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BASIC STATISTICS OF SOUTH AFRICA, 2019 

(Numbers in parentheses refer to the OECD average)* 

 

* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data 

exist for at least 29 member countries. 

Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, 

International Monetary Fund, World Bank. 

  

Population (million) 58.8  Population density per km² 48.1 (37.9)

Under 15 (%) 28.7 (17.7) Life expectancy (years, 2018) 63.9 (80.6)

Over 65 (%) 6.3 (17.6) Men 60.5 (78.0)

Foreign-born (%, 2012) 4.2 Women 67.4 (83.3)

Latest 5-year average growth (%) 1.5 (0.6) Latest general election

Gross domestic product (GDP) Value added shares (%)

In current prices (billion USD) 350.3 Primary sector 2.1 (2.6)

In current prices (billion ZAR) 5 058.6 Industry including construction 29.2 (26.5)

Latest 5-year average real growth (%) 0.8 (2.2) Services 68.7 (70.9)

Per capita (000 USD PPP) 12.9 (46.6)

Expenditure (% of GDP, 2018) 38.2 (40.3) Revenue (% of GDP, 2018) 34.9 (37.3)

Exchange rate (ZAR per USD) 14.442 Main exports (% of total merchandise exports)

PPP exchange rate (USA = 1) 6.683 Manufactured goods 24.4

In per cent of GDP Machinery and transport equipment 21.6

Exports of goods and services 30.0 (54.2) Crude materials, inedible, except fuels 17.5

Imports of goods and services 29.5 (50.4) Main imports (% of total merchandise imports)

Current account balance -3.0 (0.3) Machinery and transport equipment 31.7

Net international investment position 8.2 Mineral fuels, lubricants and related materials 16.9

Chemicals and related products, n.e.s. 12.2

Employment rate for 15-64 year-olds (%) 42.5 (68.7) Unemployment rate, Labour Force Survey (age 15 and over) (%) 28.7 (5.4)

Men 48.0 (76.2) Youth (age 15-24, %) 57.0 (11.7)

Women 37.0 (61.3) Long-term unemployed (1 year and over, %) 20.4 (1.4)

Participation rate for 15-64 year-olds (%) 59.5 (72.8) Tertiary educational attainment 25-64 year-olds (%, 2018) 7.2 (36.9)

Mean weekly hours actually worked 42.4 (37.7) Gross domestic expenditure on R&D (% of GDP, 2016) 0.8 (2.4)

Total primary energy supply per capita (toe, 2017) 2.3 (4.0) CO2 emissions from fuel combustion per capita (tonnes, 2017) 7.4 (8.6)

Renewables (%) 5.9 (10.2) Renewable internal freshwater resources per capita (1 000 m
3
,
 
2014) 0.8 (8.2)

Exposure to air pollution (more than 10 μg/m
3
 of PM2.5, % of 

population, 2017) 100.0 (58.7)

Income inequality (Gini coefficient, 2015) 0.620 (0.31) Public and private spending (% of GDP)

Relative poverty rate (%, 2015) 26.6 (11.6) Health care (2017) 8.1 (8.8)

Median disposable household income (000 USD PPP, 2015)  4.4 (23.9) Share of women in parliament (%) 45.7 (30.7)

ECONOMY

SOCIETY

LABOUR MARKET, SKILLS AND INNOVATION

ENVIRONMENT

May 2019

LAND, PEOPLE AND ELECTORAL CYCLE

GENERAL GOVERNMENT

EXTERNAL ACCOUNTS
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Executive Summary 
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The economy was hard hit   

The COVID-19 pandemic and the ensuing 

lockdown have triggered a sharp drop in 

activity. South Africa reacted quickly to the 
outbreak by establishing a nationwide lockdown 
from March 26. Economic activity was reduced 
in mining and industry, and stopped in the 
tourism, entertainment and passenger transport 
sectors. Starting June 1st, the lockdown was 
eased to allow more economic activity and 
movement of people to work. Nonetheless, the 
spread of the virus continued and the number of 
cases increased rapidly in June and July. 

The 2020 recession follows almost a decade 

of modest growth (Figure 1). Persistent 
electricity shortages, rising government debt 
and policy uncertainty will continue to hold back 
investment and underscore low growth. The 
economy is set to recover only progressively 
from the coronavirus recession as sectors 
reopen.  

Figure 1. Growth has collapsed following a 
modest performance in the past decade 

GDP at constant prices, index 2019Q4 = 100, seasonally 

adjusted 

 
Source: OECD Economic Outlook 107 database.  

StatLink2http://dx.doi.org/10.1787/888934005359 

Growth is projected to slump. In the double-
hit scenario, a new outbreak affecting South 
Africa and its trading partner countries will 
curtail exports, deepening the recession to 
-8.2% in 2020 and limiting the recovery in 2021, 
with GDP growth at 0.6%. In the single-hit 
scenario, where a second wave of the virus can 
be avoided, economic activity will fall by 7.5% in 
2020 before picking up progressively with GDP 
growth of 2.5% in 2021 (Table 1).  

The government relief plan will mitigate the 

fall in household consumption, but 

investment, which has been declining over 

the past two years, will decline to a record 

low level. The depreciation of the Rand, driven 
by deteriorating fiscal accounts, will not boost 
exports as commodity demand remains weak, 
though prices of some commodities (gold, 
platinum) are high in the single-hit scenario. 
High production costs will continue to weigh on 
economic activity. 

Both domestic and global risks weigh on the 

economic outlook. Domestic near-term risks 
to growth include load-shedding (rolling 
blackouts) by the power utility and higher-than-
expected electricity prices, which could derail 
the recovery. By contrast, improvement of 
business confidence and a faster recovery in 
Emerging Market countries would have growth 
spillovers for South Africa, including through 
higher demand and prices for commodity 
exports. 

Table 1. Macroeconomic projections 

Growth rates, unless 

specified 
2019 2020 2021 

 Single-hit scenario 

Growth domestic product 
(GDP) 

0.2 -7.5 2.5 

Private consumption 1.0 -5.8 2.3 

Government 
consumption 

1.5 2.4 1.6 

Gross fixed capital 
formation 

-0.9 -13.9 2.4 

Exports of goods and 
services 

-2.5 -10.8 5.6 

Imports of goods and 
services 

-0.5 -8.6 4.5 

Unemployment rate (% of 
labour force) 

28.7 33.9 34.9 

Consumer price index 4.1 3.5 3.7 

Current account balance 
(% of GDP) 

-3.0 -3.0 -2.5 

 Double-hit scenario 

Growth domestic product 
(GDP) 

0.2 -8.2 0.6 

Private consumption 1.0 -6.5 0.8 

Government 
consumption 

1.5 2.5 2.3 

Gross fixed capital 
formation 

-0.9 -15.1 -1.0 

Exports of goods and 
services 

-2.5 -12.5 1.5 

Imports of goods and 
services 

-0.5 -10.0 2.0 

Unemployment rate (% of 
labour force) 

28.7 34.0 35.8 

Consumer price index 4.1 3.4 3.3 

Current account balance 
(% of GDP) 

-3.0 -3.1 -3.0 

Source: OECD Economic Outlook 107 database. 
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http://dx.doi.org/10.1787/888934005359


   11 

OECD ECONOMIC SURVEYS: SOUTH AFRICA 2020 © OECD 2020 
  

Fiscal policy faces severe challenges 

Fiscal policy reacted forcefully to the crisis, 

mobilising ZAR 500 billion (10% of GDP) for 

new spending, reprioritisation, tax relief and 

loan guarantees. All social grants were 
augmented and new schemes designed to 
provide support to workers including those in 
the informal sector. Specific schemes were 
activated targeting businesses in hard hit 
sectors such as tourism.  

The crisis follows a sharp deterioration in 

fiscal accounts over the past three years. 
The government deficit is projected to reach 
15% of GDP in 2020. Public debt has been 
increasing in the last decade and is projected to 
exceed 80% of GDP by 2020. In the absence of 
consolidation, the debt level will exceed 100% 
of GDP in 2022, raising sustainability risks in a 
context of low growth and high government 
borrowing rates. The fiscal strategy has to 
sequentially cope, in the short-run, with the 
impact of the coronavirus and, in the medium-
term, implement a bold consolidation to restore 
debt in a sustainable path while sparing 
potential growth. 

Compensation of government employees is 

large. At 12% of GDP, the government wage bill 
is high. Rising wages are driving wage bill 
increases rather than employment. Wage 
negotiations have systematically granted 
above-inflation increases. When compared to 
OECD and emerging economies, the 
remuneration level of civil servants is relatively 
high. The government has announced its 
intention to reduce the wage bill. The 
government could consider indexing public 
sector wages below inflation for 3 years.  

Government exposure to state-owned 

enterprises (SOEs) is high and represents a 

significant risk to debt sustainability and 

public finances. The underperformance of 
SOEs is widespread due to mismanagement, 
corruption issues, overstaffing and an 
uncontrolled wage bill. South Africa needs to 
establish an effective governance framework 
for SOEs that clearly sets company-specific 
goals in terms of profitability, capital structure 
and non-financial objectives.  

An agenda for growth 

Supporting the economic recovery in the 

short-run while undertaking reforms to 

increase potential long run growth is key. 

Efforts to improve the business climate, 
sequencing and prioritisation of reforms will be 
essential for maximising their growth impact. 
The tourism sector needs support to weather 
the effects of the crisis. In the medium term, 
developing tourism and boosting transport 
infrastructure investments can contribute to 
growth and job creation during the recovery. 
Regulatory restrictions are still relatively high. 
This includes a high level of government 
involvement in the economy, barriers to 
domestic and foreign entry, complex rules for 
licences and permits, and protection of existing 
businesses from competition, for instance, in 
legal services and network industries.  

South Africa would benefit from greater 

integration in global value chains. 
Participation in global value chains is especially 
high in the manufacturing industries and could 
be increased by leveraging the potential of 
regional value chains. By contrast, the 
integration of service industries has been held 
back. South African firms are facing high tariffs 
in their export markets. Trade facilitation 
measures should address non-tariff barriers 
such as improving the quality and access of 
infrastructure, as well as access to export and 
insurance credit.  

Greener energy policy can bolster growth. 
South Africa is one of the top-20 greenhouse 
gas emitters in the world. The CO2 emission 
intensity of GDP has fallen slightly since 2000. 
The introduction of a carbon tax in June 2019 is 
welcome. The share of renewables in primary 
energy supply is close to the OECD average. 
However, coal accounts for 75% of electricity 
generation and is the main energy source in 
industrial processes.  

Increasing public infrastructure investment 

would boost potential growth. Public 
infrastructure investment has declined in recent 
years. In particular, transport infrastructure 
remains insufficient and suffers from a lack of 
maintenance. The government is planning to 
create an infrastructure fund with the private 
sector, development finance institutions and 
multilateral development banks. The success of 
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the infrastructure fund will depend on the 
capacity to bring in private financing.  

Tourism will need prolonged support in the 

short-run. International tourist arrivals 
increased from 4.5 million to more than 
10 million between 1995 and 2017 and were 
accompanied by a tripling of employment 
directly related to tourism. While the role of 
tourism in the economy has been increasing 
since the end of apartheid, it remains below the 
OECD average (Figure 2). Furthermore, the 
recent COVID-19 pandemic and resulting 
containment measures have triggered an 
unprecedented crisis in the tourism sector. Still, 
the sector offers significant opportunities for an 
economy with weak growth and high 
unemployment. Streamlining and implementing 
electronic visa services for international tourists 
could increase South Africa’s international 
openness. Reduction of red tape could 
strengthen the integration of the tourism sector 
into local value chains and amplify the impact of 
tourism on the domestic economy. For tourism 
to translate into inclusive and sustainable 
growth, the benefits must spread 
geographically. Necessary transport and 
accommodation infrastructure is needed to 
connect tourists to places.  

Figure 2. Direct contribution of tourism  
to the economy 

% of GDP, 2018 or latest available year 

 
Source: OECD, Tourism Database. 

StatLink2http://dx.doi.org/10.1787/888934005378 

Land is a main source of inequality in South 

Africa. Owing to the legacy of apartheid, only a 
small share of land is under ownership by the 
black population (Figure 3). The land reform 
initiated in 1994 – consisting of restitution, tenure 
reform and redistribution – progressed only 
slowly. To speed up the process of redistribution, 
current proposals focus on amending the 

constitution to allow for expropriation without 
compensation. A new advisory panel is to ensure 
a fair and equitable implementation of the land 
reform process. It is important to clearly define 
the policy objectives and assess the risks of such 
an amendment, which could include slower 
growth as a result of further significant 
deterioration in perceptions of South Africa’s 
investment climate if the land reform is not well 
designed, communicated or implemented. 

Figure 3. Individual land ownership of farms 

Landownership hectares by race, 2017 

 
Note: Refers to individually owned land only and does not include 

traditional land. 

Source: Department of Rural Development and Land Reform 

(2018), Land Audit Report 2017. 

StatLink 2 https://doi.org/10.1787/888934005397 

Building an inclusive social 
protection system  

The current social protection system is 

incomplete. The social assistance system is 
well developed and is key in reducing poverty. 
However, the COVID-19 outbreak has revealed 
some shortcomings in the coverage of informal 
workers by the social assistance system and 
highlighted the disparities in access to quality 
health care. Also, the current pension system 
does not sufficiently alleviate the risk of old-age 
poverty.  

Pension coverage is not satisfactory. Only 

around 40% of employees were contributing 

to a pension scheme in 2018 and most 

informal workers are not covered. Pension 
revenues are not adequate. The fragmentation 
of the pension system argues for its 
harmonisation. The government intends to 
introduce a mandatory pension scheme 
targeting a replacement rate of 40%, including 
a universal old-age grant. 
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Life expectancy has improved in the last ten 

years from 54 to 63 years but remains low. 
Death rates remain high by OECD standards. 
Although total health spending is relatively high 
(8.1% of GDP), a very large part is funded by 
private out-of-pocket spending, which leads to 
unequal access and prevents large population 
groups from obtaining adequate treatments 
(Figure 4). 

Figure 4. Comparing health spending 

Health spending,% of GDP, 2017 

 
Source: WHO Global health expenditure database. 

StatLink2http://dx.doi.org/10.1787/888934005416 

To address the failure of the current health 

care system to deliver accessible high-

quality of care to all, the government plans 

to introduce a National Health Insurance 

(NHI) fund and reduce private health 

insurance. The NHI fund aims to provide 
universal health coverage by contracting with 
public and private health care providers based 
on a large basic basket of health benefits 
including primary care, emergency and 
hospital-based services. 

In response to the COVID-19 crisis, closer 

co-operation and pooling of available 

resources between the public and private 

sectors has been initiated. Most of the 
intensive/critical care beds are in the private 
sector. However, in June, the government and 
the health private sector representatives agreed 
on fees for COVID-19 patients that are treated 
in critical care beds in private hospitals.   
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MAIN FINDINGS KEY RECOMMENDATIONS 

Mobilise monetary policy instruments and restore fiscal policy room 

The Reserve Bank has reduced the repurchasing rate from 6.25% to 3.50% 
between March and July. Inflation has receded and core inflation remains 

stable.   

Lower interest rates to further support the recovery. 

The government reacted to the pandemic by putting in place a 10% of GDP 
relief package. Fiscal accounts deteriorated before the crisis. Increasing 
interest payments and SOEs subsidies are weighing on debt and fiscal 

space. The government wage bill, at 12% of GDP, is high. 

Provide temporary financial support to households and businesses to 
protect livelihoods and employment 

Implement the budget consolidation strategy and improve spending 
efficiency. 

Index wages in the public service below inflation for 3 years and link to 
productivity requirements.  

Government exposure to state-owned enterprises (SOEs) is high and 
represents a significant risk to debt sustainability and public finances. 
Underperformance of SOEs is widespread due to mismanagement, 

corruption, overstaffing and uncontrolled wage bill. 

Restructure state-owned enterprises to ensure their financial sustainability 
including staff reduction and bringing in private participation.  

Separate clearly the responsibilities of the board and the management of 
SOEs by giving the board the mandate to strategically supervise, monitor 
and audit the management of SOEs. 

Commissions of enquiry have shed light on widespread corruption in the 

public and private sector. 

Improve prosecution process and enforcement of national and foreign 
corruption offences. 

To finance fee-free higher education, government spending on higher 
education is expected to increase from 1.3% of GDP in the fiscal year of 
2017/18 to 2.3% in 2021/22. As the number of students enrolling in higher 

education increases, the pressure on public finances will become 

unsustainable. 

Introduce student loans to cover higher education fees with repayment 
schedules depending on future incomes with government guarantees to 
replace education grants for students from high-income families.  

An agenda for growth 

The coronavirus pandemic and the lockdown have strongly hit the 
economy. In the service, transport and tourism sectors, many small and 

medium enterprises are struggling to survive.  

Increase and extend relief support in sectors hard hit by the crisis, 
especially for the tourism sector, up to mid-2021, particularly if there is a 
renewed virus outbreak later in the year. 

Access to visa is difficult from several sending countries.  Implement electronic visa programmes on a large scale for emerging target 
markets. 

Tourism in South Africa is concentrated in few regions and does not spread 

into remoter areas.  

Investments in transport and tourism infrastructure have to be aligned to 
connect tourists to places. 

There are multiple licences required in different administrations to open a 

small tourism unit. 

Reduce red tape and the regulatory burden for entrepreneurs and small 
enterprises. 

Regulatory restrictions are still relatively high, especially in network 
industries. Most of the key sectors of the economy are highly concentrated. 

Transport costs remains high and competition low. 

Give more independence to regulators in energy, transport and telecom 
industries vis-à-vis line ministries. 

Accelerate the adoption and implementation of the Single Transport 
Economic Regulation Bill.  

Intensive coal use contributes to high CO2 emissions, water scarcity and 

water pollution. 

Use the ongoing restructuring of Eskom to diversify power generation and 
invest in renewable sources of energy. 

Public infrastructure investment has declined, contributing to lower growth. 

The quality of infrastructure is deteriorating. 

Increase public investment in transport infrastructure, skills and education. 
Improve cost containment, planning and implementation. 

Promoting sustainable water usage 

The risk of water shortages is rising. Prices are low in agriculture and water 

use is often unmeasured and uncharged, especially on large farms. 

Raise irrigation water prices to discourage water overuse and ensure that 
costs are covered, for example by charging depreciation costs in full. 

37% of South Africans do not have access to reliable water supply and 
20% do not have access to sanitation, resulting in water pollution, and 

adverse health impacts. 

Set up an independent water regulator to ensure cost-reflective prices 
Apply better regulation to costs and environmental performance of 
municipal water services. 

Building an inclusive social protection system 

Access to health care is unequal. Financing of health care is unbalanced 
with high spending in private health for a small fraction of the population. 
Quality of health care delivery in public facilities is perceived as being low. 

Prices of health services in the private sector are high. 

Gradually increase the public financing of health care through a form of 
public insurance at a pace and scale that is affordable.  

Entrust an independent body to develop a price schedule for 
reimbursement of health care. 

Obesity rates have reached alarming levels in South Africa. Tobacco 
consumption remains high, as 19% of the adult population are daily 

smokers and 14.1% of the total population reported binge drinking. 

Develop prevention of non-communicable diseases and strengthen the 
promotion of a healthier lifestyle. 
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Overview and recent trends in well-being, inequality and poverty alleviation 

South Africa and the OECD have been strengthening the depth of their relationship since 1998. South 
Africa participates in 23 OECD bodies and projects and has adhered to 23 OECD legal instruments, 
including in the areas of anti-corruption, tax, chemicals and science and technology. It is one of the most 
active among partner countries.  

The coronavirus pandemic hit South Africa by the end of March. Early nationwide lockdown helped limit 
the spread of the virus in April and May. However, the diffusion of the virus has accelerated in July, 
affecting thousands of individuals. The lockdown has stopped or limited economic activity in many areas. 
The COVID-19 outbreak is worsening an already fragile economic outlook. Political uncertainties and 
slow implementation of reforms have been detrimental to growth. Since 2013, growth has been below 
2%, leading to stagnating or decreasing GDP per capita. Policy uncertainty has been the main driver of 
low confidence and economic uncertainty. Institutions such as the independent judiciary have played an 
important role in upholding the rule of law. The government has started to address concerns about state 
corruption and mismanagement of big state-owned enterprises (SOEs).  

Despite a challenging economic environment and limited fiscal space, the government has maintained a 
highly redistributive policy. About 68% of government spending goes towards social objectives, including 
education, health, social grants and basic services. In particular, South Africa has one of the largest social 
transfer programmes, above the OECD average (Figure 1.1 and Chapter 1). South Africa’s child support 
grant is one of the largest unconditional cash transfer programmes for children in the world. It is widely 
regarded as one of the government’s most successful interventions, particularly due to its high take-up 
and extensive coverage (Samson et al., 2008). Between 70 and 80% of children in the bottom six income 
deciles benefits from the grant (Grinspun, 2016). For poor families, the child grant is an important source 
of financial support, providing for basic needs such as food, schooling and health care (Zembe-Mkabile 
et al., 2015). For nearly 75% of South Africans aged 60 and older, the old-age grant is the main source 
of income. 

Figure 1.1. A strong redistributive policy 

Spending on social assistance programmes in 2015 (% of GDP) 

 
Note: Malaysia, Costa Rica, Turkey is 2013; China and Namibia are 2014; Kenya and India are 2016. Social assistance programmes are 

defined as non-contributory interventions designed to help individuals and households cope with chronic poverty, destitution, and vulnerability. 

Examples include unconditional and conditional cash transfers, non-contributory social pensions, food and in-kind transfers, school feeding 

programmes and public works. 

Source: World Bank ASPIRE database, 2018. 

StatLink 2 http://dx.doi.org/10.1787/888934005435 
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Since the beginning of the COVID-19 crisis, the government has decided to augment all social grants 
between ZAR 250 to ZAR 300 for 6 months and to extend benefits to some uncovered categories such 
as informal workers. A temporary caregiver grant of ZAR 500 per month was introduced. Moreover, the 
government has swiftly put in place an income replacement scheme through the Unemployment 
Insurance Fund. From mid-April to end of June, the Fund has paid over ZAR 28 billion to 4.6 million 
workers. These benefits are part of the ZAR 500 billion (10% of GDP) relief plan established by the 
government. Nonetheless, the COVID-19 pandemic is hitting employment, threatening livelihoods of 
millions of individuals and affecting social achievements of government policies. There is extensive 
evidence showing that cash transfers have been successful in reducing extreme poverty and improving 
health and education outcomes (Figure 1.2 and Chapter 1). Cash transfers dominate the income profile 
of many poor households, accounting for as much as 71% of total household income for the poorest 20% 
of the population (World Bank, 2018a; Woolard and Leibbrandt, 2010). 

Figure 1.2. Redistribution reduces poverty 

% of population with 60% or less than the median disposable income, 2016 or latest available year 

 
Note: Data for South Africa are 2015 and provisional, Costa Rica are 2018, Brazil are 2013 and China and India are 2011. 

Source: OECD Income Distribution and Poverty Database. 

StatLink 2 http://dx.doi.org/10.1787/888934005454 

The level of inequality remains high despite important social transfers. Inequality, measured by the Gini 
coefficient (0.62), decreased between 2008 and 2010, but has more or less stagnated since alongside 
growth. The difficulty of reducing inequalities stems from a highly unequal distribution of market income 
and wealth. Widespread unmet needs in education, health and infrastructure and perceptions of 
corruption are also feeding citizens’ frustration. 

South Africa ranks low in almost all dimensions of the Better Life Index (Figure 1.3). South Africa lags the 
OECD average, in particular, in income and wealth, life satisfaction and jobs. Despite increased spending 
to broaden access to education, low quality of education outcomes has limited access to jobs. High crime 
rates and health problems are also weighing on well-being. South Africa fares relatively better on social 
connections, illustrating the robustness of the country’s social institutions and family ties in a difficult 
economic context (Lilenstein, Woolard and Leibbrandt, 2018). While South Africa performs well on many 
gender dimensions, there is scope for progress on women’s access to economic opportunities and assets 
(land for instance) and on eliminating violence against women.  

The economy faces many structural challenges. High public debt and heightened scrutiny by rating 
agencies and financial markets, illustrated by high premiums on debt, are limiting the fiscal policy room 
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and most emerging countries (Figure 1.4). In particular, the size and grip of state-owned enterprises 
(SOEs) on the economy, complexity of regulations and barriers to service and network sectors are among 
the factors that impede competition and growth. 

Figure 1.3. Well-being ranks low on many dimensions 

Better Life Index, country rankings from 1 (best) to 40 (worst), 2018 or latest available 

 
Note: Each well-being dimension is measured by one to four indicators from the OECD Better Life Index set for 37 OECD countries as well as 

Brazil, Russian Federation and South Africa. Normalised indicators are averaged with equal weights. 

Source: OECD (2020), OECD Better Life Index, www.oecdbetterlifeindex.org.  

StatLink 2 http://dx.doi.org/10.1787/888934005473 

Figure 1.4. Barriers to competition in the economy remain high 

Overall indicator, index scale of 0–6 from least to most restrictive, 2018 

 
Source: OECD 2018 PMR database. 

StatLink 2 http://dx.doi.org/10.1787/888934005492 
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created to support these policies and to control debt increases. Broadening the inclusiveness of the 
market economy through comprehensive social protection against risks and shocks will help build more 
confidence in the economy and solidarity among the population. Investment in infrastructure, education 
and skills is necessary to boost potential growth. Developing labour intensive sectors like tourism and 
agriculture can support the job creation the country urgently needs. 

Against this background, the key messages of this Survey are: 

 A sound growth strategy – including reforming product markets, boosting investment, infrastructure 
development, trade policies that augment the benefits from participation in global value chains, 
more competitive SOEs – can deliver quick wins in terms of job creation and increase potential 
growth. Efforts to improve the business climate, sequencing and prioritisation of reform will be 
essential for maximising the growth impact.   

 Building an inclusive social protection system that guarantees decent retirement incomes and 
provides affordable and quality health care will help stimulate household consumption and 
strengthen productivity, as well as being an important social goal in its own right. The COVID-19 
pandemic stresses the need to improve the quality of health care in the public sector while 
broadening access to private health care services.   

 Lifting the barriers impeding the development of the tourism industry and land redistribution, 
accompanied by technical and financing support for family farmers, can create jobs.  

The pandemic has worsened an already fragile economic outlook  

The first confirmed case of COVID-19 was registered on 5 March. Since then, the pandemic has spread, 
affecting most strongly the Gauteng and the Western Cape provinces. South Africa has a dual health 
system with significant inefficiencies and inequality of access to high-quality healthcare. The private 
sector, accounting for half of national spending, covers only 17% of the population. Most of the critical 
care beds and intensive care beds (around 3 000) are in the private health-care sector. However, in 
response to the COVID-19 crisis, closer co-operation and pooling of available resources between the 
public and private sectors has been initiated. Also, South Africa has many people who are vulnerable due 
to other chronic conditions. More than a third of the population is suffering from hypertension, around 
4.5 million people have diabetes and over 70% of women and 40% of men are overweight or obese, three 
factors that accentuate risks with COVID-19. 

Containment measures were rapidly adopted and helped to delay the spread of the pandemic. As of 
15 March, while there were only few confirmed cases, the government declared a national state of 
disaster, imposing a travel ban from highly-infected countries, testing and, if needed, isolating individuals 
returning from infected countries. Within a week, a national lockdown was established, schools and 
universities were closed, transport shut down and any form of gathering prohibited. The lockdown has 
given some time for the health care sector to be prepared for an increase in infections. 

After June 1st, many economic sectors reopened, with some restrictions requiring distancing in the 
workplace and gradual re-opening of schools. Opening of restaurants and personal care services started 
late June.  

The outbreak and the related containment measures have led to a severe contraction in economic activity. 
The economy is set to recover progressively from recession as sectors sequentially reopen (Table 1.1). 
The economy was largely constrained by lockdown measures through mid-March to end of May but then 
reopened with restrictions lingering in sectors and parts of the country where distancing remained a 
concern. Activity in the tourism and entertainment sectors and passenger transport collapsed. Export 
sectors were affected by reduced activity in mining and manufacturing industries. This has provoked a 
sharp increase in unemployment. Nonetheless, a renewed wave of coronavirus infections remains a 
possibility. In the double-hit scenario a new COVID-19 outbreak is assumed to occur in October and 
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November. To minimise the risk of a second wave leading to another large-scale lockdown of the 
economy and to protect lives, further developing testing to identify those infected and then tracking and 
isolating to limit further infections will be needed. Augmenting medical capacity to cope with a second 
wave will help mitigate the impact on the economy of a second wave by facilitating greater reliance on 
targeted measures to limit the spread of the virus.  

The government has put in place a relief/stimulus plan amounting to 10% of GDP to support households 
and businesses. In particular, social grants were augmented and different sectoral or size-related 
schemes were established to provide loans, guarantees, subsidies, tax deferral and relief, and wage 
subsidies The government relief plan will mitigate the fall in household consumption but investment, which 
has been declining over the past two years, will decline to a record low level. As in many emerging market 
economies, the financial market experienced considerable capital outflows, aggravated by a deteriorating 
government fiscal stance. In the single-hit scenario, the depreciation of the Rand will not boost exports, 
as commodity demand remains weak, though prices of some commodities (gold, platinum) are high. High 
production costs will continue to weigh on economic activity. Unemployment will increase while inflation 
will remain muted. These projections are subject to substantial uncertainty and risks as the world 
continues to grapple with the coronavirus pandemic (Table 1.2). Macroeconomic policy should be ready 
to act further if required, including by continuing to support selectively economic sectors hard hit by the 
pandemic. 

Figure 1.5. Growth will recover only slowly 

GDP at constant prices, index 2019Q4 = 100, seasonally adjusted 

 
Source: OECD Economic Outlook 107 database. 

StatLink 2 http://dx.doi.org/10.1787/888934005511 
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Figure 1.6. Macroeconomic developments have deteriorated 

 
Source: OECD calculations based on Our world in data; South African Reserve Bank; Statistics South Africa. 

StatLink 2 http://dx.doi.org/10.1787/888934005530 
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Table 1.1. The recovery is projected to be gradual 

A. Double-hit scenario 

 
B. Single-hit scenario 

 
Both domestic and global risks weigh on the economic outlook (Table 1.2). Domestic near-term risks to 
growth include load-shedding (rolling blackouts) by the power utility and higher-than-expected electricity 

2016 2017 2018 2019 2020 2021

South Africa: double-hit scenario

Current 
prices ZAR 

billion

GDP at market prices 4 348.8    1.4 0.8 0.2 -8.2 0.6 
Private consumption 2 584.4    2.1 1.8 1.0 -6.5 0.8 
Government consumption  906.3    0.2 1.9 1.5 2.5 2.3 
Gross fixed capital formation  846.6    1.0 -1.4 -0.9 -15.1 -1.0 
Final domestic demand 4 337.3    1.5 1.2 0.8 -6.1 0.8 
  Stockbuilding1 - 11.3    0.4 -0.2 0.0 -1.1 0.0 
Total domestic demand 4 325.9    1.9 1.0 0.7 -7.5 0.8 
Exports of goods and services 1 333.0    -0.7 2.6 -2.5 -12.5 1.5 
Imports of goods and services 1 310.2    1.0 3.3 -0.5 -10.0 2.0 
  Net exports1  22.8    -0.5 -0.2 -0.6 -0.5 -0.2 

Memorandum items
GDP deflator       _ 5.6 3.3 4.2 2.7 3.3 
Consumer price index       _ 5.3 4.6 4.1 3.4 3.3 
Core inflation index2       _ 4.6 4.2 4.1 3.5 3.5 
General government financial balance (% of GDP)            _ -3.8 -3.4 -6.5 -10.0 -8.2 
Current account balance (% of GDP)       _ -2.5 -3.6 -3.0 -3.1 -3.0 

1.  Contributions to changes in real GDP, actual amount in the first column.                              
2.  Consumer price index excluding food and energy.               
Source: OECD Economic Outlook 107 database.

      Percentage changes, volume 
(2010 prices)  

2016 2017 2018 2019 2020 2021

South Africa: single-hit scenario

Current 
prices ZAR 

billion

GDP at market prices 4 348.8    1.4 0.8 0.2 -7.5 2.5 
Private consumption 2 584.4    2.1 1.8 1.0 -5.8 2.3 
Government consumption  906.3    0.2 1.9 1.5 2.4 1.6 
Gross fixed capital formation  846.6    1.0 -1.4 -0.9 -13.9 2.4 
Final domestic demand 4 337.3    1.5 1.2 0.8 -5.5 2.1 
  Stockbuilding1 - 11.3    0.4 -0.2 0.0 -1.1 0.0 
Total domestic demand 4 325.9    1.9 1.0 0.7 -6.8 2.2 
Exports of goods and services 1 333.0    -0.7 2.6 -2.5 -10.8 5.6 
Imports of goods and services 1 310.2    1.0 3.3 -0.5 -8.6 4.5 
  Net exports1  22.8    -0.5 -0.2 -0.6 -0.5 0.2 

Memorandum items
GDP deflator       _ 5.6 3.3 4.2 2.9 3.8 
Consumer price index       _ 5.3 4.6 4.1 3.5 3.7 
Core inflation index2       _ 4.6 4.2 4.1 3.5 3.9 
General government financial balance (% of GDP)            _ -3.8 -3.4 -6.5 -9.0 -7.6 
Current account balance (% of GDP)       _ -2.5 -3.6 -3.0 -3.0 -2.5 

1.  Contributions to changes in real GDP, actual amount in the first column.                              
2.  Consumer price index excluding food and energy.               
Source: OECD Economic Outlook 107 database.

      Percentage changes, volume 
(2010 prices)  
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prices, which could derail the growth strengthening process. Moreover, the level of investor confidence 
in the economy remains low and vulnerable to policy developments. Globally, the Rand remains highly 
responsive to US interest rates and international capital market developments. On the other hand, a faster 
recovery in China would have growth spillovers for South Africa, including through higher demand and 
prices for commodity exports.  

Table 1.2. Possible shocks to the South African economy  

Shock Potential impact 

Pandemics The COVID-19 outbreak in early 2020 highlights the risks of future pandemics leading to loss of life as well as 
economic dislocation due to interconnectedness of economies and global supply chains.  

Rising debt servicing costs  If the government is unable to implement fiscal reforms, spiraling debt dynamics could affect macroeconomic 
and financial stability. 

Electricity load-shedding Prolonged periods of load-shedding create uncertainty and disturb production processes. It has already proven 
to be very damaging to growth back in 2014/15. 

SOEs bankruptcy Eskom is the biggest state-owned enterprise and represents the biggest government contingent liability through 
debt guarantees. A failure to proceed with its reform or severe liquidity problems could lead to negative market 
reactions and persistent weak investor confidence. SAA, the national airline company, filed for bankruptcy in 
December 2019.  

Escalation of trade barriers A slowdown or change of composition of growth in China puts mining exports at risk. 

Volatility in global financial markets Lower capital inflows, higher bond yields and a weaker rand will further increase the costs of government 
financing, reduce the scope for the central bank to reduce rates and lower growth.  

Monetary and financial authorities are stabilising financial markets 

As a result of the COVID-19 shock, wage and price inflations are likely to remain muted and continue 
revolving below the Reserve Bank’s 4.5 percent inflation target. The Reserve Bank (SARB) has acted 
swiftly to limit the impacts of the COVID-19 crisis on the economy and the financial system, aided by 
declining inflation. Between March 19 and July 23 2020, the Reserve Bank reduced the repurchasing rate 
in four steps, from 6.25% to 3.50%. In addition, the Reserve Bank increased its interventions in the money 
market to provide more liquidity to financial institutions and ease lending conditions. The Reserve Bank 
has also initiated a program to buy government bonds in the market, ensuring the liquidity of the debt 
market.  

International capital flows and the government fiscal position are creating uncertainties for the monetary 
policy environment. The Rand depreciated by around 18% against the dollar in the first semester of 2020, 
with episodes of high volatility. Current debates on the Reserve Bank’s independence and the structure 
of its shareholders threaten the credibility of its actions and, in the current challenging environment, add 
to policy uncertainty for foreign investors. 

Inflation is trending down. At 3% in April 2020, inflation stood at a record low since June 2005. Inflation 
will be contained in the near term due to the collapse in demand, low imported inflation – particularly from 
oil – and moderate food price pressures. The main risks to inflation are unexpected constraints in the 
supply of goods and services and higher electricity price. The output gap will remain negative in the next 
two years following five years of underperformance. In this context, there is still room to ease monetary 
conditions, in particular, in the event of a second lockdown due to a new outbreak of COVID-19.  

South Africa has sound macroprudential regulations and a robust financial system. Following the outbreak 
of the coronavirus, the Prudential Authority dropped minimum capital requirements and compulsory 
reserve funds for lenders, reduced the liquidity coverage ratio from 100% to 80% and relaxed accounting 
standards for losses in the financial sector (Box 1.1). Banks have built up a capital conservation buffer of 
2.5 per cent as required by regulations, hence there is room to draw from this buffer if needed. Financial 
institutions continued to be highly capitalised with levels well above the minimum regulatory requirement 
before the crisis (Figure 1.8, Panel A).  
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Weak SOEs not only pose risks to the government finances, but may also affect to the broader financial 
system. However, over the last years the banking sector’s total exposure to these entities has declined.  

Figure 1.7. Inflation has slowed down 

 
1. Consumer price index excluding food and NAB, fuel and energy. 

Source: Statistics South Africa; SARB Database. 

StatLink 2 http://dx.doi.org/10.1787/888934005568 

Constrained household finances in the low-growth environment pose risks to the financial sector. Since 
2017, default ratios gradually trended upwards reaching 3.9% of total loans in 2019 (Figure 1.8, Panel C). 
Although this indicates a marginal increase in credit risk, it is well below the non-performing loans ratio of 
other BRIIC countries such as India (9.2%) and Russia (9.3%). However, risks are likely to increase as a 
result of the COVID-19 crisis, despite exceptional government support to jobs, households and 
businesses. Thus, despite a continuous decrease, household debt to GDP ratio is significantly higher 
than in other emerging market economies, standing at 34.1% in 2019/Q3. While the debt-service cost for 
households has declined, financial institutions’ willingness to extend loans to households will further 
deteriorate. 
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Figure 1.8. Financial institutions were robust before the crisis 

 
Source: IMF Financial Soundness Indicators database; OECD Resilience database. 

