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Recovery Prospects of the South African Economy
in the Aftermath of the Covid-19 Pandemic:
Analyses of Key Macroeconomic Variables
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The purpose of this study is firstly to assess the impact of the Covid-19 pandemic on
the South African economy and secondly, to explore the recovery prospects in the
aftermath of the pandemic. The key macroeconomic variables include GDP, debt-to-
GDP ratio and budget deficit/surplus. Publicly available secondary data with a time
span from 2000 to 2022 are utilised. The study adopted a descriptive research design
and conducted quantitative analyses. The results show that the biggest gap between
government revenue and expenditure was recorded in 2020, as evidenced by the 10%
of the budget deficit. The results also indicate that the debt-to-GDP ratio is way
above the 60% threshold with a steeper positive slope, coupled with less encouraging
economic growth, as evidenced by low GDP projections. Fiscal sustainability
requires keeping the debt-to-GDP ratio in check over the medium term by limiting
government expenditures and stimulating investment.
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1. Introduction

The world economy has had major events that caused a series of economic and financial crises in the
past. For example, during the twenty-first century, the world had to endure an economically turbulent time as
in the two preceding centuries (Ross, 2021). Ross (2021) further elaborates that there were multiple financial
crises that hit nations, regions, and, in the case of the Great Recession, the entire global economy during this
time. It is argued that most financial crises share certain characteristics, but each with its own unique story to
tell and lessons to learn. The 2007/8 financial crisis being the last one is now replaced by the Covid-19
pandemic. Singh (2022) is of the view that the 2007-8 financial crisis was years in the making and its impact
was not limited to the United States of America where it all started; it devastated economies across the world,
and it lasted for a number of years after the incident.
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The Covid-19 pandemic has had a significant negative impact on people’s health and the world
economy. The World Bank depicted a gloomy picture of the global economy in its Global Economic Prospects
report as early as June 2020 in terms of its effects. The paper stated that despite unprecedented policy support,
the COVID-19 epidemic has struck a crushing blow to an already fragile global economy, which is poised to
sink into its greatest recession since the Second World War (World Bank, 2020). The report went on to explain
that failure to implement the necessary measures promptly, financial strain brought on by the pandemic that
prompts defaults by some nations, or the pandemic’s protracted negative effects on people and businesses
could all contribute to the global economic downturn becoming worse.

There have been other pandemics in the past; Covid-19 is not the first of its kind. The influenza
epidemics of the 20th century (1918, 1957, and 1968), which destroyed the world economy at the time due to
its protracted economic problems, are among the major pandemics in history. The 1918 influenza pandemic
(HINZ1), which struck the world four years after World War | started in 1914, is thought to have had a
significant negative impact on global health and claimed an estimated 50 million lives (Johnson and Mueller,
2002). Three significant pandemic waves followed after the outbreak (Simonsen, Chowell, Andreasen, Gaffey,
Barry and Olson, 2018). According to Saunders-Hastings and Krewski (2016), the world economy at the time
was destroyed by the war, and the period was characterized by trench warfare-related health services
limitations, inadequate sanitation, and congestion. At the time, medical breakthroughs did not allow for the
handling of such pandemics (Jester, Uyeki, Jernigan and Tumpey, 2019). The 1957°s H2N2 and 1968°s H3N2
pandemics also had their origins in Asia. In the winter of 1957, the H2N2 virus killed 1.1 million people
worldwide, while the H3N2 influenza pandemic in 1968 is thought to have killed between one and four million
people worldwide (Honigsbaum, 2020). Compared to the 1918 pandemic, these two outbreaks were less severe
and had less of an impact (McDonald, Scott, Edmunds, Beutels and Smith, 2008).

As the title indicates the focus of this paper is on the impact of Covid-19 on the South African economy
and the possible recovery in the immediate future. This study builds on a study conducted on the subject thus
far (Redda, 2021), by incorporating additional variables and extending the research objective to include the
projections of recovery of the South African economy in the aftermath of the Covid-19 pandemic.

