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1. EXECUTIVE SUMMARY
Economic activity in South Africa is slowly recovering following the impact of the Covid-19
pandemic and the continuous power outages. Real Gross Domestic Product (GDP) increased
by 1.9% in the first quarter of 2022, following a revised 1.4% in the last quarter of 2021. The
level of real GDP in the first quarter of 2022 surpassed the average 2019 level before the outset
of the covid-19 pandemic. Additionally, the real Gross Domestic Expenditure increased to
2.2% in the first quarter of 2022 from 1.4% in the last quarter of 2021. However, it remained
below the pre-pandemic average.
With several central banks increasing their policy interest rates by more than generally
expected in recent weeks, global financial markets remain unsettled in developed countries.
The United States central bank introduced an interest rate hike of 75-basis points, the central
bank of Canada hiked their policy rate by 100-basis point, and Philippines also introduced an
unscheduled 75-basis point interest hike. In the same line, the South African central bank hiked
their policy interest rate by 75-basis point, citing a period of persistently high inflation. It is
believed that there is a positive relationship between higher inflation and supply chain
disruptions.
In the education sector, the South African government continues to grapple with learning
outcomes that do not correlate with learning inputs. According to the World Bank, South
Africa’s government expenditure on education as a percentage of GDP was 6.84% in 2020. In
the 2022 budget, R1.3 trillion was allocated to learning and culture, and out of that, R282.8
billion was allocated to basic education. Despite the enormous expenditure on education, it is
estimated that up to 750 000 students aged 7 – 17 years dropped out of school during the
pandemic. Before the pandemic, the dropout rate was estimated at 230 000. Furthermore, the
total number of learners who achieved bachelor's passes was 36.4% in 2021. This is rather
disappointing for a country that is being built on high wages and advanced skills - where labour
market mismatch is thriving. In 2021, the General Household Survey concluded that only 52%
of the youth completes grade 12. This raises concerns not only about the quality of education
but also the employment prospects of young people.
From better to worse - South Africa’s energy crisis keeps worsening, dragging covid19
economic gains with it. Load shedding, regrettably, will continue to dominate the headlines. It
has once again proven to be the greatest hindrance to economic growth with an estimated
excruciating cost of R1.5 billion a day to the economy. The impact will, therefore, be longlasting. Unfortunately, load shedding will continue for the foreseeable future; with 2022 still
expected to be the worst year.
The need for fundamental transformation will require more durable and sustainable solutions
to South Africa’s fiscal and energy challenges, and so far, the initiatives and implementations
in place have been insufficient to make it a possibility. There is a growing concern about
corruption and mismanagement in South Africa as these remain the biggest obstacles to the
country’s growth and development. Efforts by the government to counterattack the root causes
of corruption are also failing amid political instability.
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2. EDUCATION AND HEALTH
2.1.

Lebo Siboyi

Introduction

According to the World Bank, South Africa’s government expenditure on education as a
percentage of GDP was 6.84% in 2020. In the 2022 budget, R1.3 trillion was allocated to
learning and culture, and out of that, R282.8 billion was allocated to basic education. Despite
the enormous expenditure on education, it is estimated that up to 750 000 students aged 7 – 17
years dropped out of school during the pandemic. Before the pandemic, the dropout rate was
estimated at 230 000. Furthermore, the total number of learners who achieved bachelor's passes
was 36.4% in 2021. This is rather disappointing for a country that is being built on high wages
and advanced skills - where labour market mismatch is thriving. In 2021, the General
Household Survey concluded that only 52% of the youth completes grade 12. This raises
concerns not only about the quality of education but also the employment prospects of young
people. Against this backdrop, the following section looks at some of the challenges faced by
the educational system, specifically government schools. Section 3 discusses the relationship
between education and health. Section 4 looks at the scenario analysis while section 5
concludes and provides recommendations.
2.2.

