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"The four most dangerous words in investing are: 'this time it's different.'" - Sir John
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Introduction
The first quarter of 2020 has seen South Africa and indeed the entire world enter an
unprecedented situation with regard to health and economic fortunes. Covid-19, or as
it is commonly referred to “Coronavirus”, has forced the globe into unchartered
territories leaving many unsure of their health and that of their loved ones. The South
African government must, therefore, be lauded for their decisive and swift response in
locking down and isolating the South African populace. This was almost certainly the
best means at government’s disposal to address not only the impact which the virus
is likely to have on the health of South Africans, but also to limit the impact which it will
have on the South African economy. However, despite the fact that it was the optimal
option, it does not mean that it is without consequence. The lockdown imposed by
government will have far-reaching and drastic implications for the South African
economy with some analysts projecting that Q2 GDP in 2020 could shrink by as much
as 23.5% due to the lockdown1 and GDP could contract as much as 8.5% for the year.2
Likewise, South Africa’s already unbearably high and pernicious rate of unemployment
is set to sky-rocket to heretofore unknown heights as even the US economy has seen
its jobless claims rise to vast multiples of its previous highs.3 South Africa, according
to some analysts could see its unemployment rate reach as high as 50% during this
year.
We should be weary, however, at allowing these short-term shocks to deter from longterm term goals. Just as is indicated in the quote by Sir John Templeton on the
preceding page of this document, ‘the four most dangerous words in investments are
“this time it’s different.”’ The same is true for economics. The very same economic
policies which would have been sound and effective before the lockdown remain so in
its aftermath. Recessions are not new to this world. We have seen them in the past
and we will see them again in the future, how we react from a policy perspective will
determine our fortunes. The future is in our hands and we can choose to either pursue
science-based policy reform to stimulate growth, or we can choose to maintain our
trajectory of stagnation. However, if we decide on the latter, then we must accept that
1

https://www.capetalk.co.za/articles/379782/south-africa-s-economy-to-shrink-by-23-5-in-2q-2020absa-forecast
2 https://www.fin24.com/Economy/South-Africa/further-interest-rate-cut-on-the-horizon-as-coronaviruspummels-sa-economy-20200415
3
https://www.cnbc.com/2020/04/15/the-economic-data-is-even-worse-than-wall-street-feared-theeconomy-is-clearly-in-ruins-here.html
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this will be from a lower base with even higher unemployment, poverty and even
weaker growth. As the Minister of Finance highlighted in his April 14 th address to the
media “Beyond the Covid crisis, a major risk facing the economy and the fiscus is if
long-run economic growth returns to the pre-crisis averages of between 1 to 2 percent.
Higher levels of economic growth need to become a non-negotiable objective” and
later “In the absence of urgent structural reforms, the considerable fiscal actions to
mitigate the current crisis may leave the fiscus on at the edge of a cliff.”
It is with this historical perspective in mind that we structure this policy document. The
previous devastating economic recession took place in 2008 during the global financial
crisis; and, although there may be various points of difference between it and our
present situation there are nonetheless extremely useful lessons to be gleaned from
our reaction at that time and the results it produced.4
South Africa even before the lockdown has been plagued by weak economic growth,
structural unemployment and continuous seemingly never-ending stints of
retrenchments. Moreover, the persistent challenges of poverty and unemployment
threaten to be exacerbated even further should the South African government not
respond effectively and appropriately to the challenges posed by a shutdown of most
the South African economy.
It is the contention of this report, however, that the South African economy must first
learn to walk before it attempts to run. Furthermore, that structural shortcomings which
hampered growth within the economic landscape preceding the outbreak of Covid-19
must be addressed before attempting rectify any issues directly related to it.
This report will begin by assessing and providing a brief overview of the historical
economic landscape (which features few mountains, and many troughs) within South
Africa. Thereafter, a diagnosis of the present conditions will be provided which will
attempt to deliver an overview of the causes of South Africa’s economic challenges,
which furthers practical solutions to the issues themselves, rather than attempting to
remedy the symptoms of an ailing economy, unacceptably high and persistent
unemployment and seemingly ubiquitous poverty.

