP has been too soft on labour and the 
required structural reforms.

•	The NDP is too conservative on macroeconomic 
policy, advocating for monetary policy easing and 
more fiscal restraint.

•	The NDP places too much emphasis on restrained 
government spending on consumption.
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approach taken by former Chinese leader Deng 
Xiaoping, as encapsulated in the dictum that “It 
doesn’t matter if the cat is black or white, if it 
catches mice it’s a good cat.” 

More specifically, the business sector calls for a 
greater focus on the creation of a conducive invest-
ment climate for growth, rather than focusing on 
job targets. To this end, an aggressive reduction 
of regulatory impediments is required. The sector 
also argues that ICT investment should be a key 
infrastructural priority, and not be seen as “just 
another sector.” Finally, investments in labour pro-
ductivity are seen as imperative to enhance global 
competitiveness.

The labour sector’s criticism of the NDP include 
concerns that the jobs created will be largely of 
low quality and non-permanent; and that there is 
not sufficient emphasis on the re-industrialisation 
of the economy. Labour also feels that the wealth 
redistribution targets are inadequate (50% of the 
population to share 10% of the wealth by 2030), 

Critique of the NDP
The core criticism of the economic objectives and 
proposals of the NDP are summarized in Table 1.

and that the poverty thresholds used are too low. 
In addition, labour claims that the unemployment 
definition used is too rigid – that the narrow defini-
tion fails to capture the true extent of joblessness 
in South Africa. The issue of land redistribution 
without compensation remains contentious.

Concluding remarks on the Economics content of the 
NDP
Karaan is of the opinion that the Economics chap-
ter is written, presented and argued in a candid, 
comprehensive and accommodating fashion, 
thereby providing a good base for further delibera-
tions on the future performance of the economy. 
The main contestation is around four aspects of 
economic transformation (viz., ownership of as-
sets, wealth distribution, access to opportunities, 
and the structure of the economy), as well as the 

Table 1: Core criticism of the NDP

Source: Koraan, 2015

Focus on the wrong sectors
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nature and extent of job creation and concomitant 
labour market reforms, the focus of industrialisa-
tion, the macro-economic policy regime, and land 
reform.

The missing ingredient is some “magic” that will 
please, unite and excite all stakeholders. This 
“magic” does not lie in simply creating jobs; it will 

probably have to come from creative ways of deal-
ing with the equity/transformation question (with-
out abandoning efficiency). To this end, we need 
tangible “success stories” that will pave the way 
for societal “buy-in” to the goals and the ethos of 
the NDP. Areas to consider in this regard include 
land reform, low-cost schools, and active engage-
ment of the youth of South Africa.

Prof Charles Adjasi’s presentation focused on two 
major areas: Productivity trends in South Africa, 
and alternative options to deal with the country’s 
productivity challenges.
 
The productivity facts
Prof Adjasi concentrated on South Africa’s perfor-
mance in respect of total factor productivity (TFP). 
TFP measures the efficiency of all inputs to a pro-
duction process; i.e., not only labour or capital. 
Its level is therefore determined by how efficiently 
and intensely inputs are utilized in production. It 
plays a critical role in explaining economic fluctua-

South Africa’s TFP performance over the last three 
decades has been disappointing when considered 
against its own historical development, as well as 
when compared with other countries of a simi-
lar nature. Figure 6 shows there were 15 annual 
declines in the country’s TFP between 1990 and 
2014. Consequently, the level of TFP in 2014 was 
22.6% lower than in 1989. Figures 7 and 8 show 
an equally poor performance compared to fellow 
BRICS members and Kenya, Morocco and, to some 
extent, Nigeria.

ALTERNATIVE OPTIONS FOR PRODUCTIVITY CHALLENGES (Prof Charles Adjasi)

tions, economic growth and cross-country differ-
ences in per capita income. Factors contributing 
to TFP growth include innovation, the availability 
of skilled labour, the cost of conducting R&D, the 
availability of technology (and the efficiency with 
which technology is used), and the availability and 
ability of management to harmoniously and effi-
ciently blend the available inputs.