2. Literature Review
2.1 Profile of the South African Economy

South Africa has Africa’s most developed economy. It was also the largest economy until 2014 when
Nigeria took over. With a gross domestic product (GDP) of more than 302 USD, South Africa is currently
ranked number 34 in terms of the size of its economy. The services sector, which includes finance, real estate,
and business services, is the largest contributor in South Africa, accounting for roughly 73% of the country’s
GDP, followed by manufacturing (13.9%), mining and quarrying (8.3%), and agriculture (2.6%). (2021,
Trading Economics). South Africa, with a population of approximately 60 million people, is classified as an
upper-middle-income country by the World Bank, with a GDP of more than $300 billion USD and a GDP per
capita of 6748.23 USD. As the discussion focuses primarily on the impact of the Covid-19 pandemic, it is
important to note that South Africa entered the pandemic with low levels of economic growth, high levels of
unemployment and poverty, and the world’s highest income inequality as measured by the Gini-coefficient.

2.2 The Covid-19 Pandemic and the South African Economy

There is little doubt that the immediate impact of the South African government’s lockdown policies
on household spending, exports, and investment, as well as the associated macroeconomic shocks, will have a
wide-ranging impact (Arndt, Davies, Gabriel, Harris, Makrelov, Robinson, Levy, Simbanegavi, van Seventer
and Anderson, 2020). As previously stated, the South African economy was already in the worst shape and
form prior to the Covid-19 crisis. Tito Mboweni, South Africa’s finance minister at the time, predicted that the
country’s GDP would fall by 7.2% in 2020, down from a slight expansion predicted in February, due to the
ravages of the Covid-19 outbreak, the country’s worst contraction in 90 years (Mathe and Maeko, 2020).

The fiscal policy of any country is inextricably linked to its politics. This is due to the fact that such
policies have a significant impact on resource redistribution across society, regions, and generations, and are
frequently sources of conflict (Alesina and Passalacqua, 2015). Fiscal policy is influenced by macroeconomic
variables such as government spending, tax revenue, and government debt. Policymakers, lenders, and
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borrowers are frequently challenged with determining the optimal level of debt-to-finance expenditure and
development objectives (Naraidoo and Raputsoane, 2014). In the following section, key macroeconomic
variables analysed in this study are discussed.

2.3 Description of Key Macroeconomic Variables

A country’s gross domestic product (GDP) is one of the primary indicators used to assess the
performance of its economy. The term "economy" refers to the system that organizes a country’s trade,
industry, and money. GDP is defined as the total value of all goods and services produced within a country’s
borders over a specific time period, usually a year or a quarter. GDP can also be expressed as the total
expenditures for all final goods and services produced during a given period which is equal GDP measures of
national income and output for a specific country’s economy.

Public debt is defined as the total of all current liabilities plus accrued interest and principal, and the
debt sustainability analysis depends on a dynamic analysis of the trajectory of the debt-to-GDP ratio that is
stable over the medium term (Debrun, Ostry, Willems and Wyplosz, 2019). The economic literature on fiscal
policy has traditionally focused on the development of an analytical framework to assess governments’ "ability
to pay" debt over time, i.e., debt sustainability (Fournier and Fall, 2015). According to the conventional view
of debt sustainability, debt is only maintainable if the solvency requirement is met, that is, if the public debt
might be repaid at some point in the future (Giannini and Oldani, 2022). The debt-to-GDP ratio, expressed as
a percentage of GDP, is used by investors to assess a country’s ability to make future debt payments, which
influences borrowing costs and government bond yields.

A government budget, defined as an itemized accounting of payments collected by the government
(taxes and other levies) and payments made by the government, is critical to both investors and governments
(purchases and transfer payments). The annual government budget plan expresses the government’s fiscal
policy by outlining government expenditures, tax revenues, and borrowing needs (Gounder, Narayan and
Prasad, 2007). A budget deficit occurs when the government spends more money than it receives in tax
revenues; a budget surplus is the inverse of a budget deficit, and when the two are equal, the budget is said to
be balanced. Government revenue and government expenditure are the two most important factors in fiscal
policy. Fiscal policy changes, such as changes in government revenue and expenditure proportions, have a
direct impact on the budget deficit, whether from the expenditure, revenue, or both sides (Carneiro, Faria and
Barry, 2004).