StatLink 2 http://dx.doi.org/10.1787/888934005587 
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Box 1.1. Financial policy response to the COVID-19 shock 

The Reserve Bank reacted quickly to support liquidity on different markets by mobilising its main 
instruments. These include: 

 Through the Intraday Overnight Supplementary Repurchase Operations (IOSRO), the SARB 
provides intraday liquidity support to the interbank market.  

 The Standing Facilities borrowing and lending rates of the SARB will be adjusted to ensure 
liquidity in the money market. 

 In addition, the Prudential Authority (PA) took several measures to help financial institutions to 
face the consequences of the crisis.  

 Temporary capital relief is provided to still comply with international standards. The 
Regulations provide that banks shall continuously maintain, in addition to the base minimum 
capital requirement of 8% of risk weighted assets, a systemic risk capital requirement (Pillar 
2A), an idiosyncratic risk capital requirement (Pillar 2b), a capital conservation buffer, a 
countercyclical buffer (CCyB) and a domestic systemically important bank (D-SIB) buffer. Both 
the CCyB and D-SIB buffers, when imposed, are an extension of the capital conservation 
buffer. The relief provided is that the Pillar 2A requirement is reduced to zero.  

 The PA issued Directive 3 of 2020 includes selected short-term payment holidays and loan 
restructures. The PA is providing credit risk capital relief to banks. Loans had to be up to date 
on 29 February 2020 in order to qualify for the relief. Retail (which include residential mortgage 
advances, retail revolving credit, SME retail and retail other) and corporate (which include 
corporate, SME corporate and the various specialised lending asset classes) would be able to 
qualify. 

Prudential authority issued a proposal dropping minimum capital requirements and compulsory 
reserve funds for lenders, reducing the liquidity coverage ratio to 80% from 100% and relaxing 
accounting standards when determining potential losses. 

Stabilising debt and stimulating the economy  

The crisis deepens existing fiscal challenges 

Fiscal policy reacted forcefully to the coronavirus (Box 1.2). In total, ZAR 500 billion (10% of GDP) are 
mobilised including ZAR 200 billion for loan guarantees for enterprises, ZAR 70 billion in tax policy 
measures, ZAR 100 billion to protect and create jobs and around ZAR 41 billion is dedicated to support 
households. The Temporary Employer/Employee Relief Scheme (TEERS) managed by the 
Unemployment Insurance Fund has provided income support to around 2 million employees. Social 
benefits/grants were augmented and two additional grants deployed to cover, in particular, informal 
workers who never received any kind of social transfers. An important part of the relief plan targeted 
businesses in the form of new financial facilities, loans, guarantees and subsidies to make sure that viable 
firms survive the crisis and to limit job destruction. Sectoral plans were put in place to target SMMEs in 
the tourism and transport areas for instance. 
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Box 1.2. Fiscal Policy response to the COVID-19 shock 

The government has taken a number of measures in response to the spread of the coronavirus 
and the economic consequences of the lockdown. In addition to medical and health response 
actions, different measures were put in place to shield households and businesses. The main 
support packages were: 

 Grants: A temporary 6-month Coronavirus grant was created. Child support grant beneficiaries 
are receiving an extra ZAR 300 in May and from June to October they will receive an additional 
ZAR 500 each month. Other grant beneficiaries are receiving an extra ZAR 250 per month for 
the next six months. In addition, a special Covid-19 Social Relief of Distress grant of ZAR 350 
a month for 6 months is paid to individuals who are currently unemployed and do not receive 
any other form of social grant or UIF payment. 

 UIF Temporary Employer/Employee Relief Scheme: set-up until end of August to cover 
employees who lost their job or have been on partial unemployment or forced holidays. As of 
24 of June, has disbursed ZAR 28 billion for around 4 million employees. 

 Tourism Relief Fund: provides one-off capped grant assistance to Small Micro and Medium 
Sized Enterprises (SMMEs) in the tourism value chain to ensure their sustainability during and 
post the implementation of government measures to curb the spread of Covid-19 in South 
Africa.  

 Loan guarantee: in partnership with major banks, the National Treasury and the South African 
Reserve Bank, the scheme assists enterprises with operational costs, such as salaries, rent 
and the payment of suppliers. 

Main COVID-19 tax relief measures 

 An increase in the employment tax incentive to safeguard employment and incentivise job 
creations. 

 A deferral of employees’ tax liabilities (pay-as-you-earn) and provisional tax payments for 
businesses to help cushion liquidity shortages. 

 A four-month exemption in the skills development levy from 1 May 2020. 
 A three-month postponement of the filing and payment date for carbon tax liabilities to 

31 October 2020. 

Higher deficits and increasing debt levels threaten fiscal sustainability. Before the crisis, South Africa had 
been running increasingly large deficits and the debt to GDP ratio was trending upward (Figure 1.9 and 
Table 1.3). This was largely determined by an increasing wage bill, transfers to SOEs and rising debt 
servicing costs. To a lesser extent, lower revenue collections also contributed to the deficit. The recent 
decline in monetary policy rates and the Reserve Bank’s liquidity interventions are helping to support 
demand for government bonds. However, government borrowing rates remain high, posing risks to debt 
sustainability. Since the end of March, all rating agencies have put government debt at sub-investment 
grades. 
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Figure 1.9. Fiscal accounts have deteriorated 

 
Source: National Treasury, 2020 Budget Review, 2020 Supplementary Budget Review; IMF, World Economic Outlook April 2019 database; 

OECD Economic Outlook database. 

StatLink 2 http://dx.doi.org/10.1787/888934005606 

Table 1.3. Fiscal indicators 

% of GDP 

 2016/17 2017/18 2018/19 2019/20 2020/211 2021/222 2022/232 

Spending and revenue        

Revenue 25.7 25.5 25.9 26.1 22.6   23.8   24.5   

Spending 29.5 29.9 30.6 32.6 37.2   33.1   32.2   

Debt-service-costs 3.3  3.5  3.7  4.0  4.9   4.9   5.4   

Budget balance        

Fiscal balance -3.8 -4.4 -4.7 -6.5 -14.6 -9.4 -7.7 

Primary balance -0.5 -1.0 -1.0 -2.6 -9.7   -4.4   -2.3   

Public debt        

Gross loan debt 50.5   53.0   56.7   63.5 81.8 82.0 86.0 

Net loan debt 45.4   48.1   51.7   58.4 77.4 79.9 83.9 

Contingent liabilities 15.16 15.67 17.31 19.00 19.19 19.06 19.00 

1. Preliminary estimates. 

2. Projections 

Source: National Treasury, Budget Review February 2020 and Supplementary budget, June 2020.  
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Debt has been increasing in the last decade and is projected to exceed 80% of GDP by 2020, a level that 
is considered high in various studies of vulnerabilities in emerging markets (Fournier and Fall, 2015). The 
National Treasury presented two debt scenarios in the June Supplementary Budget. In the passive 
scenario, in which the government takes no steps in response to weaker growth and higher spending 
than those outlined in the 2020 Budget Review, debt would spiral rapidly, exceeding 100% of GDP from 
2022 (Figure 1.10). It would not be sustainable in the South African context of low growth and high 
borrowing rates. In the active scenario, the deficit would be reduced strongly starting in 2021 and the debt 
level would start decreasing from a peak of 87% of GDP in 2023. Figure 1.10 shows that if the government 
fails to implement bold economic and fiscal reforms and the reduction of the deficit is only progressive, 
the debt level will only stabilise by 2028. Reforms are therefore urgently needed (Box 1.3). Ensuring fiscal 
sustainability will require measures that will curtail wage bill growth and SOE financing and contain 
spending growth in higher education, raise revenue and improve the efficiency of public spending. 

Figure 1.10. Actions are necessary to guarantee the sustainability of government debt 

Gross debt, % of GDP 

 
Note: The Active and Passive scenarios are from the Supplementary budget presented by the National Treasury before the parliament in 

June. It shows the debt dynamics in a no action configuration versus implementing spending cuts that reduces the deficit. The progressive 

consolidation scenario corresponds to an improvement of the deficit by 1 pp of GDP each year until 2030 and to a 2% GDP growth from 2025. 

The reform scenario takes into account the effects of implementing structural reforms that would increase potential growth to 3.5% from 2025. 

Source: National treasury, Supplementary Budget, June 2020 and OECD calculations.  

StatLink 2 http://dx.doi.org/10.1787/888934005625 

Problems with tax administration have affected revenue-collection performance. Improving collections 
hinges on restoring the efficiency of the South African Revenue Service (SARS) and implementing the 
recommendations of the SARS reform commission. 
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Box 1.3. Announced measures in the Budget Review in the last two years partially or not 
implemented 

Measures announced in February 2019 Budget Review 

 Splitting Eskom, the national electricity company, into three viable operating entities under a 
single state-owned holding company. 

 Establish a more competitive electricity sector by diversifying the generation of electricity 
across a multitude of power producers. 

 Allocation of telecommunications spectrum 
 Change performance bonus payments within the public administration. 
 Reform the Procurement Bill  

Measures announced in February 2020 Budget Review 

 Speed procurement processes in the electricity sector by changing the Electricity Regulation 
Act to boost electricity supply from independent power producers. 

 Establish and independent regulation authority for ports. 
 Accelerate the auction process of telecommunication spectrum. 
 Finalise the Economic Regulation of Transport Bill to improve third-party access to freight 

rail. 
 Improve government spending efficiency, reduce waste and finalise the Public Procurement 

Bill 
 Reform the provincial grant system 
 Review of the tax incentive system to repeal or redesign those that are redundant, inefficient 

or inequitable 
 Introduce a remuneration framework for public entities and state-owned companies to 

eliminate excessive salaries and bonuses awarded to executives and managers. 
 Improve the wage-setting mechanism for the broader public services. 
 Reduce the government wage bill by ZAR 160 billion (around 10% of non-interest 

expenditure) over the next three years through a combination of modifications to cost-of-
living adjustments (wage increase), pay progression and other benefits. 

Table 1.4. Past OECD recommendations on broadening the tax base 

Recommendations from previous surveys Action taken since the July 2017 Survey 

Broaden personal and corporate income tax bases by reducing 
deductions, credits and allowances. Increase tax rates on higher 

incomes. 

The 2017 Budget created a new top tax bracket with a marginal tax rate of 
45%. The dividend withholding tax rate was increased from 15% to 20%. 

Broaden the VAT base and strengthen VAT compliance. Proceed with 

the introduction of a carbon tax.  

The VAT exemption for fuels is being reviewed. 

The carbon tax has been adopted in July 2019. 

Increase property taxation by building capacity at the municipal 

government level.  

No action taken. 

Increase reliance on environmentally related taxes, such as fuel levies. A Waste Board is being created which will impose a levy on waste. A levy on 
used tyres was implemented in February 2017. 
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Managing spending pressures: The government wage bill 

The general government wage bill at 12% of GDP is one of the highest among OECD and partner 
countries (Figure 1.11). At 38% of total consolidated government spending, the compensation of 
employees was the largest spending item in 2019 (National Treasury of South Africa, 2020). In the last 
decade, compensation spending increased at an average of 11% per year, growing at a rate higher than 
nominal GDP (Figure 1.11, Panel B). 

Figure 1.11. Compensation of general government employees 

 
Source: IMF, Government Finance Statistics database; Budget Review 2020, National Treasury, South Africa. 

StatLink 2 http://dx.doi.org/10.1787/888934005682 

Public sector wage increases are the main driver of government spending rather than increases in 
employment. In the last decade, the number of public sector employees rose only by around 100 000. 
Public sector employment is close to OECD average but relatively high when compared to emerging 
economies (Figure 1.12). Moreover, since the implementation of government recruitment freeze in 2011, 
the number of public sector employees has been trending down. The remuneration policy explains the 
increase of the wage bill. In real terms, per capita remuneration in the public sector rose by 3.1% on 
average annually, and by even 4.1% for civil servants with long tenure (more than 10 years) in the last 
decade (National Treasury, 2018b). Wage negotiations have systematically granted above-inflation 
increases. Moreover, promotion policies contributed to wage bill increases. In 2006/07, 31% of public 
servants were in the salary levels 1–4 and 10% in the levels 9–16; by 2017 the respective figures were 
19% and 21% (National Treasury, 2018b). In addition, occupation-specific salary dispensations (OSD) 
have been introduced for specialised personnel, including medical doctors, nurses, teachers, police 
officers, lawyers, magistrates and engineers allowing for extra pay for these categories. In some cases, 
this led to substantial increases in remuneration in the year of their introduction. 
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Figure 1.12. Public employment is close to the OECD average 

Employment in general government as a percentage of total employment, 2017 or latest available year 

 
Note: Total employment refers to the domestic employment. 

Source: OECD National Accounts database; ILO, ILOSTAT database; Statistics South Africa, Quarterly Employment Statistics (QES). 

StatLink 2 http://dx.doi.org/10.1787/888934005701 

The remuneration level of civil servants is relatively high when compared to OECD and other emerging 
economies. Figure 1.13 compares the remunerations of top management in the public sector (just below 
the minister or secretary of states) across OECD countries and South Africa. Top managers in the South 
African civil service earn an average revenue corresponding to nine times of the GDP per capita in 2017, 
while the ratio is below six for the OECD average (Figure 1.13, Panel A). Compared in terms of US dollar 
purchasing power parity (PPP), the remuneration of South African public sector managers is comparable 
to their counterparts in Norway (Figure 1.13, Panel B). Even for non-management senior officials, 
teachers and education personnel, South Africa has one of the highest levels of remuneration both in 
terms of GDP per capita and US dollar PPP (Figure 1.14, Panel A and B).  

In addition to the freeze in public sector recruitment, the government is seeking new measures to limit its 
wage bill growth. In the 2019 budget, the government announced an early retirement plan targeting 
30 000 employees aged between 55 and 59 years old, targeting around ZAR 20 billion in savings. Take 
up of the early retirement plan has been slow and the targeted savings will not be realised. The 
government has announced in the 2020 budget its intention to cut the wage bill by ZAR 160 billion over 
three years, mainly through a combination of modifications to cost-of-living adjustments (wage increase), 
pay progression and other benefits.  

The government could consider indexing public sector wages below inflation for three years. An inflation 
minus 2 percentage points in the public service could generate around ZAR 30 billion savings over three 
years. As inflation has receded and given the wage gains of recent years, the real cost to civil servants 
would be limited as they would still benefit from annual progression in the pay scale. Such a measure 
could create fiscal space for government investment in infrastructure and education (Table 1.5). 
Furthermore, wage indexation should be linked to productivity developments, taking into account 
practices in Australia and Nordic countries.  
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Figure 1.13. Remuneration of civil servant managers is relatively high 

 
Note: South Africa data refer to 2017. The managers include 25 103 individuals and 2% of personnel and not on occupation-specific salary 

dispensations, which is larger than for other countries. 

Source: OECD Government at a Glance 2017 and MTBPS 2018, National Treasury South Africa.  

StatLink 2 http://dx.doi.org/10.1787/888934005720 
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Figure 1.14. Remuneration of non-managers is also high 

 
Note: For panel A, South Africa number regroups all non-managers on regular pay scale and refers to 2017. For Panel B, South Africa number 

is for all staff on education including non-teachers and refers to 2017. 

Source: OECD Government at a Glance 2017 and MTBPS 2018, National Treasury South Africa. 

StatLink 2 http://dx.doi.org/10.1787/888934005739 

Table 1.5. Illustrative annual fiscal impact of reforms proposed by the OECD 

Per cent of GDP on an annual basis 

  Per year 

Expenditures   

Index wages in the public service below inflation for 3 years -1.01 

Substitute government spending on higher education by bringing in bank loans -0.5 

Increase public investment on infrastructure +1.4 

Measures not estimated  

Improve the energy mix by substituting coal by renewables as an energy source  

Reform state-owned companies and partial privatisation  

1. Over three years, the medium-term budget horizon. 

Source: OECD calculations. 
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Table 1.6. Past recommendations on macroeconomic policy and fiscal sustainability 

Recommendations from previous surveys Action taken since the July 2017 Survey 

Continue the prudent approach to fiscal consolidation, including the use 
of spending ceilings, to reduce the structural budget deficit and contain 

public debt in a growth and equity-friendly way 

Spending increases have slowed before the crisis. Additional tax raising 
measures have been introduced. The expenditure ceiling has been lowered 
further. 

The government should continue to seek opportunities to increase the 

efficiency of public expenditure. 

All suppliers must be registered with a central database.  All contracts above 
ZAR 500 000 at national and provincial level, and ZAR 200 000 at municipal 
levels are subject to a competitive bidding process. Efforts to expand 
centralised procurement of goods and services and renegotiation of 
transversal contracts continue.  

Limit annual wage increases in the public sector and where possible 

redeploy civil servants to priority areas (2017 Survey) 

No action taken. 

Deepen implementation for public procurement reform and enforce 
sanctions for breaches of the Public Financial Management Act (2017 

Survey) 

No action taken. 

Ensure that state-owned enterprises respect procurement and 

expenditure rules (2017 Survey). 

No action taken. 

Reforming state-owned enterprises to limit government contingent liabilities 

Government exposure to state-owned entities is high and represents risk to debt sustainability and public 
finances (Table 1.7). In 2020, the total amount for approved guarantee to SOEs is ZAR 484 billion, with 
associated exposure estimated at ZAR 385 billion. The financial performance of SOEs is putting 
considerable pressure on public finances. The COVID-19 crisis is worsening the financial situation of 
many SOEs. In the 2020 government budget, ZAR 44 billion are allocated to SOEs but it is likely that 
transfers to SOEs will be higher. South Africa Airlines to which the government granted ZAR 19 billion 
guarantees is in a bankruptcy process. The underperformance of SOEs is widespread due to 
mismanagement, corruption, overstaffing and uncontrolled spending. Most of the main state-owned 
enterprises are in a very bad financial situation, some resorting to borrowing to finance their operational 
costs and not being able to meet their debt and interest payments (National Treasury of South Africa, 
2019). The government has started to reform key SOEs. New boards and executives have been 
appointed at several of these entities and public inquiries into state corruption have also started. The 
impact of these reforms rests on the level of discipline that is either imposed by markets or the state. The 
current governance framework falls short in implementing either form of discipline.  

Table 1.7. Government exposure to state-owned enterprises is high 

 2017/18 2018/19 2019/20 

% of GDP Guarantee Exposure1 Guarantee Exposure1 Guarantee Exposure1 

Public institutions 10.0 7.0 9.9 7.5 9.4 7.5 

Of which:       

Eskom 7.4 5.3 7.1 5.8 6.8 5.8 

SANRAL2 0.8 0.6 0.8 0.8 0.7 0.8 

Trans-Caledon Tunnel Authority 0.5 0.4 0.9 0.3 0.8 0.3 

South African Airways 0.4 0.2 0.4 0.3 0.4 0.3 

Land and Agricultural Bank of South Africa 0.2 0.1 0.2 0.0 0.2 0.0 

Development Bank of Southern Africa 0.3 0.1 0.2 0.1 0.2 0.1 

Independent power producers 4.3 2.6 4.1 3.0 3.9 3.1 

Public private partnerships3 0.2 0.2 0.2 0.2 0.2 0.2 

1. Total amount of borrowing, adjustments to inflation-linked bonds as a result of inflation rate changes and accrued interest. 

2. The exposure in 2017/18 excludes adjustments to inflation-linked bonds as a result of inflation rate changes. 

3. These amounts only include national and provincial PPP agreements 

Source: Budget Review 2020, National Treasury.  
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Eskom, the biggest state company and power producer, poses a significant risk to debt sustainability and 
to South Africa’s economy. Since 2010, the government has extended a total of ZAR 350 billion of 
guarantees to Eskom’s construction of new power plants, ZAR 297 billion of this guarantee has 
materialised A further ZAR 220 billion of guarantees were granted to independent power producers from 
which Eskom is contracted to purchase electricity. The Eskom risk has become a reality when it became 
apparent that Eskom was no longer able to meet its operational costs and interest and capital payments. 
This has forced the government to allocate ZAR 23 billion per year over the next three years to support 
Eskom face its obligations and reconfiguration. (National Treasury of South Africa, 2019). To reform 
Eskom, the government has announced the partial breakup of the company, dividing it into generation, 
transmission and distribution businesses (National Treasury, n.d.). Ultimately, each entity will be a 
separate firm (juridical personality) under one holding company (Eskom). The breakup will make each 
entity more competitive and will help attract private investors to these entities. It would also reduce the 
potential for corruption. The government and Eskom’s new management should proceed with the 
implementation of Eskom’s restructuring and application of standard accounting and management 
principles as called for in the OECD Guidelines on Corporate Governance of State-Owned Enterprises. 
Moreover, the government should proceed to a deep restructuring of SOEs to guarantee that they cover 
their operating costs, including lay-off of unnecessary staff and bringing in private participation. 

Official inquiries into allegations of corruption and state capture are underway 

Major state-owned companies such as Eskom, Transnet, SAA, Denel and SARS have been at the centre 
of state capture allegations, which has damaged their financial health, management and functioning. 
State capture refers to a type of systemic political corruption in which private interests significantly 
influence a state’s decision-making processes to their own advantage through illicit, non-transparent 
provision of private gains to public officials. Government has begun the process of reforming these key 
entities, including appointing new boards and executives, which in turn have lodged criminal cases related 
to allegations of corruption with the police. The Judicial Commission of Inquiry into Allegations of State 
Capture and the Commission of Inquiry into Tax Administration and Governance by the South African 
Revenue Service have both highlighted serious governance failures. The State Capture inquiry is 
instructed to enquire, investigate and make recommendations into all allegations of state capture, 
corruption and fraud in the public sector. President Ramaphosa also established commissions of inquiry 
into the Public Investment Corporation (PIC) and the National Prosecuting Authority (NPA) in late 2018, 
with both still ongoing. 

Governance failures of SOEs are reflected in inefficiency, corruption and financial mismanagement that 
have harmed service delivery, increased pressure on the budget and eroded investor confidence. In 2019, 
South Africa received a score of 44 on Transparency International’s Corruption Perception Index, placing 
it 70th out of 180 countries (Figure 1.15). This is in line with the global average score of 43 and many of 
South Africa’s peers, but lower than the OECD average of 69. Corruption promotes mistrust, undermines 
democratic institutions and the rule of law, corrodes social fabric, and threatens sustainable economic 
development. 
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Figure 1.15. South Africa performs poorly on corruption measures 

 
Note: The Corruption Perceptions Index (Panel A) measures the perceived levels of public sector corruption in 180 countries and territories. 

The index score is on a scale of zero (highly corrupt) to 100 (very clean). 

Source: Transparency International, Corruption Perceptions Index 2019; World Bank, The Worldwide Governance Indicators, 2019 Update; 

European Research Centre for Anti-Corruption and State-Building, The 2019 Index of Public Integrity. 

StatLink 2 http://dx.doi.org/10.1787/888934005758 

South Africa has addressed a number of the recommendations made by the OECD Working Group on 
Bribery in the South Africa Phase 3 report (OECD, 2014) on combating bribery of foreign public officials. 
However, many investigations have not progressed to prosecution. Better enforcement of national and 
foreign corruption offences is needed to restore public confidence and proper functioning of public 
services. 
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An effective governance framework for SOEs is needed 

Beyond the risk that SOEs pose to government finance, they also represent an important part in the 
economy. South Africa has one of the highest public ownership of firms with an extended scope in the 
economy among OECD and emerging economies (Figure 1.16 and 1.17). Such a prevalence of public 
entities has effects on the competitiveness of the economy through the cost of intermediate goods (in 
particular network services) and competition (entry-exit) in these sectors. In the case of South Africa, 
where most public firms are underperforming, it has detrimental effects on the cost of doing business. 

Figure 1.16. Public firms grasp on the economy is high 

Index scale of 0–6 from least to most restrictive, 2018 

 
Source: OECD 2018 PMR database. 

StatLink 2 http://dx.doi.org/10.1787/888934005777 

South Africa needs to establish an effective governance framework of SOEs, setting clear company-
specific objectives in terms of profitability expectations, capital structure and non-financial objectives that 
SOEs are expected to deliver (OECD, 2015c). Transparency and accountability of SOEs can increase 
confidence and predictability, which are key factors for attracting much needed investment and private 
participation in areas traditionally dominated by the state. OECD Guidelines on Corporate Governance 
of State-Owned Enterprises provide key principles that could help in setting up a contractual framework 
between SOEs and the state. In particular, professionalising SOEs’ boards including the participation of 
competent independent members is instrumental for transparency and proper monitoring of SOEs. A 
clear distinction between the roles and powers of the board and the executive management is necessary, 
along with the assurance of operational independence of the executive management and the limited 
temporary governmental intervention. The state should act as an informed and active owner to set the 
objectives, to validate the strategy, to guarantee the governance of SOEs is carried out in a transparent 
and accountable manner, and to ensure SOEs are subject to high quality accounting, disclosure, 
compliance and auditing standards.  
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Figure 1.17. Government involvement in the economy through SOEs is high 

Index scale of 0–6 from least to most restrictive, 2018 

 
Source: OECD 2018 PMR database. 

StatLink 2 http://dx.doi.org/10.1787/888934005796 

Managing spending pressures: Financing higher education 

South Africa has severe skills shortages and poor basic education outcomes despite high levels of fiscal 
spending (OECD, 2015 and 2017a). Higher education has been a growing component of expenditure. At 
the end of 2017, the outgoing President Zuma announced the introduction of fee-free higher education 
for students from poor and working-class families. The announcement came on the back of students 
protesting against continuously rising tuition fees and the need to expand access to higher education. In 
2015, only 12% of the 20–24 year old participated in post-secondary and tertiary education – significantly 
below the OECD average of 35% (OECD, 2019). Despite high private returns to higher education in South 
Africa, financial constraints are the main barrier for potential students to enrol (OECD, 2013b). Moreover, 
financial support during the course of study affects graduation rates. Indeed, van Broekhuizen et al. 
(2017) show that students from low-income families that received student aid during their course of study 
were more likely to graduate than non-supported students.   

Since the beginning of 2018, the eligibility for National Student Financial Aid Scheme (NSFAS) was 
expanded significantly. The annual income threshold for students’ families increased from ZAR 160 000 
in 2017 to ZAR 350 000. This translates into about 90% of students being eligible under the new scheme 
(World Bank, 2019). In addition, the NSFAS was converted from a combination of bursary and income-
contingent loan scheme into a full bursary for first time entrance to university with a family income under 
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ZAR 350 000 per annum. Under the new scheme, the NSFAS covers the full cost of study for 
undergraduate university and technical vocational education and training (TVET) college students. This 
includes tuition fees, prescribed study material, meals, and a certain level of accommodation and/or travel 
allowances. In addition, an 8% increase in tuition fees for students from families with an annual household 
income of between ZAR 350 000 and ZAR 600 000 will be covered by the government through subsidies 
to universities (National Treasury, 2018a). 

In 2018, the support only applied to students in their first year of study. In 2019, the arrangement 
expanded covering first and second-year students. NSFAS students that were already in undergraduate 
university from families with household incomes below ZAR 122 000 per year saw their loans converted 
into grants. Government spending on the National Student Aid Scheme is therefore expected to more 
than triple by 2022 due to the reform (Table 1.8). In total, government spending on higher education as 
share of GDP is expected to increase from 1.3% in the fiscal year of 2017/18 to 2.6% in 2022/23.   

Table 1.8. Development of government spending on higher education 

  Audited  

outcome  

 Audited  

outcome  

 Audited 

outcome  

Revised  

estimate 

Medium-term expenditure estimate 

 
  2016/17   2017/18   2018/19   2019/20   2020/21   2021/22  2022/23 

 ZAR million              

University transfers 39 446 41 851 59 139 73 358 79 178 84 333 88 168 

        

TVET 7 232 7 725 10 946 12 571 13 074 14 644 15 279 

Community College 1 775 1 933 1 979 2 061 2 514 2 687 2 780 

Other 645 748 802 869 944 1 090 1 146 

National Student 
Financial Aid 

Scheme 

11 216 9 957 21 827 30 542 34 792 36 622 38 185 

Total 60 314 62 214 94 693 119 401 130 501 139 375 145 558 

% of GDP 1.36% 1.32% 1.92% 2.32% 2.66% 2.67% 2.63% 

Note: Years refer to fiscal years going from March to February. 

Source: National Treasury (2020a, 2020b), National Budget 2020 and 2020 Supplementary Budget.  

Reducing financial barriers for access to higher education is an important objective in South Africa’s 
context. In OECD countries, higher levels of educational attainment tend to translate into higher earnings, 
thus investments in education also tend to generate higher social returns, because tertiary-educated 
adults pay higher income taxes and social contributions and require fewer social transfers (OECD, 
2018b). In South Africa, however, these investments on education may not be recovered soon from a 
budgetary point of view. The impact on tight fiscal resources should be considered and alternative 
financing mechanism could be mobilised, to at least partially cover the cost. Moreover, under the current 
tax system and depending on the assumed discount rate, the net present value of government 
expenditure for university undergraduate education remains on average negative – even when 
considering favourable assumptions of continuous employment (Box 1.4). TVET education is less 
spending intensive, and is therefore more likely to have a positive net present value. However, quality 
often tends to be low and may lead to the risk of skill mismatch. 

Alternative financing mechanism could alleviate students’ credit constraints while reducing the impact on 
fiscal resources. Under the current NSFAS, 95% students are receiving the same support, regardless of 
their positions in the household income distribution. Instead of the government taking on all expenses for 
students from families with an annual income below ZAR 350 000, support should also depend on the 
level of household income. Thus, students from poor families could be fully supported, whereas students 
whose families are closer to the eligibility threshold should receive less. Such a change has to come with 



   41 

OECD ECONOMIC SURVEYS: SOUTH AFRICA 2020 © OECD 2020 
  

greater access to loans from commercial banks, allowing topping up student aid. These student loans 
could be designed as income – contingent loans backed up by the government to ensure that students 
from higher-income families are not constrained in their educational choices due to access to financial 
resources. Efficient administration of the scheme, including collection of repayments, is crucial. 

Box 1.4. Years until costs of higher education are amortised through income tax on returns  
of higher education 

A common argument for governments to support students in financing higher education lies in the higher 
expected tax returns resulting from higher average wages. Applying a mincer-type wage regression for 
South Africa shows that returns to higher education are high when compared to a person with matriculation 
(high school graduation certificate) as highest educational degree (Table 1.9). 

Table 1.9. Returns to higher education 

Sample of persons with at least matric degree aged 25 to 60 

Dep vat: Average gross monthly wage Coefficient Standard Error 

Base category (matric only)   

TVET degrees   

Certificate requiring Grade 12/Std. 10 1488.19 (1436.77) 

Diploma requiring Grade 12/Std. 10 8125.61*** (1502.03) 

University degrees:   

Bachelors Degree 17988.02*** (2147.17) 

Bachelors Degree and diploma 20021.14*** (3447.15) 

Honours Degree 24542.55*** (3239.85) 

Higher Degree (Masters or Doctorate) 66783.84*** (4462.40) 

Average wage 16296.01  

Note: additional controls include age, age squared, as well as dummies for gender, race, province and living in an urban area. Estimation 

results based on individual data for 2017. 

Source: own calculations based on National Dynamic Income Study. 

Total costs per student in 2018 for TVET amount to roughly ZAR 64 000 per year and for university about 
ZAR 203 000 per year (World Bank, 2019). This amount includes registration and tuition fees, students’ 
expenses for meals, accommodation and books, as well as government subsidies to higher education 
institutions and repayment of uncovered NSFAS loans from pre-2018. Under the new fee-free higher 
education system for students from the poor and working-class families, governments therefore spend for 
a 4-year degree (bachelor with diploma) about ZAR 800 000 per student. Assuming that wages develop in 
line with inflation, and that this student will have continuous employment with the average wage for that 
degree, it will take about 20 years until the additional tax incomes from the degree (compared to having 
matric only) exceeds the higher education costs incurred for the student (Figure 1.18). However, when 
adjusting the discount rate assuming that governments value today’s income more than the one in the 
future, it can take much longer. 
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Figure 1.18. Time until additional income tax payments break even with incurred costs 

For different discount rates, Bachelor and Diploma (4 years) degree 

 

Source: OECD calculation. 

                 StatLink 2http://dx.doi.org/10.1787/888934005815 

Table 1.10. Past recommendations for making the education system more effective and inclusive 

Recommendations from previous surveys Action taken since the July 2017 Survey 

Set up a scheme of universal student loans contingent on future incomes, 
with participation from banks and government guarantees. (2017 Survey) 

Set up a scheme of universal student loans contingent on future incomes, 
with participation from banks and government guarantees. 

Expand the Accelerated Schools Infrastructure Development Initiative 
programme to address infrastructure backlogs and improve the delivery of 
learning with priority to the most deprived schools. 

136 new schools were built and completed in 2016/17, 167 provided with 
sanitation facilities, 344 with water and 134 with electricity. The Department 
of Basic Education committed to provide at least two libraries in each province 
with the ASIDI allocation.   

Empower the independent federal evaluation unit NEEDU, join the 
Programme for International Student Assessment (PISA) and the Teaching 
and Learning International Survey (TALIS) and undertake an OECD 
Evaluation and Assessment Frameworks for Improving School Outcomes 

No action taken. 

A growth strategy for South Africa 

Policies to stimulate the recovery beyond the immediate relief plan will be needed until mid-2021. 
Improved investor confidence is critical to reverse weak investment and employment growth. High levels 
of policy uncertainty and safety concerns can deter foreign investment. The high cost of crime is impacting 
business – South Africa ranks as 131st out of 140 countries in terms of the business costs of crime and 
violence (WEF, 2019). Clearer and swifter implementation of reforms would reduce uncertainty and 
facilitate long-term planning, accelerating reforms’ growth impact. Efforts to improve safety would help 
raise investment and improve living standards for all South Africans.  

Reforming product and services markets 

South Africa is looking for new ways to boost growth and inclusiveness in the long run. The 2017 OECD 
Economic Survey highlighted the role deepening regional integration and boosting entrepreneurship 
could play to bolster inclusive growth. Improving school and vocational training outcomes, better skilling 
the labour force and reducing skills mismatch and higher education performance are necessary for 
growth. Moreover, a better functioning labour market will help job creation and SME growth. Accelerating 
the procedures within the Commission for Conciliation, Mediation and Arbitration on labour issues would 

-1 000 000

- 500 000

  0

 500 000

1 000 000

1 500 000

-1 000 000

- 500 000

  0

 500 000

1 000 000

1 500 000

1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39 41 43

Net present value ZARNet present value ZAR

Years since starting studying

1 1.02 1.05

http://dx.doi.org/10.1787/888934005815


   43 

OECD ECONOMIC SURVEYS: SOUTH AFRICA 2020 © OECD 2020 
  

help small businesses (OECD, 2017a). In addition, the better functioning of product and services markets 
are important for growth as they shape the cost of intermediate inputs, productivity and participation in 
production processes (Égert and Wanner, 2016; Gal and Hijzen, 2016; McGowan, Andrews and Millot, 
2017). Regulatory policies play an important role in defining barriers to entry and exit and therefore affect 
competition, while competition policies affect efficiency of production, allocation of resources and 
dynamism of markets. In South Africa, there is room to boost potential growth through less restrictive 
regulatory policies and more effective competition policies. 

Product markets and services regulations remain restrictive 

The OECD product market regulation indicators suggest that regulatory restrictions are still relatively high 
(Figure 1.19). This includes a high level of government involvement in the economy, barriers to domestic 
and foreign entry, complex rules for licences and permits, and protection of existing businesses from 
competition. In particular, regulatory restrictions are high in network industries (Figure 1.19, Panel B).  

Figure 1.19. Regulatory restrictions are still high 

Index scale of 0–6 from least to most restrictive, 2018 

 
Source: OECD 2018 PMR database.  

StatLink 2 http://dx.doi.org/10.1787/888934005834 

A more effective regulatory framework including more competition would contribute to better pricing of 
services and incentives to invest. South Africa’s economy suffers from a lack of openness that affects the 
cost of doing business and impedes entry of new firms and growth of SMEs, thereby limiting its 
inclusiveness. For instance, regulatory restrictions in retail distribution and retail medicines are high 
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compared to OECD and emerging economies (Figure 1.20, Panel A). Access to many professional 
services is also heavily regulated, in particular access to a lawyer profession is cumbersome and costly 
(Figure 1.20, Panel B). Access to professional services should be further facilitated, and under clear 
criteria, foreign qualifications should be recognised. Increasing access to professional services will 
increase access to legal services for small businesses and individuals through lower and more 
competitive prices (Canton, Ciriaci and Solera, 2014). 

Figure 1.20. Regulations remain restrictive in retail and professional services 

Index scale of 0–6 from least to most restrictive, 2018. 

 
Source:  OECD 2018 PMR database. 

StatLink 2 http://dx.doi.org/10.1787/888934005853 

The government has published a Single Transport Economic Regulation Bill in February 2018 for public 
comments. The Bill aims at creating a Single Transport Economic Regulator and a Transport Economic 
Council to regulate all parastatals in the transport sector. The Bill provides the Transport Regulator with 
extensive powers including price control, licensing, access to transport infrastructure and enforcement of 
fair competition. The government should accelerate the adoption and implementation of the Bill. 
Furthermore, the mandate of network regulators should emphasise increasing competition as an 
objective. The overlapping of government ownership of SOEs and the authority of ministerial departments 
on some sectoral regulators does not promote active regulatory policy and effective competition policy. 
Regulations for telecommunications sector have not been effective in strengthening competition and have 
been slow in facilitating entry in the sector (Banda, Robb and Roberts, 2015). Giving the energy and 
telecommunication regulators greater independence in decision-making from the government and state-
owned companies would improve governance in these sectors. Closer and more productive relationships 
between the competition authorities and sector regulators could lead to stronger competition policies by 
sector regulators.  
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Bolder competition policies are needed 

Most key sectors of the economy are highly concentrated (Buthelezi, Mtani and Mncube, 2019; Banda, 
Robb and Roberts, 2015). Though concentration is not necessarily reflecting a lack of competition, a high 
degree of concentration is an indicator of potential competition issues. Buthelezi et al. (2019) found that 
at least 70% of South Africa’s sectors have dominant firms in defined product markets. Also, they found 
that the average market share of the identified dominant firms in defined markets and across sectors is 
about 52.5%. If the sample is limited to markets with firms defined as presumptively dominant, the 
average market share, across sectors, is about 62% (Table 1.11). The Herfindahl-Hirschman index by 
sector corroborates this high market concentration. The high levels of concentration in several key sectors 
result in an economy that largely excludes the majority of the population from ownership of important 
economic assets. So far, regulatory, competition and industrial policy all have failed to stimulate dynamic 
rivalry and open routes for new entry and expansion into new dynamic sectors of the economy (Makhaya 
and Roberts, 2013). 