4

Economic indicators do point to the notion that the present recession may, in fact, be even worse than
the devastating crisis of 2008. https://www.theguardian.com/business/live/2020/apr/14/stock-marketschina-trade-global-recession-imf-forecasts-covid-19-business-live
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Next, it will be argued that there are, in fact, countries which provide a relatively sound
comparison for the purposes of a case study which indicate that similar reforms could
conceivably and likely bare similar fruits within the South African context.
Finally, a brief overview of some unique features of the global economic landscape
within which South Africa will have to restructure itself will presented followed by a tenpoint policy reform plan to turn the economy around post the lockdown. This paper
does not attempt to provide a comprehensive vision of all structural changes which
are required in order for the South African economy to function optimally, but serves,
more accurately, as a proposition seeking to move South Africa closer to such a state,
utilising a methodology grounded in logical deduction based on certain praxeological
axioms derived from the Austrian school of economics.
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Overview: Historical Perspective on the South African Economy
South Africa’s economic challenges, particularly since the 2008/09 Global Financial
Crisis (GFC) have been widely publicised and could therefore quite reasonably be
regarded as common cause amongst all parties regardless of ideological, political or
socio-economic affiliation. We simply cannot afford a response similar to the one we
had in the wake of the 2008/09 GFC which left us with little else than sclerotic
stagnation and inertia. Too many have been left behind. Now is the time to rectify what
previous administrations wrought.
Whilst economic growth, measured in terms of annual GDP growth,5 averaged 3.6%
in the period of 1994 up to and including the first quarter of 2008, this trend was broken
by the financial crisis and South Africa has yet to recover markedly since the global
downturn. Consequently, economic growth since the first quarter of 2008 up to and
including the fourth quarter of 2019 has averaged merely 1.5%.6 Therefore, South
Africa’s economic growth rate more than halved between the two periods under
consideration. The following graph indicates a further concern with regard to the
current trend in GDP growth.

Figure 1: Annual GDP Growth Rate, South Africa (2010-2019)

5

At market prices
Own calculations based on data provided by StatsSA provided in their Gross Domestic Product
quarterly statistical release.
6
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As is quite clear, not only is the period since 2008 characterised by lower growth, it
furthermore indicates a persistent decline in the rate of growth – an alarming tendency
in any economy and particularly within an emerging one. Said decline resulted in the
South African economy recording its largest quarterly contraction (-3.2%) in GDP in
Q1 2019 since the first quarter of 2009, namely, at the height of the global crisis.
Moreover, it resulted in South Africa experiencing two technical recession in the space
of two years (Q4 and Q3 2019; and, Q1 and Q2 2018).
The following graph illustrates South Africa’s GDP growth in two different ways. The
top graph is the same as the previous one, but the bottom one gives an additional
perspective. From the graph we can see not only that South Africa is experiencing a
huge problem with regard to low growth, but also that the rate of growth relative to the
previous year is declining. Since the 2008 crisis we have been growing ever slower.
The rest of the world has recorded very strong growth since 2009, while we have been
stagnating and have never really recovered:

Figure 2: GDP growth (annual %, y-t-y change in rate): South Africa

The trend in GDP can also clearly be indicated in several key industries within the
South African economy:
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Figure 3: Steel Production, South Africa

It is no secret that the steel industry in South Africa is experiencing enormous
pressure. This is also clear from our steel production figures. Take another look at the
trend since the 2008 crisis. The trend increasingly is downwards. The way we react
following the economic impact of this virus is going to be critically important.

Figure 4: Total Vehicle Sales, South Africa

Total vehicle sales are regarded as a leading indicator. It is often used to make
projections for economies. When consumers and businesses buy more vehicles, it is
sign of confidence and expansion of business. In South Africa we again see that
business to a large extent has been stagnating since the 2008 crisis. Should this again
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be the case owing to the impact of the coronavirus, it means that our economy will
start off from an even lower level.

Figure 5: Manufacturing Production, South Africa

Again, the same trend. South Africa’s manufacturing industry at the moment is not
moving at all and in fact is trending downwards. Given restrictions on international
trade and the movement of people, there is likely going to be a similar impact as in
2008. What’s more, the challenge which we will face in the wake of the lockdown is a
staggered global lockdown, with very little free trade taking place in many different
countries. Every possible opportunity must therefore be grabbed with both hands,
cultivated and nurtured to ensure we get optimal, mutually beneficial, value for all
parties.