Prudent macroeconomic policy is defined as keeping the debt-to-GDP ratio and the fiscal deficit to
acceptable levels. South Africa’s government claims that it is committed to maintaining a sustainable debt-to-
GDP ratio while lowering debt payment costs. A generally accepted norm is that the debt-to-GDP ratio should
not exceed 60% unless it is falling at a sustainable rate toward the stated goal and the government budget
deficit is less than 3% of GDP (SADC, 2016; Darvas and Szapary, 2008, 2010; Redda, 2020B). In most cases,
countries do run budget deficits which are deemed acceptable as long as it does not exceed the threshold.
According to Stats SA, there was a time South Africa enjoyed a budget surplus over a three-year period
between 2005/6-2008/9 as depicted in Figure 1.

Figure 1: Government revenue and expenditure

South Alrican government
revenue and expenditure

':-,‘;'A":n SA :.';

Sources: Stats SA, 2019
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A rise in government spending as a percentage of GDP is said to be frequently associated with faster
economic growth, but only up to a point (Forte and Maggazino, 2016). Government spending and GDP growth
are negatively correlated as the ratio of government spending to GDP increases because higher levels of
government spending have higher opportunity costs that lead to less efficient resource allocation in the
economy (Asimakopoulos and Karavias, 2016; Hajamini and Falahi, 2018). In terms of fiscal consolidation,
Dellepiane-Avellaneda and Hardiman (2015) argue that the mix of fiscal consolidation influences the scope
and sustainability of deficit reduction efforts. Fiscal consolidation through spending cuts is thought to be more
long-term because it is more likely to stimulate growth. The reasoning is based on non-Keynesian effects:
whereas a Keynesian analysis would show that aggregate demand drives growth, this method suggests that
private investor confidence drives growth.

3. Research Questions and Objectives
3.1 Research Questions
To guide this research, the following key research questions have been formulated:

- Question 1: How sustainable is government spending in light of tax revenues and economic growth in
South Africa?

- Question 2: Given the projected budget deficit, how sustainable is South Africa’s debt-to-GDP ratio?

- Question 3: What is the recovery prospectus for the South African economy in the aftermath of the
Covid-19 pandemic?

3.2 Purpose of the Study

The purpose of this study is firstly to assess the impact of the Covid-19 pandemic on the South African
economy and secondly, to explore the recovery prospects in the aftermath of the pandemic. The key
macroeconomic variables such as GDP, debt-to-GDP ratio and budget deficit/surplus are analysed to determine
the impact of the Covid-19 pandemic and forecast recovery prospects of the South African economy.

4. Research Design and Method

The study adopted a descriptive research design and conducted quantitative analyses. Annual time-
series data from 2000 to 2022, as well as projected data until 2026, were used for the analysis. This sample
duration is sufficient for the type of analysis performed in this study and for achieving the research goal of the
study. Government revenue, spending, GDP, and the debt-to-GDP ratio are among the macroeconomic factors
considered for the study.

5. Presentation of Results and Discussion
5.1 The Discrepancy between General Government Revenue and Expenditure

Figure 2 depicts the discrepancy between general government revenue and expenditure, as well as the
budget deficit or surplus for the specified period. According to the data, South Africa only maintained a budget
deficit of less than 3% prior to the 2008/9 financial crisis. The budget deficit increased from 0.5% in 2008 to
5% in 2009, and it has remained between four and 5% ever since. This clearly demonstrates that the
consequences of such crises are felt long after they have passed.

