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1.

Background

Members of the Presidential Economic Advisory Council (PEAC) met in mid-January 2021 to consider the country’s ongoing economic and
health crises and to prepare a briefing on key strategic policy issues for the attention of President Ramaphosa in his preparation for the lateJanuary Cabinet Lekgotla and the President’s State of the Nation Address in February.
The arrival of the second wave of the COVID pandemic in South Africa has highlighted the urgent need for ongoing support for firms and
households in distress, as well as the importance of the implementation of the pro-growth reforms outlined in the country’s Economic
Reconstruction and Recovery Plan (ERRP) announced late last year. Clearly, too, the effective and rapid roll-out of COVID vaccines is an
absolute economic priority.
A number of the measures proposed here have fiscal implications. The current tight fiscal constraints are well known and need to be taken into
account in any decisions around additional expenditure. Given the depth and nature of the current crises it will not be realistic, or appropriate,
to seek to avoid further borrowing in support of necessary economic recovery measures. Furthermore, due to their contractionary impact,
tax increases would not be advisable. Rather, emphasis should be on strategies to improve control over expenditure, eliminate wastage and
corruption, manage the public sector wage bill and reprioritise expenditure.
Fortunately, from a public finance perspective, a number of the key pro-growth, structural reforms outlined in the ERRP – such as the
facilitation of private energy investment and the release of telecommunications spectrum – require policy interventions, rather than
increased public expenditure, to unlock investment, growth and job creation.
This PEAC Briefing Note has been prepared under three headings:
• Costing, financing and rolling out COVID vaccines,
• Extension of temporary relief for those impacted by COVID,
• Implementing the ERRP’s pro-growth reforms.

2.

Costing, financing and rolling out of COVID vaccines

Costing of procurement
Estimates of the cost of an effective vaccine roll-out for South Africa range between R8.6 billion (Van den Heever et al, 2021)1 and around
R20 billion (National Treasury). Measured against the fact that South Africa lost 8.2% of GDP in 2020 – approximately R389 billion – due to
the negative economic impact of Covid-19, from an economic perspective, the case for a rapid roll-out of vaccines to fight the pandemic is
compelling.
Moreover, given that about 9 million South Africans are members of medical aid schemes2, a not insignificant proportion of the costs of a
vaccination program can be recovered from medical aid funds – estimates suggest that this would be in the order of R7 billion – which will
reduce the overall public cost of the programme.
From a public health perspective, vaccines offer the only viable path to containing the pandemic. Thus, on these estimates of the costs
of vaccination against other, less effective, means of managing the pandemic, it would make no economic sense for South Africa to delay
procuring vaccines and rolling out a vaccination programme. Nonetheless, the global experience is that there are severe bottlenecks in
the roll-out of vaccines and ongoing efforts will be required to manage the realities of the pandemic and effectively bridge the next 6 to 12
months.
It will need to be factored into South Africa’s vaccines procurement strategy that there continues to be a degree of global uncertainty
about how the pandemic will unfold in the medium to longer term. For example, initial evidence seems to indicate that certain vaccines are
potentially not as effective against new emerging variants of COVID.

Financing
South Africa has five options to raise funding for COVID vaccines: reprioritisation of the budget, an increase in general bond issuance,
accessing World Bank vaccine funds, an increase in taxes and private sector co-financing. In all probability, a mix of funding sources would
be most appropriate.

1.
2.