Table 1.11. Market shares of dominant firms 

Average market shares. 

Priority Sectors Entire sample 
Markets with firms defined 

as presumptively dominant 

Average Herfindahl-

Hirschman index 

Information communication technologies 49.30% 55.20% 3539 

Energy 50.10% 60.80% 2832 

Financial services 62.20% 68.80% 2788 

Food and agro-processing 52.90% 60.50% 2861 

Infrastructure and construction 45.50% 52.60% 2859 

Intermediate industrial products 51.40% 63.30% 2958 

Mining 57.10% 62.00%  

Pharmaceuticals 52.40% 59.60% 3003 

Transport 57.10% 67.40% 3254 

Other 51.80% 61.50% 2891 

Total 52.50% 61.60%  

1. The HHI takes account of the differences in the sizes of market participants, as well as their number. The HHI gives a score that can range 

from close to zero (when a market is occupied by a large number of firms of relatively equal size) to 10,000. The HHI takes the value of 10,000 

in the monopoly case and declines as the level of concentration decreases. 

2. Determination of dominant position in terms of Section 7 of the Competition Act requires a definition of the relevant market and a 

computation of market shares. If the market share of a firm is found to be more than 45%, a dominant position is presumed. 

Source: Buthelezi, Mtani and Mncube (2019).  

The Competition Amendment Act adopted in 2018 is welcome and represents an important step in 
strengthening the powers of the competition authorities. The main changes affect the definition of the 
pursuit of abuse of dominance. In particular, changes include the following: the shift of the burden of proof 
to the respondent with regard to excessive pricing; a broader definition of exclusionary conduct; the 
requirement of the dominant firm to demonstrate that its price discrimination policy is not harmful; a 
change in collusion provisions with a penalty for horizontal restrictive practices and markets dividing; and 
finally more extensive powers are given to the Competition Commission to run market inquiries and 
provide remedies to change the market outcomes (Government of South Africa, 2019). 

The Competition Amendment Act ensures that the effect of high levels of concentration is properly 
accounted for, and in particular, their effect on market access of SMEs and businesses owned by 
previously disadvantaged individuals when conducting market inquiries. However, complementary 
policies are needed in terms of access to capital and knowledge to facilitate market access by 
disadvantaged groups. In particular, a streamlining of the Black Economic Empowerment (BEE) 
framework is needed to facilitate access to real partnerships and financing without hampering 
competition. 
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Table 1.12. Past recommendations to improve regulations and competition 

Recommendations from previous surveys Action taken since July 2017 survey 

Regulation of network sectors and services remain high affecting quality and 
prices and reducing job creation 

Open up telecommunications, energy, transport and services sectors to more 
competition. 

In network industries, complete the introduction of independent regulators 
and charge them with ensuring non-discriminatory third-party access. Secure 
additional electricity generation by accelerating the independent power 
producer programme.  

The 2017 Budget allocated funds to the Department of Transport to build 
capacity in rail transport regulation. The creation of the Single Transport 
Economic Regulator was planned for 2018 but is still ongoing.   

Systematically identify and eliminate competition-hampering regulation.  A red tape impact assessment bill is with the parliament. However, its focus 
is on reducing costs of red tape rather than increasing competition. 

Privatise state-owned companies, such as telecoms, that are in markets with 
a sufficient degree of competition. 

No action taken. 

Reaping the benefits of participating in global value chains 

South Africa’s participation in global value chains is more pronounced than that of many of its peers, but 
remains below the OECD average. In 2015, 23.5% of South Africa’s domestic value added was driven 
by foreign demand compared to the OECD average of 31.9%. However, South Africa’s domestic value 
added was higher than in other emerging countries such as Argentina (10.9%), Brazil (12%), Indonesia 
(18.3%) and Turkey (20%). Tariff liberalisation in the early 2000s mainly benefited the skill– and capital-
intensive manufacturing sector allowing greater integration in global value chains (OECD, 2015a). Thus, 
the foreign value added content to exports increased from 22% to about 30% between 2005 and 2016 in 
the manufacturing industries (Figure 1.21). By contrast, deepening of integration into global supply chains 
stalled in the service industries over the same period. This development reflects an increase in South 
Africa’s services trade restrictiveness of recent years in all services sectors (OECD STIR database).  

Figure 1.21. Foreign value-added content of gross exports 

Foreign value-added content of gross exports, % of gross exports, by industry 

 
Note: Lighter shade denotes subsectors of manufacturing and services respectively. 

Source: OECD Trade in Value Added (TiVA) database. 

StatLink 2 http://dx.doi.org/10.1787/888934005872 

South African firms benefit from more global openness to trade (see Fall and Langle 2020). Tariff barriers 
on imports are significantly lower in South Africa than in other emerging countries such as Brazil, India 
and Argentina (Figure 1.22). Competitive pricing of intermediate inputs is important due to the high import 
intensity of many South African exporters. Thus, comparatively low import tariffs on intermediate goods 
increases the competitiveness of exporting firms. By contrast, tariff barriers on South African exports to 
developing countries – including Brazil, China and India – far exceed those to developed countries 
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(Edwards and Lawrence, 2012). South Africa has to increase trade access for its firms to fast-growing 
developing economies to harness growing demand in these countries. It is necessary to push for reduced 
tariffs on South African exports and the removal of non-tariff barriers. Moreover, further measures should 
focus on advancing the SADC free trade agreement and pursuing new and re-negotiated trade 
agreements in markets where there is growing demand for key export products. As recommended in 
previous surveys, trade facilitation measures should address non-tariff barriers, such as improving the 
quality and access of infrastructure, as well as the access to export credit and credit insurance.  

Figure 1.22. Import tariffs on intermediate and capital goods are relatively low compared to some 
emerging peers 

Effective applied trade weighted average tariff, %, 2017 or latest available year 

 
Source: World Integrated Trade Solution database (WITS). 

StatLink 2 http://dx.doi.org/10.1787/888934005891 

Key investments to boost growth 

Greener energy policy to limit environmental impact and contribute to inclusive growth 

The CO2 per GDP emission intensity is high and has fallen little since 2000 (Figure 1.23, Panel A), in part 
reflecting the high-energy intensity of the economy (Figure 1.23, Panel B). The share of renewables in 
primary energy supply is close to the OECD average. Coal accounts for almost all electricity generation 
and is the main energy source in industrial processes. It is also used by households and service 
businesses but on a much smaller scale (OECD, 2018d). Strong coal use contributes to air pollution, to 
which South Africans are heavily exposed (Figure 1.23, Panel D), with important impacts on premature 
mortality (Roy and Braathen, 2017) and child development (World Health Organisation, 2018). Low-
income households are especially vulnerable, as house prices are lower in polluted areas. South Africa 
continues to urbanise as indicated by growing built-up areas per capita (Figure 1.23, Panel F). Good 
urban planning is therefore key to avoid urban sprawl and ultimately in reducing transport related 
emissions. Urban policies that integrate land use, housing and transport within travel-to-work areas make 
cities healthier, more attractive and competitive (OECD, 2017c; OECD, 2015d).  
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Figure 1.23. Green growth indicators 

 
Note for Panel A: Included are CO2 emissions from combustion of coal, oil, natural gas and other fuels. Gross Domestic Product (GDP) is 

expressed at constant 2010 USD using PPP. 

Note for panel E: Switzerland: Largest share of emissions priced at EUR 30 and above. 

Source: OECD (2020), Green Growth Indicators, OECD Environment Statistics (database); OECD National Accounts (database); IEA (2020), 

IEA World Energy Statistics and Balances (database); OECD (2020), Exposure to air pollution, OECD Environment Statistics (database) using 

IHME GBD 2019 concentration estimates (forthcoming); OECD (2020), Land cover, OECD Environment Statistics (database); 

OECD (2018), Effective Carbon Rates 2018. 

StatLink 2 http://dx.doi.org/10.1787/888934005910 

In its 2018 draft Integrated Resource Plan (IRP), South Africa has taken steps to reduce CO2 emissions 
in electricity generation. It has announced to decommission 35 of currently 42 Gigawatts (GW) of coal-
fired capacity by 2050 and the expansion of renewable electricity generation. However, close to 6 GW of 
new coal-fired plants are under construction and a further 1 GW is planned. New plants expose South 
Africa to the risk of having to write them off early (OECD, 2017c). The IRP may be sufficient for South 
Africa to reach the upper end of the target range for GHG emissions in 2030 contained in its Nationally 
Determined contribution (NDC) to the Paris climate agreement. However, this would still imply higher 
emissions than in 2010 (Climate Action Tracker, 2018).  

Coal use in electricity generation and industrial production is untaxed, contributing to modest pricing of 
CO2 emissions (Figure 26, Panel E). South Africa’s introduction of a carbon tax in June 2019 is a 
welcoming step forward. The new tax prices a ton of CO2 at between EUR 0.40-3.40, depending on the 
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industry, well below the low-end estimate of the climate cost of carbon of EUR 30 per ton. The tax is set 
to rise by 2% above inflation every year. South Africa should envisage a more ambitious approach to 
carbon taxes. Carbon tax revenues would provide ample opportunity to compensate low-income 
households, for example with lump-sum transfers, and equipping them with more energy-efficient housing 
and appliances. Because of the growing competitiveness of renewable energy, costs for consumers could 
be reduced by diversifying the power mix. Early anticipation and preparation of the transition is vital to 
minimise adverse social effects in the coal mining locations. Replacing coal-fired power plants with 
renewables could increase energy security as well as reduce the costs of water stress. Coal mining and 
coal-fired power are an important source of chemical water pollution. The restructuring of Eskom could 
be used to increase the share of renewables as a source of energy. These investments would contribute 
to greener growth and reduce the environmental footprint of the economy. The social consequences of 
these transfers should be managed. 

Infrastructure investment is needed to increase potential growth 

Public infrastructure investment has dropped in recent years constrained by a tight fiscal stance 
(Figure 1.24). This has contributed to lower growth in a context of declining private investment. Moreover, 
quality of infrastructure is deteriorating, which calls for more investment in maintenance. 

Figure 1.24. Public infrastructure investment has stalled 

 
1. Roads, bridges, dams, electricity and water supply, etc. 

2. The Infrastructure indicator of the Global Competitiveness Index 4.0 assesses the quality and extension of transport infrastructure (road, 

rail, water and air) and utility infrastructure (electricity and water). 

Source: SARB database; World Economic Forum, The Global Competitiveness Report 2019. 

StatLink 2 http://dx.doi.org/10.1787/888934005929 

The speed, quality and efficiency of many public investment projects also have been low. Project 
planning, including long-term maintenance has been inadequate (National Treasury of South Africa, 2019 
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and 2020a). To overcome these issues, the government has put in place a technical task team (Budget 
Facility for Infrastructure) to improve prioritisation, planning and financing. The task team is budgeted 
ZAR 625 million in 2019 for project preparation and implementation. Moreover, the government is 
strengthening local government infrastructure plans and urbanisation projects to increase flexibility, 
private sector financing and local government infrastructure spending. The aim is to mobilise 
ZAR 20 billion additional spending per year at the local level. 

The government is also planning to create an infrastructure fund with the private sector, development 
finance institutions and multilateral development banks. The fund aims to increase the number of 
blended-finance projects to enhance oversight, improve the speed and quality of spending, and reduce 
costs in public infrastructure. The government plans to spend ZAR 526 billion in infrastructure investment 
over the next three years (National Treasury of South Africa, 2019). The success of the infrastructure 
fund will depend on commercially viable model to attract private financing. Developing well-structured 
public-private partnerships could boost infrastructure investment and in particular, participation of private 
capital in ports and rail. Increasing public investment from 3.6% to 5% of GDP would boost potential 
growth (Box 1.5). However, better cost-benefit analysis is required alongside improved cost containment, 
planning and implementation (such as the example of Denmark).  

Box 1.5. Quantification of the impact of structural reforms 

The OECD long-term model comparing projections based on different policy scenarios with the 
baseline “no policy change” scenario suggest that improving product market regulations would 
significantly boost potential GDP. Also, boosting education performance to increase effective 
average years of schooling of the working age population has a large impact on potential growth 
through effective labour force and productivity. Investment has been falling in recent years, 
increasing public investment, in particular on infrastructure, has also positive impact on potential 
growth. Although policy complementarities are not explicitly modelled, better regulations would 
crowd in business investment, technology adoption and human capital accumulation, leading to 
multiplicative effects. 

Table 1.13. The impact of policies to boost potential GDP 

 2025 2030 2040 2050 

 % difference in level of potential GDP, relative to no policy change 

Reforming PMR 0.8 3.4 10.4 16.6 

Increasing public 

investment 
0.4 0.8 1.2 1.4 

Increasing 
education 

attainment 
0.3 1.5 7.1 15.9 

Note: The following scenarios were modelled: improve product market regulation policies to the OECD average by 2030; increase 

educational attainment by additional two years by 2040; and increase public investment by 1.4 percentage points of GDP from 2025. 

These estimates do not include the impact of the COVID-19 crisis on potential growth. 

Source: Estimates based on “OECD Long-Term Scenarios for the World Economy” database. 

Accelerate the land reform process to lift the uncertainty it creates  

Land is a key source of inequality in South Africa. The apartheid regime dispossessed and relocated the 
black population to townships and homelands. Contained in these spatially segregated areas, the majority 
of the black population was left without the right to own land (Burger, 2018). After the end of apartheid, 
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the government implemented a programme for land reform to redress past injustice consisting of three 
dimensions: restitution, tenure reform and redistribution. Land restitution addresses claims on 
dispossessed land and forced removals from various acts after 1913. The tenure reform aimed to provide 
more secure access to land in the former homelands. Lastly, land redistribution deals with land not 
covered by restitution and tenure reform, transferring white-owned commercial farmland to black farmers 
(Cliffe, 2000).  

Progress on the land reform has been slow. While the land reform has implications for the development 
of both urban and rural areas, recent focus has turned to redressing structural inequalities in the 
agricultural sector. By 2016, only 8%-9% of farm land has been transferred through restitution and 
redistribution – well below the target of 30% that should have been achieved already in 1999 (Cousins, 
2016). In addition, many settled restitution claims have not been fully implemented such that the overall 
impact of the land reform on transforming the agricultural sector has been limited. According to the land 
audit report of 2017, about 72% of the individually-owned farm land was under white ownership, 
compared to only 4% under African ownership (Figure 1.25). In addition, there are relatively more black 
farmers per available hectare resulting in significantly smaller individually-owned land parcels. While the 
average per capita farm land size is about 280 hectares, for black farmers this is only about 32 hectares 
(Department of Rural Development and Land Reform, 2018). 

Figure 1.25. Individual land ownership of farms and agricultural holdings  

By race, 2017 

 
Note: Refers to individually owned land only and does not include traditional land. 

Source: Department of Rural Development and Land Reform (2018), Land Audit Report 2017. 

StatLink 2 http://dx.doi.org/10.1787/888934005948 

Initially the land redistribution was based on a "willing buyer - willing seller" principle, with limited success. 
To speed up the process of land reform, the government introduced several policy changes. In 2016, a 
bill was passed that allows the compulsory purchase of land in the public interest. The bill enables the 
state to pay for land at a value determined by a government official and then expropriate it with an 
administratively fixed compensation for the public interest (OECD, 2018a). In the context of limit financial 
resources, the government turned more recently to discussions aiming to allow for expropriation of land 
in the public interest without compensation for the current owners. In December 2018, parliament voted 
for a constitutional amendment to adopt expropriation without compensation following a report prepared 
by Joint Constitutional Review Committee established earlier that year. To ensure a fair and equitable 
implementation of the land reform process, an Advisory Panel was set up, consisting of academics, 
business professionals, social entrepreneurs and activists related to the agricultural economy and land 
policy. 
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It is important to clearly define the policy objectives and assess the risks of such an amendment as even 
a careful implementation could undermine agriculture performance and reduce investment. Expropriation 
without compensation should focus on state- and communal-owned land to minimise the potential 
negative effects. The government should carefully consider before expanding this policy to include 
privately owned land. According to the OECD Policy Framework for Investment (2015), "Secure and well-
defined land rights encourage new investments and the upkeep of existing investments as well as 
sustainable land management". Going forward, investors need to be ensured on the security of their 
property rights. 

The land reform should focus on tenure security. About a third of the South African population lives in 
former homelands on communal land with insecure tenure ship (Burger, 2018). Under apartheid, people 
living in homelands were granted the permission to some farmland and a homestead at the will of the 
governing chief. After 1994, chiefs have not ceased any power over their communal land resulting in 
continuous insecure tenure and use rights for the population living there. Thus, the Traditional Leadership 
and Governance Framework Act 41 of 2003 and the Communal Land Rights Act 11 of 2004 provided 
traditional councils and chiefs with the power to allocate use rights to land. Although the continued 
existence of traditional authorities is conditional on 40% of their members being elected and at least a 
third of the council members being women (TLGFA), many of the traditional councils have never met 
these conditions (Burger, 2018). Better enforcements of existing laws to ensure a better democratic 
process in traditional communities are needed. In addition, solutions to secure tenure rights have to be 
developed and implemented. 

In particular, communal land in South Africa is characterised by overlapping use rights of community 
members. Developing a framework that secures tenure has to take into account this layered structure of 
land use. The subdivision of communal land into individually and privately owned title deeds will change 
existing structures.  

Providing land to emerging farmers has to be accompanied by supportive measures. To ensure that 
reallocated farmland is best used, it is important to support farmers in terms of financial access, but also 
with respect to education, marketing and distribution (OECD, 2018a). The Inter-Ministerial Committee on 
Land Reform is therefore developing a package of post-settlement support measures to enhance the 
productivity of restituted land, including communal land. These measures include financial support and 
programmes by the Department of Agriculture, Forestry and Fisheries (DAFF) to support smallholder 
farmers, providing infrastructure for production, marketing, agro-processing, land preparation and 
establishment of orchards or gardens as well as production inputs, training and mentorship (Department 
of Agriculture, 2018). It is welcome that these supportive measures go beyond direct subsidies, as those 
may create a dependency and become fiscally unsustainable. Existing measures therefore have to be 
evaluated regularly with respect to their reach and effectiveness to support emerging farmers. 

Better manage scarce water resources 

Water stress has increased with economic and population growth (Figure 1.26). South Africa’s economy 
is particularly vulnerable to draught effects, as is the case in countries with modest water endowments 
and income levels. Lacking access to water supply and sanitation appears to be by far the main water-
related drag on economic activity and welfare, ahead of water scarcity in agriculture (Sadoff et al., 2015). 
Abstractions per capita are modest but the endowment with renewable water resources is small. Low 
rainfall has aggravated scarcity further in recent years. Water supply was rationed in Cape Town, where 
national disaster was declared in 2018. Water scarcity is concentrated in the South West and part of the 
North East. South Africa is likely to experience higher temperatures and less rainfall as a result of climate 
change (Calzadilla et al., 2014). Expected future risks of water shortages are high in international 
comparison. 
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Figure 1.26. Water stress and water shortage 

 
1. Water stress is defined high when abstractions exceed 40% of renewable resources and low when they are less than 10%. 

2. Shares of severe water risk, future expectations, across reviewed studies. Derived from the analysis of 64 global studies. 

Source: OECD (2018), Water: Freshwater abstractions, OECD Environment Statistics (database) ; FAO ; OECD (2017), Water Risk Hotspots 

for Agriculture, OECD Studies on Water, OECD Publishing, Paris, https://doi.org/10.1787/9789264279551-en. 

StatLink 2 http://dx.doi.org/10.1787/888934005967 

Water stress has resulted in environmental degradation. More than 50% of South Africa’s wetlands have 
been lost, and 33% are in poor ecological condition (Department Water and Sanitation, 2018). The 
wetlands are of strategic importance to protect natural water resources but do not consistently benefit 
from a protected status. Pollution aggravates the consequences of scarcity and adds to biodiversity loss. 
Only one third of mainstream rivers are in good condition (OECD, 2013a). Biological and chemical quality 
of surface water has not improved recently according to the South African Water Research Commission. 
Groundwater often fails to meet drinking water standards. Poorly managed wastewater treatment and 
agricultural water use contribute to pollution.  

These developments suggest there is limited scope for boosting water abstractions. Extensive water dam 
infrastructure leaves little scope for expansion (Pegasys Strategy and Development, 2012). Desalination 
of seawater is still costly relative to water prices (Donnenfeld, Crookes and Hedden, 2018). It is energy-
intensive and pollutes the ocean (Jones et al., 2019). Upscaling other non-traditional water resources, 
notably fog and rainwater harvesting, requires research and development. Groundwater and water reuse 
are projected to have more potential. Sustainable groundwater use is, however, particularly demanding 
in terms of governance and regulatory enforcement (OECD, 2017b; Akhmouch and Clavreul, 2017). 
Some South African aquifers are overexploited (Cobbing, 2018). Reuse will require more effective water 
treatment, a priority discussed below. More efficient use of water is hence key to free water resources for 
the environment and needed economic development.  

The value of time savings that result from using a water source or latrine closer to home, for education 
and productive activities typically accounts for a large share of total welfare losses from lacking access 
to water supply and sanitation. This affects especially women and girls. The estimated losses also include 
healthcare costs, lost productive time due to being sick, and premature mortality (OECD, 2011). Only 
64% of the population have access to reliable drinking water supply and 80% to sanitation services 
(Department Water and Sanitation, 2018). Indeed, inadequate sanitation contributes to infant disease 
and mortality (OECD, 2013a). The impact of water scarcity on agriculture is assessed by comparing 
actual agricultural output with the output that could hypothetically be produced if the capacity constraints 
of water dams were lifted in periods of water scarcity. This includes welfare effects through the prices for 
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agricultural goods (Sadoff et al., 2015). South Africa is committed to achieve universal and equitable 
access to safe and affordable drinking water as well as to adequate and equitable sanitation and hygiene 
for all by 2030, in line with the Sustainable Development Goals.  

South Africa’s approach to water resource management aims to take account of equity, efficiency and 
ecology (OECD, 2013a) and is seen as integrating the OECD principles of water governance, for example 
by involving stakeholders in decision-making. However, implementation is difficult (Neto et al., 2017). The 
impact of regulation on the ground is weak and transparency insufficient. For many years, South Africa 
has been in the process of introducing catchment management authorities (OECD, 2013a), but water is 
licensed at the national level, far from local conditions (Neto et al., 2017). Weaknesses in transparency 
of decision-making processes, ad hoc interventions by the government in the assignment of decision-
making powers, limited stakeholder involvement especially of less powerful water consumers, as well as 
lack of coherent implementation of policies in related areas, such as land use, are also seen as key 
factors weakening the governance of water management. Systems to monitor surface and groundwater 
are insufficient and deteriorating, holding back implementation of the polluter pays principle. In 2018, 
water quality monitoring mostly ceased for lack of funds. The National Water and Sanitation Masterplan 
emphasises the need for building technical capacity (Department Water and Sanitation, 2018).  

Lacking resources reinforces the case for cost-reflective water pricing, subject to affordability. Therefore, 
South Africa’s government adopted a new water pricing strategy, which took effect in 2017. 

Water prices are too low in agriculture 

Agriculture contributes 2.6% of GDP and accounts for 4.5% of total employment. About one-third of 
production is exported. Large capital-intensive, export-oriented farms account for around 90% of 
production and 86% of cropland. Subsistence farms, mostly owned by black farmers employ 86% of farm 
workers. 

Agriculture accounts for 61% of water use. Long-term global climate change may lower agricultural 
productivity more in irrigated agriculture than in rain-fed agriculture. Expansion of irrigation may therefore 
not be an effective strategy to adopt (Calzadilla et al., 2014). Nonetheless, climate change may improve 
South Africa’s comparative advantage in agricultural production, as productivity in other regions of the 
world may be hit more. 

Access to irrigation is unequal. Large farms, mostly owned by white farmers, often use water without 
restriction and free of charge. One reason is absent metering. Consumption is assessed on the basis of 
registered water use. Large farms also benefit from historic free water rights that predate the end of 
apartheid. The reallocation of water rights, foreseen in the 1998 National Water Act has advanced little. 
Smaller and poorer farms, mostly owned by black farmers, have newer water rights and pay for licences 
but lack equipment, including for efficient water use (Calzadilla et al., 2014[46]; Department Water and 
Sanitation, 2018; OECD, 2013a). Prices for raw water abstraction appear to be substantially lower than 
those for household or industrial use.  

The government plans to phase in compulsory metering and make prices reflect costs better. However, 
the new pricing strategy foresees capping some costs included in prices (for example, infrastructure wear 
and tear), while not taking into account the opportunity cost of capital (Department of Water and 
Sanitation, n.d.) so prices may not reflect full supply cost. Resource-poor farmers can also benefit from a 
10-year transition period, with full exemption from water prices in the first 5 years (Department of Water 
and Sanitation, n.d.). 

Prices of water supplied to agriculture should reflect full supply costs, including operations and 
maintenance as well as the capital cost of infrastructure. Such prices should ideally also cover the 
opportunity cost and environmental externalities of water withdrawals (OECD, 2018e). Water prices that 
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reflect supply and scarcity costs could help restore natural water flows. They may also facilitate the 
reallocation of water rights, improving priority use and equity. Moreover, charging adequate water prices 
would also provide revenues to finance needed investment to maintain infrastructure, improve monitoring, 
as well as research in non-traditional water supply. Higher irrigation prices risk raising poverty through 
higher food prices, notably for horticultural products, so some revenue may need to be set aside for 
transfers. Modelling suggests that using the revenues from higher charges in full to lower taxes on food 
provides environmental benefits, boosts economic growth and reduces poverty (Letsoalo et al., 2007). 

Where countries have raised water charges, efficiency improved while agricultural output did not fall 
(OECD, 2010). Modelling suggests that reallocating irrigation water to higher-value produce within each 
river basin could boost productivity and employment opportunities in South Africa (Hassan and Thurlow, 
2010). More efficient irrigation diminishes the risk of water pollution with pesticides and fertilisers 
(Olmstead, 2010). The Department Water and Sanitation is developing an Eutrophication Strategy to 
reduce pollution.  

To ease implementation and make progress in the near term, prices that reflect at least full supply cost, 
combined with metering, could first be introduced for large water users, in the dry regions. A competitive 
allocation of water entitlements to large-scale water users may be worthwhile exploring to discover 
scarcity costs. Resource-poor farmers could receive lump-sum payments equal to the value of their water 
allocation rather than be exempt from pricing. This would make them at least as well off and could improve 
incentives for efficient use, including through water-saving equipment and metering. It could also provide 
an income stream to finance investment. For efficient water use, especially in drought periods, it will be 
useful to maintain opportunities for farmers to trade irrigation water entitlements over short periods with 
each other.  

Municipal water services are inefficient 

Municipalities are in charge of water supply to households and most businesses, as well as sanitation. 
They account for 27% of water abstractions. 41% of municipal water supply is unbilled, unpaid or lost. 
56% of wastewater treatment and 44% of water treatment works are in a poor or critical condition, 
contributing to pollution (Department Water and Sanitation, 2018). However, there are also examples of 
excellent water services. For example, the municipality eThekwini was awarded the Stockholm Water 
Industry Award in 2014. Turning performance around is a key objective in the National Water and 
Sanitation plan.  

Benchmarking tools allow identifying inefficiencies and best practice. South Africa already uses 
benchmarks. However they mostly relate to processes (such as data collection) or inputs (such as 
technical skills), rather than costs or environmental performance. In the United Kingdom, water and 
sewerage companies provide the economic regulator with indicators of costs and environmental impact. 
The Water Utility Performance Indicators network (IBNet) by the World Bank is an international 
benchmarking tool that provides guidance (OECD, 2011). There may be a case for a regulator to ensure 
better and more consistent regulation of municipal water services (OECD, 2013a). 
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Table 1.14. Past recommendations for climate change mitigation and green growth 

Recommendations from previous surveys Action taken since July 2017 survey 

In designing climate change mitigation policies, favour broad and easy-to-
implement instruments with limited demands on administrative capacity, 

such as a simple carbon tax. 

Carbon tax has been implemented in 2019. 

Reduce implicit and explicit subsidies for energy and coal consumption, and 
use other instruments, such as cash transfers or supply vouchers, for 

protecting the poor. 

The diesel fuel levy refunds for the electricity sector were reduced from 
April 2016. The 2017 Budget proposed a review of the VAT exemption of 
transport fuels in consultation with stakeholders. 

Electricity prices should be allowed to rise further to fully cover capital costs. 
Favourable pricing arrangements for large industrial users of electricity 

should be renegotiated. 

NERSA approved an average annual price increase of 9.4% for 2016/17 
and 2.2% for 2017/18.  

Accelerate the allocation of water-use licences and ensure that charges for 

water reflect supply costs and scarcity. 

The application process for water-use licences has been streamlined to 
accelerate allocations. 

Price environmental externalities, including carbon emissions, and scarce 

resources, particularly water, appropriately. 

A tyre levy has been implemented from 1 February 2017 that addresses 
the externalities associated with tyre disposal.  
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Annex. Progress on structural reforms 

Recommendations from the previous Survey Actions taken 

Macroeconomic policy and safeguarding fiscal sustainability 

Limit annual wage increases in the public sector and where possible 

redeploy civil servants to priority areas (2017 Survey). 

No action taken. 

Deepen implementation for public procurement reform and enforce 
sanctions for breaches of the Public Financial Management Act (2017 

Survey). 

No action taken. 

Ensure that state-owned enterprises respect procurement and 

expenditure rules (2017 Survey). 

No action taken. 

Continue the prudent approach to fiscal consolidation, including the use 
of spending ceilings, to reduce the structural budget deficit and contain 
public debt in a growth and equity friendly way. Continue to sell state 
assets where a higher return can be achieved by using the revenues to 

finance infrastructure investments. (2015 Survey) 

Fiscal consolidation has continued. Additional tax raising measures have 
been introduced. The expenditure ceiling has been lowered further. 

The government should continue to seek opportunities to increase the 

efficiency of public expenditure (2017, 2015, 2010 Survey). 

All suppliers must be registered with a central database. All contracts above 
ZAR 500K at national and provincial, and ZAR 200K at municipal level are 
subject to a competitive bidding process. Efforts to expand centralised 
procurement of goods and services and renegotiation of transversal contracts 
continue. 

Consideration should be given to strengthening the link between 
commodity prices and the fiscal balance; if this link is strengthened, 
establishment of a commodity fund can be considered to ensure that 

windfall revenues are saved. In the meantime, such windfalls should be 

used to reduce debt (2015, 2010 Survey). 

No action taken. 

To further increase transparency and signal commitment to price stability 
over the longer term, the SARB should consider moving in the direction 
of announcing a future policy-rate path consistent with the inflation 
objective. At a first stage, this might involve merely signalling the 

expected direction of future movements in policy rates. (2015, 2010 

Survey). 

The SARB started to publish its underlying forecast assumptions and two-year 
inflation projections in its MPC statements from July 2015 to increase 
transparency.  

Deepening regional integration within SADC 

Reduce non-tariffs barrier on intra-regional trade within South African 

Development Community (SADC) (2017 Survey). 

No action taken. 

Simplify and adopt a single set of rules of origin in the forthcoming 

tripartite free trade area. 

No action taken. 

Upgrade information technology at custom posts and improve the 
interconnectivity of systems within the South African Development 

Community (2017 Survey). 

No action taken. 

Lead the harmonisation of competition rules among SADC countries and 

promote competition in infrastructure related services across countries. 

No action taken. 

Provide special economic zones with better infrastructure and develop 

their linkages with local economies. 

No action taken. 

Create a regional fund for infrastructure and increase private sector 

participation in infrastructure projects (2017, 2015 Survey). 

No action taken. 

Align and co-ordinate VAT rates. Develop a standardised maximum list 
of exemptions and reduced rates of VAT and make guidelines with 

specific deadlines by which countries should comply (2017 Survey). 

No action taken. 
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Recommendations from the previous Survey Actions taken 

Lowering barriers to entrepreneurship and promoting small business growth 

Implement a “silence is consent” rule for licensing procedures that have 
low associated risks. Systematically review and reduce the stock of red 

tape and licensing requirements. Subject new legislation to impact 
assessments that include the effect on small businesses (2017, 2015 

Survey). 

Socioeconomic Impact Assessments (SEIAs) are required on all new 
proposed legislation. These assessments evaluate the impact on a number of 
policy priority areas, including small business.  

The Department of Small Business (DSBD) is developing a Red Tape 
Reduction Strategy which will be concluded during the 2019/2020 financial 
year.   

Open up telecommunications, energy, transport and services sector for 
more competition. Complete the introduction of independent regulators 
and charge them with ensuring non-discriminatory third-party access. 
Secure additional electricity generation capacity by accelerating the 

independent power producer programme and facilitating private co-

generation (2017, 2015 Survey). 

The Independent Power Producer (IPP) Office will be transformed into a legal 
entity; this will support the security of energy supply. 

Small-scale embedded generation of less than 1 MW is permitted without a 
license from NERSA. 

Expand second-chance programmes for early school leavers.  No action taken. 

Increase entrepreneurial education and work placements in the post-

school education programme (2017 Survey). 

 

Evaluate and streamline financial and non-financial support for start-ups 

and small businesses (2017, 2010 Survey). 

Government will launch a Small Business and Innovation Fund in 2019/20. 
The fund will receive R3.2 billion over the medium term. 

Create virtual and physical one-stop shops that provide information for 

start-ups and small businesses (2017 Survey). 

One Stop Shops housing various government services such as tax and 
business registration under one roof have been rolled out in three provinces, 
with the remainder to be rolled out over the next three years. 

 

Rationalise delivery of support programmes so that there are single 

contact points for clients (2017 Survey). 

 

Facilitate second chances for honest entrepreneurs by shortening the 
period during which bankrupt entrepreneurs are required to repay past 

debt from future earnings to three years. Allow those with no income or 

assets to become insolvent (2017 Survey). 

The Department of Justice initiated a review of the Liquidation Act.   

Ensure government suppliers are paid within the 30 days and provide for 

automatic accrual of interest on overdue accounts (2017 Survey) 

The National Treasury has issued regulations that require the accounting 
officers of departments to pay invoices within 30 days of receipt under the 
Public Finance Management Act (1999).   

 

Increase accessibility of public procurement contracts by providing more 
information online and accepting online applications. Increasing training 
on public procurement for small businesses and procurers. Publish 

information on the distribution of contracts (2017 Survey). 

Government launched the e-Tender Publication portal and Central Supplier 
Database on 1 April 2015. The e-Tender Publication portal provides a single 
platform for the publication of tenders to eliminate duplication and 
fragmentation of notices for government tenders. The Central Supplier 
Database maintains a database of organisations, institutions and individuals 
who can provide goods and services to government, and serves as a single 
source of key supplier information.  

The process to finalise the draft Public Procurement Bill will be enhanced in 
2019/20. Once effected, the legislation will introduce a series of governance 
reforms to the contemporary public procurement process and improve access 
to opportunities for small, medium and micro enterprises (SMMEs). 

Update the 2005 Integrated Small business Strategy and ensure that the 
responsibilities and resources of the Department of Small Business 

Development are aligned (2017 Survey). 

A National Evaluation of the 2005 Integrated Strategy for the promotion of 
Entrepreneurship and Small Enterprises was concluded in March 2018. The 
Evaluation and Implementation plan was approved by Cabinet and will inform 
the review of the strategy that has now been initiated. 

Lighten regulatory burden of B-BBEE codes on young firms (2017 

Survey). 

No action taken. 

Collect and publish data on borrowing conditions by firm size to increase 
transparency in the lending market and encourage competition. Lower 
barriers to entry for foreign banks and other lenders, being mindful of 

financial stability and consumer protection. Work with lenders to improve 
the government-backed credit guarantee scheme to make easier to use 

and access, and increase take-up (2017 Survey). 

No action taken. 
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Recommendations from the previous Survey Actions taken 

Broadening tax bases to help finance requirements for stronger and sustainable growth 

Broaden personal and corporate income tax bases by reducing 
deductions, credits and allowances. Increase tax rates on higher 

incomes. (2015 Survey). 

The 2017 Budget created a new top tax bracket with a marginal tax rate of 
45%. The dividend withholding tax rate was increased from 15% to 20%.   

Broaden the VAT base and strengthen VAT compliance. Proceed with 

the introduction of a carbon tax (2015 Survey). 

The VAT exemption for fuels is being reviewed.  

The carbon tax has been adopted in July 2019. 

Other recommendations  

Increase property taxation by building capacity at the municipal 

government level (2015 Survey). 

No action taken. 

Reduce the level and dispersion of import tariffs further to encourage 
competition and long-term productivity growth. Investigate areas where 

tariff reductions on consumer goods are possible (2015, 2010 Survey). 

No action taken. 

Increase reliance on environmentally related taxes, such as fuel levies 

(2015, 2010 Survey). 

A Waste Board is being created which will impose a levy on waste from tyres. 

Climate change mitigation and green growth 

In designing climate change mitigation policies, favour broad and easy-
to-implement instruments with limited demands on administrative 

capacity, such as a simple carbon tax (2015, 2013, 2010 Survey). 

The carbon tax has been adopted in July 2019. 

Reduce implicit and explicit subsidies for energy and coal consumption, 
and use other instruments, such as cash transfers or supply vouchers, 

for protecting the poor (2015, 2013, 2010 Survey). 

The diesel fuel levy refunds for the electricity sector were reduced from April 
2016. The 2017 Budget proposed a review of the VAT exemption of transport 
fuels in consultation with stakeholders. 

Electricity prices should be allowed to rise further to fully cover capital 
costs. Favourable pricing arrangements for large industrial users of 

electricity should be renegotiated (2015, 2010 Survey). 

NERSA approved an average annual price increase of 9.4% for 2016/17 and 
2.2% for 2017/18.  

Accelerate the allocation of water-use licenses and ensure that charges 

for water reflect supply costs and scarcity (2015, 2013 Survey). 