The reasons for South Africa’s sluggish TFP per-
formance are, according to Adjasi, low efficiencies 
in the use of labour and capital; a variety of chal-
lenges (including regulatory and financial barriers) 
that prevent businesses from maximizing their po-
tential; and a low competitive base (see Figure 9).
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Figure 6: TFP growth in South Africa 

Source: The Conference Board Total Economy Database; Adjasi, 2015 
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Figure 6: TFP growth in South Africa
Source: The Conference Board Total Economy Database; Adjasi, 2015

Figure 7: TFP growth, BRICS 

Source: The Conference Board Total Economy Database; Adjasi, 2015
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Figure 9: SA’s rankings1) by pillar of competitiveness, 2015/16
Note: 1) 140 countries assessed; South Africa’s overall ranking 49th

Source: Compiled from WEF, 2015

Alternative options for South Africa’s productivity 
challenges

Adjasi’s fundamental point of departure is that 
strategy initiatives are too heavily focused on 
“combustion-driven” growth. Instead, there should 
be a much more intense concentration on invest-
ing in human capital  in order to mitigate the skills 
deficiency. An entire overhaul of the educational 
system is called for – it should provide a set of 
multiple pathways aimed at deepening the stock of 
human capital and enhancing skills development. 
A model akin to that associated with Singapore, 
for instance, could offer secondary school learners 
three options:
•	Academic high schools that prepare learners for 

university.
•	Technikons (polytechnic high schools) that pro-

vide advanced occupational and technical train-
ing (the top students here could also go to uni-
versity).

•	Technical, agricultural and vocational institutes 
that focus on occupational and technical training 
for craftsmen and artisans.

Turning to tertiary education, Adjasi proposes that, 
in addition to granting more bursaries for gradu-
ate students, South Africa’s R&D effort needs to 
be improved. An important conduit for this is ear-
marked funding of tertiary education. Comparative 
figures reveal SA’s shortcomings in this regard. For 
instance, the gross tertiary enrolment rate in China 
and India is 27% and 25% respectively; in South 
Africa it is only 15%. R&D expenditure per capita 
in Brazil and China is $130 and $121 respective-
ly, compared to only $55 in South Africa. 

Like Koraan, Adjasi identifies the agricultural sec-
tor as an under-utilised area of growth. In addition 
to heavier investment in irrigation schemes, he ar-
gues for a comprehensive investment effort across 
the entire agricultural value chain (from smallhold-
ers to global distributors and retailers). As Table 
2 indicates, South Africa’s agricultural economy 
makes what seems to be a disproportionately small 
contribution to the GDP.

Figure 8: TFP growth by 5-year periods, selected countries

Source: The Conference Board Total Economy Database; Adjasi, 2015
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exports; to this end ICT capital services are decisive. As indicated in Table 3 and Figures 9 

and 10, South Africa is once again a laggard. 

Table 3: High-technology exports as % of total manufactured exports, 2013 

Country High-technology exports as % of total 
manufactured exports 

China 27.0 

India 8.0 

Brazil 9.6 

South Africa 5.4 

Source: Adjasi, 2015 

 

 
Figure 9: ICT capital services growth, BRICS members 

Source: The Conference Board Total Economy Database 
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in order to mitigate the skills deficiency. An entire overhaul of the educational system is 

called for – it should provide a set of multiple pathways aimed at deepening the stock of 

human capital and enhancing skills development. A model akin to that associated with 

Singapore, for instance, could offer secondary school learners three options: 

 

 Academic high schools that prepare learners for university. 

 Technikons (polytechnic high schools) that provide advanced occupational and 

technical training (the top students here could also go to university). 

 Technical, agricultural and vocational institutes that focus on occupational and 

technical training for craftsmen and artisans. 
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Like Koraan, Adjasi identifies the agricultural sector as an under-utilised area of growth. In 

addition to heavier investment in irrigation schemes, he argues for a comprehensive 

investment effort across the entire agricultural value chain (from smallholders to global 

distributors and retailers). As Table 2 indicates South Africa’s agricultural economy makes 

what seems to be a disproportionately small contribution to the GDP. 

 

Table 2: Selected agricultural indicators  
Country Agricultural land 

(% of land area) 
Agricultural irrigated 

land 
(% of total agricultural 

land) 

Agricultural value 
added 

(% of GDP) 

China 54.7 10.2 5.2 
India 60.0 34.0 18.0 
Morocco 67.4 4.6 15.4 
Brazil 32.5 1.6 5.2 
South Africa 79.4 1.6 2.5 

Source: Adjasi, 2015 
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Source: Adjasi, 2015
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Figure 10: ICT capital services growth, Morocco, Nigeria and South Africa 

Source: The Conference Board Total Economy Database 
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endeavours that are, in turn, linked to entrepreneurial efforts. There should be a particular 

effort to foster youth entrepreneurship through youth engagement incubations linked to 
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relationship between South Africa’s high youth unemployment rate and low establishment 

business ownership rate.  