https://www.dailymaverick.co.za/article/2021-01-07-towards-herd-immunity-from-covid-19-costing-a-vaccine-strategy-for-south-africa/
Note that this includes dependents, many of whom may be under the age of those targeted for vaccination.
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Spending Reprioritisation: It would be critical to ensure that reprioritisation does not compromise productive assets and government’s
developmental capability. Rather government should scrutinise government departments that are not fully operational due to the pandemic
and budgets from these departments can be reduced to help raise funds for the vaccine.
Increase in general bond issuance: An increase in bond issuance will lead to further deterioration of South Africa’s debt profile, which is
already on an unsustainable trajectory at the country’s current low rates of economic growth. Despite this, bond issuance has been fully
subscribed with foreigners purchasing about R38 billion of SA government bonds in the last two months of 2020 and about R5.5 billion so
far in 2021. Nonetheless, such flows are sentiment driven and subject to rapid reversals and in the longer run dependence on such borrowing
will continue to push up debt servicing costs.
Work Bank funds: On 13 October 2020, the World Bank’s Board approved $12 billion for developing countries to finance the purchase and
distribution of Covid-19 vaccines, tests and treatments. Financing will be provided in accordance with countries’ existing eligibility for grants,
credits and loans. South Africa is eligible for this facility and there would be no specific conditions attached to it. The interest rate and
financing terms are broadly in line with the International Bank for Reconstruction and Development (IBRD) terms, which are competitive and
more flexible than other financing options available to many public sector borrowers, although, being a dollar-based loan exchange rate,
risk factors would need to be taken into account. Given the pressure on the fiscus, the option to take concessionary finance on very attractive
terms from the World Bank appears to be an attractive option. This would allow government to establish a revolving fund, which will be
reimbursed in part from recoveries from the medical aid schemes.
Increasing taxation: The most appropriate taxation option is that government should consider instituting a temporary, three-year solidarity
levy on personal income tax. This would be administratively feasible by February 2021, bring in a positive amount of revenue and would
signal that the costs of COVID-19 are to be borne by society in proportion to their ability to pay. This may be more palatable if the proceeds
of the solidarity levy were politically “soft ring-fenced” for the vaccine. Work by the Davis Tax Committee suggests that if there were a 1%
increase in the marginal tax rate to 46% for income earners above R1.5 million and another 1% increase for those above R2 million, this
would generate about R2 billion. A 1% increase in tax rates across all brackets (excluding the bottom bracket) and an increase in the rate for
taxpayers above R1.5 million to 47% and a new top bracket of 50% for earnings above R2 million would bring in R15 billion.
With regard to VAT, the VAT rate was increased from 14% to 15% on 1 April 2018. The increase in VAT raised the tax on the poorest 50% of
households by R1.8 billion or an average of R216 per household per annum. VAT does place a disproportionately heavy burden on poor
households who also have a low ability to pay and who have been especially hard-hit during this period, making it an undesirable option.
Increases in wealth taxes and company taxes are less likely to be immediately effective. Wealth taxes would require at least three years to
legislate and significant financial investment in the SARS budget would be required. With regard to company taxes, experience after the
global financial crisis shows that company income tax took 7 to 8 years to recover to levels prior to the crisis, although the ongoing upswing
in global commodity prices may mean that certain sources of company taxes recover more rapidly.
Private sector funding: Medical aid minimum benefits will cover the vaccination of their roughly 9 million members and medical aids have
undertaken to price the vaccine such that they are able to finance vaccinations for non-members as well. This commitment should be firmed
up and finalised. The private sector may also provide in-kind support for vaccine distribution, since it is unlikely that Government will be able
to reach the scale and scope required.

Roll-out of the programme
The strategic focus of the roll-out programme should be to get the vaccination programme to scale in an efficient and cost-effective manner.
Five considerations are important in this regard.
First, Phase 1 of the programme will focus on front-line workers in health facilities.
Second, South Africa has the benefit of a well-established and efficient private pharmaceutical supply chain and logistics system that links
up various actors in the chain from the final consumer, who typically procures medicines at a pharmacy, all the way back to producers and
importers of pharmaceutical products. Given the urgency, magnitude and complexity of the logistics of the roll-out of the vaccination
programme, it would be highly efficient to use this distribution system. In some parts of the country, the public health service is already
dispensing medicines through this distribution chain.
Third, in a number of sectors of the economy, for example, mining, workers and their families are linked up to this distribution network as a
result of being members of medical aid schemes. In fact, the mining sector has already announced that it is planning to use its networks in
rolling out the vaccine3 and other sectors are likely to do the same.

3.

https://www.miningweekly.com/article/minerals-council-says-industry-committed-to-help-accelerate-vaccine-rollout-2021-01-15
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Fourth, the efficiency and efficacy of the roll-out requires two critical factors – the ability to track and recall participants in the programme
(for a second dose), and more broadly, data on medical records, health facilities, health personnel, etc. to administer the vaccines.
Fifth, and most important, it is imperative that the vaccine roll-out is undertaken in a manner that is equitable and where priority access is
based only on health considerations and not on whether individuals have access to medical aid, and level of income.
Based on these considerations, from an economic perspective, government would be well-advised to make use of both the public the
private health care systems’ capabilities to roll out the vaccination programme and, where appropriate, to build on the existing data systems.
However, the data systems in the private health system need to be supplemented with medical records and other relevant data from the
public health system to ensure that the vaccine roll-out is undertaken in an equitable manner. The system required for this needs to be
urgently developed.
Finally, given the complexity of the procurement and proposed roll-out of the vaccine programme, there is a high probability that South
Africa will experience a third wave of the pandemic. This will unfortunately have further negative impacts on the economy, and on livelihoods.
Government needs to plan for this to ensure that the costs of this are managed and, within the current fiscal constraints, government supports
vulnerable members of our society and protects our economic infrastructure.