The application process for water-use licences has been streamlined to 
accelerate allocations. 

Price environmental externalities, including carbon emissions, and scarce 
resources, particularly water, appropriately (2015 Survey). 

A tyre levy has been implemented from 1 February 2017 which will address 
the externalities associated with tyre disposal.  

Improving labour market outcomes 

Proceed with the introduction of the national minimum wage and develop 
apprenticeship and internship programmes to increase youth inclusion 

(2017, 2015, 2013 Survey). 

Streamline conciliation and labour arbitration by strengthening the initial 

sorting of claims 

 

Limit the number of appeals and time allowed to appeal in labour disputes  

Enforcement of existing labour laws relating to labour broking should be 
tightened, but liberal arrangements for temporary employment should be 

maintained (2015, 2010 Survey) 

No action taken. 

The arbitration process for dismissals for cause should be speeded up 

and simplified (2010 Survey). 

No action taken. 

The use of wage subsidies should be expanded, possibly by building on 
the existing learner ships, but with a reduced administrative burden. 

(2015, 2010 Survey). 

The Employment Tax Incentive has been extended until 2019.  

Probationary requirements in respect of new hires of young employees 

should be extended (2010 Survey). 

No action taken. 

Making the education system more effective 

Expand the Accelerated Schools Infrastructure Development Initiative 
programme to address infrastructure backlogs and improve the delivery 
of learning materials (textbooks, desks, libraries and computers) with 

priority to the most deprived schools (2015, 2013 Survey). 

136 new schools were built and completed in 2016/17, 167 provided with 
sanitation facilities, 344 with water and 134 with electricity. The department 
committed to provide at least two libraries in each province with the ASIDI 
allocation. The delivery of learning materials has improved to close to 100% 
coverage in 2017.  
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Recommendations from the previous Survey Actions taken 

Expand the Funza Lushaka bursary programme for teaching studies 

and allow more immigration of English teachers (2015, 2013 Survey). 

The Funza Lushaka bursary allocation has increased by over ZAR 100 million 
since 2015 and the programme continues to boost the supply of skilled 
teachers. Around 10 000 newly qualified teachers under the age of 30 have 
entered the system each year since. The number of students supported is 
expected to decline over the MTEF due to increases in university fees. 

Provide more school leadership training and support staff in exchange 
for stricter accountability. Allow the education authorities to appoint and 
dismiss school principals in a more flexible way (depending on progress 
on school performance in Annual National Assessments and on external 

reviews), while making school principals responsible for yearly teacher 
evaluations and monitoring teachers’ daily attendance (2015, 2013 

Survey). 

In 2016, the department introduced a new policy defining the role of 
school principals and the key aspects of professionalism, image and 
competencies required. A new collective agreement on quality 
management of principals is with the teaching union. The use of 

competency assessments when appointing new principals is under 
consideration in the bargaining council, but some provinces have 

voluntarily already implemented this tool.  

Empower the independent federal evaluation unit NEEDU, join the 
Programme for International Student Assessment (PISA) and the 
Teaching and Learning International Survey (TALIS) and undertake an 

OECD Review of Evaluation and Assessment Frameworks for 

Improving School Outcomes (2015, 2013 Survey). 

No action taken. 

Improvements in basic education should be prioritised, even though the 
contribution to raising employment will be small in the near term (2015, 

2010 Survey). 

Spending on basic education continues to be the largest share of the 

national budget. 

Other 

Set up a scheme of universal student loans contingent on future incomes, 

with participation from banks and government guarantees (2017 Survey). 
 

Choose infrastructure investments with the highest social returns to 

facilitate prioritisation and cost control (2015 Survey). 

Infrastructure projects remain concentrated in energy, education, health, 
water and transport sectors. 

Improve employment opportunities by expanding affordable public 
transport, including integrating minibuses into the public transport 

system, and building new, denser settlements closer to economic centres 

(2015 ,2010 Survey). 

Public transport has been expanded further in major cities. The first upgraded 
PRASA train went into commercial operation in March 2017. Construction 
continues of bus rapid systems continues in 13 cities across the country, 
including the four major cities with systems already in operation.    
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Recommendations for the chapter Building an inclusive social protection system 

Main finding Recommendations 

Key recommendations 

The current pension system is not adequate in reducing the risk of old-
age poverty. Pension coverage is not satisfactory and replacement 

rates are low. 

Introduce a mandatory pension scheme after the finalisation of the health 
reform and focus the old-age grant on individuals without a pension income 
or with low pensions to reach a minimum income in a manner preserving 
the long run fiscal impact. 

Access to health care is unequal. Financing of health care is 
unbalanced with high spending in private health for a small fraction of 

the population. Prices of health services in the private sector are high. 

Gradually increase the public financing of health care through a form of 
public insurance at a pace and scale that is affordable.  

Entrust an independent body to develop a price schedule for 
reimbursement of health care. 

Tobacco consumption remains high, as 19% of the adult population 

are daily smokers and 14.1% of the population reported binge drinking. 

Develop prevention of non-communicable diseases and strengthen the 
promotion of a healthier lifestyle. 

Adjusting the social transfer system 

Unemployed working age workers are not covered and participation in 

labour activation programme is low. 

Scale up the Labour Activation Programmes by gradually increasing the 
number of participants in skills development and training programmes 
through the UIF programmes. 

The level of the child support grant is insufficient to lift above food 

poverty all children.  

Consider an additional means-tested support on top of the child support 
grant for children in households with a revenue such that the whole family 
lies below the food poverty line. 

Informal employment is relatively high. 31% of workers are informally 

employed with little social protection. 

Better cover informal workers when introducing the new social protection 
system. 

Building a comprehensive pension system 

As designed, replacement rates will be low for middle and high-income 
workers. Additional saving plans will be necessary to reach decent 

replacement rates. 

Consider introducing automatic enrolment in occupational pension plans 
and subsidisation of low-income earners to ensure high coverage of 
complementary pension schemes. 

Many workers withdraw partially or totally, savings in retirement funds 
when switching to new occupations or unemployed, rendering 

replacement rates low. 

Install mandatory preservation of retirement plans and at least partial 
annuitisation of savings-retirement pay-outs. 

The retirement industry is fragmented. There are many dormant 

retirement funds and unclaimed benefits. 

Consolidate retirement funds by requiring the merger of funds not meeting 
a minimum size or not receiving a contribution for three years in a row. 

Reforming the health care system 

Obesity rates have reached alarming levels in South Africa.  Generalise programmes to assess children’s health and raise awareness 
of the risks linked to obesity, and promote healthy diet and sports activity. 

There are important disparities on health spending across provinces 
not necessarily related to health needs. Transparency is lacking on 

budget allocated to health at the province level.  

Improve the capacity of district hospitals and managers of district health 
offices in budget formulation and give them more freedom to allocate their 
resources depending on needs. 

Access to primary care facilities is uneven across provinces and 
districts contributing to congestion in hospital services. The low 

number of health professionals restrict access to quality care. 

Accelerate the upgrading of public clinics and better co-ordinate and 
contract with private doctors to guarantee access to doctors in primary 
care.  

There is no costing of the financial needs of the national health 
insurance. The current cost of private health care in South Africa is 
high and should not be taken as a benchmark for costing the needs of 

the NHI. 

Estimate precisely the financing need of the NHI. Consider introducing 
progressively a combination of payroll social contributions, VAT and 
personal income tax to finance the National Health Insurance fund.  

There is no binding tariff regulation in South Africa. Out-of-pocket 
payments have increased. The price setting does not consider quality 

of care, nor tackle supply-induced demand behaviour. 

Set binding prices for mandatory reimbursement of treatments covered by 
the prescribed minimum benefits package. 

There are too many options in the health insurance market leading to 

limited risk pooling and favouring risk selection.  

Limit the number of options per scheme with a basic option corresponding 
to a revised prescribed minimum benefits (PMB) scheme. Revise the PMB 
to be simpler, easier to implement and develop a universal and agreed 
coding system of health services. 

There is no comparable information system to monitor quality of care 
and outcomes in the public and private system. This hinders the 

development of genuine pay for performance reimbursement contracts 

or allocation of resources. 

Develop a system of information to oversee health care delivery, coding, 
quality of care and incentivise managers and practitioners to provide high 
quality services. 
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Recommendations for leveraging tourism development for sustainable  
and inclusive growth 

Main finding Recommendations 

Key Recommendations 

Access to visa is difficult from several sending countries. 

 

Implement electronic visa programmes on a large scale for emerging target markets. 

Tourism in South Africa is concentrated in few regions and does 

not spread into remoter areas.  

Investments in transport and tourism infrastructure have to be aligned to connect 
tourists to places. 

There are multiple licences required in different administrations 

to open a small tourism unit. 

Reduce red tape and regulatory burden for entrepreneurs and small enterprises. 

Increasing the attractiveness as tourism destination 

High crime rates could deter potential tourists from selecting South 
Africa as destination. 

Seek to improve perceptions of safety through higher visibility of safety personnel in 
prime tourist spots and by collecting and disseminating indicators of crimes related to 
tourists. 

South Africa ranks low in international openness Increase the number of countries falling under the visa-waiver agreement. 

Visa regulation for minors are not clearly communicated and create 
administrative burden for potential tourists even from visa exempt 
sending countries. 

Clarify and simplify rules regarding visa regulations with respect to documents required 
by minors. 

Travel mobility and flow of visitors between South Africa and other 
SADC countries is hampered due to visa processing procedures. 

Join regional visa agreement in the SADC region to support regional integration and 
attractiveness for overseas tourists travelling to the region. 

Overseas visitors spend on average more and are more likely to 
participate in activities related to natural attractions, cultural heritage 
and wildlife. 

Continue focusing marketing efforts on core competitive assets and key source 
markets with high growth potential. 

Domestic tourism remains below its expected potential on the back 
of a lacking tourism culture shaped by the legacy of apartheid and 
affordability due to subdued economy.  

Support domestic tourism development to counter seasonality by diversifying products 
and pricing mechanisms. 

Ensure effective governance of tourism 

Budget allocation for tourism at the provincial and local level are 
often insufficient as the sector is competing with policy fields that 

are of higher importance to the local population. 

Create frameworks governing infrastructure and other conditional grants to provide 
additional revenues to subnational budgets and provide a dedicated financial source 
for local tourism development, marketing and maintaining natural and cultural tourism 
resources. 

Despite their legislative mandate to plan for and drive tourism 
development, planning for tourism by local governments risks 

falling short of achieving its full potential due to the sheer volume 
of responsibilities in service delivery – especially in distressed 

regions. 

Ensure that local level governments have sufficient capacity to support planning for 
sustainable tourism and to adapt to challenges imposed by climate change by sending 
experienced destination managers to struggling municipalities. Provide capacity 
building programmes and additional training where needed. 

Policy strategies are often developed in silos, not taking into 

account the interconnectedness with other policy sectors. 

Put in place co-ordination mechanism across policy sectors to align strategies and that 
serve a common overarching goal for development including sustainable tourism 
growth. Such a coordination mechanism could be put in place at the presidency office 
to ensure a whole of government approach, particularly for ministries with mandates 
heavily impacting tourism. 

Ensure that the needs of the tourism industry are considered as part of the transport 
access and infrastructure planning. 

Other 

Many accommodation services use intermediary suppliers that 
source the bulk of their fresh fruit and vegetable produce from 

distant urban wholesale markets 

Capacity building workshops by accommodation services could provide better 
information to local enterprises regarding procurement, product safety and standards 
requirements and create links between accommodation services and local suppliers 
to facilitate their integration into local supply chains. 

There is a lack of data to create an understanding of local value 

chains and the general benefits of tourism for the local economy. 

Improve the economic analysis of tourism activity with better data and research, also 
for the regional level. 

Tourism provides a range of low-skilled tasks, but a low quality 

workforce can affect visitor experience.  

Use vocational and on-the-job training programmes to support skills development in 
the tourism workforce. 

The sustainability of small micro and medium sized enterprises 
in the tourism value chain is particularly affected during and post 
the implementation of government measures to curb the spread 

of Covid-19. 

Increase and extend the relief support in sectors hard hit by the crisis, in particular 
for tourism sector, up to mid-2021, particularly if there is a renewed virus outbreak 

later in the year. 
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2. Building an inclusive social 
protection system 

South Africa has an incomplete social protection system without a mandatory 
pension savings scheme. Designing a universal insurance pension system 
would allow to reduce the important government funded pension grant 
system and ensure that the old-age population has decent income. Only 40% 
of employees are contributing to a form of saving-retirement scheme, with 
often a low pension. Moreover, South Africa has a dual, public and private, 
health care system. Half of the country’s health-care spending goes to the 
private sector, which covers only 16% of the population. Moreover, the health 
care system fails to deliver affordable quality services. The COVID-19 
pandemic has highlighted the unequal distribution of health care services 
between public and private health providers. Around 70% of critical care beds 
available were in the private health care sector. Finally, the sizeable 
unconditional cash transfer system though reaching a large share of the 
population fail to lift many children in the poorest families above the poverty 
line.  
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The social protection system is incomplete 

South Africa has made important progress in broadening social assistance since 1994. The social grants 
programmes are reaching over 17 million beneficiaries and around half of all South African households. 
Social grants are the main government instrument to reduce poverty, and inequality and remedy the long-
lasting effects of the apartheid era. However, South Africa still lacks a comprehensive social protection 
system. There are various inadequacies between the provisions of the current system and the situation 
and risks faced by different population groups. Social assistance targets a mix of age-related needs (child 
and old age grants) and disease-related needs (disability and care dependency). However, there are 
important gaps in the coverage and provision of social protection (Box 2.1). 

Firstly, there is no mandatory pension coverage (Table 2.1). The absence of mandatory pension coverage 
has led to the development of many private and occupational pension schemes that are only partially 
fulfilling the need for longevity risk coverage. Secondly, unemployed adults aged 18–59 are not covered 
by the social assistance or insurance schemes. Moreover, the duration of the unemployment benefits is 
short and unemployed individuals financial position deteriorates quickly thereafter, when they are not 
covered anymore. Thirdly, health care access is almost universal and provided by the government but 
due to poor delivery, many people revert to private health insurance and facilities leading to significant 
inequalities in health care access and outcomes.    

Table 2.1. The current structure of social protection 

Social assistance 

(Non-contributory) 

Social insurance 

(Contributory) 

Occupational and voluntary schemes 

(Contributory) 

Old age grants Unemployment insurance Pension and Provident Funds 

Child care grants Compensation Funds for occupational injuries and 
diseases 

Retirement annuities 

Disability Road accident fund Medical schemes 

Foster care   

Care dependency   

Social relief of distress   

War veterans   

Source: OECD, 2019. 

Fragmentation of the management of the social protection system between different government 
departments and of the delivery between different agencies and bodies is undermining efficient delivery. 
At least seven government departments are involved in the policy development of social protection and 
different agencies are responsible for the delivery of the different grants and funds.  

The main challenge of the social protection system has been the growing number of beneficiaries and 
the incapacity of the system to lift them all above the poverty line. Priority has been given to raise the 
number of beneficiaries of the different grants, in particular of the old age grant. 

The current financing of the overall social protection systems also presents some gaps and may pose 
sustainability risks in the future. The government funds social grants and public health care entirely 
through tax revenue. Combined, they represent around 24% of government spending. The prospects of 
further expansion of social assistance coverage and spending are limited though in the current fiscal 
juncture and any improvement in life expectancy will push up social assistance spending.  

According to official projections, future social and health spending does not threaten the sustainability of 
public finances (Department of Social Development, 2016b). However, in a tight fiscal situation due to 
low growth, it crowds out other spending, such as on education and infrastructure, which would undermine 
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growth prospects further. It is thus necessary to rethink the financing of social protection, in particular, 
with respect to the agenda of introducing mandatory pension schemes and national health insurance. 

In the following sections, the four main components of social protection are reviewed: social assistance, 
pension insurance, health care and unemployment benefits. Health care, longevity and unemployment 
are the main financial risks workers and individuals face. However, these risks are not well covered in the 
South African social protection system. Moreover, low coverage pushes up spending on social assistance 
(old age grant) and on private insurance (private health schemes and private provident pension funds). 
Against this background, the government has published a discussion paper to reform social protection 
(Box 2.1). 

Box 2.1. Government discussion paper on social security reform 

Comprehensive social security in South Africa (released in November 2016) 

Background  

 There is no mandatory pension. About 2.7 million formal sector workers – primarily low-income 
earners – are excluded from occupational pension schemes. 

 Members of private retirement funds rarely receive a sufficient income in retirement, in part 
because they do not preserve their savings throughout their career and in part, because their 
savings are eroded by high administrative costs.  

 Social assistance does not reach all target groups and its cash payment system is expensive.  
 There is insufficient policy coordination between social insurance funds such as the 

Unemployment Insurance Fund, workers’ Compensation Fund and the Road Accident Fund. 
The funds also have separate systems and administration, resulting in high costs and increasing 
the scope for fraudulent claims.  

Main proposals  

 Establishment of a social security fund: introduce a public fund to provide pensions, death and 
disability benefits and unemployment benefits. 

 Extending social assistance: a universal child, disabled and old age grant is proposed, replacing 
tax rebates for high-income families. 

 Enhancing social insurance funds: institutional consolidation is proposed by merging the 
departments or entities managing social assistance and social security programmes in the 
different ministries. 

 Regulatory reforms of the pensions and life insurance industry are also proposed (prudential, 
governance, fiduciary responsibility, transparency and control of costs). 

 Better policy co-ordination between the proposed department of social security and the 
department of labour including sharing facilities at the territorial level. 

 Alignment of social security with National Health Insurance (NHI) issues include: 
o The role of earnings-related contributions as a financing mechanism; 
o The tax treatment of medical expenses and associated risk-pooling arrangements; 
o The alignment of medical benefits provided by compensation funds and the RAF with the 

NHI system. 

Source: Comprehensive social security in South Africa, released in November 2016, South Africa Government. 

https://www.gov.za/sites/default/files/gcis_document/201611/comprehensivesocialsecurityinsouthafricaa.pdf 

https://www.gov.za/sites/default/files/gcis_document/201611/comprehensivesocialsecurityinsouthafricaa.pdf
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Assessing social transfers and the unemployment insurance 

Develop active labour market policies to complete the unemployment insurance scheme 

The public Unemployment Insurance Fund (UIF) is the largest of the three social insurance programmes 
(Compensation Fund and Road Accident Fund). It provides short-term benefits to workers when they 
become unemployed or are unable to work due to illness, maternity leave or adoption leave. It also 
provides a death benefit to the dependents of a deceased contributor. The UIF is funded entirely through 
contributions from employers and employees and the returns generated on investments. The contribution 
rate is 2% of wages equally paid by the employee and the employer. Contributions to the UIF are subject 
to a maximum earnings ceiling (SARS, 2017). The UIF has accumulated a substantial surplus, which is 
managed by the Public Investment Corporation (National Treasury, 2019a).   

The total number of claims has been increasing since 2015/16, driven by rising unemployment 
(Figure 2.1). In 2018/19, around 770 000 claims were received (Department of Labour and UIF, 2019). 
The UIF is effective in terms of service delivery and has improved the processing times for claims 
(Department of Labour and UIF, 2018), but many of the unemployed do not receive unemployment 
benefits.  

Figure 2.1. Unemployment insurance claims by type of benefit 

Unemployment insurance claims by type of benefit 

 
Note: Claims data taken from the Unemployment Insurance Fund Annual Report 2018. Official unemployment rate is an average over four 

quarters corresponding to the reporting periods of the UIF.  

Source: (Department of Labour and UIF, 2018; Statistics South Africa, 2018c). 

StatLink 2 http://dx.doi.org/10.1787/888934005986 

The Unemployment Insurance Amendment Act of 2016, which came into effect in 2019, expanded the 
level and reach of benefits. In particular, after becoming unemployed, workers have one year instead of 
currently 6 months to claim their benefits. The benefit duration is increased from eight months to a year. 
Civil servants and students completing apprenticeships or vocational education and training programmes 
are covered. Finally a better coverage of maternity leave is provided (66% replacement rate up to a 
maximum benefit of ZAR 17 712 per month). Income from contributions and investments should be 
sufficient to cover the expanded benefit pay-outs.  

In response to the global financial crisis, the Labour Activation Programmes (LAP) Unit was established 
within the UIF. This unit provides training and reskilling opportunities for unemployed UIF beneficiaries to 
enable them to either start their own business or re-enter the labour market. In 2017, 11 744 unemployed 
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UIF beneficiaries participated in various skill training programmes conducted in partnership with TVET 
colleges and Sector Education and Training Authorities (SETAs) (Department of Labour and UIF, 2018). 
The Labour Activation Programmes should be scaled up by considerably increasing the number of 
individuals participating in skills development and training programmes. There is a need to develop 
specific training and employment programmes such as the public employment programme for long-term 
unemployed. 

To respond to the impacts of the COVID-19 pandemics and the ensuing lockdown, the government 
established a Temporary Employee/Employer Relief Scheme (TEERS) within the UIF. It covers people 
who test positive for COVID-19 or need to be quarantined as a result of exposure, reduced work time and 
unemployment benefits. This benefit is applicable to contributing employers to the UIF. The minimum 
benefit payable is equal to the national minimum wage of ZAR 3 500 per employee, or the sectoral 
minimum wage and a maximum benefit of ZAR 6 370. It was payable for the duration of the national 
lockdown or up to three months, whichever period is the shortest. As of end June 2020, the UIF had paid 
a total of ZAR 28 billion to over 4 million employees under this benefit. 

Overview of cash transfers 

South Africa has an extensive and well-functioning means-tested cash-transfer system, which the 
government has progressively scaled up since the end of Apartheid. Cash transfers form the backbone 
of South Africa’s overall social protection system. The social assistance programme (i.e. social grants) 
provides income support for the elderly, children, people with disabilities and social relief for individuals 
and households that experience sudden income distress (Table 2.2). Around 17.5 million out of 57 million 
South Africans now receive social grants – the majority of which are children and the elderly, with little 
support for the unemployed. Social assistance plays a critical role in reducing poverty, inequality and 
protecting vulnerable households from economic shocks. Social grants are funded from tax revenues, 
are non-contributory and unconditional. They comprise the largest segment of social protection 
expenditure at around 84%. However, poverty incidence remains relatively high at 26% for the entire 
population (measured as revenue below 50% of the median income). 

The South African Social Security Agency (SASSA) was established in 2006 to administer and pay social 
grants on behalf of the Department of Social Development, which is responsible for policy and legislation. 
There have been significant improvements in SASSA’s administration of grants, which now works with 
the South African Post Office (SAPO) and commercial banks to provide social grant payments using 
biometric data. However, many remote areas lack adequate infrastructure so that cash payments lead to 
higher operating costs (Department of Social Development, 2016c). Leveraging the extensive 
infrastructure coverage of the postal service can improve the reach of the rural poor, who are often 
excluded from grants because of geographical barriers.   

The economic restrictions due to the COVID-19 pandemic have led to severe distress for households that 
lack income and savings. Between three and five million informal-sector workers and their families are 
particularly vulnerable. As many of these workers live with grant recipients, government has used the 
existing grant system to support those most vulnerable. The government has augmented the social grants 
budgets by ZAR 25 billion to assist vulnerable groups (National treasury, 2020). Existing social grants 
are temporarily increased and a new social relief of distress grant for unemployed adults is being 
introduced (Table 2.2). Lengthy administrative procedures, such as registering new beneficiaries and 
checking their incomes, are required before the new grant can be paid. 
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Table 2.2. COVID-19 measures to increase social grant spending 

In Rand 

 
Baseline per month 

Number of 

beneficiaries 
Top-up Top-up % 

Child support (1) 445 12 811 209 300 67.4% 

Old-age 1 860 3 672 552 250 13.4% 

Disability 1 860 1 045 388 250 13.4% 

Foster care 1 040 339 959 250 24.0% 

Care dependency 1 860 155 094 250 13.4% 

New social assistance grants Amount per month Number of beneficiaries 

Social relief of distress 350 700 000 – 8 MILLION 

Caregiver 500 7 167 022 

Note: After month on changed to caregiver grant. 

Source: National Treasury, Supplementary Budget, June. 

Steady increase in the number of grant beneficiaries 

The number of beneficiaries has steadily increased from around 2.5 million people in 1998 to 
approximately 11 million in 2006 and reached 17.5 million in 2017/18 (SASSA, 2018). The increase in 
beneficiaries has mainly been driven by the expansion of the child support grant, reaching almost 
12.3 million children in 2017/18 (Figure 1.2). The number of children receiving the child grant increased 
rapidly during the 2000s due to increased take- up and an increase in the upper age limit from 7 to 
14 years (Samson et al., 2008). The age limit was further raised to include all children under 18 years in 
later years.   

Table 2.3. Type of cash transfers 

Name Administration requirements 

Old age grant Provides income support to people aged 60 and older who earn an annual income of less than ZAR 82 440 (single) 
/ ZAR 164 880 (married), and whose assets do not exceed ZAR 1 174 800 (single) / ZAR 2 349 600 (married) 

War veterans grant Provides income support to those who fought in World War II or the Korean War, and who earn an annual income 
of less than ZAR 82 440 (single) / ZAR164 880 (married), and whose assets do not exceed ZAR1 174 800 (single) 
/ ZAR2 349 600 (married) 

Disability grant Provides income support to people with permanent or temporary disabilities who earn an annual income of less than 
ZAR 82 440 (single) / ZAR164 880 (married), and whose assets do not exceed ZAR1 174 800 (single) / 
ZAR2 349 600 (married) 

Foster care grant Provides grants for children in foster care 

Care dependency grant Provides income support to parents and caregivers of children who have physical or mental disabilities, and require 
regular care and support. Parents or caregivers must earn an annual income of less than ZAR 213 600 (single) / 
ZAR 427 200 (married) 

Child support grant Provides income support to parents and caregivers of children younger than 18 who earn an annual income of less 
than ZAR 50 400 (single) / ZAR 100 800 (married) 

Grant-in-Aid Is an additional grant to recipients of the old age, disability or war veterans grants who require regular care from 
another person because of their physical or mental condition. 

Social Relief of Distress Provides temporary income support, food parcels and other forms of relief to people experiencing undue hardship. 

Source: National Treasury, 2019. 
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Figure 2.2. Distribution of social grants has been increasing 

Social grants, number of recipients 

 
Note: Recipients are only able to claim for one grant at any given time. 

Source: South African Social Security Agency: Annual Report 2008/09; South African Social Security Agency: Annual Report 2018/19.  

StatLink 2 http://dx.doi.org/10.1787/888934006005 

Coverage rates have improved 

The coverage of social grants has improved thanks to a combination of policy changes, outreach 
campaigns to raise awareness and service delivery improvements. Coverage rates across the poorest 
60% of the population is far above average coverage rates of other upper-middle income countries (World 
Bank, 2018a). According to the General Household Survey 2017, the percentage of individuals in the 
population that benefited from social grants increased from 12.8% in 2003 to 30.8% in 2017 (Statistics 
South Africa, 2018a). At the same time, the percentage of households that received at least one social 
grant increased from 30.8% in 2003 to 43.8% in 2017. 

The composition of social assistance has shifted 

Public expenditure on social assistance programmes is relatively high in South Africa compared with 
other low to upper-middle-income countries (Figure 2.3). In 2015, government expenditure on social 
assistance programmes amounted to 3.3% of GDP. This compares with 1.4% in Brazil, 1.5% in India, 
1.9% in Russia and 2.7% in the OECD (World Bank, 2018b). The composition of social assistance 
spending has shifted towards old age and child support grants (Figure 2.4). In 2019/20, the value of the 
child support grant will increase by 4.9% to ZAR 425 per month, from ZAR405 per month in 2018/19. The 
old age grant will increase by 5% from ZAR 1 695 per month to ZAR 1 780 per month for beneficiaries 
up to 75 years. Annual adjustments to the value of social grants are made to compensate for projected 
inflation.  
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Figure 2.3. Spending on social transfers is high 

Spending on social assistance programmes in 2015 (% of GDP) 

 
Note: Malaysia, Costa Rica, Turkey refer to 2013; China and Namibia refer to 2014; Kenya and India refer to 2016. Social assistance 

programmes are defined as non-contributory interventions designed to help individuals and households cope with chronic poverty, destitution, 

and vulnerability. Examples include unconditional and conditional cash transfers, non-contributory social pensions, food and in-kind transfers, 

school feeding programmes and public works (World Bank, 2018b). 

Source: World Bank ASPIRE database, 2018. 

StatLink 2 http://dx.doi.org/10.1787/888934005435 

Figure 2.4. Social grants spending has been increasing steadily in the last decade 

Real expenditure on social grants 

 
Note: Figures are expressed in 2016 prices (CPI December 2016=100). 

Source: Author’s calculations, South African Social Security Agency: Annual Report 2018/19, Statistics South Africa. 

StatLink 2 http://dx.doi.org/10.1787/888934006024 

The impact of social grants on the poor 

Effective at reducing poverty and inequality 

There is extensive evidence showing that social grants have been successful in reducing extreme poverty 
and improving health and education outcomes (Figure 2.5). Social grants dominate the income profile of 
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many poor households, accounting for as much as 71% of total household income for the poorest 20% 
of the population and is particularly successful in reaching the poorest households (World Bank, 2018a; 
Woolard and Leibbrandt, 2010). The World Bank estimates that grants and old-age pensions contributed 
24% to poverty reduction and 44% to narrowing the poverty gap (distance to poverty line) between 2006 
and 2015 (World Bank, 2018a). Social grants are therefore a crucial source of income for poor families 
and provide a financial lifeline amid high levels of unemployment. However, 21% of people aged 60 and 
above remain poor.  

Cash transfers, particularly the child support grant, are the most progressive of all spending programmes 
as the poorest 40% of individuals receive 69% of all transfers (Woolard et al., 2015; Inchauste et al., 
2014). Furthermore, they augment the incomes of the poorest decile by more than tenfold, far larger than 
in other middle-income countries such as Argentina, Brazil and Mexico. The Gini coefficient, a measure 
of income inequality, is reduced from 0.715 for household market income to 0.623 after taxes and 
transfers (OECD Income Distribution and Poverty Dataset).  

Figure 2.5. Poverty rate after taxes and transfers 

% of population with 60% or less than the median disposable income, 2016 or latest year available 

 
Note: Data for South Africa are for 2015 and provisional, Costa Rica for 2018, Brazil for 2013 and China and India are for 2011. 

Source: OECD Income Distribution Database. 

StatLink 2 http://dx.doi.org/10.1787/888934005454 

Child support grants improve child well-being and support human capital development 

South Africa’s child support grant is one of the largest unconditional cash transfer programmes for 
children in the world. It is widely regarded as one of the government’s most successful interventions, 
particularly due to its high take-up and extensive coverage (Samson et al., 2008). Between 70 and 80% 
of children in the bottom six income deciles benefit from the grant (Grinspun, 2016). For poor families, 
the child grant is an important source of financial support, providing basic needs such as food, schooling 
and health care (Zembe-Mkabile et al., 2015). 

The grant increases the nutritional well-being of recipient children as indicated by improved height-for-
age scores (Coetzee, 2013). It reduces child hunger and the likelihood of illness and improves school 
attendance for pre-school, early grades and adolescents (Samson et al., 2008; DSD, SASSA and 
UNICEF, 2012). Children that receive the grant are also found to progress through the schooling system 
faster, with studies showing a lower likelihood of repetition and improved maths and reading scores 
(Coetzee, 2013; DSD, SASSA and UNICEF, 2012). Receipt of the grant has been shown to increase 
labour-seeking behaviour in recipient households, and generate a range of positive impacts for 
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adolescents. Eyal and Woolard (2011) find that mothers who receive the child support grant in their 20s 
have significantly higher labour force participation and employment probabilities.  

The old age pension grant affects labour force participation among adults and child outcomes 
positively 

For nearly 75% of South Africans over the age of 60, the old age grant is the main source of income. 
While technically a cash transfer for older persons, extensive evidence points to the majority of recipients, 
especially women, sharing the pension within households (Ralston et al., 2015; Strijdom, Diop and 
Westphal, 2016). This is because household structures are often multigenerational, largely due to 
segregation policies of the apartheid era (lack of enough housing) and the high HIV/AIDS prevalence. 
Estimates indicate that one grant reaches up to six persons in a recipient’s household (Strijdom, Diop 
and Westphal, 2016). The grant can have a positive impact on the well-being of children through higher 
school attainment and primary school completion rates, decline in hours worked by children and improved 
health indicators (Budlender and Woolard, 2006; Van Biljon, 2017). Research has also shown that there 
is a positive correlation between households with an old age grant recipient and women living in that 
household participating in the labour force.  

Issues of concern and proposals for broadening the social protection 

Universalising the child support and old age grants 

Many eligible children are excluded from receiving the child support grant. The two most common reasons 
given by caregivers for not applying for the grant were that they believed their income was too high and 
that they did not have the correct documentation. Problems around infrastructure, understaffed offices, 
complicated and lengthy application processes and a lack of awareness about eligibility impeded the 
rollout of the grant during the initial years (Eyal and Woolard, 2011). A recent study estimates that almost 
18% of eligible children are not receiving the child grant (DSD, SASSA and UNICEF, 2016).  

Universal or near-universal provision of child and family benefits is a reality in many high-income OECD 
countries, while in other parts of the world coverage tends to be targeted, usually towards poor families 
(International Labour Office: Social Protection Department, 2015). Some middle-income countries have 
made great progress towards achieving universal coverage, for instance Argentina in 2009 with 
Asignación universal por hijo. In South Africa, an upward adjustment in the means-test threshold at 
regular intervals since 2008 has opened up access to more poor households (Grinspun, 2016).  

Universalising the child support grant would reduce the administrative burden and cost of means testing 
for both the state and caregivers and enable all children to access the benefit regardless of the caregivers’ 
income (Delany, Proudlock and Lake, 2016). The Inter-department Task Team on Social Security and 
Retirement Reform (IDTT) proposed that social grants be aligned with the personal income tax rebate 
structure to allow the means tests to be phased out and reach universal coverage (Department of Social 
Development, 2016c).  

In general, universal pensions provide flat-rate benefits for all elderly people, while means-tested pension 
systems provide benefits to the poor who are usually not covered by other contributory elements of the 
pension system (World Bank, 2018b). Means-tested pensions are the most common in most regions 
(Pension Watch, 2019).  

Universal and means tested old age pensions have clear trade-offs in terms of efficiency, cost, and 
effectiveness of implementation (World Bank, 2018b). Fiscal costs, sustainability and duplication of 
benefits present major challenges to the roll-out of a universal social pension (Guven and Leite, 2016). 
Universal social pensions are also argued to be less cost-effective at fighting poverty compared to 
poverty-targeted cash transfer programmes. Dorfman (2015) shows that social pension systems targeted 
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at the elderly poor have been found to reduce national poverty at almost twice the rate of a universal 
approach.  

Social pensions certainly have a role to play in closing the old-age security gap for those not covered by 
contributory schemes. Changes in the old-age grant should be linked to the planned introduction of a 
mandatory contributory pension scheme, depending on the complementary role it may play for individuals 
to reach the targeted income replacement rate (see Section 3).  

The value of the child support grant is argued to be too low 

There are concerns that the child support grant is too low. Evidence shows that the grant is not adequate 
on its own to meet even the most basic needs of its beneficiaries (i.e. food costs) and is insufficient for 
providing greater dietary diversity (Zembe-Mkabile et al., 2015). Food insecurity, stunting and child 
malnutrition remain significant challenges, and have deteriorated since 2012 despite more than 12 million 
children receiving the grant (World Bank, 2018a).  

In 2018, the national food poverty line was ZAR 547 per person per month. People living below this line 
are considered to live in extreme poverty. The child grant (ZAR 445 per month in 2020/21) lies well below 
the food poverty line (for adults).  

Proponents for increasing the child grant argue that a larger impact can be realised if the amount is 
increased. Budlender (2016) proposes that the grant should as a first step be set at the official food 
poverty line, which would not require any changes to the current administration of the grant. The 
government allocated ZAR 65 billion for the child support grant in 2019/20. If the grant were increased 
from ZAR 425 to ZAR 547, it would require an additional allocation of approximately ZAR 20 billion per 
year, which is hardly possible in the current budgetary situation.  

However, instead of increasing the child support grant to the food poverty line, particularly in the case 
that it is universalised, the government could consider an additional means test for extremely poor 
households. For example, only households with a revenue such that the whole family lies below the food 
poverty line would receive extra-support. The value of such an extra-amount should be decided taking 
into account budget constraints.  

Extending the cut-off age for the child support grant to 21 years 

A criticism of South Africa’s social assistance programme is that it does not address poverty and 
unemployment among adults, particularly the vulnerable youth. Unemployment amongst the youth (15–
24 years) was at 52.8% in 2018, compared to 27.5% for the full working age population (15–64 years) 
(Statistics South Africa, 2018c). Arguments to increase the cut-off age of the child grant are based on the 
lack of adequate social security coverage for young people who are either still completing secondary 
education, or are unable to find work or do not have the financial means to study further. 

The child support grant terminates in the month that the child turns 18, with no consideration of the child’s 
education status. This often disrupts the financial stability of households, particularly where there are 
children who do not pass secondary education by the time they turn 18. In 2018, only 48.1% of students 
that were enrolled for Grade 10 in 2016 wrote the final secondary examination in 2018 (i.e. 512 735 of 
1 067 075 students). Of this group, 78.2% passed. This means that from the Grade 10 class of 2016, 
around 660 000 children either dropped out of the system without finishing secondary education or are 
repeating certain years after they have turned 18, when they are no longer eligible to receive the child 
grant. Raising the age of the child grant does not address the underlying structural failures in the 
secondary education system. It may also create perverse incentives for beneficiaries to not complete 
secondary education by the age of 18 in order to continue receiving the grant up to the higher cut off age 
limit.  
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The government is gradually rolling out a fully subsidised fee-free higher education and training to all 
current and future undergraduate university and Technical and Vocational Education and Training (TVET) 
college students from poor and working-class families (National Treasury, 2018). The employment tax 
incentive aimed at addressing unemployment and the lack of skills amongst the youth, has been 
extended. Raising the age of the child grant may render these measures redundant, and limit the ability 
to serve other priorities.  