 

Table 4: Business ownership and youth unemployment 
Country Established business ownership 

rate (%) 
Youth unemployment rate (%) 

China 11.6 10.1 
India 3.7 10.5 
Brazil 17.5 13.6 
South Africa 2.7 53.6 

Source: Adjasi, 2015 

In concluding, Adjasi proposes that any reforms must be driven by incentives. They must also 

be credible and include institutional changes, while having a national flavor. South Africa has 

a dual economy, and therefore the approach to reform must mirror this reality. 
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Economic diversification can also be advanced 
through the creation of financial markets for micro-
enterprises. An important proposition made in this 
regard is to provide incentives for micro-finance 
banks that are linked to driving inclusive growth 
creating micro-enterprise financial endeavours 
that are, in turn, linked to entrepreneurial efforts. 

In concluding, Adjasi proposes that any reforms 
must be driven by incentives. They must also be 
credible and include institutional changes, while 

There should be a particular effort to foster youth 
entrepreneurship through youth engagement incu-
bations linked to technikons and technical, voca-
tional and agricultural institutes. Table 4 suggests 
a relationship between South Africa’s high youth 
unemployment rate and low establishment busi-
ness ownership rate. 

having a national flavour. South Africa has a dual 
economy, and therefore the approach to reform 
must mirror this reality.
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Background

The fiscal sustainability concerns that prevailed 
20 years ago in South Africa subsequently receded 
after a number of years of fiscal rectitude. More 
recently, however, these concerns have re-emerged 
in the wake of the large cumulative rise in govern-
ment debt, which, together with other fiscal devel-
opments, has attracted the attention of inter alia 
the well-known credit ratings agencies.

Global developments in government debt in the 
wake of the financial crisis are well-known. In de-

Reasons for the rise in government debt

If South Africa did not have to contend with the 
negative consequences of the international finan-
cial crisis, the question arises as to why the gov-
ernment debt has escalated so significantly over 
the last eight years. Fundamentally, the answer 
can be found in the fiscal policy stance adopted 
since 2007. Figure 12 shows that government 

veloped countries the ratio of public debt to GDP 
has risen sharply from around 70% during the first 
eight years of the 21st century to just over 100% 
today. By contrast, the public debt-to-GDP ratio 
in developing countries is lower today than at the 
beginning of the 21st century, and only modestly 
higher than in 2008. The ratio has been below 
50% for the last 10 years. In South Africa, howev-
er, the ratio increased significantly – from just over  
25% in 2008 to 45% in 2015 – despite escaping 
the debilitating effects of the financial crisis (see 
Figure 11). 

spending in 2005 accounted for less than 26% 
of GDP; by 2009 this ratio was around 32% of 
GDP. (Meanwhile the ratio of government revenue 
to GDP averaged some 27% between 2007 and 
2014). The increase in the government spending-
to-GDP ratio between 2005 and 2014 amounted 
to approximately 4.5% of GDP. Some 30% of this 
rise can be attributed to government wages; 15% 
to goods and services; and 11% to transfers. 

FISCAL SUSTAINABILITY – SOME POLICY ALTERNATIVES (Prof Stan du Plessis)

Figure 11: Government debt to GDP ratio, developed countries, developing countries, and South Africa 
Source: Compiled from WEO database; du Plessis, 2015
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Figure 12: South Africa’s government expenditure and revenue as percentage of GDP, 2000-2014 
Source: Compiled from WEO database; National Treasury Budget Review; du Plessis, 2015

Figure 13: South Africa’s primary balance as percentage of GDP, 1994-2014 
Source: Du Plessis, 2015

At a macro-level of understanding the evolution of 
South Africa’s government debt-to-GDP ratio can 
be explained by referring to three factors, viz. gov-
ernment’s primary deficit; the real growth of the 
tax base; and the real interest rate. In essence, the 
burden of public debt is determined by the bal-
ance between the rate of interest and the tax base.