The Vaccine Market
While South Africa has secured some of the supply of vaccines needed through the Covax facility, and some 1.5 million doses of the
AstraZeneca vaccine have been secured from the Serum Institute in India, efforts need to be urgently accelerated for supply through bilateral
arrangements. In this regard, reports that South Africa is paying above the going price for supply are deeply concerning.
Two points should be emphasised. First, while the supply-side of the market is currently constrained, a number of new vaccines will likely
come to the market over the coming months. It is therefore not inconceivable that, given new supplies, the market will be over-supplied.
Given the enormous costs of the lockdown, this supply perspective on the market is of course not a good reason to delay procurement.
Instead, it does suggest that suppliers may well be incentivised to sell at lower prices than South Africa is currently procuring supply.
An important matter is that the Johnson & Johnson COVID vaccine, once approved, is contracted to be processed and packaged in South
Africa, mainly for use in Europe. It should be negotiated that South Africa, and other African countries, get access to a significant portion of
the Johnson & Johnson vaccine doses.
On a more long-term basis, policymakers on the African continent should consider the possibility of an Africa-wide vaccines and
pharmaceutical industrial policy to ensure better supply among African countries. South Africa could play a leading role as a country with
some capacity in the long term to manufacture vaccines, and a well-established pharmaceutical industry.

3.

Extension of temporary relief measures

In responding to an extreme economic shock like COVID-19, safety nets are not provided only for direct welfare objectives, income support is
also an instrument for protecting a much broader range of individuals, households and firm assets. In such circumstances, government relief
should be designed to protect the productive capacity of workers and firms - which over time will be key for sustained economic recovery.
The focus of this note is on extending, possibly in a limited and temporary form, the Temporary Employee/Employer Relief Scheme (TERS)
and the Employment Tax Incentive (ETI) with the aim of offering greater protection to employees in firms that continue to be most affected by
the COVID pandemic.4 These instruments do not require direct increases in public expenditure, as the TERS is paid out of the Unemployment
Insurance Fund and any increase in the ETI would result in reduced tax revenues. In addition, we propose the extension of the Special
COVID-19 grant, to cushion vulnerable members of our society from destitution.
The extension of temporary COVID support to households would also clearly be desirable, as it would serve to offer some protection to
the most vulnerable members of society who face hunger and destitution, and would require specific budgetary allocations. Further work
would be required on financing options for the possible extension of such support to households.

The review and possible reconfiguration of the COVID Loan Guarantee Scheme, which would also be relevant to offering support to firms and employees, has not been considered in
this note. Neither have alternative forms of support for small and medium firms in the form of a grant, risk capital or a loan convertible into risk capital been considered. It is recognised
that such mechanisms may have an important role to play in the months ahead.
4.
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Impact of the First COVID wave on employment
Table 1 provides an overview of employment estimates between 2020Q1 (pre-lockdown) and 2020Q2 (the first three months of lockdown),
using microdata from StatsSA’s Quarterly Labour Force Survey (QLFS). In the space of a few months, the number of employed individuals
sharply decreased by over 2 million jobs, from 16.4 million to 14.2 million, representing a 13% reduction – or a decade’s worth of employment

These effects were however not uniformly distributed. Of all jobs lost, nearly all (94%) were accounted for by the private sector; 75% of jobs
in the services sector were affected and 49% in the informal sector including workers in private households. The pandemic has exacerbated
the country’s stubbornly high levels of youth unemployment, given that one in every two jobs lost was a 15-34 year old. Although 2020Q3
data indicated a partial recovery of half a million jobs, the labour market remains 1.7 million jobs lower than pre-pandemic levels.

Responding to COVID’s Second Wave
The second COVID wave necessitated, since 28 December 2020, the imposition of level 3 restrictions for certain sectors of the economy,
and many individuals who had been in employment are again not able to earn an income. In this Briefing Note, three policy responses are
proposed which seek to provide targeted income support and avoid further job loss. These three policy responses are potentially feasible
even within South Africa’s fiscally constrained environment; the optimal ways of funding them need to be determined in the light of South
Africa’s fiscal constraints.
The proposed policy responses are (1) an extension of the Special COVID-19 Grant, (2) an extension of the Temporary Employee/Employer
Relief Scheme (TERS), possibly in a ‘restricted’ form, and (3) an expansion of the Employment Tax Incentive (ETI).