Challenges faced by the SA educational system

There are many problems faced by the educational system of SA including violence in schools,
late coming, and inadequate training of teachers among others. Furthermore, different
provinces face different challenges as outlined in table 1. Therefore, for this report, we will
focus solely on the following challenges: poor infrastructure, poor quality teachers and
teaching equipment, and high fees.
Table 1: Challenges experienced in public schools
Problems experienced in
public schools
Lack of books
Classes too large
Fees too high
Facilities bad
Lack of teachers
Teachers absenteeism
Poor quality of teaching
Teachers stricking

Provinces (%)
WC
3.2
6.7
5.5
3.8
3.2
2.2
2.8
1.9

EC
1.8
1.2
2.2
1.6
3.5
0.7
0.4
0.1

NC
2.1
1.2
1.2
1
1.4
1.3
1.2
0.5

FS
3
1.8
1.9
2.4
0.6
0.6
0.5
0.3

KZN
3.7
3.1
1.7
1.9
0.8
0.6
0.9
0.5

NW
2.3
5.6
2.4
2.8
1.5
1.7
1.2
0.9

GP
2.9
3.6
4.5
2.1
1.5
2.3
1.9
1.2

MP
4.1
4.3
2.4
2.5
1.1
0.5
1.6
0.5

LP
1.4
2.2
0.5
0.9
0.5
0.7
0.6
0.4

SA
2.8
3.3
2.6
2.1
1.6
1.2
1.2
0.7

Source: General Household Survey (GHS)
2.2.1. Poor infrastructure
Poor infrastructure remains one of the biggest challenges facing the SA educational system.
However, schools located in poor provinces are more likely to have inadequate infrastructure
compared to schools located in Gauteng and Western Cape for example. The National
Education Infrastructure Management System report published in 2021 concluded that 80% of
ordinary schools do not have functioning laboratories, 69% do not have libraries, 25% do not
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have reliable water supply, and 22% use unlawful pit toilets. These are shocking numbers in a
country that preaches the 4th industrial revolution but fails to get the basics right. Indeed, the
2017/18 School Monitoring Survey report showed that only 59% of public schools comply
with the minimum physical infrastructure standards and 24% of the schools do not have
running water. The ineffectiveness of the government to tackle the infrastructural problems in
SA schools has resulted in poor performance of learners. The poorly maintained buildings do
not resemble an environment that is designed to stimulate learning and development.
2.2.2. Poor teacher quality and teaching equipment
SA educational system is also subjected to under-performing teachers. According to the 2015
TIMMS report, only 50% of grade 5 learners could complete basic calculations in SA. On top
of this, it was also discovered that approximately 79% of grade 6 maths teachers had content
knowledge that was below the grade they were teaching for. Not only does SA have a shortage
of teachers, but it also has a compromised quality of teachers. The continuous changes in the
curriculum also contributed to the lost capacity of skilled and qualified teachers. The impact of
low-quality educators is severe and leads to poor performance. Educators who fail to give
instruction effectively interfere with the learner’s potential to achieve their optimal. A study
conducted by the Institute for Public Policy Research concluded that ineffectual teachers at any
grade lead to a decrease in students’ grades when compared to competent and excellent
teachers. Therefore, the poor grades achieved in public schools in SA could be partially
attributed to the low-quality teachers that are understaffed.
2.2.3. High fees
As was discussed in our previous report (2021/Q4), high school fee is one of the key drivers of
learners’ dropout. The No-fee Schools policy introduced in 2007 only abolished school fees in
the poorest 40% of schools nationwide and they aim to extend this to the poorest 60%. Given
the current economic state of SA – poverty, unemployment, and soaring inequality, this means
that learners whose parents cannot afford fees are forced to leave school. Interestingly, highquality schools in SA are private and expensive, meaning that if a learner is from a poor family,
the chances of being exposed to high-quality teaching and learning environment are severely
limited. Furthermore, if a learner is lucky enough to get admitted to a no-fee school, they are
likely to perform poorly due to poor infrastructure and inadequate structures to stimulate
development and learning.
2.3.