Decline in real GDP growth

After reaching 5% or more in the few years before 
the financial crisis, real growth in GDP has sub-
sequently declined, dipping below 2% (the coun-
try’s probable long-term potential) in 2014, with 

Large primary deficits
Relatively large primary surpluses (the excess of 
government revenue over non-interest government 
spending) were recorded in the 10 years prior to 
2008. Here, the influence of policy initiatives 
(GEAR and AsgiSA) was significant. Since 2008, 
however, large primary deficits have persisted, al-
though the deficit relative to GDP has narrowed 
over time (see Figure 13).

limited prospects of any meaningful improvements 
in the next few years (see Figure 14). This slow-
down, with the concomitant tapering off of growth 
in personal income, consumption expenditure and 
corporate profits, has resulted in a corresponding 
slowdown in government revenue (tax) growth.
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Figure 14: Annual real GDP growth, 2000-2014 
Source: Du Plessis, 2015

Figure 15: Real interest rates, 2000-2014 
Source: Du Plessis, 2015

Falling real interest rates

Real interest rates in South Africa peaked in 2004 
at almost 10%, before embarking on a downward 
path as the monetary policy stance softened in 
sympathy with the slowdown in economic activity. 
Currently, real interest rates are close to 0%, with 
a benign short-term outlook (see Figure 15). Con-
sequently, interest payments on government debt 

have fallen from almost 6% of GDP in the second 
half of the 1990s to approximately 3% of late (see 
Figure 16). This is significantly lower than the level 
where the interest bill is deemed to be problematic 
(viz., 6%). The implication is that the combina-
tion of historically prudent fiscal policy and falling 
interest rates has to some extent shielded the gov-
ernment sector (and taxpayers) from the impact of 
rising public debt. 
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Figure 16: Government’s debt servicing burden, 1994-2014 
Source: Du Plessis, 2015

Figure 17: Simulated government debt-to-GDP ratio, 2010-2030 
Note: The red line is the median result of the simulations.
Source: Du Plessis, 2015

Prospects for government debt until 2030

Rigorous simulations of the government debt-to-
GDP ratio from now until 2030, using real GDP 
growth, the primary surplus, and real interest rates 
as the major determinants, and assuming inter alia 
that GDP growth varies around 2% and the real in-
terest rate averages 2%, indicate debt levels rising 

rapidly over the next 15 years. When the exercise 
was conducted in 2011, the debt ratio remained 
below 50% during the period under review. How-
ever, a recent repeat of the exercise sees the me-
dian debt ratio surpassing the 60% level in the 
early 2020s, and rising further to just over 65% by 
2030 (see Figure 17). At these levels fiscal sus-
tainability is jeopardized. 
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Figure 19: Simulated government debt-to-GDP ratio if growth averages 5%, 2010-2030 
Note: The red line is the median result of the simulations.
Source: Du Plessis, 2015

Figure 18: Median (2010-2013) government revenue as percentage of GDP in emerging market economies
Source: Compiled from WEO database; du Plessis, 2015

Policy alternatives: What can be done?

Three variables are considered: taxation, the real 
interest rate, and economic growth. The option of 
raising government revenue through an increase in 
the national tax burden does not seem to be a fea-
sible one. As shown in Figure 18, South Africa’s tax 

Nor is economic growth a policy; it is a goal. In 
the same vein, fiscal policy makes a limited con-
tribution to the potential growth path, although a 
too onerous tax burden will compromise growth. 
A higher growth path would, however, ameliorate 
the emerging fiscal difficulties. For instance, an 
average economic growth rate of 5% over the next 
15 years could see the government debt-to-GDP 
ratio falling to below 45% by 2030 (see Fig-
ure 19). Currently, however, a number of growth 
constraints (which, by implication constrain tax  

burden of 27.1% is already relatively high when 
compared with other emerging market economies. 
The real interest rate is not a fiscal policy variable 
since it is essentially determined by the prevailing 
and expected rate of inflation. From a fiscal policy 
viewpoint the real interest rate is therefore an in-
dependent variable; a given. 

revenue growth) need to be noted. These include

•	the obstacles and inefficiencies imposed by vari-
ous state-owned enterprises (SOEs);

•	the lack of policy coherence; and 
•	the regulatory burden and labour market rigidi-

ties. 
As illustrated in Figure 20, private corporations are 
reluctant to invest in the economy because of con-
cerns about inter alia the political climate and the 
shortage of skilled labour.
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Figure 20: Constraints on business expansion 
Source: BER manufacturing survey; du Plessis, 2015