5

| South African Presidential Economic Advisory Council

January 2021

Special COVID-19 Grant
The extension of temporary support to households (the Special COVID-19 Grant) is important, as it would serve to offer some protection to
the most vulnerable members of society who face hunger and destitution. This would assist South Africans who have lost their livelihoods
due to the pandemic and who lack other forms of support. In a context of limitations to mobility, effective ‘lockouts’ and restrictions affecting
economic activity, income relief measures to vulnerable households need to continue.
The systems already in place for this grant could facilitate its extension, with additional budgetary allocations as required. A three-month
extension in the Special COVID-19 Grant is recommended. It is estimated that the extension of the grant would cost around R2 billion per
month, which should preferably be funded via expenditure reprioritisation rather than through new taxation or borrowing.

Temporary Employee/Employer Relief Scheme
Initially, R40 billion (or 8%) of the government’s fiscal COVID-19 package was allocated to the expansion of the UIF to provide wage support to
affected workers through existing benefits as well as a new scheme, named, TERS. 5 The scheme was initially available for 3 months from April
to June 2020, but this was later extended to mid-October with 31 December serving as the deadline for final applications. By mid-December
2020, over R55.6 billion had been dispensed through just under 13 million TERS payments to more than 4 million workers – equivalent to
about one in every three individuals employed in the formal sector, or about half of all UIF contributors.6
Many firms, especially small, medium and micro firms, have reached or surpassed their limit to take on debt. Supporting firms is important
both for maintaining people’s livelihoods and as part of investment in productive capacity and economic growth. Clearly, an extension of the
TERS policy is needed. Insofar as it may not be fiscally feasible to extend the original TERS policy for all workers, the possibility of a so-called
“Restricted” TERS (R-TERS) could be considered. Here, we consider one form that such a ‘R-TERS’ could take, namely a temporary extension of
the TERS but only for workers in those industries directly affected by the adjusted level 3 regulations which came into force on 28 December
2020.7
Using the latest microdata on the working-age population from the 2020Q3 QLFS, it is estimated that there are 1 162 650 workers who are not
permitted to work under these level 3 regulations.8 Considering that it is only UIF-contributing workers who would be eligible, it is estimated
that R-TERS would cover about 570 000 workers at a 100% take-up rate. This would be equivalent to less than 4% of total employment of
14.7 million workers, or around 14% of the 4 million workers assisted by TERS during the first COVID wave.
How much might such an R-TERS policy cost? The cost is estimated, using various per-worker payout amounts (the lower and upper bounds
of the original TERS benefit range, as well as the mid-point) and various take-up assumptions, as shown in Table 2 below. At 100% take-up,
if each one of the targeted sectors’ 570 000 workers is paid out the mid-point payout amount of R5 115 per month, the cost of this policy is
estimated to be about R2.9 billion per month. If 75% of eligible workers are paid out the mid-point payout amount (of R5 115 per month), the
cost of this policy is estimated to be about R2.2 billion per month.

The TERS aimed to prevent retrenchments and provide wage support to employers who had fully or partially closed their operations by covering a proportion of firm wage expenses,
ranging from 38% to 60%, with a maximum salary threshold of R17 712 per month. The TERS may only cover the cost of salaries and no other firm expense. The proportion covered varies
by employee salary, with low-wage workers receiving proportionally more support. For instance, the maximum benefit for a high earner would be 38% of R17 712 per month, which is
equivalent to R6 730 per month. The minimum benefit is no less than the monthly equivalent of the National Minimum Wage of R3 500 per month. Employers are permitted to supplement
the TERS support, but employees may not get their full salary in addition to the benefit. Therefore, the maximum employees are permitted to receive is equivalent to 100% of their salary.
6.
Calculated using pre-pandemic QLFS 2020Q1 microdata.
7.
Here it is recognised that no targeting is perfect. As such, the R-TERS proposal in this Briefing Note should best be regarded as one possible, and relatively tractable, targeting model which
could be combined with other methods of targeting and self-identification by firms affected by the latest COVID lockdown in order to best identify firms and employees most in need.
8.
These include workers in bars, restaurants, shebeens, wholesale and retail trade of alcohol, land transport, and sporting and other recreational activities. The analysis here is preliminary, but
there is scope to include more sectors if relevant.
5.
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Can the UIF afford this? It is understood that the UIF has funds to the value of around R46.1 billion (i.e. R70 billion in liquid assets less
R23.9 billion in committed funds). As such, a monthly R-TERS payment of around R2 billion to R3 billion could feasibly be sustained for an
initial period of 3 months and still leave adequate liquidity for funding of other UIF benefits over time. In calculating this, it should be taken
into account that in 2020 the UIF paid out R7,5 billion in total for other non-TERS benefits such as unemployment and maternity benefits.
There is certainly a lot more scope for more thorough work on this issue, but this preliminary analysis indicates the potential feasibility of
an extension of a restricted, R-TERS, benefit for the select group of workers who are affected by the ongoing COVID level 3 regulations. This
could be considered alongside an extension of the original TERS policy or other more limited or restricted TERS models.