Broadening coverage of informal workers 

At 32%, the informality rate in South Africa is considerably lower than the Latin American and Caribbean 
average (51%). Registration of firms is high in South Africa, almost 91% according to the World Bank. 
Employment status is less compliant, leaving space for informal employment. Informal employment 
represents a third of employment in South Africa (Figure 2.6). Informal employment recovers different 
types of situation including subsistence informality, voluntary informality and informality induced by 
regulations. The most prevalent type of informality in South Africa is subsistence informality mainly 
amongst those with low levels of education and those living in non-urban areas (Fernandez et al. 2017).  

According to the National Statistics’ classification, about 74% of workers were working in the formal 
sector. Almost one million South African working in registered firms are informally employed, representing 
one fifth of the total informal workers. As a consequence, these workers are mostly not covered by 
pension provisions and unemployment benefits. As shown in Figure 2.6, medical coverage and pension 
coverage provided through employment packages are very low for informal workers. This is the case 
partly because pension insurance is not mandatory and provision of private health insurance by 
employers is not available in all firms, in particular in small size enterprises. 

Therefore, working age informal workers do not directly benefit from social transfers (old-age and child 
grants, with exception of the disability grant) and are poorly covered for retirement income. However, they 
have access to health care provided by public health care service. In fact, as social protection benefits 
(health and pensions) are not systematically linked to employment it limits the incentives for the informally 
employed in registered firms to stand for their formalisation as they benefit from escaping income tax. 
The proposed reforms of introducing mandatory pension schemes and new health care system provides 
an opportunity to reduce informal employment. The financing and the conditions to be enrolled in these 
new schemes should include incentive mechanisms as subsidies and linking benefits to registration that 
reduce informal employment.       
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Figure 2.6. Coverage of informal workers is low 

 
Source: ILO (2018), Women and men in the informal economy: a statistical picture (third edition); Statistics South Africa, Quarterly Labour 

Force Survey, Quarter 1: 2019. 

StatLink 2 http://dx.doi.org/10.1787/888934006043 

Building a comprehensive pension system 

South Africa is lacking a mandatory pension insurance. Rather than benefitting from potential savings 
during working life, retirees often fall back into the old-age grant system. Therefore, the social protection 
system, based only on old-age grant, does not protect financial risk associated with longevity and old-
age revenue losses. This has led to an extensive old-age grant system and disincentives for long run 
savings, in particular for lower to middle-income people. Indeed, in many segments of the population, 
individuals are under-saving or dis-saving before retirement or using their savings in a sub-optimal way 
to access the old-age grant. South Africa is with New Zealand and Ireland among the few countries that 
do not have a mandatory pension insurance neither public nor private.   

The current pension system is not adequate in reducing the risk of old-age poverty 

Coverage is modest 

Pension coverage is not satisfactory. It is difficult to gauge exactly the number of formal workers covered 
by any form of retirement saving provisions. Indeed, in the absence of mandatory pension insurance, 
businesses and trade unions have established retirement savings and insurance arrangements for their 
employees and members. According to the Quarterly Labour Force Survey (QLFS) about 6.5 million 
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workers representing 40% of employees were contributing to a pension scheme in December 2018 
(Statistics South Africa, 2018d).  

The Government Employees Pension Fund (GEPF) is the largest occupational pension fund. It covers 
retirement, death and disability benefits of government employees. In 2018, the GEPF received 
contributions from 1.2 million active members and provided benefits to 450 322 pensioners or 
beneficiaries. Members with less than 10 years of contributions receive a lump sum at retirement while 
those with more than 10 years of contributions and above retirement age receive a lump sum and a 
monthly pension (annuity) (GEPF, 2018). In addition, workers resigning or leaving the public service can 
withdraw their accumulated contributions without any obligation to transfer it to another pension fund.  

Private sector workers are covered by occupational pension plans. Coverage varies according to a 
worker’s income, the sector of employment and the degree of unionisation in that sector. Low-income 
workers are mostly not covered (Department of Social Development, 2016a). Self-employed and informal 
workers can contribute to private pension funds but coverage is low. Among the 40 private sector 
bargaining councils, 29 offer a savings and insurance arrangement covering around 2.5 million workers. 
Unions govern many savings-retirement funds, often called provident funds.  

In 2018, there were 5 118 registered retirement funds of which 1 647 funds are active (a fund with 
members for whom it receives contributions and/or pays benefits). They cover around 11 million active 
contributors and 5.5 million pensioners, dependants and unclaimed benefit members. However, there is 
some double counting, as some individuals are members of more than one fund (FSCA, 2018). 

Pension revenues are low, increasing the risk of old age poverty 

Pension revenues are not adequate, contributing to old-age poverty. South Africa’s poverty rate is 
relatively high when compared with OECD and emerging countries (Balestra et al., 2018). The old-age 
poverty rate is 21% compared with 26% for the entire population (measured as revenue below 50% of 
the median income) (OECD, Income distribution database, 2018). South Africa has the lowest gross 
replacement rate across OECD and partner countries based on mandatory schemes (Figure 2.7). The 
gross replacement rate is defined as future gross pension entitlement divided by gross pre-retirement 
earnings for someone currently entering the labour market at age 20. The gross replacement rate appears 
low because in the GEPF, as well as in most of the occupational and savings-retirement funds, workers 
can partially withdraw their funds at retirement in a one-off payment. The absence of medium-term saving 
vehicle explains partly these withdrawals on retirement funds. For example, civil servants affiliated with 
the GEPF have a theoretical 50% replacement rate, but due to the option of opting out and receiving a 
lump-sum payment, the effective replacement rate can differ substantially.      
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Figure 2.7. Pension levels are low 

Gross pension replacement rate upon retirement 

 
Note: Expected retirement age in year 2070 reported in parenthesis.  

Source: OECD (2017), OECD Pensions at a Glance 2017. 

StatLink 2 http://dx.doi.org/10.1787/888934006062 

Issues with the current retirement fund industry 

There are some issues with the current retirement fund industry, which contribute to the low adequacy of 
the pension system. The large number of pensions and savings-retirement funds, more than 5 000, is not 
efficient. Around a third of the funds are dormant and not receiving pension contributions anymore (FSCA, 
2018). The Financial Sector Conduct Authority (FSCA) is in charge of licencing, supervising and verifying 
that retirement funds fulfil their promises and preserve individual financial interests.  

The government has already introduced measures to reform South Africa’s retirement industry and 
improve coverage. Substantial changes to the regulation of the financial sector were introduced recently 
to address some of the shortcomings of the retirement industry (see Box 2.2). However, there is room to 
improve the effectiveness of the pension industry further. For instance, retirement funds not receiving a 
contribution for three years in a row should see their portfolio transferred to another retirement fund. In 
addition, retirement funds not reaching a minimum size should be closed or required to merge with other 
existing funds. 

Many savings-retirement beneficiaries do not claim their benefits partly due to financial illiteracy and lack 
of knowledge of their rights. In 2018, 3.6 million pension accounts were not claimed, representing around 
ZAR 34 billion. An individual may have many pension accounts, for instance, in the case they often 
switched their employer. The FSCA has initiated a campaign to inform people and has put in place a 
register where people can verify whether they have a pension account. Retirement funds should be 
required to do more to track their beneficiaries and to inform them about their entitlements when they are 
close to retirement age. 

Many retirement funds charge high administration and asset management costs that erode the value of 
workers’ accumulations. Some also deliver a poor investment return. The FSCA has identified numerous 
supervisory issues related to boards’ roles and costs, high remuneration, failure to submit annual financial 
statements and valuation reports in some retirement funds. These observations call for giving more power 
to the FSCA to sanction or impose measures to address these issues.  
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Box 2.2. Recent pension reforms 

In 2013 and 2015, the government introduced several reforms to the retirement fund industry to 
strengthen its governance, to harmonise tax deductions across retirement schemes, guarantee the 
preservation of retirement benefits and incentivise the annuitisation of pensions. 

2013: Governance of retirement funds and taxation of pension contributions 

 The FSCA is given responsibility to monitor trustees’ appointments and ensure that boards 
and trustees meet and fit proper requirements; and to supervise that they are independent and 
free of conflicts of interest. 

 Whistle-blowing protection for Board members, valuators, principal/deputy officers, and 
employees who disclose material information to the Registrar (FSCA).  

 Fund board members/trustees to attain skills and training as prescribed by the Registrar, within 
6 months.  

 Criminalisation and extending personal liability to employers in respect of non-payment of 
pension contributions to a pension fund.  

 Protection for board members/trustees from joint and several liability, if they act independently, 
honestly and exercise their fiduciary obligations.  

 Require pension funds to notify the Registrar of their intention to submit an application to 
register prior to commencing the business of a pension fund.  

 Same tax deductions for all contributions into retirement funds (retirement annuities, pension 
funds and provident funds).  

 Introduced partial annuitisation of benefits from provident funds, finally delayed to 2021.  
 Threshold to purchase an annuity increased from ZAR 75 000 to ZAR 150 000.  
 Tax-free lump sum at retirement increased from ZAR 315 000 to ZAR 500 000 in 2014. 
 Taking effect from March 2016, tax deduction on employer and employee contributions to a 

pension fund, provident fund or retirement annuity fund up to 27.5% of the higher between 
remuneration and taxable income. A ceiling of ZAR 350 000 per annum applies. 

2015 Taxation laws amendment  

 A higher threshold to purchase an annuity of ZAR 247 500.  

2017 Regulation of pension funds 

 A default in-fund preservation arrangement (conservation of savings until retirement) to 
members who leave the services of the participating employer before retirement.  

 A default investment portfolio to contributing members who do not exercise any choice 
regarding how their savings should be invested. 

 Incentivising for annuity payment within retirement funds. 

However, the most important issue with private retirement funds is the early withdrawals from retirement 
funds during a worker’s career, which is the primary cause for low replacement rates. Many workers 
liquidate their funds each time they change their job. The government has already introduced different 
provisions to limit withdrawals of workers’ accumulated contributions and to incentivise workers to receive 
their pension in an annuity instead of a lump sum (see National Treasury 2017 and 2018b). For instance, 
if more than one third of the accumulated fund is withdrawn, tax applies, incentivising to transfer 
retirement savings to another retirement fund. Indeed, when workers transition to a new employer with a 



   83 

OECD ECONOMIC SURVEYS: SOUTH AFRICA 2020 © OECD 2020 
  

different retirement fund, contributions are often withdrawn. This is particularly true for provident funds. 
To transform these savings-retirement funds into a real retirement income, preservation of funds until 
retirement age and at least partial annuitisation should be mandatory as a counterpart to the tax deduction 
on contributions. 

Reforming the pension system 

Rationales for setting up a mandatory pension insurance scheme 

The low level of retirement income and coverage call for reforming the pension system. The fragmentation 
of the pension system with important variations in pension coverage provisions across sectors argue for 
a consolidation of pension provision rules. The arguments for a mandatory pension scheme include 
protection against old age income poverty risk, better risk pooling and higher economic efficiency (Barr, 
2012). The Taylor committee report has already recommended the establishment of a comprehensive 
pension system (Taylor Vivienne, 2002). Based on the interdepartmental task team report on social 
security, the government published in November 2016 a discussion paper recommending the 
establishment of a mandatory pension scheme. The aim is to establish a comprehensive social security 
system which comprises a three-tier system: universal old age grant, a mandatory pension scheme and 
voluntary pension funds.  

Moreover, the timing for introducing a mandatory pension scheme is favourable given the current 
demography. The current retirement age at 60 years in many pension schemes and 65 years for civil 
servants is adequate when compared to emerging and OECD countries (Figure 2.8). The current 
retirement age may seem high because of the low survival probability during old age (Figure 2.9) (Balestra 
et al., 2018). However, the survival rate will pick up progressively as cohorts highly affected by the 
HIV/AIDS disease fade out. Moreover, the average survival rate masks important dispersion in life 
expectancy linked to race, education and employment status. Therefore, in designing the mandatory 
pension scheme, the needs of low-income workers who tend to have a lower life expectancy should be 
taken into account through death/survivor benefit provisions.   

Figure 2.8. The retirement age is adequate 

Current retirement ages, years, men, 2016 

 
Note: The current retirement age is calculated assuming labour market entry at age 20. 

Source: OECD (2017), OECD Pensions at a Glance 2017. 

StatLink 2 http://dx.doi.org/10.1787/888934006081 
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Figure 2.9. Mortality is still high 

Survival probability by age, 2010-14 

 
Source: Balestra et al. (2018), “Inequalities in emerging economies: Informing the policy dialogue on inclusive growth”, OECD Statistics 

Working Papers, 2018/13. 
StatLink 2 http://dx.doi.org/10.1787/888934006100 

The evolution of the dependency ratio is favourable for setting up a mandatory pension scheme now as 
it will mature before the arrival of large cohorts in retirement age. As seen in Figure 2.10, South Africa 
has the lowest dependency ratio (percentage of individuals above retirement age per working age 
population) among OECD and emerging economies. In 2050, the dependency ratio will remain favourable 
while by 2075, the dependency ratio will have caught up with the 2015 OECD average. It takes 35–40 
years for a pension scheme to mature as the first cohort of workers with full contribution duration reaches 
retirement age.  

Figure 2.10. The evolution of the dependency ratio remains favourable 

 
Note: The demographic old-age dependency ratio is defined as the number of individuals aged 65 and over per 100 people of working age 

defined as those aged between 20 and 64. 

Source: OECD (2017), Pensions at a Glance 2017. 

StatLink 2 http://dx.doi.org/10.1787888934006119 
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Policies to safeguard and build robust pension schemes 

Automatic adjustment mechanisms 

Automatic adjustment of pension system parameters allows pension financing to be closely aligned with 
demographic and economic trends. Like other pre-commitment mechanisms in economic 
policymaking – in monetary and fiscal policy, for example – it is designed to enhance credibility and 
provide assurance that public pension schemes will not place an unexpected burden on public finances 
in the future. Given the difficult process of pension reform, many countries have introduced automatic 
adjustment mechanisms to cope with trend changes or shocks that threaten the actuarial equilibrium (Fall 
and Bloch, 2014). For instance, pension benefits can be reduced through automatic sustainability factor, 
which take into account financial imbalances (Canada, Germany, Japan, and Sweden). Many countries 
have introduced adjustment mechanisms to take into account changes in life expectancy. The adjustment 
can link the pension level, the retirement age or the contribution period to life expectancy. In South Africa, 
introducing a regular analysis of the evolution of life expectancy (every five years for instance) to decide 
whether the parameters of the mandatory pension schemes need to be adjusted would reinforce the 
sustainability of the scheme. 

Automatic enrolment in occupational pension plans 

Occupational pensions will play an important role for middle and high-income earners to reach a decent 
replacement rate. In most of the existing occupational plans, enrolment is automatic and comes with the 
labour contract. However, as a mandatory pension scheme is introduced, enrolment in occupational plans 
may not be automatic any more.    

Introducing automatic enrolment has increased coverage of private pension in many countries 
(Figure 2.12). The default rate at which contributions should be set in an automatic enrolment scheme 
depends on how the private pension system interacts with the public PAYG pension system. In the case 
of South Africa, in addition to the basic contribution rate, higher contribution rates could be considered 
for high income earners to ensure that the targeted replacement rate is met for different income levels. 

Financial and non-financial incentives can be used to encourage automatically enrolled workers to stay 
enrolled and to not opt out. Historically, tax deductions and tax relief have been the main type of financial 
incentives provided by governments to promote private pensions (OECD, 2014a). However, the largest 
coverage gaps are concentrated among lower and middle-income households who may draw little benefit 
from these tax incentives. In order to encourage people in such households to stay enrolled, countries 
often provide other kinds of financial incentives: matching contributions (from the employer and/or the 
state), government flat subsidies and guarantees. 
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Figure 2.11. Pension coverage increases after introduction of automatic enrolment 

Coverage of private pension plans before and after the introduction of automatic enrolment 

 
Note: Participation is measured as the number of members enrolled in a pension plan (i.e. having assets or accrued benefits in a plan). It is 

expressed as a percentage of the working-age population (15-64) in the case of Italy and Turkey; as a percentage of people under age 65 in 

the case of New Zealand; as a percentage of eligible employees in the case of the United Kingdom. Vertical lines represent the dates when 

the automatic enrolment scheme was established. 

Source: OECD (2019), Inclusiveness and Finance, www.oecd.org/daf/fin/financial-markets. 

StatLink 2 http://dx.doi.org/10.1787/888934006157 

Building on the proposals of the government discussion paper 

A three level pension system 

The South African government proposes a three-level pension system in its discussion paper on social 
security. The old-age grant would be generalised to all individuals aged 60 years and above or 65 years 
and above (also envisaged as retirement age). The second pillar would be the new mandatory pension 
scheme managed through the National Social Security Fund (NSSF). Finally, occupational and voluntary 
retirement funds will serve as complementary retirement insurance (Box 2.3). 

The objective of the new pension system is to target a minimum replacement rate of 40% through the 
combination of the old-age grant and the mandatory pension scheme for revenues up to an income ceiling 
(ZAR 178 464 applied in the unemployment insurance fund). For individuals earning more than the 
income ceiling (around 20–25% of workers), it is necessary to complement mandatory savings with an 
occupational pension plan and/or a private pension plan.  
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The government’s targeted replacement rate is based on simulation made in 2012 before the introduction 
of a minimum wage in January 2019 amounting to around ZAR 42 000 annually, which will be 
progressively expanded to all sectors. Therefore, all workers in the formal sector should qualify for the 
mandatory pension schemes, which will reinforce the coverage of the pension system. However, a 
specific enrolment system should be designed for self-employed and informal workers, in particular for 
their participation in the second tier of the mandatory system. In particular, the contribution subsidy 
considered in the proposal should specifically target informal workers and low earning self-employed but 
will need strong enrolment efforts.  

The Government Employee Pension Fund (GEPF) covers civil servants. The contribution rate is 20.5% 
for employees and employers combined and 23.5% for members of the army and intelligence service 
while for the NSSF the proposed contribution rate is 10% plus 2% for the unemployment insurance fund 
(as now). The targeted replacement rate of the GEPF is 50%. For instance, for the inclusion of civil 
servants in the NSSF, their current contributions could be separated in two parts: 12% going to the NSSF 
with mandatory enrolment and the rest going to an occupational account managed by the GEPF. A 
transition period should be put in place. For example, only workers with less than 20 years of contribution 
would be enrolled in the NSSF and new civil servants, which leaves enough time to accumulate pension 
rights in the new system. Such a mechanism would preserve retirement plans of workers leaving the 
public service soon and ease the transition between private and public service.  

A related issue is the management of the mandatory pension scheme. As the proposed mandatory 
pension scheme is a pay-as-you-go (PAYG) system and will need adjustments of the parameters 
because of the ageing of the population, a public entity with clear a governance structure is better suited 
to manage the system. A public entity or agency should manage the mandatory pension scheme. 
However, the governance of the public entity should be transparent and its management duly selected. 
First, the board composition should be broadened to include representatives of private sector employees 
and employers. Second, a specific body should be established and tasked to review the parameters of 
the system with regard to life expectancy evolution, labour market dynamics, etc. That body would make 
recommendations to the government for the evolution of the parameters of the scheme to guarantee its 
adequacy, funding and sustainability. 

Introducing a mandatory pension scheme with a 10% contribution rate will affect the structure of the 
retirement fund industry. Indeed, a 10% contribution rate will crowd out part of actual contributions to 
occupational pension and provident plans. Provisions should be adopted guaranteeing that existing plans 
will not be dismantled for workers above 50 years (less than ten years to retirement age) that would not 
be covered by the new mandatory scheme. Moreover, there should be mandatory negotiations between 
workers’ representatives and employers in firms or sectors providing occupational plans to set up 
continuation conditions of occupational plans so that workers can complement the mandatory retirement 
benefit. Finally, as already mentioned, incentives to consolidate the retirement industry should be 
provided to raise efficiency. 

The NSSF will also provide disability and survivor benefits. Part of the contributions to the NSSF will cover 
risk benefits. A clear distinction between disability and survivor benefits should be made and between 
events happening during working age and retirement. During the working-age period, disability provisions 
should be further consolidated with existing risk funds (the Compensation fund). Whereas the disability 
and survivor benefit provisions seem reasonable, their funding scheme with regard to pension financing 
is not clear. As pension liabilities will grow overtime, a clear separation of pension provisions including 
pension survivor benefits from disability benefits is important for monitoring pension liabilities and 
financing needs. 
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Choosing the main parameters of the mandatory pension scheme 

The government proposal has opted for a defined benefit pay-as-you go scheme (PAYG). Some 
parameters are key for the financial sustainability and adequacy of defined benefit schemes (Fall and 
Bloch, 2014). In particular, the robustness of PAYG defined benefit schemes to macroeconomic trend 
changes (productivity, ageing or migration) will depend on the capacity to adjust key parameters such as 
contribution rates, retirement age or the accrual rate (Fall, 2014).  

The contribution rate to the NSSF is proposed to be 12% decomposed as 2% for the unemployment 
insurance and 10% for the retirement and risk benefits (disability and survivor benefits). The 10% 
contribution rate is not particularly high when compared to the OECD average (Figure 1.11). Canada and 
Australia have a pension scheme that is close to that proposed in South Africa. The public pension in 
Canada targets a 25% replacement rate for a 9.9% contribution rate. However, in Canada and Australia, 
occupational pensions and capital income constitute an important share of old-age income. Moreover, 
many old-aged people have to rely on work income in these countries. Work income represents 26% and 
24% of the income of old people in Australia and Canada respectively (OECD, 2017b). 

Figure 2.12. The proposed contribution rate is not high 

Mandatory pension contribution rates for an average worker in 2016, % 

 
Note: In some cases, pension contribution revenues have been calculated assuming that the revenues are split between different social 

security programmes in the same proportion as the contribution rates. The total contribution includes payments from people who are not 

employed (principally the self-employed). In Denmark the ATP contribution is expressed as percentages of AW earnings of DNK 412 555. 

Source: OECD (2017), OECD Pensions at a glance 2017 and OECD calculation. 

StatLink 2 http://dx.doi.org/10.1787/888934006138 

The adequacy of the proposed pension scheme relies heavily on the old-age grant and the length of the 
contribution period. OECD simulations show that for a 0.6% accrual rate per year of contribution, a 24% 
replacement rate (out of average career wage) is reached only after 40 years of contributions (see Fall 
and Steenkamp, 2020, Table 1).  

If the accrual rate is 1% per year then the replacement rate reaches 20% for 20 years of contributions 
and 40% for 40 years of contributions (see Fall and Steenkamp, 2020, Table 1, Scenario B and C). The 
overall replacement rate depends on the old age grant, which all workers will receive if universalised. 
Therefore, to reach the targeted average 40% replacement rate, there is a trade-off between 0.6% accrual 
rate plus a universal old-age grant and a 1% accrual rate without an old-age grant. 

An important dimension to take into account when setting the parameters of the scheme is the evolution 
of life expectancy. South Africa’s demography is favourable for setting up a PAYG pension scheme, as 
overall life expectancy is low. However, life expectancy of participants in the pension scheme (workers 
and high-income earners) is higher than the average (Balestra et al., 2018). Old age longevity is expected 
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to improve over time and could accelerate as well as survival probabilities at all age, as health delivery 
and living conditions improve. 

Simulation of an ageing scenario where South Africa reaches the old age survival probabilities of Brazil 
shows that the individual actuarial balance of the scheme becomes highly favourable to individuals and 
may threaten its sustainability (see Fall and Steenkamp, 2020, Ageing scenario, Table 2 vs scenario D, 
Table 2.4). It means that a mechanism to adjust regularly the parameters of the scheme should be 
established from the beginning to guarantee the sustainability and adequacy of the pension scheme with 
regard to demographic evolutions. 

Reforming the health care system for better quality, access and efficiency 

Overview of health outcomes, healthy life styles and preventive policies 

Although many health outcomes have improved significantly over the last decade, there is ample room 
for improvement. Life expectancy has increased in the last ten years from 54 to 63 years (Figure 2.13). 
The infant mortality rate has decreased from 39 to 23 infant deaths per 1 000 live births between 2009 
and 2017; it is, however, still high by OECD standards. Prevention and treatment of tuberculosis and 
diseases of the respiratory system also show noticeable progress. However, tuberculosis remains a 
challenge, with a high number of new cases and multi-drug-resistant cases. 

Figure 2.13. Life expectancy is improving 

Life expectancy at birth, total population, years 

 
Source: OECD Health Statistics; Statistics South Africa. 

StatLink 2 http://dx.doi.org/10.1787/888934006176 

The improvement in life expectancy is also a result of important government investment in the ARV 
programme that is now funding treatment for 4.6 million people. While deaths related to HIV/AIDS have 
more than halved since 2006, it is expected to contribute to further improvements of life expectancy 
(Figure 2.14). However, several diseases still cause high death rates, which are above OECD standards. 
In particular, diseases of the respiratory system, cancer and cerebrovascular disease's display high death 
rates (Figure 2.14). Diabetes treatment has seen no progress in the last ten years. 
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Figure 2.14. Despite progress, the main causes of death are still high 

 
1. Deaths per 1 000 live births. 

Source: OECD Health Statistics; Statistics South Africa. 
StatLink 2 http://dx.doi.org/10.1787/888934006195 

Box 2.3. Health Policy response to COVID-19 

A strict national March 26 at the strictest level (5). The lockdown was alleviated on the June 1 and 
put in level 3, giving more freedom of movement. The Level 3 allows persons to leave their place 
of residence to travel to work, buy goods and services, to move children or attend a school or 
learning institutions for instance. The nationwide lockdown was accompanied by a public health 
management programme. The initial strategy has focused mainly on behaviour change (for 
example, social distancing, wearing masks and not going to work when sick), early detection of 
cases through community screening and testing, contact tracing, disease surveillance and public 
health campaigns to reduce transmission of the virus in communities. By end of June, 1.630 million 
tests were conducted, 151 thousands positive cases identified and 2 657 deaths.  

The national institute for communicable diseases (NICD) reported 10 700 COVID-19 admissions 
from 269 facilities (71 public sector and 198 private sector) between March 5 and June 21, 2020. 
These were the key findings: 

 Among 8 245 (77%) patients with data on co-morbid conditions, 2 810 (34%) had one co-
morbid condition and 3126 (37%) had two or more co-morbid conditions. 

 Of the 5 836 patients who had a co-morbid condition, the most commonly reported were 
hypertension 3419 (59%) and diabetes 2813 (48%); and there were 1 116 (19%) patients 
admitted with HIV, 240 (4%) with active tuberculosis (TB) and 579 (10%) patients with previous 
history of tuberculosis. 

 Obesity, while not consistently recorded for all reported COVID-19 admissions, was noted by 
clinicians as a risk factor in 297 (3%) patients. 

 Some of the factors associated with in-hospital mortality were older age groups; male sex; and 
having co-morbid hypertension, diabetes, chronic cardiac disease, chronic renal disease, 
malignancy, HIV and obesity. 

As the pandemic evolves, the strategy has shifted towards managing the increased volumes of 
patients that require hospital care. The objective is to rapidly scale up the capacity of hospitals to 
treat COVID-19 patients, including within intensive-care units. It is planned to set up field hospitals 
and other temporary facilities, procure equipment, recruit staff and buy medicines.  
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In response to the COVID-19 crisis, closer co-operation and pooling of available resources between 
the public and private sectors has been initiated. Most of the intensive/critical care beds are in the 
health private sector. Estimates vary widely. In April, the ministry of health estimated the total number 
of critical beds at around 3 300, with two-thirds of those in the private sector. However, healthcare 
provider Netcare estimates there are some 6 000 beds, with around 3 800 in private hospitals. Early 
June, the government and the health private sector representatives agreed on a daily fee of up to 
16,000 rand ($950) for COVID-19 patients that get treated in critical care beds in private hospitals.  

The government has increased financial support to the health sector to cope with the pandemic. In the 
June Supplementary Budget, ZAR 25 billion has been allocated to the health sector to cope with 
expenses related to the pandemic. In addition, ZAR 445 million has been allocated through the disaster 
funds mainly for personal protective equipment for health workers.  

Source: National Treasury, Supplementary Budget, June 2020 and Ministry of Health, press release. 

Despite formal equal access, health outcomes vary significantly by socio-economic status. There are still 
substantial differences in life expectancy and health status according to race, education and income 
(Statistics South Africa, 2018b). High-income individuals report having a better health status than low-
income individuals, as in all countries. However, the difference between the two groups in South Africa is 
not as large as in many OECD countries (Figure 2.15, Panel A). The gap between the share of individuals 
reporting a disability amongst tertiary educated people and those with primary education is the highest 
among OECD and emerging countries (Figure 2.15, Panel B). These disparities may be explained by 
differences in the quality of health care accessed, financial access barriers, in living and working 
conditions, and in smoking and other risk factors. 

Figure 2.15. Health inequalities are high 

 
Note for panel B: Data are pooled across all available years 2006-2015. 

Source: OECD (2017), OECD Better Life Index; Balestra, C., et al. (2018), "Inequalities in emerging economies: Informing the policy dialogue 

on inclusive growth", OECD Statistics Working Papers, No. 2018/13, OECD Publishing, Paris, https://doi.org/10.1787/6c0db7fb-en. 

StatLink 2 http://dx.doi.org/10.1787/888934006214 

The government has devoted important efforts to stop the HIV/AIDS pandemics, treat millions of 
individuals, prevent the mother-to-child transmission of the disease and develop preventive policies. 
Efforts preventing non-communicable diseases and strengthening the promotion of a healthier lifestyle 
have to be strengthened.  
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Obesity rates have reached alarming levels in South Africa. 37.3% of adult women are obese; this is the 
third highest rate among OECD and partner countries, just below Mexico and the United States 
(Figure 2.16, Panel C). As obesity is linked to the prevalence of diabetes and chronic diseases, it drives 
negative health outcomes and also increases in related health costs. Obesity is linked to co-morbid 
diseases like diabetes, hypertension, diseases of the respiratory system and cerebrovascular diseases 
that have a high mortality incidence in South Africa (Figure 2.14). In particular, type 2 diabetes is highly 
prevalent among obese black women in South Africa (Kruger et al., 2005). 

The government has developed a national health promotion policy and a strategy for the prevention and 
control of obesity in South Africa (2015–2020). These programmes include actions targeting weight goals, 
healthy eating, physical activity and behavioural change (Department of Health, 2015a). The strategy 
identifies community services and primary health care services as the key actors for prevention and early 
detection. The implementation of these actions should be scaled up. South Africa has introduced a tax 
on sweetened beverages. The sale of sweetened beverages in school should be banned and preventive 
health messages linked to their advertisement. 

Early school-based prevention programmes to promote a healthy lifestyle can reduce the prevalence of 
diabetes, whereas early control, counselling and quality management in the primary care sector can avoid 
high costs due to chronic complications that are common for diabetes when left untreated or poorly 
controlled (OECD, 2014b). South Africa has already a health programme targeting schools. It should be 
generalised to all schools and used to interact with parents to raise awareness of the risks linked to 
obesity, provide advice on diet and sports activity.  

General practitioners and medical schemes should be incentivised to take on a greater role in prevention 
and chronic disease management as a fundamental part of their role as primary care provider. For 
example, they could act as main co-ordinator between primary and specialist care, while also supporting 
the patient through patient education and strengthening self-management practices (OECD, 2014b).  

Tobacco consumption remains high, as 19% of the adult population are daily smokers. The rate of 
smokers is particularly high among men at 31% (Figure 2.16). Deaths related to tobacco consumption 
are high (Fuchs et al., 2018). Since 1994, the government has raised the tax on tobacco significantly. 
The combined excise tax and the value added tax was increased from 32% of the retail price to reach 
50% by 1997. In 2006, the total tax target was increased to 52%. However, the tax burden of 52% (i.e. 
excise tax plus VAT) of the retail selling price of the most popular brand in each tobacco product category 
was changed in Budget 2015 to focus on excise tax component alone (i.e. removed the VAT component) 
to equate to 40%. Since 2017, tax on tobacco has further increased every year.   

The authorities’ efforts to reduce tobacco consumption have shown effects as the proportion of regular 
smokers among adults in South Africa has declined markedly over the past two decades (31.0% in 1994 
and 19% in 2016). The tobacco tax policy is credited for the decrease in tobacco consumption (Van 
Walbeek, 2002). (Stacey et al., 2018) argue that a more aggressive excise tax policy could lead to 
improvements in health and raise revenue. They estimate that an excise rate of 60% on tobacco would 
result in a gain of 858 923 life years (Stacey et al., 2018). Efforts to reduce tobacco consumption should 
be pursued both by further increasing taxes and specific information and education campaigns. The draft 
tobacco bill presented by the government in May 2018 to further regulate sale and advertising of tobacco 
products and packaging is a move in the right direction. 
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Figure 2.16. Health risk factors are high 

 
Note: Self-reported. 

Source: OECD Health Statistics Database. 

StatLink 2 http://dx.doi.org/10.1787/888934006233 

Alcohol consumption is high. 33.1% of above 15 years olds reported drinking alcohol and 15.9% and 
2.7% of men and women respectively are alcohol dependent (Health System Trust, 2018). Moreover, of 
all drinkers, 43% reported binge drinking representing 14.1% of the total population. The average quantity 
of alcohol drunk per adult, at 7.5 litres, is below the OECD average, but still high (Figure 2.16). 
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Since 2002, South Africa has been increasing the tax on alcoholic beverages. In 2012, the alcohol tax 
burden as a percentage of the weighted average retail selling prices for wine, beer and spirits were 23, 
35 and 48% respectively (National Treasury of South Africa, 2014). However, the tax burden (i.e. excise 
tax plus VAT) was changed in Budget 2015 to focus on excise tax component alone (i.e. removed the 
VAT component) to equate to 11%, 23% and 36% for wine, beer and spirits respectively. In almost all the 
following years, the tax on alcoholic beverages was raised with a different treatment for local beer with 
low alcohol content and wine, to limit the impacts on low-income individuals and on wine producers.  

Policy measures targeted to reduce alcohol consumption should follow an integrated approach that 
extends beyond price incentives, including educational and preventive programmes. These include 
measures targeting underage drinking, drinking during pregnancy, drunken driving, and alcohol abuse 
behaviour such as binge drinking. Additional measures to reduce alcohol consumption could therefore 
include the banning of advertisement, restricting places of sale as well as strengthening preventive 
programmes targeted at vulnerable population groups, which tend to consume more alcohol (National 
Treasury of South Africa, 2014).  

Improving the coherence and organisation of the health care system 

Inefficient health spending structure 

At 8.1 % of GDP in 2016, health spending seems high for an emerging economy and is comparable to 
the OECD average (Figure 2.17, Panel A). However, the total spending masks an unbalanced structure 
and important inefficiencies. In particular, government spending is low while private spending is the 
highest amongst OECD and emerging countries (Figure 2.17, Panel B and C). Government health 
spending has been increasing only slowly since 2010 by 0.1% of GDP per year and most of the increase 
has been due to wages and HIV/AIDS treatment. 

The unbalanced private and public structure of spending accentuates inequalities. Public health services 
cover all citizens but some people above a means-tested income threshold are subject to co-payments. 
However, private voluntary health insurance covers 16.9% of individuals, but amounts to half of the 
country’s health spending (Statistics South Africa, 2018b).  

 Many households not holding a private insurance use private facilities instead of free access to public 
facilities, because of perceptions of poor quality of health services and difficult access (waiting time and 
unsatisfactory conditions) of public health-care facilities. 27.4% of households indicated that they would 
go to private doctors, clinics or hospitals, even though they do not have a private insurance (Statistics 
South Africa, 2018b). This indicates that there is room to improve health spending. Inefficiencies are also 
high in the private health sector where unregulated price increases are not related to the quality of 
services (Competition Commission, 2018) (see section 2.4.3 below).  



   95 

OECD ECONOMIC SURVEYS: SOUTH AFRICA 2020 © OECD 2020 
  

Figure 2.17. Health spending is mostly private 

Spending as % of GDP, 2017 

 
Source: WHO Global health expenditure Database. 

StatLink 2 http://dx.doi.org/10.1787/888934006252 

Within the public sector, there is room to improve the allocation and execution of health spending (James 
et al., 2018). South Africa has a three-level government structure (National, 9 provinces and 
278 municipalities). Public providers owned by provinces and municipalities deliver most government 
health services. Provincial health budgets are transferred from national government, on average 80% 
from the allocation formula and the other 20% are conditional grants based on priority areas as HIV/AIDS 
interventions, infrastructure projects and are needs based (James et al., 2018). The allocation of 
conditional grants is the responsibility of the Department of Health and reflects differences in provincial 
needs.  
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Most of the inefficiencies in public health spending lie at the provincial level. The use of the budget 
allocated to the health sector at the provincial level is entirely a province-level decision. There are 
important disparities in the amount spent on health across provinces not necessarily related to health 
needs. More transparency is needed at the provincial level on the budget allocation to the different health 
care sectors to guarantee that the health sector is appropriately financed. Health facility budgets are not 
standardised across provinces (James et al., 2018). Regularly updating the budget allocation process at 
the provincial level will help to better match the needs of the different sectors. Developing diagnosis-
related groups will help in assessing the needs of health care providers and give incentives to managers 
for better performance. Moreover, improving the capacity of district hospitals and managers of district 
health offices in budgeting would be an important first step to ensure their needs are better reflected in 
the budgets. 

Finally, the wage bill and its strong increases are a binding constraint on public health providers’ activities. 
The growing number of personnel and substantial wage increases drive the rise in the wage bill, while 
the budget allocation by central and local government has not matched these increases in the recent 
years, crowding out maintenance of facilities and now freezing employment. 

Challenges related to introducing a National Health Insurance scheme 

The dual health system is not optimal in terms of funding arrangements and use of health facilities. While 
public health providers are for the benefit of all citizens, they receive those that are most exposed to 
diseases and the most fragile segments of the population. The lack of coordination between public and 
private health care facilities creates an overuse of public facilities while the prices of private facilities are 
high, due in part to lower volume. 

To address the failure of the current health system, the Department of Health has initiated an overhaul of 
the health system through the introduction of a National Health Insurance (NHI) fund. A white paper on 
the introduction of the health insurance fund was published for comments in 2015 and 2017 and a draft 
bill in July 2018. The NHI fund aims to provide universal health coverage. Tax revenues and mandatory 
contributions would finance the NHI. In the white paper, different financing scenarios have been 
considered, including a payroll tax, VAT and a supplementary income tax earmarked for health spending 
(Department of Health, 2015b). Further analyses of the financing of the NHI initiatives with the introduction 
of a mandatory pension schemes are provided in section 5 below.  