Concluding remarks

The deterioration in South Africa’s fiscal prospects 
is largely due to government expenditure decisions 
over the last eight years that are unrelated to the 
financial crisis. However, the contraction in eco-
nomic activity (and therefore the tax base of the 
economy), together with the political inexpedience 
of lowering government spending, is more than 
likely to result in relatively high budget deficits 

in the next few years, with a concomitant rise in 
the government debt to GDP ratio. Meanwhile, the 
budget will come under increasing pressure as a 
result of a rising debt servicing burden.
The option of raising taxes is not a very palatable 
one in the light of the already high burden. This 
leaves the option of reforming the public sector, 
especially SOEs, as well as implementing the pro-
posed financial management reforms, and alleviat-
ing the regulatory burden.

Introduction

Prof Ronelle Burger reminds us that the role and 
functions of governments in a national economy 
are justified inter alia by the failure of the mar-
ket to allocate resources efficiently, in which case 
public services and redistribution serve to advance 
considerations related to equity. At the same time, 
however, when allocating resources to spend-
ing programmes, government has to consider the 
trade-off between efficiency (society getting the 
most that it can from its scarce resources) and eq-
uity (the benefits of those resources are distributed 
fairly among the members of society). 

Although growth and efficiency arguments are tra-
ditionally associated with investment in human 
capital and the concomitant productivity gains, 
redistribution through public services can also pro-
mote growth through establishing and maintaining 
political legitimacy and predictability, and through 
advancing social cohesiveness and stability.

Thus, public service delivery does matter. However, 

the conventional wisdom that expenditure on pub-
lic services is a proxy for social investment (and 
therefore productivity gains) is questioned by vari-
ous researchers, particularly as we note that public 
spending does not necessarily correlate with the 
quality of outcomes. It is the quality of human 
capital investments – and not public spending on 
social services – that ultimately determines the 
growth dividend

Assessing public service delivery in South Africa

The increase over time in the number of service de-
livery protests is concerning (see Figure 21). The 
protests are motivated by legitimate perceptions 
by people on the ground of important deficiencies 
in public service delivery. The anger and resent-
ment is often fuelled by the inadequate delivery 
of more tangible services (such as waste removal 
and housing) which are not as pivotal to long-term 
social mobility and development as, for instance, 
education and health. 

Nonetheless, we should not succumb to cynicism 

FISCAL SUSTAINABILITY – SOME POLICY ALTERNATIVES (Prof Ronelle Burger)
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Education is fundamental for construction of glob-
ally competitive economies and democratic socie-
ties. It is one of the most powerful instruments 
for  reducing poverty and inequality and for laying 
the basis for sustained economic growth, sound 
governance, and effective institutions. In short, 
education is key to creating, applying and spread-
ing new ideas and technologies that are needed 
for economic growth. In South Africa, the level 
and degree of complexity in the education sector 
is magnified by the country’s political, ideological 
and social history, and past inequities continue to 
weigh heavily on the country’s abitility to become 
internationally competitive. Moreover, income in-
equality continues to be driven not only by the 
number of years of education attained, but also by 
the quality thereof.  

Figures 22 and 23 vividly illustrate the large liter-
acy and numeracy gaps that persist among primary 
school learners.  

Figure 24 shows that despite South Africa’s per 
capita government expenditure on health being on 
par with that recorded in peer countries, maternal 
mortality rates in South Africa are five times higher 
than the median for those peer countries. Further 
evidence of unsatisfactory public health outcomes 
is provided by the fact that hospital audit reports 
conclude that the quality of clinical care plays a 
significant and increasingly important role in ex-
plaining maternal deaths. By comparing the most 

recent three year reporting period (2011-2013) 
with the previous period, Pattison (2015) finds

•	a	significant	increase	in	the	proportion	of	cases	
where lack of training is cited as contributing to 
maternal deaths;

•	a	25%	increase	in	deaths	due	to	obstetric	haem-
orrhage; and

•	that	hospital-related	 factors	 related	 to	obstetric	
haemorrhage deaths include poor clinical assess-
ment, delays in referral, failure to follow standard 
protocols, and failure to respond to abnormalities 
in the monitoring of patients.

Targeted hospital audits by Allanson & Pattison 
(2015) identified a number of hospital-related fac-
tors contributing to neonatal deaths, including lack 
of antenatal steroids (associated with poor phar-
maceutical stock management); insufficient nurs-
ing staff; and fetal distress not being monitored.