Expanding the Employment Tax Incentive
In order to encourage firms to hire young people and address the country’s persistently high youth unemployment levels, South Africa’s
pre-pandemic ETI policy provided formal sector employers with a wage subsidy of up to R500 per month per employee as a form of tax relief
for hiring individuals aged between 16 and 29 who earn less than R6 500 per month. To be most effective, this tax benefit should ideally be
aligned with on-the-job continuous training and investments.
There is evidence that between 2014 and 2016, the ETI saved about 35 000 jobs, with smaller firms experiencing the most benefit. Moreover,
in 2019/20, the highest quantum of ETI claims were in the W&R Trade SETA, followed by the Services SETA (SARS, 2020). These two service
sectors account for the most job losses during the first wave of the COVID pandemic in 2020Q2 (40.8 percent of total job losses). Table 1 above
shows that the number of young workers displaced by the pandemic is high, which could be a result of firms retaining more experienced
workers and letting go of less experienced young workers. As such, the ETI may prove to be an important tool to mitigate further job loss,
especially for young people in the sectors most negatively affected by the COVID second wave.
As an initial response to the pandemic, the government increased the ETI subsidy. There is potential for the ETI to be further utilised as a
means of curbing further job loss as the pandemic progresses. One approach may be to temporarily continue the top-up ETI subsidy for an
additional period of 3 months.

4.

Implementing pro-growth reforms

A period of broad-based and sustained economic growth is essential for South Africa to create employment and strengthen public finances.
As such, it is imperative that the reforms outlined in government’s Economic Reconstruction and Recovery Plan (ERRP) be effectively
implemented. The reality is that this implementation will need to be done even in the midst of COVID’s second wave and possible future
waves of the pandemic.
A period of broad-based and sustained economic growth is essential for South Africa to create employment and strengthen public finances.
As such, it is imperative that the reforms outlined in government’s Economic Reconstruction and Recovery Plan (ERRP) be effectively
implemented. The reality is that this implementation will need to be done even in the midst of COVID’s second wave and possible future
waves of the pandemic.
It is estimated that ERRP’s interventions will lift South African economic growth to an average of 3% per year over the next 10 years.9 Correctly
shaped, such accelerated growth will be inclusive, resulting in job creation and widened economic opportunities for black South African in
particular. Furthermore, accelerated economic growth will assist in stabilising South Africa’s fiscal position, making additional resources
available for increased infrastructure investment, service delivery and social security support.
The ERRP laid out a range of priority interventions, such as:
• achieving sufficient, secure and reliable energy supply
• strengthening agriculture and food security
• creating over 800 000 work opportunities in the immediate term
• unlocking more than R1 trillion in infrastructure investment
• reducing data costs for every South African and expanding broadband access
• reversing the decline of the local manufacturing sector and promoting reindustrialisation
• resuscitating vulnerable sectors such as tourism, which have been hard hit by the pandemic
The ERRP enjoyed wide support when it was announced in October 2020 – including from business, labour and community representatives
who had been consulted about the details of the recovery strategy via Nedlac processes. Despite this wide social support, a number of
blockages to the implementation of the ERRP have begun to emerge.

9.

South Africa’s Economic Reconstruction and Recovery Plan: Speech by President Cyril Ramaphosa’s Joint Sitting of Parliament (15 October 2020)
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It is essential that mechanisms be put in place within government – such as through the work of the Presidency and National Treasury’s
Operation Vulindlela – as well as by the social partners – such as via Nedlac consultations – to be able to monitor the implementation of the
ERRP and identify and remove any emerging policy blockages.
A detailed audit of all aspects of the ERRP would be required to identify the full range of implementation issues. Nonetheless, it has become
clear that within the first three months of the announcement of the ERRP the following implementation challenges and policy blockages will
require immediate attention.