The NHI fund would contract with public and private health care providers based on a large basic basket 
of health benefits including primary care, emergency and hospital-based services. It would act as a single 
buyer and provider of health care, excluding the existing 80 private insurance schemes (medical 
schemes). Such a player should have the capacity to better negotiate prices –provided public tenders are 
fair and competitive-, ensure risk pooling and generate efficiency gains. 

There are many controversies and concerns around the introduction of the national health insurance 
initiative. One of the major issue is the co-existence of private health insurers with the NHI. Indeed, the 
introduction of the health insurance fund has strong implications for the private insurance industry. There 
are three options: 

 First, the NHI is the only player and private insurance schemes are given no role in the NHI. In this 
case, employees while contributing to the NHI may still revert to medical schemes or private health 
care providers for any need not covered by the NHI or if they are not satisfied with the service 
provided by the NHI. This option would take no advantage of the skills, infrastructure and 
knowledge of the existing insurance industry to run a complex mandatory public provision and 
private health delivery relationships. Also, private health spending is a voluntary contribution 
decided by individuals or through collective agreements provided by the employers. The failure of 
the public service to deliver quality health care has led to individuals opting for private insurance 
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despite the higher contributions. Therefore, unless the quality of public health services is improved, 
the introduction of the NHI may not eliminate the need for private insurance. However, the 
introduction of mandatory contributions to the NHI will limit the affordability of private insurance for 
households. 

 Second, there is a complementary role left for private insurance as the scope of coverage of the 
NHI is then focused on primary care and a prescribed minimum basket. The complementary role 
can have two dimensions, one is to top up the share of payments not covered by the NHI and the 
other to cover treatments not offered through the NHI. 

 The third option is to allow individuals to decide which medical scheme, including the NHI, will 
administer their NHI contract. In that case, individuals are entitled a NHI coverage/contract with an 
annual value and a defined benefit package and they choose among health insurers one 
administrator of their insurance. The NHI would be in charge of collecting contributions, defining 
the benefit package and the pricing of included health services. The health insurers would compete 
to attract members without the possibility to charge any additional fees for the services included in 
the benefit package. 

The government has decided to increase finance to public health and to roll out progressively the NHI. It 
means that for a long time the NHI will coexist with private insurance schemes. Individuals would 
eventually renounce to their private insurance only if the quality of care and the administrative efficiency 
of the NHI are substantially higher than current performance of the public health care. In the meantime, 
the scope of private health insurers to set multiple benefit options and supplementary benefits and 
premiums leading to risk selection and small, fragmented risk pools should be limited and regulated. The 
benefit package of the NHI contract should be clearly defined and a ceiling in administration costs set. 

The introduction of the NHI is in its second preparatory phase. It is crucial to build administrative 
capacities for performance-based management, including the introduction of diagnostic-related group 
pricing mechanisms for hospital and specialised services and capitation for primary care. An important 
part of the role of the NHI will be to control cost developments to ensure affordability of health care and 
incentives for investing in equipment and new efficient treatments. Moreover, the distinction between 
national health policy and related programmes and their financing and health care services through NHI 
should be clarified.  

The health insurance market 

The private health sector represents half of the health spending, but caters to only 16% of the population. 
The private sector has two components: the medical insurance schemes that provide health coverage to 
insured individuals and their relatives and private health care providers such as private doctors, clinics 
and hospitals. In 2017, there were 21 schemes open to all individuals and 59 restricted schemes mostly 
sponsored through employment (Table 2.4). Some schemes are small: 34 schemes have below 
15 000 beneficiaries. On average, one member covers 1.2 dependents. Most of the schemes offer more 
than two benefit options, which leads to a segmented market. The Prescribed Minimum Benefit (PMB) 
package, defined by the government and monitored by the Council for Medical Schemes, is the only 
common feature. 

The main concern in the private sector has been the rising tariffs of health care reflected in medical 
scheme contribution increases for comparable or lower health care benefits. Contributions and spending 
have been increasing steadily in the last decade (Figure 2.18). The average contribution rate increase 
across the medical scheme industry was 11.3% between 2016 and 2017 and 7.2% between 2017 and 
2018 while inflation was 6.4% in 2017 and 4.7% in 2018 (Council for Medical Schemes, 2018). OECD 
analyses found that South Africa’s hospital prices are high and comparable to advanced countries like 
the United Kingdom, Germany and France (Lorenzoni and Roubal, 2016). Apart from health care prices, 
among the factors that may explain the rise of the cost of medical insurance are the low degree of 
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competition in the market, the cost of administration, the role played by the prescribed minimum benefit 
package and the number of options. 

Table 2.4. Main indicators of the medical scheme industry 

 Open Restricted Total 

Number of schemes 21 59 80 

Members 2 366 197 1 646 525 4 012 722 

Dependants 2 594 258 2 265 056 4 859 314 

Beneficiaries 4 960 455 3 911 581 8 872 036 

Dependent ratio 1.21 1.38  

Number of options 137 141 278 

Average number of options 6.50 2.40 3.50 

Brokers costs (%GCI) 2.0% 0.1% 1.2% 

Administration expenditure (%GCI) 8% 6% 7% 

 Source: Council of Medical Schemes Annual Report, 2018.  

Figure 2.18. Financial structure and evolution of medical schemes 

Claims and non-health care expenditure (2017 prices) 

 
Source: Council of Medical Schemes, 2018 annual report. 

StatLink 2 http://dx.doi.org/10.1787/888934006271 

The low number of actors in the medical insurance industry can explain the rising tariffs (Figure 2.19). In 
the open schemes market, the market share of the biggest scheme is 55% and the top three represent 
75% of the market. In the restricted schemes market, the market share of the biggest scheme is 47% and 
the top three represent 66% of the market. The preliminary conclusions of the assessment conducted by 
the Competition Commission point to regulatory barriers (minimum size for starting, reserve ratio, 
financing conditions) that limit entry in the market and no vigorous competition between open schemes 
(Competition Commission, 2018). The Competition Commission recommends facilitating the entry of 
regionally based schemes. However, medical schemes are non-profit organisations. Therefore, the room 
for competition is linked to the administration fees, the quality of care and the client-relationship 
management. It is not clear that more medical schemes will bring value and may reduce risk pooling.   
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Figure 2.19. Market concentration in the private health care sector 

Market shares, 2017 

 
Source: Council of Medical Schemes, Annual Report 2018, 

https://www.medicalschemes.com/files/Annual%20Reports/CMS_AnnualReport2017-2018.pdf. 

StatLink 2 http://dx.doi.org/10.1787/888934006290 

Administrators covering 91.5% of beneficiaries manage most of the medical schemes. Administrators are 
for profit organisations that operate medical contracts on behalf of medical schemes and receive 
management fees. The top three administrators cover 81.7% of beneficiaries. The self-administered 
medical schemes only cover 8.5% of beneficiaries. The fees paid to these administrators represented on 
average 7% of the gross contribution income in 2017, with open schemes incurring higher administration 
fees. Moreover, brokers intervene in the market, with ambiguous relationships with medical schemes. 
Fees paid to brokers represented 1.2% of the gross contribution income but they also pay some affiliation 
royalty fee to medical schemes. The Competition Commission found that the interests of the for-profit 
administrators are dominant and scheme members and trustees are too weak or disempowered to force 
administrators to deliver value for money. Non-healthcare expenditure represented 8% of gross 
contribution income in 2017 and for the 10 largest schemes it ranges from 7.4% to 11.9% of gross 
contribution income compared to only 3% on average for OECD countries (Council for Medical Schemes, 
2018). As medical schemes are non-profit organisation and members’ contributions are subsidised, the 
government could put a ceiling on the share of fees paid to administrators. This ceiling could be 
determined by comparing the administration cost of the different schemes, referring to international best 
practices and set in a range between 3 and 5% including brokers’ fees.  

The number of options in the medical schemes increases the complexity for clients and limits the risk 
pooling. On average, open schemes had 6.5 options per scheme and an average of 17 272 members 
per option. Restricted schemes had an average of 2.4 options per scheme, with an average of 11 677 
members per option. The number of options per scheme should be limited to three (basic, middle and 
high) with a basic option corresponding to a revised prescribed minimum benefits package (PMB). The 
system of options confuses clients on the benefits provided by the prescribed minimum benefits package 
(Competition Commission, 2018). Moreover, the PMB could contribute to rising health costs, although 
the Competition Commission did not find convincing evidence that the PMB is driving up costs. However, 
the Competition Commission observed a shift in diagnosis patterns from non-PMB to PMB diagnoses by 
all medical service providers, but particularly by medical specialists. This may reflect practitioners’ abuse 
of coding and supply-induced demand behaviour.    

The NHI framework plans to reform the prescribed minimum benefits to provide a broader coverage. 
Broadening the coverage of the PMB will limit the need for extra-options. However, it would require 
strengthening the control of the pricing of services covered by the PMB and the referral system of care. 

https://www.medicalschemes.com/files/Annual%20Reports/CMS_AnnualReport2017-2018.pdf
http://dx.doi.org/10.1787/888934006290
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In particular, it should cover for more out-patient care to limit the admission of patients to hospitals, which 
often comes at a higher cost. Moreover, currently, medical schemes have little or no bargaining power 
over prices once a treatment is classified as covered by PMB package. This incentivises health providers 
to prescribe more services if the patient can access PMB benefits. Also, the access and implementation 
of the PMB is considered overly complex. The revised form of the PMB should be simple, easy to 
implement and requires defining clear guidance classification of health care services and developing a 
universal and agreed coding system.   

Improving the delivery of health care 

Reforming the primary and outpatient care sector 

Developing a well-performing primary health care system is recognised as key for the success of the NHI 
and better health outcomes (Department of Health, 2015b). South Africa has chosen a decentralised 
management system of health care with the district health system being the level at which delivery of 
primary care is organised. The primary health care system has been seriously challenged by the 
emergence of the HIV/AIDS epidemic, and associated tuberculosis, as well as the quadruple burden of 
this disease, which includes violence and injuries, maternal and child mortality, and chronic non-
communicable diseases (NCDs). 

As part of the NHI initiative, a reorganisation and reinforcement of the primary health care system is 
underway. A list of national norms and standards has been established in part informed by the Ideal Clinic 
Project pilots. The objectives are to improve infrastructure and patient experience. Many clinics in the 10 
NHI pilot districts are at various stages of infrastructure replacement, backlog maintenance and 
refurbishment in order to qualify for the Ideal Clinic status. Also, district clinical specialist teams have 
been set up to deliver maternal and child health care. Community-orientated primary care has also been 
implemented in some districts, where teams of community health workers, supported by nurses, take 
responsibility for addressing health needs of a designated group of households. 

However, there are still many shortcomings in the delivery of primary health care leading to poor health 
outcomes and long waiting times for hospital services. Access to primary care facilities is uneven across 
provinces and districts contributing to congestion in hospital services. In rural areas access can be difficult 
due to long distances to public health facilities (Mcintyre and Ataguba, 2017). Public clinics are the first 
level health facilities, but the quality is uneven among provinces (Table 2.5). Among the public clinics, 
only 43.5% qualify for ideal clinics with important disparities among the provinces. (Health System Trust, 
2018). The government should accelerate the upgrading of public clinics, which are essential for better 
primary health care delivery and the success of the NHI. 

The low number of health professionals and their distribution across provinces and between public and 
private facilities restricts access to quality care in many districts (Table 2.5). The number of doctors and 
nurses is low, in particular when compared with OECD countries (Figure 2.20). Moreover, private doctors 
and specialists outnumber the public health practitioners. This contributes to the lack of doctors in rural 
areas and in primary care facilities. As a consequence, first-contact primary care is mainly offered by 
nurses in 80% of all consultations in the public sector and there is evidence that nurses struggle to 
substitute for medical generalists (Mash et al., 2016). 

The low number of health practitioners leads to a high workload, in particular in public health facilities. 
The average number of patients seen per professional nurse and clinical doctor per workday is 25.4 and 
21 respectively (Health System Trust, 2018). The high number of patients weighs heavily on the quality 
of care and satisfaction of patients in the public service. Moreover, the distribution of associated 
practitioners, such as retail pharmacists, is also uneven and contributes to low access (Mcintyre and 
Ataguba, 2017). The government has initiated programmes to increase the number of doctors by sending 
many students to Cuba and urging national universities to increase study places for doctors and nurses. 
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More effort and financing should be devoted to medical faculties to increase their capacities. Increasing 
the number of health practitioners is key for better health care delivery and would raise competition in the 
private sector and limit price increases. 

Table 2.5. The distribution of health facilities and personnel across provinces is uneven 

 Eastern 

Cape 

Free 

State 

Gauteng Kwa 

Zulu 

Natal 

Limpopo Mpumalanga Northern 

Cape 

North 

West 

Western 

Cape 

South 

Africa 

Population1 Number  6.4 2.8 14.2 11.0 5.7 4.4 1.2 3.8 6.6 56.5 

% 11.70 5.1 25 19.7 10.3 7.9 2.2 6.8 11.5 100 

All health facilities 882 283 503 741 536 348 182 339 371 4 184 

Public clinic 731 220 334 608 456 241 130 264 203 3187 

Central Hospital 1 1 4 1         2 9 

CHC/CDC2  41 10 39 21 26 56 33 46 67 339 

District Hospital 65 25 12 39 30 23 11 13 34 252 

Private Hospital 20 19 96 37 12 18 3 9 46 260 

Provincial Hospital 3 1 3 3 2 2 1 2 1 18 

Regional Hospital 5 4 9 13 5 3 1 3 5 48 

Specialised Hospital 16 3 6 19 4 5 3 2 13 71 

% Ideal clinics 20.4 51.1 78.6 63.5 25.2 30.3 55.3 39.3 54.3 43.5 

PHC doctor clinical work 

load 

18.9 15.5 21.6 21 19.1 15.1 12.9 11.2 26.7 21 

PHC utilisation rate 2.3 1.9 1.5 2.5 2.5 2.1 2.2 1.9 2.2 2.1 

Number of clinical 

associate workers 

4 438 2 009 8 589 9 780 10 670 6 640 2 553 6 059 3 542 54 180 

Number of enrolled 

nurses3 
3 263 939 7 694 9 926 4 085 1 861 237 958 2 606 31 591 

Number of professional 

nurses 

15 

552  
8 056  36 

948  

32 

530  
12 116  7 551  2 278  9 885  17 

176  
142092 

Nb. of 

medical 

practitioners 

including 

specialists 

Public 2 080 957 5 543 4 189 1 308 1 157 478 1 050 3 064 19 828 

Private 872 958 9 418 3 437 240 398 144 373 6 421 23 675 

Per capita public sector 

provincial expenditure 

(ZAR) 

3 304 3 762 3 903 3 623 2 968 2 763 4 419 2 885 4 242 3 530 

Note: 1) Mid-year 2017, whole population, million. 2) Public sector only. 3) Community Health Centre/Community Day Centre. PHC: Primary health care. 

Source: South Africa Health Review 2018.  

There are no information systems in the public and private sector to track the quality of health care 
delivered. This is harmful to public health care facilities as perceptions determine people’s view of the 
quality of care. In 2017, 55.1% of patients were ‘very satisfied’ and 26.7% ‘somewhat satisfied’ with public 
sector health services, whereas the corresponding figures for private-sector health care were 91.5% and 
5.8% (Statistics South Africa, 2018b). Sanitary conditions, waiting times and the lack of appropriate drugs 
are key determinants of low satisfaction (Mcintyre and Ataguba, 2017). The quality of care is affected by 
low availability of drugs (Bheekie and Bradley, 2016). The government has introduced the Office of Health 
Standards Compliance (OHSC), through the 2013 National Health Amendment Act, to assess health 
facilities. However, the OHSC inspections focus mostly on structural measures of the quality of care, such 
as the availability of physical, administrative and other infrastructure of facilities. An information system 
should be put in place to oversee the technical application of protocols and measure health outcomes. 
Such a system would incentivise managers and practitioners to provide better care quality. 
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South Africa needs to better co-ordinate the total existing general practitioners in the primary care service. 
There are around 19 000 established medical practitioners, working as primary care doctors in the private 
or public sector. A better co-ordination and contracting with private doctors is necessary to guarantee 
access to doctors in primary care. In the NHI framework, a mapping of private doctors with primary care 
facilities should be introduced. For instance, contracting private general practitioners to serve one or two 
days per week in public clinics will ease the burden for public hospitals. Moreover, the general 
practitioners should play a mandatory gate-keeping role. That would reserve hospital services for 
emergency and acute diseases. However, to make a significant contribution, these doctors need to be 
re-orientated and upskilled for their role in the future primary healthcare system (Mash et al., 2016). 

The contract to attract private general practitioners to serve part-time in public facilities should be a mix 
of capitation fees and fee-for-service. For both GPs and specialists, the remuneration should include 
more quality-based components. Developing e-health and including incentives for GPs and specialists to 
co-operate through an electronic health system would also increase efficiency. 
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Figure 2.20. The number of health practitioners is low 

 
1. Generalists include general practitioners/family doctors and other generalist (non-specialist) medical practitioners. 

2. Specialists include paediatricians, obstetricians/gynaecologists, psychiatrists, medical, surgical and other specialists. 

Note for panel A: Data Chile, Greece, and Portugal refer to all doctors licensed to practise, resulting in a large over-estimation of the number 

of practising doctors (e.g. of around 30% in Portugal). Data for Canada, France, Iceland, Slovak Republic and Turkey include not only doctors 

providing direct care to patients, but also those working in the health sector as managers, educators, researchers, etc. (adding another 5-10% 

of doctors). 

Note for panel B: Data for France, Iceland, Ireland, Portugal, Slovak Republic, Turkey, the United States, include not only nurses providing 

direct care to patients, but also those working in the health sector as managers, educators, researchers, etc. Austria and Greece report only 

nurses employed in hospital. Data in Chile refer to all nurses who are licensed to practise. 

Note for panel C: In Ireland and Portugal, most generalists are not GPs ("family doctors"), but rather non-specialist doctors working in 

hospitals or other settings. 

Source: OECD Health Statistics Database; OECD (2017), Health at a Glance 2017: OECD indicators; South Africa Health Review, 2018. 

StatLink 2 http://dx.doi.org/10.1787/888934006309 
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Reforming hospital management and in-patient care 

South Africa had 658 hospitals in 2018 among which 260 are private hospitals. The spatial distribution of 
public hospitals is quite even but KwaZulu Natal has more public hospitals than other provinces when 
population size is taken into account (Table 2.7). Private hospitals are mostly in urban and metropolitan 
areas. Moreover, the number of hospital beds is low when compared with OECD standards (Figure 2.21, 
Panel A). However, the relatively low average length of stay in hospitals helps to ease access (Figure 
2.21, Panel B). The average length of stay in hospitals is often regarded as an indicator of efficiency. But 
it should not come at the expense of early discharge of people. The absence of performance indicators 
does not allow to assess the relevance of this indicator. However, new medical technologies – in particular 
the diffusion of less invasive surgical interventions – and better anaesthetics have made day care 
interventions possible, and reduced the unit cost per intervention by shortening the length of a hospital 
stay (OECD, 2017a). More use of these ambulatory procedures can help to reduce the average length of 
stay.  

Figure 2.21. The number of hospital beds is low 

 
Note for panel B: Data for Canada, Japan and Netherlands refer to average length of stay for curative (acute) care (resulting in an 

underestimation). In Japan, the average length of stay for all inpatient care was 28 days in 2017 (down from 39 days in 2000). 

Source: OECD Health Statistics Database. 

StatLink 2 http://dx.doi.org/10.1787/888934006328 

Hospital facilities are overused contributing to the low quality perception. Indeed, the majority of use of 
health services occurs in the public sector, both for out-patient services (over 70%) and even more for in-
patient care (over 80%) (Mcintyre and Ataguba, 2017). Public hospitals provide care to the 84% of South 
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Africans (even if almost everyone has access) who are uninsured, albeit with approximately 70% of the 
country’s hospital beds (Ranchod et al., 2017). Both low- and high-income people use public hospital 
services. Figure 2.22 indicates that while 98% of the lowest quintile turn to public facilities for out-patient 
care, 37% of the highest quintile did use public services (Statistics South Africa, 2018b). Figure 2.22 also 
suggests high out-patient care in public hospitals. While out-patient care tends to be more cost effective 
than in-patient care, it is an inefficient use of hospital resources when it substitutes for in-patient and 
primary care. Hospital resources should be devoted primarily to acute care. Through the NHI framework, 
out-patient care should be shifted mostly to primary care and private general practitioners.  

Figure 2.22. Outpatient health care services by household income 

Percentage of respondents age 15+ who received outpatient health care services 

 
Source: Statistics South Africa (2019), South Africa Demographic and Health Survey 2016. 

StatLink 2 http://dx.doi.org/10.1787/888934006347 

The allocation of resources, the effectiveness of treatments and the appropriateness of care received are 
important parameters for the efficiency of hospitals. There are different ways to optimise hospital care, 
for example by streamlining procedures, adjusting treatment methods or creating economies of scale 
through co-ordinated care provision. However, there is no comparable information system to monitor 
quality of care and outcomes in the public and private system (Ranchod et al., 2017). There is currently 
no legislative requirement nor is there a dedicated agency with a mandate to manage and improve the 
access to more sophisticated information beyond pure clinical coding for reimbursement purposes. 
Moreover, there is no electronic health record systems, which would be used for quality of care evaluation. 
These factors present in the private and public sectors hinder the development of genuine pay for 
performance reimbursement contracts or allocation of resources. 

Quality-improvement institutions that work across both the public and private sectors are essential. The 
Office of Health Standards Compliance (OHSC) is an important first step, but a further focus on both 
accountability and quality improvement (as opposed to measurement) is required. The OHSC should be 
mandated to require the necessary improvement in care strategies and to publish comparable quality 
indicators to develop accountability.  

The remuneration scheme should be used to incentivise hospitals to search for efficiency gains. 
Developing a Diagnosis-Related Group (DRGs) system will allow to benchmark hospital performance in 
terms of efficiency and best practices and select the sub-group that is used to set prices including case 
payments and allocation of global budgets. A mix of capitation and fee-for-service payments for hospital 
out-patient care could also be developed. Though remuneration of health practitioners in the hospital 
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system is lower than in private facilities, the remuneration level is not low and tends to be high with 
seniority and management responsibilities (Department of Public Service and Administration, 2018). 

Giving more responsibility to hospital managers is essential to drive efficiency and better performance. 
Within the NHI framework, it is proposed to introduce Contracting Units for Primary Health Care (CUP) at 
the decentralised level. The management authority will be given to individual public hospitals and 
organisational entities such as CUPs. While the CUPs would be the providing body, hospital managers 
should be given leeway to allocate their resources efficiently. OECD analysis found that it could help 
health facilities to increase their responsiveness to changing needs during the fiscal year – and 
consequently ensure better budget execution (James et al., 2018). Delegating more power to hospital 
managers should be accompanied by more accountability whereby managers could lose their job if they 
misappropriate funds. Programmes to raise management skills of hospital directors should be put in place 
to handle increased devolution of responsibilities. 

Regulating the private health care sector 

The pricing of private health care and the volume of activity are the key element for a sustainable private 
health industry, affordable health care and access for low-income people to private health care. Moreover, 
it will play an important role in the NHI framework. OECD analyses found prices in the private sector 
particularly high for an emerging country (Kumar et al., 2014, Barber et al., 2018, and Lorenzoni and 
Roubal, 2016). However, spending in the private sector has also been driven by increasing consumption 
of health services. 

There is currently no binding tariff regulation in South Africa. This is the result of successive decisions 
and lack of legislative provisions and implementation. In 2004, the competition authority prohibited a 
process of collective bargaining with tariff schedules defined by the main actors in the private health 
industry (medical schemes, association of private hospitals and the medical association). Then, in 2009 
the Council for Medical Schemes provided reference prices for healthcare goods and services through a 
National Health Reference Price List (NHRPL). Following this initiative, the Department of Health initiated 
a process to determine a binding reference price list, which was challenged and struck down by the 
courts.  

The absence of price regulations has led to important increases in out-of-pocket payments, which is a 
concern for access to health care. In 2017, the level of out-of-pocket expenditure represented at least 
19.8% of total health care expenditure among medical scheme beneficiaries. The bulk of out-of-pocket 
payments were for out-of-hospital medicine claims (33%).  

Since 2010, prices are set following two processes. Formal annual negotiations take place between 
medical schemes (often represented by their administrators) and corporate providers (hospital groups, 
pathology groups, etc.). These negotiations take the form of bilateral agreements regarding tariffs for 
mostly fee-for-service and some reimbursement contracts. As healthcare professionals (including GPs, 
specialists, and allied professionals) practice independently, medical schemes generally determine 
annual increases in underlying fee-for-service tariffs for individual health professionals by inflating the 
prior year’s tariffs close to inflation. Individual health professionals are free to accept these tariffs, or to 
charge any other tariff, opening room for out-of-pocket payments. These prices do not consider quality of 
care, nor tackle supply-induced demand behaviour. 

For a financially sustainable private health sector and an affordable national health insurance including 
private health providers, it is essential to introduce a pricing system that contains health cost increases. 
The competition commission has ruled out returning to a collective bargaining system. Therefore, it is 
necessary to build a price reference system that guides price setting. 
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A price schedule provides a basis for reimbursement of health care providers and brings predictability. 
Such a system is necessary for the introduction of the NHI as it will allow comparing public and private 
providers and defining the reimbursement level for the different types of health care. Across OECD 
countries, price-setting norms and institutions have developed over a long period of time and are, in many 
cases, the outcome of negotiations between the health sector and government (Barber et al., 2018). 
South Africa needs to develop a national coding system combined with disease classifications, commonly 
agreed with all health actors that serve as the common language by which medical services are recorded 
and billed. Several OECD countries have established hospital pricing schedules that incorporate relative 
cost weights and allow for the comparison of resource intensity and complexity of most hospitals (and in 
some cases, out-patient) services (Barber et al., 2018). 

OECD analysis recommends that the process of going from codes to price schedules be entrusted to an 
independent body to guarantee integrity and independence (Barber et al., 2018). Also the competition 
commission has recommended to set up such an independent body with the participation of physicians’ 
associations, hospitals and other health professionals, along with medical schemes and the government. 
More precisely, the competition commission recommends that an independent supply-side regulator be 
established to oversee and manage functions related to healthcare capacity planning, economic value 
assessments, the determination and implementation of appropriate payment mechanisms, and outcome 
measurement, registration, and reporting (Competition Commission, 2018). 

The price schedule would then serve as the basis for negotiations to set reimbursement rates. Schemes 
and hospitals would then focus on negotiating overall price levels, accounting for geography and 
specialised functions (such as emergency departments, trauma and cancer centres). Such benchmarks 
will also allow competition authorities and courts to assess situations of unwarranted and excessive 
charging behaviour, and strengthen patient protection. 

However, as reimbursement of treatments covered by the prescribed minimum benefits package are 
mandatory, setting binding prices for these treatments are necessary for predictable costing and funding. 
Within the NHI framework with a broader treatment coverage, such binding pricing is essential to assess 
the financing needs of the NHI.  

Moreover, most of the remuneration of private providers is based on fee-for-service models. The fee-for-
service model is known to increase the volume of activity at the expense of quality and to inflate health 
cost. In this model, insurers and patients bear the entire financial risk. It has led to the development of 
important out-of-pocket payments and a low level of reimbursement of certain treatments. Price 
schedules combined with prospective budgets can help counter the tendency for over-provision. A better 
combination of capitation and fee-for-service payment will help to guarantee value-for-money and 
predictability. 

The financing of the new social protection system 

South Africa has an ambitious reform agenda on social protection. The introduction of a government 
sponsored mandatory pension and health insurance schemes will represent an important transfer from 
privately financed social protection to publicly funded provisions.  

The government discussion paper on social security reform proposes a 10% contribution rate on wages 
for pension provisions, which corresponds approximatively to 5% of GDP. However, the increase on 
government revenues would not necessarily corresponds to net increases for workers and households, 
as they would substitute partially for current private or occupational contributions for health and 
retirement.  

Wage based pension contributions is common as it ties pension levels to contribution levels and periods. 
However, a one-off 10% increase on labour cost could hamper employment. It is then essential that this 
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contribution at least partially substitute for current contributions to pension schemes. Moreover, the low 
growth environment is not favourable for introducing mandatory social security contributions. However, 
the low level of social contributions and the overall low level of the tax wedge leave room for introducing 
social contributions on the payroll in the future. South Africa has a low tax wedge at 15.3% of labour costs 
at the average wage level compared with the OECD average at 36% and to Brazil (32.5%) or China 
(32.9%) (Table 2.6). The tax wedge measures the difference between the labour costs to the employer 
and the corresponding net take-home pay for the employee and takes into account employee and 
employer social security contribution and the personal income tax. However, given the progressivity of 
income tax, the tax wedge in South Africa increases to 20.9% for a single earner at 167% of the average 
wage. This is still lower than the OECD average at 40.4% or for Brazil and China at 36.3% and 35.2% 
respectively for the same level of earnings (Table 2.7). Moreover, the average wage in South Africa is 
particularly high resulting from a highly unequal wage distribution; it is about five times higher than the 
median wage. The low income tax base is the result of a highly skewed wage income distribution and of 
a high income threshold for beginning to pay tax (OECD, 2015a). The threshold was equivalent to 36% 
of average earnings in 2017/18.    

Table 2.6. Tax wedge is low 

As % of labour costs. 

Country Total tax wedge1 Personal income tax Social security contributions Labour cost3 

   
 

Employee Employer2 
 

  (1) (2) (3) (4) (5) 

Brazil 32.5 0.04 6.68 25.82 19167 

China 32.9 0.52 7.94 24.43 24095 

India 2.2 2.22 0 0 5413 

India (SSC)4 8.3 2.12 1.67 4.53 5670 

Indonesia 7.8 0 1.88 5.93 7191 

South Africa 15.3 12.77 0.8 1.78 38104 

OECD average 36.0 13.5 8.2 14.4 49820 

Note: Single individual without children at the income level of the average wage. 1. Due to rounding, the total in column (1) may differ by one 

or more percentage points from the sum of columns (2)-(4). 2. Includes payroll taxes where applicable. 3. Dollars with equal purchasing 

power. 4. Results apply only for the minority case where the employee works in a firm with more than 20 employees. 

Source: OECD 2018, Taxing wages 2018.  

Table 2.7. Tax wedge variations with family size and marginal tax rates 

By household type and wage level (as % of labour costs), 2016. 

Income tax plus employee and employer contributions less cash benefits 
Marginal rate of income tax plus employee and 

employer contributions less cash benefits 

Family-type: single single single single single single single single 

  no children no children no children 2 children no children no children no children 2 children 

Wage level (% of AW): 67 100 167 67 67 100 167 67 

(1) (2) (3) (4) (1) (2) (3) (4) 

Brazil 32.5 32.5 36.3 32.5 32.5 36.9 42.9 32.5 

China 32.4 32.9 35.2 32.4 24.4 34.4 39.1 24.4 

India 0 2.2 1.6 0 0 0 0 0 

India (SSC)² 26.1 8.3 7.7 26.1 26.1 6.2 6.2 26.1 

Indonesia 7.8 7.8 7.8 7.8 7.8 7.8 7.8 7.8 

South Africa 11.5 15.3 20.9 11.5 20.6 26.7 31.7 20.6 

OECD average 32.2 36 40.4 15.2 41.7 45 47.1 47.6 

Note: Results apply only for the minority case where the employee works in a firm with more than 20 employees. 

Source: OECD (2018), Taxing wages 2018. 



   109 

OECD ECONOMIC SURVEYS: SOUTH AFRICA 2020 © OECD 2020 
  

The funding of the NHI must be adequate to deliver good quality health services for all citizens. The 
current cost of private health care in South Africa is high and should not be taken as a benchmark for 
costing the needs of the NHI (Lorenzoni and Roubal, 2016). However, as the range of benefits and 
coverage would be extended, public health spending NHI would need to rise. Moreover, not all the current 
4.4% of GDP government health spending can be transferred to the NHI fund. The government will 
continue to finance the development of health facilities and specific programmes. Initial estimate of the 
NHI financing needs amounted to 6% of GDP that is an additional 2% of GDP of public health spending. 
A higher estimate of a total substitution of private spending by public spending would amount to 4% of 
GDP (current private health spending). An estimation of the funding necessary to cover health benefits 
offered by the NHI is necessary to properly design the funding mechanism of the NHI. There is detailed 
information on the cost of private health care that could be used to estimate the cost of the NHI package 
if provided by the private sector. The government should develop a detailed information system to 
estimate the cost of the NHI reform when delivered by public sector health facilities. 

In the current low growth environment, introducing social contributions on payroll for pensions would 
make hardly possible to increase government tax revenues to finance the NHI. In the white paper, three 
income sources were considered for NHI financing: value added tax, personal income tax and payroll 
social security contributions, or a combination of them. Figure 2.23 shows the size of different source of 
government revenues compared to health spending. Taxes on income, profits and capital gains of 
individuals and value added taxes are the two primary sources of government revenues while social 
security contributions are negligible.  

Figure 2.23. Comparing different source of government revenues to NHI financing needs 

% of GDP, 2017/18 

 
Note: Social security contributions refer to the Skills Development Levy. 

Source: National Treasury Budget Review, 2019. 
StatLink 2 http://dx.doi.org/10.1787/888934005663 

OECD calculations show that the value added tax rate would increase by 4.5 or 9 percentage points from 
15% to 19.5% or 24% to match 2% or 4% of GDP in additional revenues respectively (Table 2.8). Such 
an increase is hardly feasible unless it is phased in progressively and may have VAT evasion effect. 
Estimation using the total wage bill of workers in the formal sector indicates that an 4% or 8% social 
security contribution rate on the gross wage would raise the needed additional financing for the NHI. Such 
payroll social contributions for health have to be compared with actual private contributions to insurance 
schemes. The gross contribution to insurance schemes per average beneficiary per month was 
ZAR 1 695 in 2017 (Council for Medical Schemes, 2018). The effective contribution amount per member 
is higher as members contribute for their relatives. Given the monthly ZAR 3 500 minimum wage and that 
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around half of workers earn below the minimum wage, the government will have to subsidise at least 
partially low-income workers’ contributions. Also, the government will have to cover non-contributors as 
the unemployed, retirees, students and all other non-earners for their enrolment in the NHI. 

Table 2.8. Increase in VAT necessary to finance the national health insurance 

 2016/17 2017/18 2018/19 

VAT revenue collected (ZAR billion) 289.167 297.998 325.917 

VAT rate (%) 14% 14% 15% 

Revenue per percentage point of VAT 20.7 21.3 21.7 

Nominal GDP (ZAR billion) 4412.7 4721 5059.1 

4% of nominal GDP (ZAR billion) 176.508 188.84 202.364 

VAT increase required (percentage points) 8.5 8.9 9.3 

Source: National Treasury Budget Review 2019, OECD calculations 

The simulation in Table 2.9 shows the increase in tax rates for the different income brackets if additional 
2% or 4% of GDP are raised through personal income tax and the amount is distributed proportionally 
across the different brackets. It indicates that effective tax rates would increase from 0.8 and 1.5 
percentage point for the lowest bracket to 8.6 and 17.3 percentage points for the highest bracket for 2% 
and 4% of GDP additional tax respectively. 

Additional financing the national health insurance of 2% or 4% of GDP is hardly feasible in the current 
low growth environment. However, increasing the budget of public health spending would allow to 
improve the delivery of health care in the public sector and level-up public health facilities. A small scale 
NHI could be considered to put in place the basis for a more ambitious NHI. As the economy recover and 
trust in government capacity to deliver proper health care increase, a combination of social security 
contributions, VAT and personal income tax seems appropriate to finance the NHI.  
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Table 2.9. Simulation of the increase in income tax rates to finance the national health insurance 
fund 

Taxable 

income 

bracket 

Registered 

individuals 

Taxable 

income 

Average 

effective 

tax 

rate 2018/19 

by income 

bracket 

New 

average 

effective 

tax rate by 

income 

bracket to 

fund ZAR 

108 billion 

Increase in the 

effective tax rate 

by income 

bracket to fund 

ZAR 108 billion 

New 

average 

effective 

tax rate by 

income 

bracket to 

fund ZAR 

215 billion 

Increase in the 

effective tax rate 

by income 

bracket to fund 

ZAR 215 billion 

ZAR 

thousand 

Number ZAR billion % % in percentage point % in percentage point 

ZAR 0 – ZAR 
70 (indiv. 
below the tax 

threshold) 

6 369 806 183.4 0 0 0 0 0 

ZAR 70 –
 ZAR 150 

2 385 046 254.0 4.0 

4.7 0.8 

5.5 1.5 

ZAR 150 –
 ZAR 250 

1 949 150 387.4 9.3 

11.2 1.8 

13.0 3.6 

ZAR 250 –  
ZAR350 

1 169 590 349.9 14.2 

17.0 2.8 

19.8 5.6 

ZAR 350 –
 ZAR 500 

984 790 408.5 18.6 

22.2 3.6 

25.9 7.3 

ZAR 500 –
 ZAR 750 

610 331 367.1 24.3 

29.0 4.7 

33.8 9.5 

ZAR 750 –
 ZAR 1 000 

261 631 224.7 29.5 

35.2 5.8 

41.0 11.6 

ZAR 1 000 –
 ZAR 1 500 

161 868 193.9 33.9 

40.6 6.6 

47.2 13.3 

ZAR 1 500 + 120 751 362.7 44.1 52.7 8.6 61.3 17.3 

Total paying 

taxpayers 

7 643 157 2 548.2      

Source: National Treasury Budget Review 2019, OECD calculation. 
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Recommendations for Building an inclusive social protection system 

Key recommendations 

The current pension system is not adequate in reducing the risk of old-
age poverty. Pension coverage is not satisfactory and replacement rates 

are low. 

Introduce a mandatory pension scheme after the finalisation of the health 
reform and focus the old-age grant on individuals without a pension income 
or with low pensions to reach a minimum income in a manner preserving the 
long run fiscal impact. 

Access to health care is unequal. Financing of health care is unbalanced 
with high spending in private health for a small fraction of the population. 

Prices of health services in the private sector are high. 