Racial and income group disparities are borne out 
by the fact that according to the latest available 
estimates (2002) the infant mortality rate was 7 
per 1000 live births for the white population, as 
opposed to 67 per 1000 live births for the black 
population. A study by Groenewald et al (2008) 
found that the infant mortality rate in informal set-
tlements was almost three times higher than in 
middle class neighbourhoods in the Cape Metro 
area.

Figure 21: Service delivery protests
Source: The Office of the President. 2013 Development Indicators 2012.  
The Presidency, Pretoria: South Africa
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However, more than two decades after the end of apartheid, significant racially-based and 

socio-economic gaps and inequalities persist. Thus, while access to public clinics in poorer 

communities has improved, health outcomes remain unequal (and often dismal). Similarly, 

there is a smaller gap in years of education between black and white members of society, but 

a large gap in terms of educational quality due to the existence of dysfunctional schools in 

poor black communities. 

 

 

Figure 21: Service delivery protests 
Source: Burger, 2015 

Figures 22 and 23 illustrate the large literacy and numeracy gaps that persist among primary 

school learners. Figure 24 shows that despite South Africa’s per capita government 

expenditure on health being on par with that recorded in peer countries, maternal mortality 

rates in South Africa are five times higher than the median for those peer countries. Further 

evidence of unsatisfactory public health outcomes is provided by the fact that hospital audit 

reports conclude that the quality of clinical care plays a significant and increasingly important 

role in explaining maternal deaths. By comparing the most recent three year reporting period 

(2011-2013) with the previous period, Pattison (2015) finds 

0

10

20

30

40

50

60

0

20

40

60

80

100

120

2004 2005 2006 2007 2008 2009 2010 2011 2012

Pe
rc
en
ta
ge

N
um

be
r o

f p
ro
te
st
s

Number of service delivery protests

about post-aparheid service delivery - there have 
been clear efforts and often meaniningful progress 
in this regard. But quality differentials persist. 

Real change and social mobility call for a signifi-
cant narrowing of these differentials. 
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Notes: Red sections here show the proportion of children that are completely illiterate in Grade 
4 , i.e. they cannot “locate and retrieve an explicitly stated detail in a short and simple text”.

prePIRLS 2011  By Gr 4 children should be transitioning from “learning to read” to “reading 
to learn”

Source: Spaull, 2015

Figure 22: Proportion of children in Grade 4 completely illiterate, by language group delivery protests

Figure 23: Numeracy across the income spectrum
Note: The question here (#42) was 24÷3= …………
Source: Spaull & Viljoen, 2014
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Notes: Red sections here show the proportion of children that are completely illiterate in 
Grade 4 , i.e. they cannot “locate and retrieve an explicitly stated detail in a short 
and simple text”. 

 prePIRLS 2011  By Gr 4 children should be transitioning from “learning to 
read” to “reading to learn” 

Source: Burger, 2015 

 

 

Figure 23: Numeracy across the income spectrum 
Notes: The question here (#42) was 24÷3= ………… 
Source: Spaull & Viljoen, 2014; Burger, 2015 
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Figure 24: Per capita public health expenditure and maternal mortality rates, South Africa and peer coun-
tries
Source: Burger, Burger & Rossouw, 2015 (Own calculations)

How to improve public service delivery in  
South Africa?

South Africa has fiscal constraints, which limit the 
capacity to effect improvement through higher lev-
els of spending. It is therefore important to attempt 
to do more with the allocated funds. Comparisons 
with international benchmarks suggest there may, 
indeed, be room for improvement. However, good 
administration, management and quality officials 
are much scarcer than fiscal resources, so at-
tempts to shift such resources to underperforming 
areas could face major obstacles, eg, issues such 
as location, language, race and union.

Besides, as pointed out earlier, when compared 
with peer countries, South Africa’s taxation and 
government spending is towards the top of the 
spectrum for developing countries. The policy dis-
cussion should therefore “… focus on why the con-
version of fiscal inputs into the desired outputs has 

been largely unsuccessful, and how to remedy the 
situation’’ (van der Berg, 2012) 

If increased spending is not an option it follows 
that implementation and operational questions 
become decisive, and therefore it becomes impor-
tant to consider ways to enhance the stock of good 
managers, and to motivate frontline staff. Correct 
systems can to some extent compensate for these 
deficiencies, including accountability and facili-
ty-level feedback processes, and monitoring and 
evaluating outcomes as opposed to process com-
pliance.