Easing Embedded Generation Regulations
Given the binding constraint imposed by South Africa’s electricity shortage and related load-shedding practices, the ERRP states that one of
the interventions required to achieve improved energy security is to enable electricity generation for own use. The ERRP requires that there
should be further easing of regulations on embedded, or distributed, power generation so that firms can more easily invest in generating
their own electricity.
Opposition to this reform needs to be overcome and it should urgently be announced that all embedded generation projects (for supply to
third parties or own use) of up to 50 MW are exempt from licensing requirements (currently projects of up to 1 MW are exempt from such
licensing). Such investments should be allowed to feed into the grid and fair and reasonable ‘wheeling’ costs would need to be paid by
those entities transmitting power over the grid. In such circumstances, grid integrity would be maintained as technical requirements would
still need to be met, a technical process to be managed, as is currently the case, by Eskom and municipalities. Furthermore, NERSA should
provide transparency and be held accountable for the speedy processing of generation licence applications for projects above this limit.
Eskom and municipalities should similarly provide full transparency on the turnaround times and outcomes of grid connection applications.
Recent research has shown that there is significant pent-up demand of up to 5 000 MW in the next five years for investment in embedded
generation capacity.11 Vietnam recently experienced a 9 000 MW investment boost to its economy due to such reforms assisting in stimulating
economic growth and employment in that country.11
It is also important that the ERRP’s wide range of policy commitments to ensure energy security are effectively implemented with alacrity,
including the implementation of the procurement outlined in the Integrated Resources Plan 2019, which will see large, utility-scale
investments in new wind, solar and gas electricity generation in the years ahead, as well as the timely implementation of the emergency
procurement process currently underway.
While it is important that, over time, policies should be put in place to maximise local content, and employment creation, linked to the
expansion of the country’s electricity generation capacity, such policies should be implemented in a flexible and gradual manner so as to
balance localisation objectives against the emergency situation imposed by South Africa’s electricity shortage and related load-shedding.
Over time, through appropriate policy development and negotiation with service providers, localisation will have significant industrialisation
and employment multiplier effects.

Auctioning Telecommunications Spectrum
Government should commit to facilitating the auction of telecommunications spectrum as speedily as possible within the law. The auction of
telecommunications spectrum has the potential to raise significant funds for the fiscus, allow for equitable participation by new participants
in the sector and expand low cost access to high speed connectivity for a wide cross-section of the South African public.
Consultative mechanisms should be sought with the objective of heading off the legal challenges to the auction of telecommunications
spectrum which have emerged in recent weeks. Despite agreement by Nedlac partners on the urgent need for telecommunications reform,
litigation initiated by business entities with vested interests in the sector is threatening to delay and derail the process.
This is a significant threat to the ERRP as the auctioning of South Africa’s telecommunications spectrum has significant potential to boost
investment in the telecommunications sector, will see the roll-out of high-speed 5G connectivity and will have the potential to improve
overall economic productivity and competitiveness by improving internet access for firms, households, schools, hospitals, higher education
institutions, etc.
Another important aspect of telecoms reform is that the Presidential Employment Intervention commits to connecting low-income
communities to high speed, affordable broadband internet, through the expansion of public WiFi hotspots to reach over 1 million people.
Numerous studies12 have drawn the positive links between expansion of internet connectivity and economic growth, as increasingly much of
our lives are lived online. The flipside is that if these investments are not made, the widening digital divide will become a key driver of South
African inequality. Many of the envisaged public WiFi hotspots are largely concentrated in urban areas, with a key market and provisioning
10.
11.
12.