The education-health nexus

Given the importance of a properly and adequately equipped educational system, it would be
interesting to understand its relationship with health. In a study conducted by Zajacova and
Lawrence (2018)1, individuals who have higher educational attainments tend to live longer and
healthier when compared to individuals with lower educational attainments. This is because
education improves one’s knowledge, reasoning, and effectiveness among other skills which
can be used to produce health and well-being. Furthermore, high-paying jobs that can be

1

Zajacova and Lawrence (2018). The relationship between education and health: reducing disparities through a
contextual approach. National Library of Medicine.
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obtained through higher educational attainment leads to the accumulation of wealth that affords
one healthy choices and proper medical attention. Given that in SA there are poor educational
standards with a questionable matric pass rate, it is likely that the health of young people will
deteriorate in the future, and they won’t be able to contribute to the economy. It, therefore,
remains imperative that the educational system is improved to serve the country and its citizens
going forward.
2.4.

Forward-looking statement: education outlook

Below is a brief description of the best, worst and base case scenarios.
Best scenario:
The government takes into full consideration the challenges faced by the SA educational
system and implements the reforms needed to improve it. That includes developing rigorous
standards in schools and devising better assessments. Lastly, as part of the National
Development Plan 2030, it is expected that SA learners should have access to high-quality
education, training and improved outcomes by 2030
Worst scenario:
The educational system will continue to deteriorate and learners from poor provinces and rural
areas will be on the receiving end. Learning outcomes will drop significantly, and the National
Development Plan 2030 targets will be missed, as we have seen in the past.
Base scenario:
The government does nothing to improve the educational system, and everything remains the
same. That is, poor infrastructure and high fees continue to be barriers to learning and
development and little is done to counter those challenges.
2.5.

Conclusion and recommendations

Overall, the SA educational system needs urgent attention and reforms. Despite the enormous
budget dedicated to learning and culture in SA when compared to its peer countries, the results
are discouraging. The following is suggested to enhance the educational system.
•

•

Adequate infrastructure – Proper infrastructure that can cater for all registered students
will lead to smaller class sizes and an interactive and creative learning environment.
This will aid in allowing students to perform at their optimal without being limited by
the school environment. This will likely improve learning outcomes and schools to be
in a better position to expose learners to technology, libraries, and labs.
Teacher quality – SA lacks teacher professional standards and this has resulted in a lack
of accountability for teachers. The main argument offered for implementing teacher
standards is that if teachers meet certain standards before being allowed to teach, this
will allow the school to hold them accountable if they fall short and this will result in
improved quality of teachers. Furthermore, high expectations of teaching quality will
result in greater expectations for learners.
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3. FISCAL POLICY AND GOVERNANCE
-

Katlego Mphahlele

3.1. Introduction
Two full years after the first COVID-19 case in South Africa, the economy is finally recovering
from the impact of the Covid-19 lockdowns. Economic activity has recovered to pre-pandemic
levels. Whether the pandemic has at least been a wakeup call for South Africa to look into a
fiscal policy that actually stimulates economic and social development remains questionable.
With the looming possibility of a global recession and the energy crises in South Africa, this
may entail yet another hardship just as the recovery from the pandemic seemed more assured.
3.2.

Revenue Performance

Statistics South Africa has shown that the annual consumer price inflation rose to 6.5% in May
2022, surpassing the Reserve Banks’s peak target scope. This is mostly driven by the recurring
energy crises characterized by power outages. The conflict between Russia and Ukraine also
played a significant role in accelerating inflation. This is because both countries have a
significant share in global food markets, especially in the production of sunflower oil, barley,
maize and wheat. South Africa was no exception, as supply chains were disrupted, with the
most visible impact on fuel and grain prices.
The high inflation has contributed largely to an increase in government revenue as profit
margins increased as a result of the pricing power businesses have. Taxes on goods and services
saw an increase of 20.6% in the 2021/22 fiscal year. Higher fuel levies and net VAT receipts
were the main drivers of this year-on-year increase.
There has been significant improvement in revenue collections, and this is evident in the
smaller National government’s cash book deficit of R325.7 billion. Revenue collections
outpaced expenditure growth with net personal income tax up by R67.3 billion to R555.8
billion, net company income tax also performed notably well, up by R119.2 billion to R323.6
billion, Net VAT up by R59.5 billion to R390.7 billion and import Duties up by R10.7 billion
to R58.0 billion.
Figure 1: National Government Revenue
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The table above illustrates the performance of National government revenue, PIT increased as
a result of higher Pay-As-You-Earn collections across all sectors, while CIT collections reflect
a positive increase in provisional tax payments subsequent to notable profits in the mining
sector.
3.3.