Gradually increase the public financing of health care through a form of public 
insurance at a pace and scale that is affordable.  

Entrust an independent body to develop a price schedule for reimbursement 
of health care. 

Tobacco consumption remains high, as 19% of the adult population are 

daily smokers and 14.1% of the population reported binge drinking. 

Develop prevention of non-communicable diseases and strengthen the 
promotion of a healthier lifestyle. 

Adjusting the social transfer system 

Unemployed working age workers are not covered and participation in 

labour activation programme is low. 

Scale up the Labour Activation Programmes by gradually increasing the 
number of participants in skills development and training programmes 
through the UIF programmes. 

The level of the child support grant is insufficient to lift above food poverty 

all children.  

Consider an additional means-tested support on top of the child support grant 
for children in households with a revenue such that the whole family lies below 
the food poverty line. 

Informal employment is relatively high. 31% of workers are informally 

employed with little social protection. 

Better cover informal workers when introducing the new social protection 
system. 

Building a comprehensive pension system 

As designed, replacement rates will be low for middle and high-income 
workers. Additional saving plans will be necessary to reach decent 

replacement rates. 

Consider introducing automatic enrolment in occupational pension plans and 
subsidisation of low-income earners to ensure high coverage of 
complementary pension schemes. 

Many workers withdraw partially or totally, savings in retirement funds 
when switching to new occupations or unemployed, rendering 

replacement rates low. 

Install mandatory preservation of retirement plans and at least partial 
annuitisation of savings-retirement pay-outs. 

The retirement industry is fragmented. There are many dormant 

retirement funds and unclaimed benefits. 

Consolidate retirement funds by requiring the merger of funds not meeting a 
minimum size or not receiving a contribution for three years in a row. 

Reforming the health care system 

Obesity rates have reached alarming levels in South Africa.  Generalise programmes to assess children’s health and raise awareness of 
the risks linked to obesity, and promote healthy diet and sports activity. 

There are important disparities on health spending across provinces not 
necessarily related to health needs. Transparency is lacking on budget 

allocated to health at the province level.  

Improve the capacity of district hospitals and managers of district health 
offices in budget formulation and give them more freedom to allocate their 
resources depending on needs. 

Access to primary care facilities is uneven across provinces and districts 
contributing to congestion in hospital services. The low number of health 

professionals restrict access to quality care. 

Accelerate the upgrading of public clinics and better co-ordinate and contract 
with private doctors to guarantee access to doctors in primary care.  

There is no costing of the financial needs of the national health insurance. 
The current cost of private health care in South Africa is high and should 

not be taken as a benchmark for costing the needs of the NHI. 

Estimate precisely the financing need of the NHI. Consider introducing 
progressively a combination of payroll social contributions, VAT and personal 
income tax to finance the National Health Insurance fund.  

There is no binding tariff regulation in South Africa. Out-of-pocket 
payments have increased. The price setting does not consider quality of 

care, nor tackle supply-induced demand behaviour. 

Set binding prices for mandatory reimbursement of treatments covered by the 
prescribed minimum benefits package. 

There are too many options in the health insurance market leading to 

limited risk pooling and favouring risk selection.  

Limit the number of options per scheme with a basic option corresponding to 
a revised prescribed minimum benefits (PMB) scheme. Revise the PMB to be 
simpler, easier to implement and develop a universal and agreed coding 
system of health services. 

There is no comparable information system to monitor quality of care and 
outcomes in the public and private system. This hinders the development 

of genuine pay for performance reimbursement contracts or allocation of 

resources. 

Develop a system of information to oversee health care delivery, coding, 
quality of care and incentivise managers and practitioners to provide high 
quality services. 
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3 Leveraging tourism development for 
sustainable 

and inclusive growth 

South Africa has turned towards tourism development to jump-start its weak 
economy. As tourism is a labour intensive sector that can also bring foreign 
currency into the country, the sector was identified as priority area by the 
South African government. Indeed, a doubling in international tourist arrivals 
from 1995 to 2017 was accompanied by a tripling of employment directly 
related to tourism. Despite South Africa’s rich and diverse natural and cultural 
assets, tourism development has been challenged by the country’s 
geographic location and perceived safety and security issues. As the country 
is a long-haul destination for many large source markets, good accessibility 
and international openness is key to expand international tourism, but current 
visa regulations put an administrative burden on potential tourists. While 
increasing tourist arrivals are necessary for tourism development, tourism 
growth has to be well planned and managed to be sustainable. Although the 
recent coronavirus (COVID-19) pandemic and resulting containment 
measures have hit the economy and in particular tourism, the sector has 
good potential to support the South African economy and contribute to 
employment growth post-COVID-19. Tourism provides job opportunities for 
different skills and experience levels allowing for greater social integration. 
For tourism development to translate into inclusive growth, the tourism 
industry needs to be integrated into the local economy and the benefits of 
tourism must spread geographically to also create economic opportunities in 
less travelled and less prosperous regions.  
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South Africa boasts varied landscapes, diverse wildlife and rich cultural resources. These assets 
corroborate the country’s growing global competitiveness as a tourist destination (World Economic 
Forum, 2007; 2019). From 1995 to 2017, international tourist arrivals to South Africa more than doubled 
from around 4.5 million to over 10 million. Over the same period, employment directly related to tourism 
tripled reaching 4.5% of total employment in 2017 (OECD, 2020a). The recent coronavirus (COVID-19) 
pandemic and resulting containment measures have triggered an unprecedented crisis in the tourism 
sector (OECD, 2020b). Still, tourism is a labour-intensive sector that can also bring foreign currency into 
the country. As such, the sector offers significant opportunities for an economy with weak growth and 
high unemployment. In recognition of its potential as driver for economic growth, the South African 
government has identified tourism as priority area in the Industrial Policy Action Plan (IPAP, 2010), the 
New Growth Path (NGP, 2010) and the National Development Plan (NDP, 2013). To ensure that the 
sector continues to play a key role in the economy following the COVID-19 pandemic, a recovery plan is 
currently being finalised. This plan focuses on stimulating demand, protecting and renewing supply and 
strengthening enabling capability. A managed re-opening is envisioned, followed by growth interventions 
to reclaim market share and drive long term growth. 

Tourism connects to different sectors through a multitude of direct and indirect goods and services as 
well as a wide array of stakeholders. Tourism outcomes therefore depend on the interplay of actors at 
the global, local and intermediate levels. As the sector cuts across various systems such as global trade, 
finance, transport, consumption, marketing and production, strategies to boost the tourism industry need 
to be well aligned and co-ordinated across policy sectors and across levels of government. Whilst the 
South African government has recognised the potential of the tourism sector for economic development, 
implementation of tourism strategies often falls short due to capacity constraints at the local level. 

Within the sub–Saharan region, South Africa is a competitive tourism destination. Within the region, it 
ranks second behind Mauritius considering a range of indicators determining the competitiveness of 
destinations, ranging from business environment, infrastructure to international openness and 
attractiveness (World Economic Forum, 2019). Among all 140 countries ranked by the World Economic 
Forum, South Africa comes in 61st and thereby falls short of its target to become one of the top 50 
destinations worldwide (South African Tourism, 2017). Given that South Africa is a long-haul destination 
for many large source markets, good accessibility and international openness are key to expand 
international tourism. While South Africa’s air transport infrastructure is well developed compared to 
African competitors, the country lags far behind in terms of international openness (Figure 3.1). In 
addition, concerns around safety, security, and increasingly environmental sustainability of tourism, of 
particular concern considering natural resources are seen as such a strength, could deter potential 
tourists from selecting South Africa as a destination. 
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Figure 3.1. South Africa is a competitive tourism destination on several dimensions, 2019 

Rank from 1 (best) to 140 (worst), 2019 

 
Note: Range of selected competitors include Botswana, Namibia, Mauritius, Kenya and Tanzania.  

Source: World Economic Forum (2019), Travel and Tourism Competitiveness Index, 

http://www3.weforum.org/docs/WEF_TTCR19_data_for_download.xlsx 

StatLink 2 http://dx.doi.org/10.1787/888934006366 

This chapter looks at the potential of tourism to support sustainable and inclusive growth in South Africa. 
How much the domestic economy and ultimately the local population benefits from tourism depends on 
a variety of factors such as the economic integration of the tourism industry into local value chains. As a 
labour-intensive sector, tourism provides opportunities for different skills and experience levels allowing 
for greater social integration. However, if not well planned and managed, tourism growth can increase 
the pressure on environmental resources, on housing markets and increase inequality through 
unbalanced demand. Not only do these aspects of tourism have to be taken into account to achieve 
inclusive and sustainable growth, but the benefits of tourism must also spread geographically - beyond 
mature destinations - to create economic opportunities in less travelled and less prosperous regions. This 
is especially important in a country that is as spatially segregated and unequal as South Africa.  

Tourism and the economy 

Tourism has gained importance in the South African economy in recent decades. Since the end of 
apartheid, tourism in terms of its direct contribution to overall GDP has increased from 1.8% in 1995 to 
2.8% in 2017 (Statistics South Africa, 2018b; 2018a) – around 9% when taking into account estimated 
indirect impacts (World Travel and Tourism Council, 2018). The contribution of tourism to South Africa’s 
economy is comparable to countries such as Sweden, the Czech Republic and Colombia, but below the 
OECD average (4.7%). Compared to other emerging countries such as India, Indonesia or global tourism 
competitors such as Mexico and the Philippines, the contribution of the tourism sector to the economy is 
relatively small indicating the potential for a greater role (Figure 3.2).  

0

20

40

60

80

100

120

140
Business environment

Safety and security

Health and hygiene

Human resources and labour market

ICT readiness

Prioritization of Travel & Tourism

International Openness

Price competitiveness

Environmental sustainability

Air transport infrastructure

Ground and port infrastructure

Tourist service infrastructure

Natural resources

Cultural resources and business travel

Range of African competitors South Africa

http://www3.weforum.org/docs/WEF_TTCR19_data_for_download.xlsx
http://dx.doi.org/10.1787/888934006366


   121 

OECD ECONOMIC SURVEYS: SOUTH AFRICA 2020 © OECD 2020 
  

Figure 3.2. Direct contribution of the tourism industry to the economy is moderate 

In per cent of total GDP, 2018 or latest available year 

 
1. Unweighted average of available countries. 

Note: GDP data for France refer to internal tourism consumption. GVA data are used if GDP data are not available. GDP for Greece refer to 

tourism GVA of industries 55-56 of NACE Rev. 2. GDP data for Spain includes indirect effects. 

Source: OECD, Tourism Database. 

StatLink 2 http://dx.doi.org/10.1787/888934006385 

International tourist arrivals increased from 4.5 to 10.3 million between 1995 and 2017, accompanied by 
a rise of tourism expenditure of non-resident visitors from 2.6% to 3.7% of GDP over the same period 
(World Tourism Organization, 2018). By 2017, inbound tourism expenditure has been the dominant 
category of exports in services at 61.5% and representing 9.3% in total export of goods and services 
(World Tourism Organization, 2018). Thus, tourism provides an opportunity to expand exports to foreign 
currency earnings. While the economy and especially the tourism sector has been heavily hit by the 
recent COVID-19 pandemic (OECD 2020b), these numbers highlight the potential the tourism sector can 
play in the post-COVID-19 recovery phase.  

Integration of tourism in global and local value chains 

The impact of tourism on the economy depends on the strength of inter-sectoral linkages and ownership 
patterns. The economy can benefit directly from tourist consumption (forward linkages), but also indirectly 
through increased demand in sectors that support the tourism industry (backward linkages) (Cornelissen, 
2005; Sinclair, 1998). However, ownership patterns of tourism producer and supplier companies influence 
how much of the value added stays within the domestic economy. Owing to the complex and cross-cutting 
nature of tourism, understanding its role in the economy is not straight forward. Statistics South Africa 
produces a Tourism Satellite Account (TSA), which measures the general weight and direct impact of 
tourism from a macro-economic perspective (Box 3.1).  

Tourism consumption in South Africa extends beyond the typical tourist products related to 
accommodation and food services. The Tourism Satellite Account provides information on consumption 
items by domestic and international tourists and therefore allows the analysis of forward linkages in the 
tourism sector. In 2018, the main tourism consumption items were passenger transport (38%) and 
accommodation services (16%). Consumption of connected goods, such as food, beverages, tobacco, 
clothing, leather goods, furniture or automotive fuel, amongst others, accumulated to about 
ZAR 33.9 billion, comprising the third-largest tourism consumption group (12%) (Figure 3.3, Panel B). 
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Connected goods and non-specific products amounted together to almost a third of internal tourism 
consumption, highlighting the potential of direct spillover effects of tourism to other economic sectors. 
Unfortunately, the TSA does not allow a further disaggregation to analyse the forward linkages to specific 
products nor the extent to which tourism expenditure remains within the local economy. Making informed 
policy decisions to support the tourism business environment requires more detailed data to better 
understand the strength of inter-sectoral linkages in the tourism value chain. Thus, the TSA data should 
be extended to trade in value added (Box 3.1). 

Figure 3.3. Internal tourism consumption stretches beyond traditional tourism products 

By type product, 2018 

 
Note: Preliminary data. 

Source: Statistics South Africa (2019), Tourism Satellite Account for South Africa, final 2016 and provisional 2017 and 2018. 

StatLink 2 http://dx.doi.org/10.1787/888934006404 
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Box 3.1. Informing policy through tourism account data provision and analysis of tourism 
trade in value added  

The Tourism Satellite Account (TSA) is a conceptual framework aimed at measuring the weight 
of tourism from a macro-economic perspective. It focuses on the description and measurement 
of tourism in its different components (domestic, inbound and outbound). It also highlights the 
relationship between consumption by visitors and the supply of goods and services in the 
economy, principally those from tourism industries. With this instrument, it is possible to estimate 
tourism GDP, establish the direct contribution of tourism to the economy and develop further 
analyses using the links between the TSA, the System of National Accounts and the Balance of 
Payments.  

In addition to the TSA, analysing tourism from a trade in value added (TiVA) perspective can 
provide new and useful insights to support policy making and action. This approach allows for a 
better understanding of the direct and indirect impacts of tourism, tourism expenditures, the 
breadth and depth of linkages between tourism and other sectors, the relative importance of 
tourism in supporting export-led growth compared to other sectors, and the tourism source 
markets that generate the most value during their visit. It is also possible to do more in-depth 
analysis focusing on specific branches of the tourism sector (e.g. accommodation and food 
service, passenger transport). As new data become available, new possibilities are opening up 
to analyse the impact of tourism on jobs and wages, the role of SMEs and large foreign operators 
in tourism GVCs, and the impact of tourism on sustainability (CO2 emissions). Making progress 
on these issues will require statistical and policy engagement at national and international level, 
and prioritisation of the actions needed to advance. 

Source: OECD (2019), “Providing New Evidence on Tourism Trade in Value Added”, OECD Tourism Papers, No. 2019/01, OECD 

Publishing, Paris, https://doi.org/10.1787/d6072d28-en. 

Owing to the complex nature of tourism, its economic effect spreads beyond direct effects of consumption. 
Using value added in final demand by the accommodation and food sector as proxy for the tourism sector 
indicates that growth in tourism resulted in better integration of some sectors into the tourism value chain 
(Figure 3.4). With regard to agriculture, food products, trade and transport services, higher levels of final 
demand by accommodation and food services are combined with growing participation by domestic 
suppliers and producers and with a slight increase in the relative weight of the industry in final demand. 
These backward linkages of the accommodation and food service sector, while only showing a partial 
image of the tourism value chain, highlight the potential of inter-sectoral linkages with the rest of the 
economy. Further expanding these linkages is important and should be supported by policies that provide 
the right framework to facilitate the creation of linkages by bringing together different actors and by 
stimulating a dynamic business environment. 

To increase the impact on the local economy, it is important to strengthen local linkages to create 
business opportunities for local suppliers. These linkages can in turn contribute to a more dynamic 
business environment in general (see below). As recommended in the last economic survey of South 
Africa (OECD, 2017e), increasing access, information and training on public procurement can support 
the growth of small businesses. With respect to tourism, the National Responsible Tourism Development 
Guidelines issued in 2002 encourages the integration in local value chains through procurement of local 
goods and services from locally owned enterprises that meet quality, quantity and consistency standards 
(UNCTAD, 2017). Still, many national parks and safari lodges use intermediary suppliers that source the 
bulk of their fresh fruit and vegetable produce from distant urban wholesale markets (Rogerson, 2015). 
Better information regarding procurement, product safety and standards requirements should be provided 
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to local enterprises to facilitate their integration into local supply chains. For example, capacity-building 
workshops could be undertaken in partnership with hotels aiming to improve the knowledge of local small 
and medium-sized enterprises. In addition, buyer agreements of hotels with local suppliers that have 
undergone training could increase local sourcing (see e.g. UNCTAD, 2017). 

Figure 3.4. Composition of value added in final demand by accommodation and food services 

Value added in final demand by accommodation and food services, by source industry 

 
Note: Sectors mentioned in the text are highlighted in green. 

Source: WTO/OECD (2019), "Trade in value added", OECD-WTO: Statistics on Trade in Value Added (database), 

https://doi.org/10.1787/data-00648-en (accessed on 17 January 2019). 

StatLink 2 http://dx.doi.org/10.1787/888934006423 

Business sector dynamics 

Supporting local integration of the tourism sector requires a dynamic business environment that facilitates 
the creation of inter-sectoral linkages and local spillovers. Small businesses and entrepreneurs are crucial 
for creating such an environment. Between 2013 and 2018, the total number of enterprises in the 
economy slightly increase from 335 000 to 345 000, with most of the change incurring between 2017 and 
2018. The number of tourism establishments, however, increased by 6 200 – an increase of 15% 
(Figure 3.5). About one quarter of these new tourism establishments related to food and beverage serving 
activities and the great majority to other tourism activities (World Tourism Organization, 2020).  
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Figure 3.5. Enterprises are increasingly concentrated in the tourism sector 

Number of tourism establishments as a percentage of total establishments, 2013-2018 

 
Note: Tourism establishments include accommodation for visitors, food and beverage serving activities, passenger transportation, travel 

agencies and other reservation services and other tourism characteristics industries. 

Source: World Tourism Organisation (2018, 2019), Compendium of Tourism Statistics dataset [Electronic], UNWTO, Madrid, data updated on 

07/11/2019; Statistics South Africa (2019), Annual Financial Statistics, various years. 

StatLink 2 http://dx.doi.org/10.1787/888934006442 

Underlying conditions for small businesses and entrepreneurs need to be eased in order for the tourism 
sector to thrive. As highlighted in the last economic survey for South Africa (OECD, 2017e), red tape and 
licensing create large burdens for entrepreneurs and small firms, and the tourism sector is not immune. 
Relative to OECD member countries, South Africa has one of the highest barriers in the form of 
administrative burden on start-ups and the second highest barriers in the form of licences and permits 
(Figure 3.6). This affects entrepreneurs in the tourism sector and beyond, resulting in long times to start 
a business (World Economic Forum, 2017). It is important to systematically review and reduce where 
practicable the stock of red tape and licensing requirements that directly affect the tourism sector such 
as transport vehicle licensing, but also indirectly such as licensing for the sale of alcoholic beverages in 
the food and beverage industry. In addition the efficiency of licensing processes, especially for annually 
renewable licenses, such as the licensing for the sale of alcoholic beverages, has to be improved to avoid 
lengthy waiting times and to keep businesses running. Improving the regulatory environment and creating 
a supportive business environment in general would not only benefit businesses in the tourism sector but 
other sectors as well.  

Policies to improve the competitiveness of tourism need to give significant attention to the performance 
and quality of tourism businesses and the level of investment in the sector. This is partly about improving 
the overall business environment, but also includes actions to identify and promote quality and to provide 
various forms of incentive and support (OECD, 2018b). In South Africa, examples include a tourism 
incentive programme developed to support participation of small tourism businesses in the national 
quality grading system in order to compete efficiently in the market. As part of another, expenditure for 
exposure at international marketing platforms may be partially covered if in line with the marketing 
priorities of South African Tourism (see Table 3.1 below). In addition, a reimbursable cash grant 
programme was designed to support the establishment of tourism-related businesses (Tourism Support 
Programme, TSP) under the Department of Industry and Trade and has since been transferred to the 
Department of Tourism. Running from 2008/09 to 2014/15, a total of 545 applications were approved with 
an incentive value of ZAR 1.1 billion.  
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Figure 3.6. Red tape and licensing create large burden for entrepreneurs and SMEs 

Index scale of 0-6 from least to most restrictive, 2018 

 
Source: OECD 2018 PMR database. 

StatLink 2 http://dx.doi.org/10.1787/888934006461 

South Africa needs to strengthen the non-financial support to new entrepreneurs in the form of 
entrepreneurial education. It is widely understood that knowledge and skill-gaps relevant for business 
creation can hinder the capacity to start and operate businesses (OECD, 2017e). Thus, measures to 
support entrepreneurship and SMEs across the OECD focus not only on access to finance but also on 
skills development with an emphasis on business management and financing (see Box 3.2). Increasing 
skills related to business management, such as marketing, human resources and financial management, 
can support the creation of profitable enterprises. In addition, training opportunities in tourism 
management aimed at formal enterprises, such as small-scale tour operators and accommodation 
facilities, and technical training for local suppliers, can help enhance the capacity of enterprises to operate 
viable tourism establishments (UNCTAD, 2017). Developing successful small and medium-sized tourism 
companies will also contribute to the creation of jobs in the sector. As small businesses were particularly 
hit by the recent COVID-19 pandemic, the South African government introduced the “Tourism Relief 
Fund”. Available since April 7th 2020, this fund provides once-off capped grant assistance to Small Micro 
and Medium Sized Enterprises in the tourism value chain to ensure their sustainability during and post 
the implementation of government measures to curb the spread of Covid-19 in South Africa. The grant 
funding, capped at ZAR 50 000 per entity, can be used to subsidise expenses towards fixed costs, 
operational costs, supplies and other pressure cost items. Categories eligible to apply for the Tourism 
Relief Fund include accommodation establishments, hospitality and related services, travel and related 
services (OECD, 2020b). To support the recovery of the tourism sector, the Tourism Relief Fund should 
be increased and extended up to mid-2021, particularly if there is a renewed virus outbreak later in the 
year.  
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Box 3.2. Programmes to support tourism entrepreneurship 

Welcome City Lab, Paris 

Launched in 2013, Welcome City Lab is a Paris-based SME aimed at fostering innovative 
entrepreneurship in tourism related activities. The publicly supported private incubator is offering 
individual coaching and collective training workshops, along with a network of funders and mentor 
entrepreneurs. The main features of the Welcome City Lab approach are: 

 Incubator for tourism firms – support innovative start-ups in tourism-related activities. 
 Training – help start-ups become familiar with and gain an understanding of the tourism sector. 
 Experimentation – help start-ups to keep up with market demands. 
 Economic intelligence – identify trends in tourism innovation. 

Every year, a committee decides on the themes for the annual call for projects, under which potential 
start-ups are chosen. The criteria to select projects focus on the capacity to undertake the innovation, 
the potential for job creation, the contribution to growing the tourism offer in Paris, the human capital 
skills of the team, and the viability of the business plan. 

INADEM, Mexico 

Established in 2012, the National Institute for Entrepreneurship (INADEM) is mandated to support 
and facilitate the development of SMEs, including micro-enterprises. Although INADEM does not 
target tourism SMEs specifically, the aim of the institution is to boost productivity and 
entrepreneurship across all strategic sectors, including tourism-related activities if the project 
involves entrepreneurial skills, incorporation into value chains, or is productivity enhancing. It does 
this by raising awareness, linking firms to finance opportunities in the banking system and 
channelling federal funds through a broad range of finance instruments, including subsidies, debt, 
credit guarantees, and equity. 

Source: OECD (2018), OECD Tourism Trends and Policies 2018, OECD Publishing, Paris, https://doi.org/10.1787/tour-2018-en.; 

OECD (OECD, 2017f), Tourism Policy Review of Mexico, OECD Publishing Paris; OECD (OECD, 2017d), OECD Economic Surveys: 

Mexico 2017, OECD Publishing, Paris. 

Tourism development to support employment growth 

A main motive for South Africa’s prioritisation of tourism as a strategy for development relates to the 
sector’s ability to generate employment. From 1995 to 2017, direct employment in the tourism industry 
more than tripled from just above 200 000 to around 722 000. This increase by over three and a half 
times in the number of jobs demonstrates the labour intensity of the sector and its potential to respond to 
the country’s employment challenge. Over the last five years alone, the tourism sector created 64 313 
jobs, more than the mining and manufacturing sectors combined (Statistics South Africa, 2018b; 2017). 
About 4.5% of total employment in South Africa is directly linked to tourism, which is in line with similar 
sized tourism economies but below the OECD average of 6.9% (OECD, 2018e). 

South Africa suffers from a stubbornly high unemployment rate, particularly among young people and 
women (see KPI). The tourism sector offers job opportunities for people of different ages and skill levels, 
and provides important employment opportunities for women (OECD, 2018e). Indeed, about 40% of 
employment in tourism industries consists of women. The share increases to more than 55% when 
disregarding the passenger transport sector where female employment is rather low (15%). However, 
women made up 63% of employment within food and beverage serving activities (Statistics South Africa, 

https://doi.org/10.1787/tour-2018-en
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2019). In addition, women constitute about 60% of employees in accommodation for tourist activities and 
more than 50% in retail trade. (Figure 3.8). Therefore, even with fixed shares by sector, job growth in the 
tourism sector can support a better gender balanced and a more inclusive South African workforce.  

Figure 3.7. Tourism employment is below the OECD average 

As per cent of total employment, 2018 or latest year available 

 
1. Unweighted average of available countries. 

Note: 2017 data for Australia, Austria, Chile, Czech Republic, Germany, Denmark, Finland, Hungary, Ireland, Japan, Lithuania, Norway, 

United States and South Africa; 2016 data for United Kingdom, Philippines, Portugal and Slovak Republic; 2015 data for Egypt, Italy Peru; 

2012 data for Argentina, India and Indonesia. 

Source: OECD, Tourism Database. 

StatLink 2 http://dx.doi.org/10.1787/888934006480 

Figure 3.8. Tourism provides important employment opportunities for women 

Direct tourism employment, 2018 

 
Note: preliminary 2018 TSA data. 

Source: TSA 2018 (Statistics South Africa, 2019). 

StatLink 2 http://dx.doi.org/10.1787/888934006499 

0

2

4

6

8

10

12

14

16

18

0

2

4

6

8

10

12

14

16

18

B
R

A
S

W
E

IS
R

P
E

R
C

A
N

E
S

T
U

S
A

C
H

E
C

Z
E

ZA
F

G
B

R
D

E
U

LT
U

M
A

R
A

U
S

IN
D

FI
N

M
E

X
N

O
R

S
V

K
N

LD
A

U
T

C
H

L
C

R
I

H
R

V
O

E
C

D
¹

FR
A

S
V

N
TU

R
N

Z
L

IT
A

ID
N

LV
A

C
O

L
D

N
K

H
U

N
JP

N
P

R
T

G
R

C
A

R
G

IR
L

P
H

L
E

S
P

M
LT IS

L
E

G
Y

0

10

20

30

40

50

60

70

0

50

100

150

200

250

 A
cc

om
m

od
at

io
n

fo
r 

to
ur

is
ts

F
oo

d 
an

d
 b

ev
er

ag
e

P
as

se
ng

er
tr

an
sp

or
t (

ra
il)

P
as

se
ng

er
tr

an
sp

or
t (

ro
ad

)

T
ra

ns
po

rt
se

rv
ic

es

A
ir 

P
as

se
ng

er
T

ra
ns

po
rt

 s
er

vi
ce

s

T
ra

ns
po

rt
eq

ui
pm

en
t r

en
ta

l

T
ra

ve
l a

ge
nc

ie
s

C
ul

tu
ra

l S
er

vi
ce

s

R
ec

re
at

io
na

l
 s

er
vi

ce
s

R
et

ai
l t

ra
de

%Thousands

Women Men Share of women (right axis)

http://dx.doi.org/10.1787/888934006480
http://dx.doi.org/10.1787/888934006499


   129 

OECD ECONOMIC SURVEYS: SOUTH AFRICA 2020 © OECD 2020 
  

For tourism to provide increased opportunities for job security and upwards social mobility, the industry 
must foster career and skill development opportunities. Experiences in South Africa have shown that 
employees who started with low skill levels were able to progress in their career and increase their quality 
of life when provided with the opportunity to gain experience and develop transferable skills (Butler and 
Rogerson, 2016). To support the acquisition of skills and lifelong learning, tourism firms should invest 
significantly in employee training. Investment in skills development will not only provide an opportunity to 
improve productivity and enhance customer experience, but also allow an upward movement of 
employees on the social ladder. In addition, ensuring that individuals have a variety of transferable skills 
provides further career prospects by allowing them to take advantage of opportunities in different sectors 
and overcome the vulnerability in tourism associated with seasonal employment (Stacey, 2015). 

Although the tourism sector is characterised by a range of low-skilled tasks, a low quality workforce can 
affect visitor’s experience. As highlighted in previous surveys, raising the quality of basic education is 
needed to improve the quality of the general workforce (OECD, 2017e; 2013). Underlying skill-shortages 
are increasingly affecting the tourism sector (Department of Tourism, 2017). A tighter relationship 
between firms and the education system can address emerging skills shortages. For example, in Brazil 
the Pronatec is a publicly-funded programme that supports private and public vocational training courses 
with the aim of linking training places in each region with the skills needed using explicit requests from 
individual businesses (O’connell et al., 2017). Thus, vocational skills development can play a role in 
bridging the skills gap by ensuring the availability of well-trained personnel to meet the demand of the 
tourism sector and productive sectors in the tourism value chain. The authorities should implement the 
steps identified in the National Tourism Sector Strategy and provide quality career guidance and greater 
integration of workplace oriented learning to improve the school-to-work transition (Department of 
Tourism, 2017). Further, on-the-job training programmes that cater to the ever-changing tourism 
environment should be developed. Not only will training improve employees’ career prospects, but also 
counter the effect of seasonality on working conditions if training modules are held during off-peak 
periods. 

Increasing local participation in tourism through digitalisation 

Increased digitalisation has affected the tourism sector in many ways – especially with respect to 
employment opportunities. While travel planning, booking of travel itineraries and accommodation has 
shifted from tourism offices to the individual via booking platforms, the sharing economy provides easy 
access for stakeholders to participate in the tourism economy. For example, since 2008 about 2 million 
visitors to South Africa have booked accommodation through the peer-to-peer platform AirBnB (AirBnb, 
2018). According to AirBnB, most hosts in South Africa are using their extra income from hosting to make 
ends meet and otherwise afford to stay in their homes. Spillovers to the local community are further 
created through new ways for tourists to experience the destination, for example through people-to-
person experiences guided by locals as well as through facilitated travel mobility through car sharing such 
as Uber and Mytaxi (OECD, 2018e). 

The rapid growth of the sharing economy not only provides opportunities, but also creates challenges for 
established operators. It further raises broader questions of consumer protection, taxation and regulation. 
Accommodation sharing services in particular may affect neighbours and local residents, due to noise 
and other disturbances, and by contributing to pressure on the local housing market. In Iceland, for 
example, the under-supply of housing and the growth of short-term rental market to tourists have made 
housing less affordable (OECD, 2017c). In a worst-case scenario, poorly managed growth of these 
services may also have a detrimental impact on the historical fabric of destinations and reduce the appeal 
of areas as places to live and visit (OECD, 2018e). Carefully thought through policy responses are 
therefore needed to balance the benefits of accommodation-sharing services, such as extra capacity in 
peak periods and encouraging tourists to disperse to less well-known destinations and the potential 
negative externalities created in local neighbourhoods. It is also important that basic safety and quality 
standards for accommodations are adhered to. For example, authorities may impose similar standards 
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for owners who make extensive use of accommodation rentals as for the formal sector. This may require 
them to change the use into commercial property and adhere to the respective regulation. 

Fiscal impact of tourism 

A growing tourism sector is associated with higher fiscal revenues, although the exact extent of the 
contribution is difficult to assess. According to the Tourism Satellite Account, the tourism share in taxes 
net subsidies on production are estimated at about ZAR 2.2 billion for 2017. The majority of the revenues 
stem from the accommodation services and restaurant sector, followed by non-tourism specific industries 
(Statistics South Africa, 2018b). Fiscal expenses on tourism takes the form of direct budget transfers to 
the Department of Tourism mirroring the estimated tourism share in taxes on production for the fiscal 
period 2017-18 with ZAR 2.1 billion. For the fiscal year of 2018-19, the Department’s budget slightly 
increased to ZAR 2.3 billion, of which about 53% is allocated to South African Tourism, mainly for 
marketing purposes. The remaining ZAR 1 billion is distributed amongst tourism incentives, an expanded 
public works programme (including skills development), destination development, enterprise 
development and visitor support services (Department of Tourism, 2018a). 

Financing of tourism development is difficult at the provincial and the local level, as their revenue sources 
are often not sufficient to meet the spending requirements. Especially more disadvantaged provinces and 
municipalities that aim to leverage tourism for their economic development often rely on transfers. While 
tourism is a priority area at the national level, budget allocation for tourism at the provincial and local level 
are often insufficient as the sector is competing with policy fields that are of higher importance to the local 
population, such as education and health. Thus, tourism at the local level is often referred to as an 
unfunded mandate and receives low priority. To ensure that tourism receives a higher priority at the 
subnational level, the government could develop a tourism funding model for provincial and local 
governments. By developing budget allocation mechanisms and instruments that guarantee a reasonable 
budget for tourism and secure its spending on tourism development. Tourism authorities could also 
advocate for frameworks governing infrastructure and other conditional grants, such as the Municipal 
Infrastructure Grant Framework and the Public Transport Network Grant Framework, to more explicitly 
provide for tourism catalytic infrastructure to be eligible for funding. Alternatively, local governments could 
be allowed to collect a tourism charge to broaden their revenues. Tourism charge has been an instrument 
introduced in several OECD countries (OECD, 2018c; OECD, 2018e) to provide additional revenues to 
local budgets and provide a dedicated financial source for local tourism development, marketing and 
maintaining natural and cultural tourism resources. 

Recent tourism developments and tourism prospects in South Africa  

To support tourism development, the Ministry of Tourism developed a National Tourism Sector Strategy 
(NTSS) in 2010. The strategy highlights a number of initiatives, policies and projects to support the 
country’s emergence as a destination of international significance and to stimulate domestic tourism 
(Box 3.3). Updated in 2016, the aim of the strategy is to respond to key challenges and opportunities 
facing the sector in South Africa through ‘Effective Marketing’, ‘Destination Development’, Visitor 
Experience initiatives’ and ‘Facilitating Ease of Access’. At the same time, the national destination 
marketing agency South African Tourism (SAT) is implementing a strategy necessary to increase 
international tourist arrivals by 4 million and domestic holiday trips by 1 million over the course of five 
years.  

Within the first two years of the “5 million in 5 years” strategy, objectives were only reached with respect 
to domestic holiday trips in the first year (South African Tourism, 2018a). Developments in domestic 
tourism are closely linked to conditions in the local economy. Although domestic tourism trips overall 
(including holiday, business and visiting friends and relatives) declined by almost 30% between 2016 and 
2017, the first-year target to reach more than 2.9 million domestic holiday trips was fulfilled (Figure 3.9, 
Panel B). However, in 2018, domestic holiday trips declined falling short of the targeted objective. 
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Similarly, the goal to increase international tourist arrivals to 10.899 million in 2017 and 11.899 million in 
2018 was missed, falling short by about 600 000 tourist arrivals in 2017 and 1.4 million tourist arrivals in 
2018 (Figure 3.9, Panel A). While it is important to monitor tourism indicators, the cyclic nature of tourism 
flows should be differentiated from transformative issues. Thus, trends that emerge more slowly, such as 
demographic change in the core markets or increasing digitalisation may require an adjustment of tourism 
strategies. Authorities should therefore regularly evaluate and if necessary adapt the monitoring 
framework to include new indicators that capture new trends such as digitalisation. 

Box 3.3. Policy framework and National Tourism Sector Strategy in South Africa 

In 2010, the government selected tourism as one of five priority sectors in its 20-year growth plan. In 
the following year, the key framework document guiding both public and private sector action was 
published, with quantitative targets from 2010 to 2020. The Tourism Act of 2014 provides the 
overarching legislative context within which tourism development and growth is pursued. In 2016, 
the National Tourism Sector Strategy (NTSS) of 2010 was updated to respond to global trends 
including changes in tourist demographics and associated consumer needs.  

The revised NTSS envisions a rapidly growing tourism economy that leverages the country’s 
competitive advantages in nature, culture and heritage supported by innovative products and service 
excellence. Initiatives include the provision of infrastructure development, maintenance, and 
enhancement, and the diversification of tourism products, experiences and routes. Complementing 
the NTSS, the goal “5 million in 5 years” pursued by South African Tourism is to increase international 
tourist arrivals by 4 million and domestic tourism trips for holiday, leisure and recreation by one million 
from 2017-21. 

To increase the direct contribution of the tourism sector to the economy, five strategic pillars were 
identified: 

 Effective marketing: A coherent approach to promote South Africa to become a top of mind 
destination and improve the conversion rate. 

 Facilitating ease of access: Seamless travel facilitation and access to participate in tourism. 
 Enhancing the visitor experience: Provide quality visitor experiences for tourists to achieve 

customer satisfaction and inspire repeat visitation.  
 Improving destination management practices: To provide for sustainable development and 

management of the tourism sector. 
 Ensuring inclusivity in all tourism endeavours: Promote the empowerment of previously 

marginalised enterprises and rural communities to ensure inclusive growth of the sector. 

Investment in the development of tourism products is critical to improve destination competitiveness 
and to meet the needs of both domestic and international visitors. As such, 53% of the Department 
of Tourism’s budget for the fiscal period 2018-19 is allocated to South African Tourism (SAT). In 
addition, tourism services can voluntarily charge consumers a tourism levy of 1% levy, which has 
the objective to provide additional funds to South African Tourism.  

Source: OECD (2018e), OECD Tourism Trends and Policies 2018. National Tourism Sector Strategy, 2017. 