https://meridianeconomics.co.za/wp-content/uploads/2021/01/2021-01-19-Briefing-note-survey-results.pdf
https://www.pv-tech.org/news/vietnam-rooftop-solar-records-major-boom-as-more-than-9gw-installed-in-2020
See Dalberg (2013) Impact of the Internet in Africa. Establishing conditions for success and catalysing inclusive growth in Ghana, Kenya, Nigeria and Senegal.
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failure being the inability to roll these out in rural areas due to weak underlying infrastructure (LTE and fibre expansion) and weak incentives
for private sector investment (high costs of satellite and microwave technology and low consumer incomes). The Presidential Employment
Intervention needs to overcome this market failure by resolving regulatory issues in the immediate and creating a framework of incentives
for micro-internet service providers to provide network connectivity in the rural areas.
There are two key areas of intervention which would accelerate this process:
• Enable TV WhiteSpace Technology: Resolution of the spectrum auction issues has been highlighted. However, an additional layer of
regulatory action is required in resolving the licensing framework for Television Whitespaces (TVWS), which use the Ultra High Frequency
(UHF) range (470 MHz to 694 MHz) and portions of ‘unused radio spectrum’ to offer 24 Mbit/s broadband speeds and coverage of up to
10 km penetrating both natural and man-made obstacles. This is the perfect technology solution for the targeted hotspots aimed at
reaching 1 million people, and as such the commercial deployment of TVWS technologies is going to prove an enabler for the ambitious
roll-out. It is encouraging that the CSIR currently has geolocation spectrum database technologies that enable the deployment of such
technologies. The speedy resolution within ICASA of the delays in creating a commercial framework for these investments, enabling
the deployment of these ‘hotspots’, is one of the measures that will boost confidence and facilitate equitable participation in the digital
economy.
• Go where there is no fibre: Investments need to prioritise areas with limited communal and household access to connectivity, which are
primarily the poorer municipal areas in many of the country’s rural provinces. There is also scope, in these areas, within the roll-out and
under the auspices of the Presidential Employment Initiative, for the ‘design’ of municipal level public employment programmes (PEPs)
to have an embedded digital economy element, such as training work-seekers in digital networking, back-end WiFi management and
portal and design skills. Consideration should be given to designating the provision of fibre infrastructure as a municipal service. In
particular rural district municipalities, could, where appropriate, enter into public-private partnerships for the provision of fibre where
the private sector doesn’t find it profitable. This could also possibly be a revenue source for municipalities.

Accelerating land reform and growth in agriculture
Agricultural output has risen during the period of the COVID pandemic. Also, during 2020, 700 000 hectares of state-owned land was made
available to beneficiaries, although there was a degree of confusion in this process due to the fact that some of the land allocated was already
occupied. The objective is to increase this land reform process to cover 2 million hectares of land during 2021.
A key policy issue which has the potential to damage the impact of this land reform process is that the release of land has not been
accompanied with effective forms of tenure security. Such tenure security mechanisms could allow that the beneficiaries be given the
option to buy the land after a minimum of five years of working the land. Also the option of tradable leases should be considered for the
beneficiaries, where government could be given a right of first refusal to guard against reversing gains attained in such land redistribution
programmes. Furthermore, the land release should simultaneously include farmer support programmes to ensure newly settled farmers
have access to working capital, skills, technology, know-how and access to markets.
These matters constitute crucial policy issues that threaten to undermine the land reform and food security objectives of the ERRP. As such,
these policy issues – involving matters of the optimal design of South Africa’s land reform programme - should be attended to as a matter
of priority.
Additional interventions which will support and accelerate the land reform process are as follows:
• Blended Finance Scheme should be implemented to leverage private sector capital towards accelerating land redistribution and
providing affordable production finance to smallholder and emerging farmers.
• The Land Reform Fund, which was first proposed in the Advisory Panel report on Land Reform and Agriculture, should be revived to
help fill the gap resulting from the Land Bank’s failures. The capitalization of the fund could be through private donations, international
donations, and the funds earmarked for redistributive land reform in the budget.
• There remains some level of uncertainty caused by the Expropriation Without Compensation proposals; government should prioritise
the new Expropriation Bill over the suggestion to change the constitution. The Expropriation Bill has a more nuanced approach to nil
compensation and does not rely on a Constitutional amendment.
• There should be state procurement systems at remote state depots for smallholder and emerging farmers who cannot get to far-away
markets.
• Black farmers still contribute only 5%-10% of South Africa’s commercial agricultural output. There needs to be a concerted effort to
commercialize black farmers, for example, through joint-venture approaches with existing farmers and through the Agricultural Master
Plan.
• Agricultural policy should not simply focus on land reform but on targeting promising areas. For example, the strong performance of
the South African fruit industry coupled with strong growth in global demand has meant the sector has been central to driving growth
in agricultural output. Such growth requires major advances in technology, sometimes referred to as the ‘industrialisation of freshness’.
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Expanding infrastructure investment
Public funds allocated to infrastructure spending must be used for such and must not be rolled-over or used for current expenditure.
Through public-private partnerships, finances and expertise should be mobilised and project design and management aspects improved.
Policy uncertainties with regard to future revenue streams to pay for transport, road, human settlement and water infrastructure should
be dealt with so as to open the way for increased infrastructure investments, including new effective forms of public-private partnerships.
Infrastructure South Africa should play a key role in unblocking impediments to infrastructure finance and implementation and should serve
to accelerate approvals, licensing and permissions for key infrastructure projects.
Moreover, within the context of the District Development Model (DDM) framework there need to be consultations and communication on
the implications for capital spending programmes of the R17 billion reduction in transfers to municipalities and provinces as outlined in the
most recent Medium Term Budget Policy Statement.