As shown in Figure 2, the biggest disparity between government revenue and expenditure was
recorded in 2020 producing a budget deficit of about 10 per cent. There could be several reasons for the drop
in government revenues and increase in government spending during the first year of the pandemic. For
example, businesses were allowed to have access to tax relief measures, tax clearing status, tax debt payment
arrangements, and a debt relief finance scheme for qualifying enterprises by the South African government.
These measures which could be the primary reason for the drop in tax revenue collections. On the other hand,
individuals who had previously received no form of assistance were eligible for the special COVID-19 social
relief of distress grant of R350 per month. Coupled with an an increased government spending included rising
healthcare and vaccination costs could have been the main reasons for higher levels of government
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expenditures. The outlook and projected recovery do not appear promising, and its impact may last for several
years, as is typical of such crises (see Figure 2). The projection suggests that the budget deficit may continue
to trend above the 3 per cent threshold in the short-to-medium term. This projection is in line with South
Africa’s government revised budget deficit forecast for the fiscal year 2021/22 to 5.7 per cent of GDP from
7.8 per cent in November, owing primarily to higher-than-expected tax collections, namely higher mining
receipts.

Figure 2: Discrepancy between general government revenue and expenditure
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5.2 Debt-to-GDP ratio, GDP and Budget Deficit Outlook

It is critical to investigate the effects of deteriorating fiscal constraints on the country’s debt and
economic growth. Figure 3 depicts the debt-to-GDP ratio, GDP, and budget deficit outlook and highlight their
relationship. As can be observed, the debt-to-GDP ratio is way above the 60% threshold with a steeper positive
slope, coupled with less encouraging economic growth, as evidenced by low GDP projections in the short run.
This is due to the fact that what is not financed through tax revenues had to be financed through government
borrowing, which inevitably raises the debt-to-GDP ratio as the country’s economic growth does not support
its expenditure requirements. It should be noted that even before the pandemic in 2019, the debt-to-GDP ratio
had surpassed the 60% mark, and is already showing negative trends with the pandemic’s effects beginning in
2020.

Figure 3: Debt-to-GDP ratio, GDP and budget deficit outlook
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Table 1 shows the averages of government revenue, expenditure, budget deficit/surplus, and debt-to-
GDRP ratio over a 21-year period (2000-2021), as well as the actual figures for the five most recent years (2016-
2020) and projected figures for the next five years (2021-2025). Tax revenue fell from 29.74 percent to 27.86



Redda, E.H., 2022. Recovery Prospects of the South African Economy in the Aftermath of the Covid-19 Pandemic:
Analyses of Key Macroeconomic Variables. Expert Journal of Economics, 10 (1), pp.1-8.

percent between 2019 and 2020, while expenditure increased from 35% to 40% during the same period. As a
result, the budget deficit increased from 5.27 percent to 10 percent, multiple times exceeding the three percent
threshold. The debt-to-GDP ratio rose above the threshold, from 62.15 percent to 70.07 percent.

Table 1: Averages and outlook of revenue, expenditure, budget deficit, debt-to-GDP ratio and GDP

Macroeconomic Past five years Mean | St.dev. Five-year outlook

variables 2016 | 2017 | 2018 | 2019 | 2020 (21 2021 | 2022 | 2023 | 2024 | 2025
yrs)
Revenue % 28.59 | 28.20 | 29.08 | 29.74 | 27.86 | 26.94 1.94 27.46 | 28.37 | 28.70 | 28.79 | 28.81
Expenditure % 32.66 | 32.59 | 33.20 | 35.01 | 40.11 | 30.14 3.91 38.06 | 36.63 | 35.75 | 35.47 | 3551
BD-Surplus/ -4.07 | -4.38 | -4.12 | -5.27 10 -3.20 2.96 - -8.26 | -7.06 | -6.69 | -6.70
Deficit % 10.60

Debt-to-GDP ratio 51.47 | 53.02 | 56.71 | 62.15 | 70.07 | 42.52 12,55 | 80.78 | 84.35 | 87.21 | 89.88 | 92.53
GDP% 040 | 142 | 0.79 | 0.15 | -6.96 2.18 2.79 490 | 1.80 | 1.30 | 1.30 | 1.30

Source: Researcher’s construction

The forecasting models of Trading Economics (2022a; 2022b) also produced similar results; where in
the long-term, the South African Government budget is projected to trend around -4.80 per cent of GDP in
2023 and -4.20 per cent of GDP in 2024, and Debt to GDP is projected to trend around 76.80 per cent of GDP
in 2023 and 75.10 per cent of GDP in 2024.