Expenditure Performance

Eskom, social grants and debt repayments are the biggest expenditure contributors.
Government’s persistent efforts to bail out and support Eskom to attain financial stability
continue as finance minister Enoch Godongwana injects yet another bailout of R21.9 billion,
and to date a total of R136 billion has been allocated to Eskom. For more than a decade, Eskom
has failed to meet electricity demand, and relied heavily on government support to remain
afloat.
National government debt interest increased by 15.4% year on year in the 2021/22 fiscal year.
This is because South Africa continues to breach expenditure ceilings leading to acquiring more
debt and making it even more difficult to contain government spending. The government
extended the social relief grant of R350 by another year to March 2023, thus increasing
government expenditure.
The figure below shows the government expenditure performance. It can be seen that social
welfare is the leading contributor with 14.9% total expenditure as a percentage of GDP, Health
expenditure with 11.4% total expenditure as a percentage of GDP and total education
expenditure with 4.5% as a percentage of GDP.
Figure 2: National Government Expenditure
16
14
12
10
8
6
4
2
0
2011

2012

2013

2014
Education

2015

2016

2017

Social Welfare

Health

2018

2019

2020
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3.4.

Conclusion

The need for fundamental transformation will require more durable and sustainable solutions
to South Africa’s fiscal challenges, and so far, the initiatives and implementations in place have
been insufficient to make it a possibility. There is a growing concern about corruption and
mismanagement in South Africa as these remain the biggest obstacles to the country’s growth
and development. Efforts by the government to counterattack the root causes of corruption are
also failing amid a leadership crises.
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4. FINANCIAL MARKETS
-

Thabang Kumalo

4.1. Introduction
Economic activity in South Africa is slowly recovering following the impact of the Covid-19
pandemic and the continuous power outages. Real Gross Domestic Product (GDP) increased
by 1.9% in the first quarter of 2022, following a revised 1.4% in the last quarter of 2021. The
level of real GDP surpassed the average 2019 level, before the outset of the covid-19 pandemic
in the first quarter of 2022. Additionally, real Gross Domestic Expenditure increased to 2.2%
in the first quarter of 2022 from 1.4% in the last quarter of 2021. However, it remained below
the pre-pandemic average.
With several central banks increasing their policy interest rates by more than generally
expected in recent weeks, global financial markets remain unsettled in developed countries.
The United States central bank introduced an interest rate hike of 75-basis points, the central
bank of Canada hiked their policy rate by 100-basis point, and Philippines also introduced an
unscheduled 75-basis point interest hike. It is believed that there is a positive relationship
between higher inflation and supply chain disruptions.
On the upside, the global economy has seen a decline in oil prices, which remain one of the
global inflation drivers. The impact of the decline in oil prices can be seen in South African
petrol dynamics, as petrol prices are expected to decrease in early August 2022. Nonetheless,
Rating agency Fitch has kept South Africa’s long-term currency ratings at BB- with a stable
outlook. Fitch noted that despite recent improvements in several metrics, the credit rating
remains constrained by high and rising government debt, as well as high inequality amid low
economic growth. Fitch expects SA real GDP growth to decelerate to 2.3% in 2022 as rising
inflation, tighter fiscal and monetary policy and continued electricity shortages will weigh
negatively on growth.
4.2.