Rolling-out public employment programmes
The current outlook points to an even more protracted recovery period. In line with the principle of protecting low-income workers,
the unemployed and vulnerable, underpinning the ERRP, it is critical that the public employment programmes outlined in the plan are
implemented speedily and effectively. This is made more urgent by the fiscal constraints associated with extending the COVID grants in
their current form, over a longer period. The interventions outlined in the ERRP span a number of departments and will require careful
coordination, optimisation of resources and rigorous monitoring to ensure that they are being impactful. The programme will also require
explicit budgetary commitments for it to be extended to its next phase beyond April 2021.

5.

Summary of Recommendations

Rolling-out COVID vaccines
1.

2.

3.
4.

To finance the COVID vaccines a combination of financing options should be utilised, including, spending reprioritisation, increased
borrowing, concessionary foreign financing from the World Bank and private sector co-funding. Due to their contractionary impact, tax
increases would not be regarded as advisable in the current circumstances.
Once sufficient access to vaccines has been secured the next binding constraint is likely to be human, financial and organisational
capacity to roll out access to the vaccines. To roll out mass access to the COVID vaccines there will be a need for coordinated public
and private sector action. Such an approach will be much more robust than one which is organised only through the public sector and
which risks exposing South Africa to a single point of failure. Coordinated public and private sector actions are more likely to achieve the
required outcomes as they will rely on thousands of actors taking responsibility to manage diverse challenges, rather than waiting for
overloaded centralised decision-making.
A mass communication and education campaign will be needed to overcome resistance to taking the COVID vaccinations, including
demonstration effects by prominent leaders and figures in society.
Longer-term public health system improvements and vaccine manufacturing and distribution gains should be secured through the rollout wherever possible.

Extension of temporary support measures
5.
6.
7.
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A three-month extension in the Special COVID-19 Grant, which it is estimated would cost around R2bn per month, which should
preferably be funded via expenditure reprioritisation rather than through new taxation or borrowing.
A three-month extension of the TERS benefit should be considered, possibly in a more restricted model where only workers in those
industries effected by the most recent COVID-related restrictions are targeted for such an extension.
Top-up increases in the Employment Tax Incentive subsidy should be extended as a temporary incentive for 3 months with the aim of
retaining employment, especially for young people.
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Implementing pro-growth reforms
8.

9.
10.
11.

12.
13.
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As part of the ERRP’s commitment to promote investment and overcome load-shedding it should be announced that embedded
generation projects of up to 50 MW are exempt from licensing requirements and that, after technical requirements are met, such
projects will be allowed, at a fair and reasonable cost, to ‘wheel’ power using Eskom and/or municipal grids.
The planned auction of telecoms spectrum should proceed without delay and effort should be made to head-off any legal challenges
including via engagement with relevant Nedlac parties.
The design of land reform and redistribution polices should be improved to provide clear security of tenure options and effective forms
of farming support for well-chosen beneficiaries of such programmes.
Policy uncertainties with regard to future revenue streams to pay for transport, road, human settlement and water infrastructure
should be dealt with so as to open the way for increased infrastructure investments, including new effective forms of public-private
partnerships. Just as deviations for supply chain management prescripts have been granted, under extraordinary circumstances, the
complex and protracted processes required for public-private partnerships, in legislation such as the Municipal Structures Act, should
be reviewed and streamlined in order to expedite recovery-related infrastructure investment. At the same time, transparency should be
increased to ensure that good governance principles are maintained.
It is critical that the public employment programmes outlined in the ERRP are implemented speedily and effectively and are wellmanaged. There should also be sufficient budgetary resources allocated to fund the public employment programmes.
Clear monitoring and intervention processes – via the Presidency, Operation Vulindlela and the Nedlac parties – should be put in place
with the aim of unblocking and removing obstacles to the implementation of the ERRP as and when challenges arise.
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