The Covid-19 pandemic, combined with government restrictions, has devastated the South African
economy. Several businesses were forced to close for weeks or even months, while others were forced to
reduce their hours of operation or close permanently. These had a direct impact on unemployment, poverty,
and government tax collection. As a result, the government’s potential tax revenue from businesses and
individuals has been significantly reduced. In such a case, the South African government was forced to
intervene in a variety of ways to assist businesses and individuals directly affected by the pandemic, which
increased expenditures and widened the gap, resulting in a 10 per cent budget deficit.

However, the data released for the first quarter of 2022 do show some positive signs. South African
economic activity has shown some recovery from the impact of the coronavirus disease 2019 (COVID-19)
lockdowns in 2020, with real GDP increasing by 1.9 percent in the first quarter of 2022, following a revised
increase of 1.4 percent in the fourth quarter of 2021. According to the South Africa Reserve Bank (2022)
quarterly bulletin the secondary and tertiary sectors’ real gross value added (GVA) increased faster in the first
guarter of 2022, while the primary sector contracted. In the first quarter of 2022, real GDP surpassed the
average 2019 level for the first time, prior to the onset of the COVID-19 pandemic. Similarly, Stats SA (2022)
also notes that South African GDP expanded by 1,9% in the first quarter of 2022, representing a second
consecutive quarter of upward growth. The size of the economy is now at pre-pandemic levels, with real GDP
slightly higher than what it was before the COVID-19 pandemic.

6. Conclusion and Recommendations

As elucidated in the analysis section, prior to the 2008/9 financial crisis, South Africa had a budget
deficit of less than 3%. The budget deficit grew from 0.5 per cent in 2008 to 5% in 2009, and it has remained
between 4% and 5% ever since. This clearly demonstrates that the consequences of such crises are felt long
after they have passed. The greatest disparity between government revenue and expenditure occurred in 2020,
resulting in a budget deficit of approximately 10%. The outlook and projected recovery appear bleak, and it
may last for several years, as is typical of such crises. According to the projection, the budget deficit will
remain above the 3% threshold for the short-to-medium term.

The study found that the debt-to-GDP ratio is significantly higher than the 60% threshold, with a
steeper positive slope, coupled with less promising economic growth, as evidenced by low GDP projections.
According to the projection, the debt-to-GDP ratio will remain above the 60% mark in the short run. This is
because what is not covered by tax revenues had to be covered by government borrowing, which invariably
raises the debt-to-GDP ratio as the country’s economic growth falls short of its spending needs. The 10%
difference in government revenue and expenditure will have a long-term impact on the debt-to-GDP ratio
through capital repayment and interest on borrowing.
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However, based on recently released quarterly data, it seems that the South African economy is
showing some signs of recovery from the effects of coronavirus disease 2019 (COVID-19) lockdowns in 2020,
with real GDP increasing by 1.9 per cent in the first quarter of 2022, following a revised increase of 1.4 per
cent in the fourth quarter of 2021. The real gross value added (GVA) of the secondary and tertiary sectors
increased faster in the first quarter of 2022, while the primary sector contracted. Prior to the onset of the
COVID-19 pandemic, real GDP surpassed the average 2019 level for the first time in the first quarter of 2022.
South Africa’s GDP increased by 1.9% in the first quarter of 2022, marking the country’s second consecutive
quarter of growth.

Fiscal sustainability requires keeping the debt-to-GDP ratio under control over the medium term by
cutting spending and finding ways to increasing government revenues. Efforts should be made to reduce the
budget deficit and improve spending composition, particularly by reducing wage bill increases.
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