Given limited government capacity, non-profit and 
for-profit providers can also play an important po-
tential role. Being independent and small, they are 
more flexible and able to experiment and innovate. 
Additionally, there are fewer constraints to experi-
menting with performance based incentives and 
rewards.
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In some circles the NDP in general, and the eco-
nomics-related components in particular, are seen 
as a set of laudable, but implausible targets. This 
skeptical view may, to some extent, stem from the 
unimpressive performance of the South African 
economy since the release of the NDP in Novem-
ber 2011: economic growth is pedestrian, inflation 
is on an upward trend, net financial inflows have 
declined significantly, unemployment remains 
chronically high, poverty levels are high, and in-
come remains unevenly distributed.

However, although the Indaba speakers and audi-
ence participants vividly pointed out the structural 
constraints in the economy, there was a general 
sense that “all is not lost.” The NDP was viewed, 
in principle, as realistic, although the “devil is in 
the detail.” A multi-pronged, transdisciplinary, in-
tegrated planning approach is called for, which, as 
the deputy minister of finance pointed out should, 
as far as possible, be devoid of ideological bias. To 
this end we should bear in mind that government’s 
dilemma is to reconcile two fundamental realities, 
viz 
•	socio-economic reform (reconstruction and de-

velopment) is essential for the future prosperity 
and stability of the country; but 

•	if government initiatives aimed at solving the 
inequalities within South African society are 
carried out in such a way that they affront and 
demotivate highly skilled human capital, deter 
entrepreneurs and investors, and overtax the 
middle-class, then the country will inevitably slip 
into reverse gear as far as economic performance 
and stability are concerned. 

One of the leading problems in the consolidation 
of democracy in South Africa is embedded in the 
problem of performance legitimacy faced by gov-
ernment. Even with very substantial success in 
service delivery it may fall short of the virtually im-
possible promise of a “better life for all” – hence 
the imperative for more economic growth. Moreo-
ver, as clearly enunciated by the deputy minister, 
given the rapid escalation of the public debt, and 
the risk of future fiscal unsustainability, there is 
no more space for counter-cyclical fiscal stimulus. 
Echoing an oft-repeated refrain that the resolu-
tion of service delivery deficiencies is not merely 

a function of increased spending, the deputy min-
ister admitted that the state capacity for delivery 
is inhibited by the lack of competency transforma-
tion, and possibly ideological “fuzziness.” 
In fact, there was general consensus that some of 
the major constraints to economic growth include 
the obstacles and inefficiencies imposed by vari-
ous state-owned enterprises (SOEs); the lack of 
policy coherence; the high regulatory burden, and 
labour market rigidities – all of which compromise 
the country’s productivity and competitiveness. 
Specific proposals made for further attention in-
cluded the following:
•	The need for a social compact between all the 

relevant stakeholders to effect a sensible and 
pragmatic transformation of society – negotia-
tion compromises should be part of the operating 
ethos and philosophy of such a compact.

•	Generating a debate on how metros can become 
engines of inclusive growth.

•	Placing a much more nuanced and concentrated 
focus on the agricultural sector (including the 
commercialisation of the sector) and land re-
form.

•	Exploring meaningful ways of effecting labour 
market reform – ensuring that the labour market 
is allowed to do what it is supposed to do, viz. 
create jobs for work-seeking adults. 

It is imperative that the autonomy of South Africa’s 
democratic institutions be jealously guarded and 
entrenched. Finally, South Africa’s most encour-
aging salvation is the potential that awaits in ex-
ploiting the country’s demographic dividend. This 
window opens up when the growth in the popula-
tion of working age exceeds the growth of the over-
all population, in which case the supply of labour 
rises. Then, if this higher number of working age 
members of society can be employed productively, 
incomes rise and economic growth accelerates. 
The fruits of this dividend are extended when the 
combination of higher incomes and relatively fewer 
dependents in the population creates the oppor-
tunity for higher savings. The latter are then used 
to finance physical and human capital, thereby 
further boosting average incomes and economic 
growth in a sustained fashion. SA’s demographic 
window of opportunity has opened and will remain 
intact for another 50 years.

FINAL COMMENTS AND OBSERVATIONS