Some may argue that global economic conditions had deteriorated once again
recently, albeit to a lesser extent, and that this could explain the downturn in economic
growth for South Africa preceding the lockdown. Such an assertion does, however,
not take into account the almost decade-long trend of weaker growth. One ought also
to note the following statements by South Africa’s Central Bank Governor, Lesetja
Kganyago during his address at the 2019 AGM of the South African Reserve Bank
(SARB):
This less favourable global growth and trade environment has added
to South Africa’s economic concerns at a time when the domestic
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drivers of growth were already stuttering. Addressing this audience a
year ago, I highlighted how the rebound in business optimism
following changes in political leadership had already started to erode
in the second quarter of 2018.... This erosion has unfortunately
continued over the past 12 months. Both the Rand Merchant Bank
(RMB) / Bureau for Economic Research (BER) survey of businesses
as well as other indicators, such as the Absa Purchasing Managers’
Index (PMI) and the Sacci Trade Conditions Indicator, are signalling
low business confidence amid a challenging environment in all
sectors. Such low business confidence, coupled with uncertainty
about future economic growth, has weighed particularly heavily on
private sector fixed investment, which contracted by 2.5% year on
year in the first quarter of 2019 and, overall, has stagnated over the
past half-decade.
The fixed capital investment highlighted by the governor, as well as its relation to
business confidence, can be most clearly discerned from the following graph which
indicates that South Africa has suffered declining Gross Fixed Capital Formation for
five consecutive quarters following the upsurge late in 2017 – and a huge downturn in
Q4 2019:

Figure 6: Gross Fixed Capital Formation, South Africa (Q1 2016 – Q1 2019)

Moreover, when the abovementioned sluggish economic growth runs concurrent to a
sustained growth in population, especially those categories of the population which
form part of the labour force then the inevitable effect one expects to see is a rise in
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unemployment. As indicated in the graph below, this is exactly what South Africa has
experienced with South Africa ranking second only to the West Bank and Gaza
globally with regard to unemployment rate:7

Figure 7: Unemployment Rate, South Africa (2010-2018)

Again, the trendline is worrying. Not only is South Africa suffering its highest
unemployment rate since the second quarter of 2013 at 29%, the tendency appears
quite clearly to be towards greater unemployment rather than an increase in job
opportunities relative to the number of entrants into the labour force. Furthermore, the
scourge of unemployment is felt most acutely by the youth of which, according to
StatsSA’s latest Quarterly Labour Force Survey (QLFS), a staggering 40.1% are
counted as not being in either “employment, education or training:”

7

International Labour Organization, ILOSTAT database. Data retrieved in April 2019.
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Figure 8:NEET rates for youth aged 15–34 years by sex

Finally, the weak economic growth has not only resulted in an obstacle to creating
sustainable employment and an alleviation of poverty, but also carries with it a
concomitant hinderance to public finances. With the minister of finance projecting a
consolidated budget deficit of R370.5 billion, or 6.8 per cent of GDP in 2020/21, which
is likely to be over 10% given the challenges posed by Covid-19 and the lockdown.
According to the SARB biannual Financial Stability Review (FSR), among the chief
risks with regard to South Africa’s financial stability is “a deteriorating domestic fiscal
position, exacerbated by, among other things, weak domestic growth, a poor revenue
outlook, and the fragile financial positions of SOEs.” Consequently, there is very little
room for fiscal stimulus, which has – in any event – not borne the expected fruits in
the past. As was very succinctly explained by our Reserve Bank Governor in a speech
earlier this year:8
Simply put, our fiscal situation isn’t a problem of austerity. It isn’t
about tight monetary policy. It isn’t because growth just mysteriously
slowed down. Weak growth is endogenous in our fiscal problems.
We cannot keep doing what we’re doing and just hope that growth
will recover and save us. Growth is low, in large part, because of
unsustainable policies.

8https://www.resbank.co.za/Lists/Speeches/Attachments/561/Governor%20Kganyago%20University%

20of%20the%20Free%20State%20%20Sound%20policy%20is%20an%20imperative%20for%20growth%20speech.pdf
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Nevertheless, South Africa’s inability to deal with its sovereign debt has led to
downgrades by all three of the major ratings agencies into so-called “junk-status.”
South Africa, therefore, has very little room for any fiscal stimulus in a post-lockdown
dispensation with debt-to-GDP set to reach 91% by 2023.9
It is, however, not the intention of this paper to merely paint a bleak picture of the state
of the South African economy without also attempting to define the causes and to
indicate solutions to the economic woes currently being experienced. The following
section of this paper will attempt to diagnose some of the most prominent causes of
South Africa’s decline in economic progress, what policy prescriptions are needed in
order to solve these issues and how, in fact, they have been applied fruitfully in a
different context globally.