Commodities and Equities

Growing concerns about the global growth outlook continues to constrain major commodities.
Besides a significant decrease in oil prices in mid July 2022, other major commodity prices
also plummeted. Gold was trading at $1705, recording a 2.3% decrease on w-o-w, Platinum at
$851 with a 3.2% decrease, JSE ALSI at 65 089 with a 4.7% decrease and Brent crude oil at
$101.16 with a 5.5% decrease. Even worse, the South African government bond yield remained
under pressure following the invasion of Ukraine by Russia, rising global inflationary
pressures, and the subsequent tightening of monetary policy by most central banks.
Consequently, this led to a surge of 40bps. The government yields were last at this state during
the height of market panic in the preliminary days of covid-19.
4.3.

Currency movements

Domestic money market interest rates trended higher during the first half of 2022, in line with
the four consecutive increases in the repurchase (repo) rate since November 2021 and reflected
fluctuations in the exchange value of the rand, higher consumer price inflation and heightened
global risk aversion. The South African rand increased by 10.8% in the first quarter of 2022
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following a decrease of 8.5% in the second half of 2021. The increase in rand followed a higher
international export commodity price which resulted in the appreciation of some commodityexporting emerging market currencies against the US dollar during the first quarter of 2022.
However, the currency declined in April and early May 2022, largely due to the strength of the
US dollar after a 50-basis point increase in the US federal funds rate to combat rising inflation.
The ongoing conflict between Russia and Ukraine, and the subsequent sanctions imposed on
Russia by many countries, as well as the reimplementation of strict Covid-19 lockdown
measures in China posed renewed risks to global economic growth and caused heightened
currency volatility. Although South Africa’s sovereign credit rating outlook was revised from
stable to positive in May, the rand increased only marginally in May and early June, in line
with other emerging market currencies amid a depreciating US dollar. Towards, the end of July
Rand was trading at R16.82 against the US Dollar, R17.21 against Euro and R20.26 against
Pound. Compared to mid-July, where rand was trading at R17.08 against the US Dollar, R17.21
against Euro and R20.24 against Pound
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5. ENERGY & FINTECH
5.1.

Thabang Serobe

Electricity

From better to worse - South Africa’s energy crisis keeps worsening, dragging covid economic
gains with it. Load shedding, regrettably, will continue to dominate the headlines. It has once
again proven to be the greatest hindrance to economic growth with an estimated excruciating
cost of R1.5 billion a day to the economy (June-July power cuts). The impact will, therefore,
be long-lasting. Unfortunately, load shedding will continue for the foreseeable future; with
2022 still expected to be the worst year.
However, major crises offer major opportunities. There has been significant progress in energy
regulation and policy space. Green hydrogen development (which is under study) could
potentially yield massive dividends should government, in partnership with the private sector,
adopt decisive and relevant policy measures coupled with proper financing structures to
maximize the opportunity. Public Private Partnership (PPP) will thus bring about phenomenal
results this space.
Furthermore, ginormous progress with the opening of the sixth round of the Renewable Energy
Independent Power Producer Procurement Programme (REIPPPP). REIPPPP Bid Window 6
has been earmarked for 2 600 megawatts of which 1 600 megawatts will be procured from
Wind resources while 1 000 from Solar PV. However, Business is not entirely satisfied with
the current cap of 2 600 megawatts and would have been more satisfied with a cap greater so
to address the immediate energy demand. Nevertheless, government has been applauded for
this progress. The 2 600 megawatts capacity is expected to be available within 24 months after
the Commercial Close of the project.
5.2.

Oil Prices

Oil has increasingly become a complex subject; embroiled with mixed reactions of constrained
output levels, souring prices, increased demand and fears of global recession. These variables
have created unprecedented price volatility. To further exacerbate this global crisis, the world’s
top oil exporter, Saudi Arabia, have decided to raise their August crude oil prices for Asian
markets. This will certainly have drastic impact on the region and possibly spill-over effects to
nations, especially emerging markets with close trade relations with Asian nations.
Consecutively, OPEC+ producers have stipulated their impotence to scale production amid
increased global demand due to geopolitical instability in countries with which they harvest
production from (i.e Nigeria and Libya).
Therefore, it should be expected that emerging markets such as South Africa will likely see
further fuel price increase with major influence being elevated global oil prices caused by the
increased global demand and constraint supply, and (for South Africa) weaker rand against
dollar.
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