By following a tourism strategy that seeks a balanced development between the international and 
domestic segment, South Africa aims to strengthen the sector’s resilience. Performing well in attracting 
international tourists can provide external stimulus to a weak economy and counter weak performance in 
the domestic segment. A robust domestic tourism market in turn increases the resilience against 
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fluctuations and external shocks in core market economies. In 2018, the domestic tourism segment in 
South Africa constituted about 56% of internal tourism expenditure (Statistics South Africa, 2019). In the 
context of a struggling domestic economy, current efforts are predominantly focussed on attracting more 
international tourists and expanding core markets.  

Figure 3.9. Development and future goals of tourist numbers 

2007-2021 

 
Source: World Tourism Organization, 2019; South African Tourism, 2018a. 

StatLink 2 http://dx.doi.org/10.1787/888934006518 

International tourism 

Developments in South Africa’s international tourism segment highlight both, the potential volatility of the 
sector and the difficulties to increase international tourist arrivals. Despite demonstrating remarkable 
resilience in recent years, global tourism remains sensitive to the challenges posed by global economic 
conditions, geopolitical turmoil, terrorism, and natural disasters (OECD, 2018e). Most recently, the 
COVID-19 pandemic triggered an unprecedented crisis in the tourism economy. OECD estimates on the 
COVID-19 impact point to 60% decline in international tourism in 2020, which could even rise to 80% if 
recovery is delayed until December (OECD, 2020b). As previous crises have shown, it will be crucial to 
restore traveller confidence and to stimulate demand. For example, following the global financial crisis, 
international tourist arrivals to South Africa dropped by almost 30% in 2009 (Figure 3.10). In addition, 
media coverage can significantly affect perceptions of safety and security following natural disasters, 
pandemics, terrorist attacks and the like. After the 2014 outbreak of Ebola in West Africa, inbound travel 
from the African continent declined in addition to overseas tourists who avoided the entire African 
continent. Subsequently – and despite being several thousands of kilometres away from the 
outbreak - arrivals to South Africa dropped by 645 000 visitors (World Tourism Organization, 2018). A 
coherent communication strategy in events of potential and occurring crises that focuses on a credible 
risk assessment is important (Haxton, 2015). By providing up-to-date information through an authorised 
channel, potential tourists can be supported in making informed travel choices.  

High crime rates in South Africa also influence the perceptions of safety, which has a significant influence 
when potential tourists make their travel choice. The Travel and Tourism Competitiveness Index has 
continuously ranked the country within the lowest performing quintile of countries with respect to safety 
and security over the last decade (World Economic Forum, 2019; 2017; 2015; 2013). The low ranking 
primarily results from a high homicide rate and high costs for businesses due to crime and violence, 
indicators that do not directly capture crime or violence against tourists. Nevertheless, they affect 
perceptions of security within the destination. Collecting and disseminating information of crime against 
tourists could help to alter perceptions of personal safety in South Africa. According to the departure 
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survey conducted by South African Tourism, around 80% of respondents over the course of 2017 had no 
negative experience in any form whilst in South Africa as tourists. However, about 6% stated safety and 
security, and about 5.5% personal safety as the most negative experience during their stay (South African 
Tourism, 2017f; 2017c; 2017e; 2018c). Credible and up-to-date information on safe areas that are easily 
accessible for domestic and international tourists alike should be provided. Such information could be 
complemented by greater visibility of safety and police personnel in main tourist areas as proposed in the 
recently finalised safety monitor programme. This is a welcomed step as it could reduce crime against 
tourists, make them feel safer and portray a more positive outlook to potential tourists. A general reduction 
in crime will also improve the well-being of the local population.  

Figure 3.10. International tourist arrivals are back to pre-crisis levels 

1995-2018 

 
Note: Panel B: Other refers to non-classified arrivals. 

Source: World Tourism Organization (2019), Yearbook of Tourism Statistics dataset. 

StatLink 2 http://dx.doi.org/10.1787/888934006537 

Increasing international tourist arrivals not only requires improving safety and security issues, but also 
strategic marketing efforts in key emerging markets. Since 1995, Europe has been a core origin market 
for overseas tourist arrival (Figure 3.10, Panel B). In recent years, South Africa has expanded its tourism 
marketing efforts to new markets arising from a growing middle class in emerging economies (Table 3.1). 
The number of tourist arrivals from regions with an increasing middle class such as South Asia (driven 
by India) more than doubled over the last 10 years - yet this remains a market with significant untapped 
potential due to burdensome visa regulation (see below). The largest share of international tourist arrivals, 
however, originates from the African continent - especially visitors from countries that do not have to 
overcome a great distance and long travel times. Thus, the neighbouring countries Zimbabwe, Lesotho, 
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and Mozambique accounted for over half of total overnight international arrivals (50.7%) in 2018 (South 
African Tourism, 2019). 

Table 3.1. South African Tourism’s leisure market portfolio 

2017 

 Africa & Middle East America Asia & Australia Europe 

Core markets 

(about 60% of efforts are 

deployed in these 

markets) 

Angola 

Domestic 

Kenya 

Mozambique 

Nigeria 

Tanzania 

Brazil 

USA 

Australia 

China 

India 

France 

Germany 

Netherlands 

UK 

Investment markets 

(about 20% of efforts are 
deployed in these 

markets) 

Botswana 

DRC 

Ghana 

Lesotho 

Uganda 

Zimbabwe 

Canada Japan 

South Korea 

Italy 

Russia 

Tactical markets 

(about 15% of efforts are 
deployed in these 

markets) 

Namibia 

UAE 

Zambia 

- Singapore Switzerland 

Watch list markets 

(about 5% of efforts are 

deployed in these 

markets) 

Ethiopia 

Malawi 

Swaziland 

Argentina New Zealand Austria, Belgium, 

Denmark, Finland, 

Norway, Spain, 

Sweden, Turkey 

Strategic importance Egypt 

Israel 

Morocco 

Saudi Arabia 

Tunisia 

- Malaysia - 

Note: Bolded countries have a reciprocal visa-waiver agreement with South Africa. Cursive countries are visa exempt without reciprocal 

arrangements. 

Source: South African Tourism (2017b), South African Tourism Annual Report 2016/2017. 

As for many destinations, the purpose of trip for international visitors to South Africa varies, as does, 
subsequently, their participation in activities and tourism-related spending. Market research indicates that 
most tourists from overseas markets are coming to South Africa for leisure purposes, whereas tourists 
from the African continent are more likely to visit friends and relatives, or travel for business or medical 
reasons (South African Tourism, 2018a). Visitors arriving from long-haul markets tend to participate in a 
wide variety of leisure-based activities, whereas those arriving by land from neighbouring countries are 
more likely to engage in social activities, as well as shopping, nightlife and eating out (Figure 3.11). 
Overseas visitors, as well as those arriving from continental Africa by air spend significantly more on 
average and are more likely to participate in activities related to natural attractions, cultural heritage and 
wildlife. Marketing strategies in these high spending origin markets should therefore focus on these core 
competitive assets.  
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Figure 3.11. Tourist numbers, spending behaviour and activities undertaken while in South Africa 

2017 

 
Note: Africa land refers to Botswana, Lesotho, Malawi, Mozambique, Namibia, Swaziland, Zambia, and Zimbabwe. Africa air refers to African 

countries not included in Africa land.  

Source: South Africa Tourism Annual Report, 2017. 

StatLink 2 http://dx.doi.org/10.1787/888934006556 

Facilitating travel to South Africa is key to increasing inbound tourism 

To attract international visitors to South Africa, the ability to travel freely from source markets to ports of 
entry and then on to the final destination, including crossing borders, is a key aspect (OECD, 2014). South 
Africa is challenged by its remote geographic location relative to non-African core markets, which 
translates into long travel times for many potential tourists. Tourism strategies to attract international 
visitors therefore not only have to improve accessibility and connections to existing and potential source 
markets, but also have to reduce the administrative barriers and uncertainty related to visa requirements 
to remain globally competitive. 
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Airport connections are fairly well developed. Within sub-Saharan Africa, South Africa has the most 
developed air transport infrastructure and ranks well with respect to the quality and the number of 
operating airlines (World Economic Forum, 2019). The Yamoussoukro decision on liberalising air 
transport across Africa, implemented in 2018 to stimulate the development of inter-African air transport 
and improve the quality of service to the consumers, has already had positive impacts on air access and 
tourism to South Africa. Through its air connectivity project, Cape Town Air Access, Cape Town has seen 
an estimated increase of ZAR 4.8 billion in tourism spend, due to the launch of 13 new routes and the 
expansion of 14 existing ones within Africa (Tourism Business Council of South Africa, 2018). The project 
is a collaboration of public and private sector partners. According to estimates by the Tourism Business 
Council, the airport capacity is sufficient to accommodate rising visitor numbers in the short to medium 
term. Authorities should however ensure that the long-term needs of the tourism industry are considered 
as part of the transport access and infrastructure planning process.  

The current visa policy of South Africa is acting as a brake on growth in international tourist arrivals. 
Across countries, complex visa and entry procedures are well proven inhibitors of travel (OECD, 2018e). 
In response, countries aiming to increase international tourism take steps to better facilitate entry into the 
respective country. For example, the Indonesian government successfully attracted more foreign tourists 
by changing their visa policy in 2015 to allow citizens from 169 countries to enter the country without a 
visa (OECD, 2018d). As of 2019, South Africa currently had visa-waiver agreements with 76 countries in 
total (Figure 3.12). International tourist arrivals from countries with recently signed visa waivers have seen 
strong growth. For example, following the establishment of a reciprocal visa waiver with Russia in March 
2017, international tourist arrivals increased by 51% compared to arrivals in 2016. By contrast, the 
cancellation of visa waiver arrangements with New Zealand in January 2017, led to a 23% decline in 
international tourists arrivals (World Tourism Organization, 2018). To increase the arrival of foreign 
tourists, South Africa could take steps to expand the number of countries covered by visa waiver 
agreements. Not only does the elimination of the administrative burden support the attractiveness of the 
country as a destination, but spending by foreign visitors also has a more important impact on the 
domestic economy that outweighs the forgone earnings from visa fees (OECD, 2018d; OECD, 2018e). 

Figure 3.12. Not all sending countries with high average spend by tourists have a visa-waiver 
agreement 

2017 

 
Source: Based on data from South African Tourism (2018) and UNWTO. 
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For those countries that do not fall under visa-waiver agreements, visa-issuing procedures must be 
simplified. In emerging target markets that are characterised by high average tourist spending, such as 
China and India, no visa-waiver agreements exist (Figure 3.12). Moreover, a lack of sufficient visa issuing 
offices, especially in these same markets, increases the administrative and monetary burden for potential 
tourists. Not only does the lack of visa issuing offices increase processing times, current processes 
require the tourist to send in their passport. In addition, applying for a visa may also require the advance 
purchase of a flight ticket – without certainty of being granted the visa. As such, for many, applying for a 
visa to South Africa is costly both in terms of time and money. An electronic visa programme is currently 
piloted for citizens from New Zealand travelling to South Africa in place of the visa-waiver agreement 
cancelled in 2017. While the expansion of a free visa policy in core markets should be targeted, it might 
not be immediately feasible due to security concerns. An alternative solution would be the large-scale 
implementation of electronic visa programmes and the issuing of multi-year multi-entry visas to reduce 
the administrative burden for potential and repeating tourists by saving visitor’s time and money. These 
steps are currently discussed by the respective authorities and would significantly improve administrative 
procedures, and thus turn South Africa into a more competitive and attractive destination for tourists.  

Facilitating and clarifying current rules for entering South Africa could reduce unnecessary burden for 
travellers. In 2015, the Department of Home Affairs introduced a visa regime that required minor travellers 
wishing to enter or leave the country to produce an unabridged birth certificate, regardless of whether the 
country falls under a visa-waiver scheme or not. In addition, written permission from both parents or legal 
guardians to enter or leave the country might be requested in some cases. Although an amendment in 
2018 resulted in a slight change of wording, uncertainties remain as minor travellers who are foreign 
nationals and who are visa exempt are still advised to carry the unabridged birth certificate. While it is no 
longer a legal requirement, entry might be prohibited if relevant documentation for minors cannot be 
produced when requested. Rules regarding travelling minors should be clarified, communicated 
effectively, and where feasible removed to facilitate travel.  

Regional visa agreements could increase travel mobility within wider Southern Africa while supporting 
regional integration. The last economic survey highlighted the need to strengthen regional integration in 
the South African Development Community (SADC) to broaden economic opportunities (OECD, 2017e). 
Regional visa agreements could increase overall attractiveness for overseas tourists travelling to the 
region. Instead of going through visa processing procedures for each individual country, a regional visa 
agreement would facilitate travel mobility and flow of visitors between participating countries (OECD, 
2018a). Already, several regional economic communities offer multi-destination visas such as the East 
Africa Tourist Visa as well as visa-free travel such as in the Economic Community of West African States 
to boost regional tourism. Although the KAZA Univisa has been introduced in the SADC region, this 
regional visa currently only covers Zambia, Zimbabwe, and park visits in Botswana allowing holders to 
travel between these areas. Broadening the scope of KAZA Univisa schemes should be advanced. The 
more countries able to join whilst maintaining border security, the better it will be for the attractiveness of 
participating destinations. It also allows the participating governments to share the burden of processing, 
security screening and administration (OECD, 2018a).  

Domestic tourism  

Domestic tourism has the potential to reduce exposure to seasonality of inbound tourism, promote 
economic development in rural and regional areas and improve the local tourism culture. In the context 
of the COVID-19 pandemic, reduced international flights and many travel restrictions imposed by 
countries in place, domestic tourism has the potential to be the main driver to recover the tourism sector 
(OECD, 2020b). A main challenge facing the South African tourism sector is how to grow domestic 
tourism on the back of tough economic conditions in the country. Weak economic growth and high 
unemployment have put household disposable income under pressure (see KPI). Thus, over the last 
decade, total domestic tourism trips have declined (Figure 3.13). 
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Domestic tourists in South Africa are mainly visiting family and friends. Trips for the reason of holiday, 
leisure and recreation, which tend to create more tourism revenues, constitute only 15% of all domestic 
tourist trips. The biggest inhibiting factors according to respondents from the domestic tourism survey are 
related to affordability (40%) and that they have no reason to take a trip (23%) (South African Tourism, 
2019). The lack of a tourism culture has been shaped by the legacy of apartheid, and although the 
composition and nature of domestic tourism has been changing since then, domestic tourism remains 
below its expected potential (Kruger and Douglas, 2015).  

Figure 3.13. Domestic tourism trips are trending downwards 

By purpose, 2007-2018 

 
Note: Other personal purposes refer to visiting friends and family. 

Source: World Tourism Organization (2019). 

StatLink 2 http://dx.doi.org/10.1787/888934006575 

To create a tourism sector where domestic tourism can balance seasonality of international arrivals, the 
industry has responded by developing products that appeal to members across all market segments. The 
government developed a domestic tourism strategy focussing on creating a culture of travel for holiday 
leisure. Strategic actions to increase tourism volume include creating a domestic travel card similar to 
SANParks’ Wild Card and packaging linked experiences across the country, for example National Parks 
Footprint, in partnership with the industry (Department of Tourism, 2012). However, domestic tourism in 
South Africa is facing a lack of diversity and inclusive pricing strategies (Department of Tourism, 2018b). 
The domestic tourism strategy should not only focus on differentiated marketing, but also on differentiated 
pricing mechanisms for domestic tourists to increase accessibility to different social classes and counter 
seasonality. Thus, reduced entrance fees to tourism sights and attractions for local residents, low income 
groups and during off-season could stabilise visitor numbers. For example, several European countries 
have active policies combatting seasonality and promoting “Tourism for all” (e.g., Czech Republic, 
France, Greece, Hungary), which are primarily targeting the domestic market. Further, a number of 
countries (e.g., Belgium, France, Hungary, Italy) also implement programmes to reduce inequalities and 
support people with limited access to holidays and tourism opportunities through the implementation of 
holiday funding schemes or targeted actions for persons with reduced mobility (OECD, 2016b). 

Ensuring tourism development translates into sustainable and inclusive 
growth 

Tourism development does not automatically translate into inclusive growth. While the sector has the 
potential to create job opportunities (as described above), the benefits of tourism also have to spread into 
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regions currently lagging behind. This is especially important in South Africa, where spatial inequalities 
are a legacy from the apartheid regime. However, there are risks associated with unchecked tourism 
growth that have to be considered, such as loss of cultural heritage and the depletion of environmental 
assets. Tourism policies therefore need to be planned carefully and in a holistic way taking into account 
the interdependencies across different sectors and allowing for input from different levels of government. 

Supporting regional development through tourism 

South Africa is one of the most spatially segregated and unequal countries owing to the legacy of 
Apartheid. Thus, provinces such as Eastern Cape, KwaZulu-Natal, and Limpopo that used to have a high 
concentration of “homelands” during apartheid still exhibit high poverty levels (World Bank, 2018). To 
address the inherited geographic inequalities, South Africa’s National Development Plan aims to leverage 
tourism to support regional development and reduce spatial inequalities (Rogerson, 2015). To achieve 
the National Development Plan’s objectives, strategies must focus on spreading tourism to lagging 
regions to increase its economic impact (Pearce, 1995). It is important that strategies to boost the 
geographic spread of tourism are co-ordinated across different levels of government and that policy 
objectives between policy sectors are well aligned. 

South Africa boasts a number of landmarks that are attractive to tourists but are located in distressed 
areas. For example, South Africa hosts 19 national parks spread across four provinces. Among them are 
Limpopo, Northern Cape and Mpumalanga, which are also characterised by high poverty rates. Despite 
the natural assets in these provinces, visitors tend to stay for a shorter period and thus average spending 
per foreign tourist is significantly lower than in Gauteng and Western Cape who exhibit lower poverty 
rates and attract more visitors and total foreign tourist spending (Figure 3.14, Table 3.2). Visitor numbers 
for the National parks further indicate low geographical spread of tourists into existing national parks and 
limited spread of benefits to other parks (South African National Parks, 2018). To spread the economic 
benefits of tourism more widely, the government is currently identifying priority destinations for tourism 
that have the potential to create spillover effects to the surrounding region. However, there is a lack of 
data with respect to local tourism and tourism benefits. In the context of South Africa, where tourism was 
historically targeted to only the white minority population, an understanding for the benefits of tourism for 
the local economy is missing. Providing information about the local benefit of tourism is crucial to 
complement targeted investment and programmes to support the development of local supply chains and 
create buy-in of local communities and stakeholders. 

Table 3.2. International tourism indicators by province 

2017 

 Arrivals Spend (ZAR 

million) 

Average Spend Total Bednights 

(thousands) 

Average length of 

stay (days) 

Gauteng 4 052 368 28 618 7 500 44 468 11.4 

Western Cape 1 727 913 23 118 14 400 23 300 14.1 

Eastern Cape 411 408 3 331 8 700 4 378 11.2 

Kwazulu Natal 812 531 5 867 7 700 7 868 10.1 

Mpumalanga 1 573 635 5 260 3 500 12 759 8.5 

Limpopo 1 882 191 9 929 5 600 7 864 4.4 

North West 771 390 1 523 2 100 4 643 6.3 

Northern Cape 113 137 874 8 400 1 325 12.6 

Free State 1 193 083 2 205 2 100 13 956 12.2 

Source: South African Tourism, 2018a; https://live.southafrica.net/media/229028/sat-annual-report-2017_v25_13072018.pdf.  
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Figure 3.14. Provinces with low poverty attract more foreign tourist spending 

 
Source: South Africa Tourism Annual Report, 2017; Statistics South Africa. 

StatLink 2 http://dx.doi.org/10.1787/888934006594 

Local destination management is key in increasing the economic impact of tourism 

Tourism plays a crucial role in many secondary and small towns in South Africa. In a recent study, McKelly 
et al. (2017) show that for several municipalities the role of tourism in the economy increased significantly 
between 2001 and 2010. Moreover, several of these areas fall within the 27 Priority Rural Districts 
identified by the Department of Rural Development and Land Reform, incorporating several former 
Homeland areas. This highlights the potential of tourism to support local economies in distressed areas. 
However, many of the remote small towns that turn toward tourism as a vehicle for growth are located in 
poorer and distressed areas, and as such their local governments are likely underfunded (Rogerson, 
2016). Thus, despite their legislative mandate to plan for and drive tourism development (Box 3.4), 
planning for tourism by local governments risks falling short of achieving its full potential due to the sheer 
volume of responsibilities in service delivery and financial constraints (Rogerson, 2016).  

Local governments need sufficient capacity to plan for sustainable tourism development. Thus, local 
bodies that are able to plan and take action within destinations, as well as developing strong partnership 
bringing together local government and private sector businesses are crucial for effective destination 
management. The Ministry of Tourism has developed a Tourism Planning Toolkit for local governments 
to provide guidance on how to develop a basic tourism plan. Further, over 300 local government policy 
makers and practitioners were trained on tourism planning and implementation, in collaboration with the 
University of Pretoria. However, to ensure that municipalities can follow through with the tourism 
strategies developed at the national level, capacity at the local level has to be strengthened. For example, 
in Chile, experienced destination managers were assigned to local destinations to co-ordinate tourism 
policies, connect private and public actors, and design and implement site-specific promotion strategies 
(OECD, 2017a).  
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Box 3.4. Governance of tourism in South Africa 

Tourism policies in South Africa fall under the responsibility of national, provincial and local 
governments.  

 At the national level, the Ministry of Tourism has the oversight of the tourism portfolio and is 
involved in crafting policies and sector strategies. The Ministry works closely with public and 
private stakeholders. It also oversees South African Tourism (SAT), the public entity responsible 
for the country’s destination marketing.  

 At the provincial level, a Member of the Executive Council in each of South Africa’s nine 
provinces is charged with responsibility for tourism. Each province also has a provincial tourism 
marketing organisation, complementing the activities of SAT.  

 The local level (districts and municipalities) is responsible for implementation, and therefore a 
key partner in expanding the tourism sector through its role in initiating, facilitating and 
supporting the development and promotion of local tourism. Apart from planning and developing 
infrastructure, local government has the primary role of ensuring that the environment that both 
the locals and visitors encounter is clean, safe, healthy, accessible and stimulating. It is also 
responsible for business licensing and can therefore affect the tourism business environment.  

Given the cross-cutting nature of tourism, the sector’s policies are also affected by other sectors. 
For example, the Department of Home Affairs is responsible for immigration and visa regulation 
significantly affecting tourism policies. To accommodate the complex nature of tourism, horizontal 
co-ordination is undertaken at the national level through the National Tourism Stakeholder Forum 
of the Department of Tourism. It consists of representatives of key ministries and institutions with 
an impact on tourism, such as Statistics South Africa, the Airline Association of Southern Africa and 
the Tourism Business Council of South Africa. Further, bilateral agreements between the Ministry 
of Tourism and other ministries allow tourism officials to work in key policy forums to ensure 
consideration of policy impacts on tourism. 

Source: OECD (2018e). 

Developing infrastructure to support regional development 

To support the geographic spread of tourists into lagging regions, relevant infrastructure has to be 
developed. Areas that are not accessible because of lacking or bad transport infrastructure will not 
develop into flourishing tourism destinations. Similarly, local destinations that cannot provide supportive 
tourism infrastructure (e.g. accommodation) and basic services (sanitation, water, electricity) will have 
difficulties attracting tourists. 

Transport infrastructure within and between places in South Africa is dominated by road transport. Once 
visitors have arrived in South Africa (either by car from neighbouring countries (70%) or by air (30%) 
private cars, taxis and minibuses are the most used mode of transport among international and domestic 
tourists alike (South African Tourism, 2017a). While this form of transport allows for the highest flexibility, 
it adds to the already existing pressure on traffic and road infrastructure. As tourism strategies aim for 
increasing tourist numbers over the coming years, more sustainable and environmentally friendly 
alternatives should be considered. Across OECD, convenient multimodal transport options to access 
destinations, efficient connections between interregional and local modes, integrated ticketing, 
multilingual user information and wayfinding, as well as ease of access for travellers with limited mobility 
have been shown to increase the geographic spread of tourists in a more environmentally friendly and 
less car-dependent way (OECD, 2016b). This also include the more efficient use of existing infrastructure 
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when defining priority areas and developing tourism strategies. It is therefore crucial that transport policies 
are well aligned and co-ordinated with tourism policies to improve visitor mobility to and within 
destinations, enhance visitor satisfaction, and help to secure the economic viability of local transport 
systems by servicing both residents and tourists (OECD, 2016c).  

Infrastructure projects that aim to increase the number of visitors cannot be developed in isolation. 
Besides developing infrastructure that increases visitor’s mobility, the competitiveness to attract tourists 
into the regions also depends on the availability of supportive infrastructure and basic services, such as 
sanitation, water and electricity (UNCTAD, 2017). In South Africa, there is a great variation in the capacity 
of local government, in terms of revenue collection, financial operations and service delivery (OECD, 
2015; Statistics South Africa, 2016). Thus, especially struggling municipalities that turn towards tourism 
to support local growth might not be able to ensure proper service delivery. To promote the geographic 
spread of tourists into more remote and distressed areas requires sufficient capacity at the local level to 
ensure basic service delivery to support new and emerging attractions and destinations (Rogerson and 
Nel, 2016). Municipalities have to be supported to provide supportive infrastructure for basic services and 
tourism related activities. Better service delivery will create a more enjoyable visitor experience, while 
also contributing to better living conditions for residents in the local tourist destination.  

Tourist routes are an increasingly popular initiative implemented by countries to support the geographical 
spread of visitors (OECD, 2016a). Rather than heavily relying on tour operators, as is still the case in 
many provinces in South Africa, well-marketed tourist routes can tap into the segment of tourists that 
prefer to plan their route individually. Digital platforms can provide information on local sights outside of 
main tourist hotspots complementing signage on the ground. A positive example is the well-established 
and well-travelled Garden Route, which stretches about 300 km along the coast from the Western to the 
Eastern Cape. A further tourist route is currently planned from Cape Town to Port Elizabeth, which has 
the potential to create spillovers to many local economies along the route. There are also 21 well-
organised wine route associations in South Africa, which enjoy an increasing number of visitors (South 
African Tourism, 2018). The wine routes offer experiences relating to history, culture, nature and cuisine 
in addition to the complete wine experience (A Ferreira and Hunter, 2017). With most wine routes located 
outside metropolitan areas, wine tours are one example for successful rural tourism development. It is 
also an example how branding can be used to develop tourism. Not only have the wine tours supported 
tourism development in rural areas, but have also raised the profile and profitability of South African wine 
in general. 

Specialising on events to combine infrastructure development and local destination 
management 

Events are a dynamic and fast-growing segment that links tourism and infrastructure development. To be 
competitive in the bidding process and to attract business events and tourism, infrastructure in the form 
of hotels, convention centres and transportation systems is needed. South Africa is not only establishing 
itself as a business event destination, but has also hosted several large-scale events that have boosted 
infrastructure development and visitor numbers. Events included the Rugby World Cup (1995), the Cricket 
World Cup (2003) and most recently the FIFA World Cup (2010), the latter attracting almost 310 000 
foreign visitors in June and July 2010 whose primary purpose was attending the World Cup (Sports and 
Recreation South Africa, 2012). In addition to expanding visitor numbers, major events are often a vehicle 
for infrastructure development. For the 2010 FIFA World Cup, South Africa invested about ZAR 11 billion 
(about USD 1.3 billion) into transport infrastructure – such as the upgrading of roads and the building of 
the Gautrain (Sports and Recreation South Africa, 2012).  

Many cities, regions and countries across the OECD are devoting considerable resources to developing, 
attracting and supporting major events as part of a wider strategy to increase visitor numbers and 
expenditure. One of the fastest growing event segments is that of Meetings, Incentives, Conventions and 
Exhibitions (MICE). Across the African continent, South Africa is leading in the number of hosting 
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business events (UNCTAD, 2017). About a third of international business travellers are visiting South 
Africa because of MICE (South African Tourism, 2018a). To boost South Africa’s strategy to attract five 
million additional travellers, which encompass business travellers, the National Treasury approved in 
2017 a Bidding Fund to help attract more business events to South Africa. Funded with ZAR 20 million 
for 2017/18 and ZAR 90 million for the following three years, the Department of Tourism will be able to 
bid aggressively for international association conferences, meetings, incentives and exhibitions. Aligning 
the event strategy within the tourism strategy can support the geographic spread of tourism through the 
development of relevant infrastructure and counter seasonality of the holiday tourism segment (Box 3.5). 

Box 3.5. Major events as a catalyst for tourism development – The example of New Zealand 

To ensure that events are efficiently managed and well delivered, the New Zealand Government, 
through New Zealand Major Events, works in partnership with the events sector. New Zealand Major 
Events act as an advisor to government Ministers on the value that the events industry brings to the 
national economy. It acts as a partner with the events sector to attract major events, boost sector 
capability and leverage benefits arising from events. It plays the role of investor to ensure valuable 
legacy outcomes that align with the Government’s Major Events Strategy are delivered. Finally, it is 
a one-stop-shop for event organisers to help them navigate their involvement with government 
(www.majorevents.govt.nz). 

The Major Events Strategy highlights that from the government’s perspective, major events are 
considered those which i) generate significant economic, social, and cultural benefits; ii) attract 
significant numbers of international participants and spectators; iii) have a national profile outside 
the region in which they are being held; and iv) generate significant international media coverage in 
key markets. Potential impacts of major events include i) increased tourism revenue; ii) increased 
opportunities for NZ brand promotion; iii) the creation of new business and trade opportunities; iv) 
increased employment opportunities; and v) enhanced events sector capabilities – supported 
through the Major Events Resource Bank. The expected long-term outcomes of the strategy are a 
significant contribution to a high value economy, vibrant communities and culture, and a flourishing 
events sector. 

In order to achieve the aims of the Strategy and maximise the potential economic benefits for New 
Zealand, a Major Events Development Fund was established to prioritise investment in those events 
with the most potential for economic return. The governance structure for the fund includes the 
establishment of both an Investment Panel, to provide private sector and senior public sector input 
into investment decisions, and a Major Events Minister’s Group, bringing together five Ministerial 
portfolios with event investment and leveraging interests (Economic Development; Tourism; Arts, 
Culture and Heritage; Foreign Affairs; Sport and Recreation). The Investment Panel will consider 
major event applications and make recommendations to the Ministers Group on event investment, 
leverage, legacy and prospecting. It is then the role of the Major Events Minister’s Group to approve 
or decline any recommendations made by the Major Events Investment Panel. 

Source: OECD (2017b), Major events as catalysts for tourism. 

Ensuring that tourism development is environmentally sustainable 

Tourism in South Africa depends on its natural resources, while at the same time increasing visitor 
numbers can contribute to the depletion of these very same resources. Thus, in mature tourism 
economies, the sector plays a significant role in the consumption of energy and the generation of 
emissions of greenhouse gases, and contributes to fresh water and land use, biodiversity loss, and 
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unsustainable food consumption (Haxton, 2015). As South Africa aims to become a tourism destination 
of global significance, it needs to address the environmental challenges that accompany increasing tourist 
numbers. When built upon broad stakeholder engagement and sustainable development principles, 
tourism has demonstrated the ability to raise awareness of cultural and environmental values, and help 
finance the protection and management of protected areas, and the preservation of biological diversity 
(OECD, 2018e).  

The biodiversity and attractiveness of natural assets is a key competitive advantage (Figure 3.15, 
Panel A). South Africa has a large and diverse geographical area, although the ratio of protected areas 
to total area is relatively low compared to many other countries. Despite this, about 40 000 km2 of national 
parks – comparable to the size of the Netherlands – is protected. Environmental sustainability has, 
however, deteriorated due to deforestation and loss of habitat since 2000 (Figure 3.15, Panel A) (World 
Economic Forum, 2017). In addition, South Africa is one of the most vulnerable countries in the world 
with respect to projected climate change. Projections indicate overall drying, increased rainfall variability, 
a shorter rainy season and an increased incidence and/or severity of extreme weather events 
(Department of Environmental Affairs, 2017). Potential threats of climate change affecting South Africa’s 
competitiveness as an international tourist destination not only include the degradation of environmental 
resources such as wildlife, beaches, and heritage sites, but also biodiversity loss, increased natural 
hazards and shifts of water availability among others (Rogerson, 2016; Ziervogel et al., 2014). 

Already, South Africa has experienced the consequences of environmental hazards on tourism. Being an 
arid country, baseline water stress has been an increasing factor impeding tourism development 
(Figure 3.15, Panel B). For example, three years of drought combined with water mismanagement led to 
a water crisis in Cape Town at the beginning of 2018. Confronted with a potential fresh water cut-off, 
water restrictions were imposed on residents and tourist accommodations alike, affecting Cape Town’s 
attractiveness as a destination. Despite the negative impacts of the water crisis, it did result in some 
positive outcomes such as investment in water-saving infrastructure and increasing awareness of the 
vulnerability of environmental resources. However, the Cape Town experience highlights the need to 
anticipate and adapt to environmental challenges in the future to avoid costly ad-hoc investments and 
regulations caused by an imminent crisis.  

In the context of climate change, government and the tourism industry have to find sustainable strategies 
to accommodate growing tourist numbers. The country’s concern about the effect of climate change on 
tourism is highlighted in the National Tourism Sector Strategy that promotes responsible and 
environmentally sustainable tourism (Department of Tourism, 2017). While the need to mainstream 
climate change issues into tourism policies and development is well recognised at the national level, 
implementation is hampered by weak climate change measures at the municipal level. Thus, financial 
allocations for climate change issues are often insufficient as they are an unfunded mandate of local 
governments (Ziervogel et al., 2014). To ensure that South Africa continues to benefit from its natural 
assets as major tourist attractions, destinations have to develop adaptation strategies to respond to the 
potential effects of climate change in their planning and create environmentally friendly strategies to 
accommodate growing tourist numbers. This is especially important for key tourist destinations, such as 
Cape Town, where high tourist numbers already add to the pressure on natural resources. It is therefore 
necessary that the role for sustainable tourism planning is clearly defined and that respective government 
levels are supported in terms of capacity and financial resources to achieve effective policy design and 
implementation. 
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Figure 3.15. South Africa has competitive natural assets and ranks well along several 
environmental dimensions 

Rank from 1 (best) to 140 (worst), 2019 

 
Note: Range of selected competitors include Botswana, Namibia, Mauritius, Kenya and Tanzania. 

Source: World Economic Forum (2019), Travel and Tourism Competitiveness Index, 

http://www3.weforum.org/docs/WEF_TTCR19_data_for_download.xlsx. 
StatLink 2 http://dx.doi.org/10.1787/888934006613 
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Main finding Recommendations 

Key Recommendations 

Access to visa is difficult from several sending countries. 

 

Implement electronic visa programmes on a large scale for emerging target markets. 

Tourism in South Africa is concentrated in few regions and does 

not spread into remoter areas.  

Investments in transport and tourism infrastructure have to be aligned to connect 
tourists to places. 

There are multiple licences required in different administrations 

to open a small tourism unit. 

Reduce red tape and regulatory burden for entrepreneurs and small enterprises. 

Increasing the attractiveness as tourism destination 

High crime rates could deter potential tourists from selecting 

South Africa as destination. 

Seek to improve perceptions of safety through higher visibility of safety personnel in 
prime tourist spots and by collecting and disseminating indicators of crimes related to 
tourists. 

South Africa ranks low in international openness Increase the number of countries falling under the visa-waiver agreement. 

Visa regulation for minors are not clearly communicated and 
create administrative burden for potential tourists even from visa 

exempt sending countries. 

Clarify and simplify rules regarding visa regulations with respect to documents required 
by minors. 

Travel mobility and flow of visitors between South Africa and 
other SADC countries is hampered due to visa processing 

procedures. 

Join regional visa agreement in the SADC region to support regional integration and 
attractiveness for overseas tourists travelling to the region. 

Overseas visitors spend on average more and are more likely to 
participate in activities related to natural attractions, cultural 

heritage and wildlife. 

Continue focusing marketing efforts on core competitive assets and key source 
markets with high growth potential. 

Domestic tourism remains below its expected potential on the 
back of a lacking tourism culture shaped by the legacy of 

apartheid and affordability due to subdued economy.  

Support domestic tourism development to counter seasonality by diversifying products 
and pricing mechanisms. 

Ensure effective governance of tourism 

Budget allocation for tourism at the provincial and local level are 
often insufficient as the sector is competing with policy fields that 

are of higher importance to the local population. 

Create frameworks governing infrastructure and other conditional grants to provide 
additional revenues to subnational budgets and provide a dedicated financial source 
for local tourism development, marketing and maintaining natural and cultural tourism 
resources. 

Despite their legislative mandate to plan for and drive tourism 
development, planning for tourism by local governments risks 
falling short of achieving its full potential due to the sheer volume 

of responsibilities in service delivery – especially in distressed 

regions. 

Ensure that local level governments have sufficient capacity to support planning for 
sustainable tourism and to adapt to challenges imposed by climate change by sending 
experienced destination managers to struggling municipalities. Provide capacity 
building programmes and additional training where needed. 

Policy strategies are often developed in silos, not taking into 

account the interconnectedness with other policy sectors. 

Put in place co-ordination mechanism across policy sectors to align strategies and that 
serve a common overarching goal for development including sustainable tourism 
growth. Such a coordination mechanism could be put in place at the presidency office 
to ensure a whole of government approach, particularly for ministries with mandates 
heavily impacting tourism. 

Ensure that the needs of the tourism industry are considered as part of the transport 
access and infrastructure planning. 

Other 

Many accommodation services use intermediary suppliers that 
source the bulk of their fresh fruit and vegetable produce from 

distant urban wholesale markets 

Capacity building workshops by accommodation services could provide better 
information to local enterprises regarding procurement, product safety and standards 
requirements and create links between accommodation services and local suppliers 
to facilitate their integration into local supply chains. 

There is a lack of data to create an understanding of local value 

chains and the general benefits of tourism for the local economy. 

Improve the economic analysis of tourism activity with better data and research, also 
for the regional level. 

Tourism provides a range of low-skilled tasks, but a low quality 

workforce can affect visitor experience.  

Use vocational and on-the-job training programmes to support skills development in 
the tourism workforce. 

The sustainability of small micro and medium sized enterprises 
in the tourism value chain is particularly affected during and post 

the implementation of government measures to curb the spread 

of Covid-19. 

Increase and extend the relief support in sectors hard hit by the crisis, in particular for 
tourism sector, up to mid-2021, particularly if there is a renewed virus outbreak later in 
the year. 
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