Diagnosing South Africa’s Economic Challenges
It is the contestation of the present paper that South Africa’s economic challenges are
the result primarily of a lack of economic freedom within the country. This section will
be devoted to illustrating South Africa’s decline in this regard as well as demonstrating
the significant benefits which accompany a greater level of economic freedom within
a country. Other indices which correlate well with economic freedom, though not
explicitly so, are those dedicated to measuring competitiveness between countries as
well as the so-called “ease of doing business” within a particular country in comparison
with other sovereigns.
The definition of economic freedom will be expounded upon as necessary and in
development of particular cases, as the methodology and criteria used to make such
determinations differ somewhat between the various entities performing such
measures.
The following table neatly summarises the state of decline for South Africa in each of
the indices under discussion:
Table 1: South Africa's Relative Decline in Economic Conditions

Index

Ranking (Date 1)

World Economic forum – 35th (2007)

Ranking (Date 2)

Change

60th (2019)

-25

Competitiveness index

9

https://www.news24.com/Analysis/analysis-the-surprising-ways-corona-will-change-sas-economyforever-20200402
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World Bank – Ease of 32nd (2008)

84th (2020)

-52

106th (2020)

-29

110th (2018)

-64

Doing Business Index
Heritage Foundation – 77th (2018)
Economic

Freedom

index
Fraser
Economic

Institute

– 46th (2000)

Freedom

Report
The table above is not primarily concerned with South Africa’s exact ranking relative
to other countries or regions, but rather it is indicative of the trend with regard to the
deteriorating economic conditions within the country. The following graph illustrates
South Africa’s performance with regard to the World Economic Forum’s Ease of Doing
Business index in the last decade:

Figure 9: Ease of Doing Business Index, South Africa (2008-2019)

It should be emphasised that most of the components in each of the indices under
investigation relate to domestic conditions considering elements such as regulation
and policy rather than the global economic climate which would see an overall decline
for all countries in an economic downturn and a upswing during boom phases in the
business cycle. Neither of the aforementioned occurrences would, however,
necessarily be associated with a decline or rise of a particular country relative to
others. Moreover, when seeking to attract positive economic factors such as foreign
capital investment a country needn’t, as a matter of necessity, promise outstanding
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returns on investment. It only needs to offer better conditions with regard to risk and
growth than its peers.
The following table indicates the focus areas of the Fraser Institute – Annual Economic
Freedom Report as an illustration of the kind of factors being considered in such
analyses:
Table 2: Components of Economic Freedom, Fraser institute10

The clear implications of the abovementioned table are that South Africa is amongst
the worst countries in the world when considering economic freedom – in particular
with regard to the following areas:
o Size of government: 113th out of the 162 jurisdictions under investigation;
o Sound money: 99th out of 162; and,
o In particular, Business regulations: 122nd of the 162.

It would behove us to more clearly define each of these fairly broad terms so as to
clearly delineate what it meant by each of the phrases. The 2018 Annual Report
provided by the Fraser institute provide the following descriptions of each of the
categories:

Size of Government focuses on how government expenditures and tax rates affect
economic freedom. Taken together, the four components11 of Area 1 measure the
degree to which a country relies on personal choice and markets rather than

10

Taken from Fraser Institute Economic Freedom of the World Annual Report, 2019.
Components here defined as: A. Government consumption B. Transfers and subsidies C.
Government enterprises and investment D. Top marginal tax rate
11
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government budgets and political decision-making. Countries with low levels of
government spending as a share of the total, a smaller government enterprise sector,
and lower marginal tax rates earn the highest ratings in this area.

Freedom to Trade Internationally focuses on exchange across national boundaries. In
our modern world, freedom to trade with people in other countries is an important
ingredient of economic freedom. When governments impose restrictions that reduce
the ability of their residents to engage in voluntary exchange with people in other
countries, economic freedom is diminished. The components12 in Area 4 are designed
to measure a wide variety of trade restrictions: tariffs, quotas, hidden administrative
restraints, and controls on exchange rates and the movement of capital. In order to
get a high rating in this area, a country must have low tariffs, easy clearance and
efficient administration of customs, a freely convertible currency, and few controls on
the movement of physical and human capital.
Regulation measures how regulations restrict entry into markets and interfere with the
freedom to engage in voluntary exchange reduce economic freedom. The
components13 of Area 5 focus on regulatory restraints that limit the freedom of
exchange in credit, labo[u]r, and product markets.
Comparing results from the Fraser institute with those of the Heritage Foundation
Economic Freedom Index one sees a similar result, even if the criteria and
methodology differ in some respects.

12

Components here defined as: A. Tariffs B. Regulatory trade barriers C. Black-market exchange rates
D. Controls of the movement of capital and people
13 These components insofar as Business regulations are concerned contain the following: (i)
Administrative requirements (ii) Bureaucracy costs (iii) Starting a business (iv) Extra payments / bribes
/ favoritism (v) Licensing restrictions vi) Cost of tax compliance
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Table 3: Summary of Economic Freedom Score, South Africa

It is, however, not regarded as entirely the subject of absolute academic consensus
(despite how unrealistic a standard that might be) that Economic Freedom, broadly
construed, ought to be understood as desirable from an economic, social or political
perspective. The following section will focus on the value of economic freedom for
countries from around the world, illustrating the numerous benefits which are
associated, and which correlate with greater degree of economic freedom.

The value of economic freedom
Firstly, one might question the extent to which economic freedom, and minimal
government interference in economic activities truly contributes to the economic wellbeing of particular jurisdictions. The following graph illustrates the correlation between
GDP per capita and the Fraser Institute Economic Freedom ranking, divided into
quartiles the graph suggests that GDP per capita is strongly associated with economic
freedom. It should be noted that Income per Capita is seven times higher in the most
free countries versus the least free.
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Figure 10: Economic Freedom and Income per Capita14

The same holds true for the Heritage Foundation designations of Economic Freedom,
the following graph, titled “economic freedom and standard of living,” performs a
similar analysis to that of the above graph using GDP per capita as a proxy for
standard of living in this case. It should be notes that whilst a correlation of 0.64 might
not be regarded as especially statistically significant, one must concede that given the
countless number of factors at play with regard to GDP per capita, having economic
freedom account for 64% of that variation certainly point to its having a
disproportionate influence in GDP growth relative to the population.

14

Taken from Fraser Institute Economic Freedom of the World Annual Report, 2018.
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Figure 11: Economic Freedom and Standard of Living15

The correlation between economic freedom and GDP per capita growth, whilst clearly
capable of being illustrated empirically, also make sense from an a priori logical
deductive perspective. Less regulation, lower barriers to entry, more competition and
more control in the hands of individual entrepreneurs as opposed to having business
decisions begin prescribed by government fiat, then one would expect more
entrepreneurial activity.
Again, not only can the case be made from a logical perspective. It can also be
illustrated empirically. The following graph presents an analysis of the correlation
between economic freedom and entrepreneurial dynamism. Here the with the latter
being represented by the Legatum Prosperity Index’s Business Environment Pillar
Score. The correlation here being almost perfect at 0.87.

15

Taken from Heritage Foundation Annual Economic Freedom Report, 2019
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Figure 12: Economic Freedom and Entrepreneurial Dynamism16

Of course, many might concede the abovementioned points regarding economic
growth and entrepreneurial dynamism and yet still hold that despite the fact that
economic freedom might make a country richer in absolute terms, it still results in
various other socially undesirable occurrences such as income and gender inequality.
Proponents of government intervention may argue that the income gained through free
markets are distributed unequally and that the gains of such a system are only ever
experienced by those who already find themselves in relatively prosperous positions.
It would be the role of government then to redistribute the gains of capitalism “more
equitably” throughout the society in question.
The following graphs address exactly these worries, which whether or not one regards
them as legitimate concerns, can still be analysed with regard to their being the result
of economic freedom.
The first of these graphs again divides the countries in the Fraser Institute Index into
quartiles and compares these results with the income share of the poorest 10% of
earners within each of the jurisdictions. The result is quite clear that economic freedom

16

Taken from Heritage Foundation Annual Economic Freedom Report, 2019

22
does not have a significant impact of the share of the income enjoyed by the lowest
10% of income earners. Likewise, intense government intervention rather than helping
ease the burden of inequality seems instead to exacerbate the occurrence thereof.

Figure 13: Economic Freedom and the Income Share of the Poorest 10%17

A lack of economic freedom does, however, have other extremely harmful results in
another way. Where the above graph measured the state of the poorest 10% relative
to the rest of the people in the jurisdictions, the following graph measures the lot of the
exact same group in absolute terms, and the results are stunning. The poorest 10% in
the least economically free countries only earn twelve percent of the income earned
by their peers in the most economically free countries. A lack of economic freedom,
consequently, does not only lead to greater inequality it is also highly correlated to
poverty in absolute terms. Here the most meaningful figure is the actual income earned
by the poorest 10% of populations, which is almost ten times higher in the most free
countries versus the least free. To reiterate, there is no meaningful distinction between
inequality and economic freedom but the actual income earned by the poorest 10% is
a vast multiple in freer countries as opposed to the least free.

17

Taken from Fraser Institute Economic Freedom of the World Annual Report, 2018.
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Figure 14: Economic Freedom and the Income Earned by the Poorest 10%18

The following graph reaffirms the analysis of the previous one. Shockingly, it shows
that the levels of extreme poverty in the least economically free countries are an
astounding 30 times higher than in the most economically free jurisdictions.

Figure 15: Economic Freedom and Extreme and Moderate Poverty Rates19

18
19

Taken from Fraser Institute Economic Freedom of the World Annual Report, 2018.
Taken from Fraser Institute Economic Freedom of the World Annual Report, 2018.
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Besides economic wellbeing and a higher degree of prosperity, economic freedom
correlates quite well with a higher degree of life expectancy. It should, however, not
come as any surprise that as countries become richer the population of said country
also live longer. The following graph seems to confirm that analysis.

Figure 16: Economic Freedom and Life Expectancy20

Finally, a topic which has gained relevance and importance of late in the modern
discourse is that of gender inequality. Even here, however, the disparity of income
between male and female income earners in the most economically free quartile is
half that of the least economically free quarter. The following graph appears to dispel
even this particularly pernicious critique of free markets, by showing how greater
freedom for all citizens also means greater freedom and economic opportunity for the
women of a society.

20

Taken from Fraser Institute Economic Freedom of the World Annual Report, 2018.
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Figure 17: Economic Freedom and the UN Gender Inequality Index21

Of course, speaking in broad strokes may not carry quite the same rhetorical weight
as referring to very specific cases demonstrating the positive effects which certain
principles may hold for economies. Therefore, the penultimate section of this paper
will focus on a specific case study with regard to economic freedom. The applicability
of the chosen case study will become clear as the case develops

Spain as a case study in economic freedom
To contrast South Africa’s decline in economic freedom with a country that has chosen
a different path altogether Spain has been chosen. The following table shows Spain’s
ascend in economic freedom showing how their economy has taken the opposite turn
from South Africa both in regard to economic freedom as well as economic
performance:

21

Taken from Fraser Institute Economic Freedom of the World Annual Report, 2018.
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Table 4: Spain's Relative climb with regard to economic conditions

Index

Ranking (Date 1)

World Economic forum – 42nd (2011)

Ranking (Date 2)

Change

23rd (2019)

19

30th (2020)

32

58th (2020)

2

30th (2018)

13

Competitiveness index
World Bank – Ease of 62nd (2009)
Doing Business Index
Heritage Foundation – 60th (2018)
Economic

Freedom

index
Fraser
Economic

Institute

– 43rd (2010)

Freedom

Report
The contrast with South Africa’s fortunes is glaring. To further illustrate the difference
in economic approaches the following table shows the different tax structures within
both South Africa and Spain as well as the average for the World:

Figure 18: Tax Revenue as Percentage of GDP, South Africa, World and Spain (2008-2017)22

22

International Monetary Fund, Government Finance Statistics Yearbook and data files, and World
Bank and OECD GDP estimates.
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It is quite clear that South Africa, in global terms taxes its populace to a far greater
extent, on a tax revenue to GDP basis, than the rest of the world as well as Spain. The
latest values in this regard look as follow:
-

South Africa: 27.0%

-

Spain: 13.8%

-

World: 15.2%

What should be further emphasised is not only the tax burden of the particular country
but also the structure of the taxes themselves. The following graph indicates the
percentage of tax revenues which are collected by way of taxing income, profits and
capital gains. These forms of taxation may be associated with a decline in productive
activity as these are the forms of economic activity most closely associated with
production. One could then argue that these present disincentives to production, which
has a further negative effect on economic growth:

Figure 19: Taxes on income, profits and capital gains as percentage of GDP, South Africa, World, Spain (20082017)23

The latest values in this regard look as follows:
-

South Africa: 49.4%

-

Spain: 34.1%

-

World: 23.3%

It should be easily discernible from the two aforementioned graphs that not only does
South Africa tax its populace highly relative to global norms, but moreover it more than

23

International Monetary Fund, Government Finance Statistics Yearbook and data files.
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doubles the extent to which these taxes are obtained by means of taxes on productive
activity.
Moving again to Spain in particular its rise in the World Bank Ease of Doing Business
Index can be graphically summarised as follows:

Figure 20: Ease of Doing Business Index, Spain (2008-2019)

The implications are quite clear. In the same period wherein, which South Africa
moved from 32nd to 82nd on the rankings in the index Spain moved from 51st to 30th.
To see the effects of this movement we will further contrast the economic performance
of Spain by looking at the same indicators as were used in the overview of South
Africa’s economy. Namely, annual GDP growth, Unemployment rate and Gross Fixed
Capital Formation:

Figure 21: Annual GDP Growth Rate, Spain (2010-2019)
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The trendline on Spain’s annual GDP growth from 2010 to 2019 is a mirror image of
South Africa’s. The same hold true for unemployment as will be shown in the graph
below:

Figure 22: Unemployment Rate, Spain (2010-2019)

Surprisingly, Spain’s unemployment rate in 2013 touched similar heights24 to those
experienced in South Africa prior to the lockdown. What is noteworthy, however, is the
fact that Spain managed to turn the slump around in relatively short order – dropping
by almost 14 percentage points (just about halving) in as little as six years. Of course,
such lofty goals couldn’t be regarded as normative, and it is likely that South Africa’s
structural economic issues are more entrenched than those of Spain in the early
2010’s. Yet, the value of the turnaround could hardly be overstated.
The abovementioned turnaround is likely in no small part attributable to Spain’s recent
ability to attract long term capital investment. The following two graphs address exactly
that issue by first presenting South Africa’s Gross Fixed Capital formation trend and
comparing it with the trend in Spain since 2014:

24

Just under 28%.
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Figure 23: GFCF, South Africa (2014-2019)

Figure 24: GFCF, Spain (2014-2019)

Again, the contrast is so stark that one hardly needs to explain the results. Suffice it to
say that the fortunes have been dire in the case of South Africa and incredibly
promising so far as Spain is concerned.

Unique features of the Covid-19 global economy
The MD of the International Monetary Fund (IMF) Kristalina Georgieva already
indicated that this virus and the trade restrictions associated with it “will be at least as
negative as the 2008 financial crisis, or perhaps worse”. The Organisation for
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Economic Co-operation and Development (OECD) has warned that the impact is
probably already worse than the 2008 collapse, while the UN Conference on Trade
and Development (UNCTAD) estimates that approximately $1 billion in value has
already been wiped off the global economy.

The picture does not look much better when we look at job losses specifically. Initial
International Labour Organisation (ILO) estimates indicate a significant increase in
unemployment underemployment in the aftermath of the virus. Based on different
scenarios for the impact of Covid-19 on global GDP growth, preliminary ILO estimates
indicate an increase in global unemployment of between 5,3 million ('low' scenario)
and 24,7 million ('high' scenario) from a base level of 188 million in 2019. The
“middle” scenario indicates an increase of 13 million (7,4 million in high-income
countries). Although these estimates remain highly uncertain, all figures point to a
significant increase in global unemployment. By comparison the global financial
crisis of 2008-09 pushed up unemployment by 22 million.

Global trade has been and is likely to remain extremely subdued in the aftermath of
the restrictions placed around the world. This, however, only serves to emphasise the
need for urgent reform in trade policy in the wake of the crisis. We must allow and
encourage as much trade as is possible, given that our options will be so extremely
limited.

While it is impossible to determine exactly what the effect will be in our country, a few
points count in our favour, though:

1. We responded much faster to the crisis than many other countries have. By the
time 64 infections were reached South Africa closed schools and announced
other measures, while countries such as Italy waited until around 3 000
infections were reached before they did the same.

2. The majority (56%) of jobs in South Africa are with only 1 000 major employers,
including government where employment is growing faster than SMEs can
create. We all know that larger companies are more resistant to such major
shocks than smaller companies are. As strange as it may sound, but it counts
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in our favour that the labour force in South Africa is indeed relatively
concentrated. About 72% of all employment is with larger employers and it is
encouraging that these employers have a better chance of surviving this
economic downturn. While it is not a good statistic per se, it can be helpful in
times of major economic turmoil.

3. We probably have one of the best, if not the best, central banks in the world.
The Reserve Bank is better positioned than almost any other central bank to
bring relief to our economy. Years of responsible monetary policy mean that the
bank now has more room to manoeuvre and ammunition to deal with the
problem than any developed country has.
Finally – South Africa will no doubt suffer tremendous pain as a result of the impact of
the virus on global economies, but when we compare our situation with that of many
other countries, even developed countries such as those in the European Union (EU),
then we must realise that we will probably be better off – relatively speaking. However,
we must realise that this crisis is going to force us to start reviewing policy in the
aftermath of this crisis because what was “business as usual” before the crisis will
simply exacerbate our situation.

Conclusion: 10-Point Plan for South Africa Post Lockdown
Concerns about the economy should not be viewed through the lens of a trade-off
between health on the one hand and wealth of the other. These are, after all, two
interrelated features of human well-being. A healthy nation is essential to economic
flourishing just as economic prosperity is crucial in order to facilitate the health of our
populace. A rise in unemployment and poverty, which would result from a protracted
lockdown, correlates with a rise in mortality and poor health outcomes such as
malnutrition and disease.

The proper way to move forward for South Africa from a policy perspective is,
therefore, quite clear. More economic freedom and not less. Less government
involvement and not more. Taken once again from the Fraser Institute’s Economic
Freedom Report the following figure shows the company which South Africa keeps
with regard to economic freedom and the company Spain is currently keeping:
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Figure 25: Economic Freedom, Fraser Institute, South Africa and Spain

The following steps are, however, required for us to reach this laudable goal:

1. Ensure that the lockdown does not continue a day longer than is absolutely
necessary: The most important aspect of our economic fortunes will be how
long the lockdown continues. Every day that the lockdown continues is another
day in which inertia and stagnation take hold and another day in which liquidity
for businesses becomes an ever-growing issue. The easiest, fastest and most
effective economic stimulus for the South African economy would be to lift the
lockdown as soon as it is reasonably possible to do so from a health policy
perspective.
2. The NHI: Government simply cannot continue plans regarding a National
Health Insurance Fund in the presence of such dramatic economic shocks, and
the inefficiency of public hospitals and public healthcare have only been further
emphasised by the presence of this shock. With the private sector providing the
vast majority of tests thus far in the Covid-crisis. The crisis has only further
highlighted the essential service provided by private healthcare institutions and
practitioners. Moreover, it was illustrated beyond any reasonable doubt that
South Africa, even before the crisis, did not have either the fiscal scope of or
the fiscal space to afford such a policy.
3. Labour market dynamism: South Africa’s labour market is one of the most
highly regulated in the world. It simply renders doing business in South Africa
impossible. Unfortunately, this has had negative consequences for both
employers and employees. We need in South Africa to free up business and to
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provide it with greater flexibility to conduct business. Labour productivity has
been one of the most essential aspects of growth and development with an
emerging consensus amongst development economists that it was a rise in
productivity – even more so than a rise in investment – which has lead to China
achieving incredible growth rates since 1978. A more flexible and dynamic
labour environment is pro-jobs, pro-growth and allows both workers and their
employers to do business on a mutually beneficial basis and to reap the
rewards of a free and energetic market.
4. Cut taxes: The easiest, most expeditious and effective means by which to
stimulate the economy and to increase the wealth of South Africans is to allow
them to keep more of their hard-earned money. Cuts in VAT, PIT and also in
the Corporate income tax will have incredibly positive impacts not only on
economic freedom by also on the South African economy.
5. Reduce government spending: Decreasing the size and scope of government
is beneficial in and of itself. However, taking into account the fiscal position of
South Africa this is more a matter of necessity than of luxury. The pre-lockdown
spending patterns were already unsustainable. The lockdown has only further
exasperated this issue.
6. Deregulate the business environment: President Ramaphosa in his inaugural
address to the nation stated his desire to improve the ease of doing business
in South Africa. Government must accomplish this goal. Business drives
growth, but only when one allows them to do so.
7. Remove tariffs and other trade restrictions: Free and open trade is essential to
growing an economy. One cannot allow concentrated interests to override
broad prosperity. One cannot save particular industries at the cost of all others.
Especially when this process only further entrenches inefficiencies in the
particular sector.
8. Liberalise the electricity sector: In order to facilitate an end to loadshedding –
government needs to do all it can to facilitate additional generation capacity,
ensure easy access to transmission networks and distribution. One of the main
challenges facing the inevitable decentralisation of the electricity sector is a lack
of clear regulations or policies25. The current energy crisis provides an ideal

25

https://www.weforum.org/agenda/2015/09/how-do-we-solve-south-africas-energy-crisis/
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opportunity for government to enact regulations and policies that give clear
guidance on the decentralisation of the energy sector – and at an expedited
rate – solve the energy crisis.
9. Sell off all non-essential state-owned enterprises: This point must be
emphasised not only from a financial and fiscal perspective, but also from an
efficiency perspective. All funds funnelled to state enterprises by taxes are
taken from productive areas in the economy. Therefore, not only is this sound
financially but also in terms of growth.
10. EWC: Government must protect property rights. Moreover, government must
do everything in its power to foster confidence. There is no reasonable basis
upon which one can contend that the adoption of the principle of expropriation
without compensation has not vastly undermined confidence in our economy.
This trust-deficit cannot be allowed to continue in a post lockdown dispensation.

