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Abstract 

South Africa joined the BRICS for their 3rd BRICS Summit in 2011 after being predicted to 

become one of the future drivers of world economic growth. However, both in the area of 

economic growth and development as well as governance South Africa continues to face 

substantial challenges. The aim of the essay is to assess the country’s performance in these areas 

over the past decade. After a brief overview on South Africa the essay analyses growth and 

development trends with the use of the Human Development Index (HDI), the inequality 

adjusted HDI and the Multidimensional Poverty Index. In the second part, the essay focuses on 

institutional development employing the World Governance and Doing Business Indicators, as 

well as the Index of Economic Freedom.  

The main findings are that South Africa’s economic development is impeded by sluggish 

growth rates and a contracting economy as well as the rising burden in fiscal debt and its 

servicing costs. South Africa’s society still faces racial and gender inequality as well as 

multidimensional poverty. The country’s potential human development in all three areas of 

health, education and income remains dampened by inequality which persists after the transition 

to a more open society and economy under the post-Apartheid regime. The country has suffered 

from a deterioration of institutional quality over the last years, especially in corruption coupled 

with an on-going underperformance in political stability. Furthermore, the ease of doing 

business is impeded by constraints in getting electricity and a deterioration of conditions 

regarding the access to credit.  A major concern is that business freedom, labour freedom and 

investment freedom have seen a long-term deterioration in conditions. 

The essay’s policy recommendations centre on a holistic reform of South Africa’s institutional 

system in order to reshape incentives to invest in physical and human capital and to establish 

incentives for innovation. The recommendations derive from the World Bank Growth 

Commission’s 5 common growth ingredients of market incentives, trade openness, future 

orientation, macroeconomic stability and good governance with a focus on inclusive growth.
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South Africa joined the BRICS - Brazil, Russia, India and China - for their 3rd BRICS Summit 

in 2011 after being predicted to become one of the future drivers of world economic growth. 

The aim of this essay is to assess the country’s economic performance over the past decade in 

which it officially joined the BRICS in terms of its economic growth and development. 

Furthermore it aims to analyse the extent to which institutional development supported or 

hindered the process of economic development in South Africa during that period. In the first 

section the essay will provide an overview on the country. In the second and third section the 

focus will be on growth and development trends, as well as institutional development in South 

Africa. Finally, the essay will provide policy implications for South Africa based on the findings 

in section two and three.  

 

I. Overview on South Africa 

South Africa has a land area of 1,213,090 km² and a population of 54 million people. The 

population is currently growing at a rate of circa 1.5 percent per annum (2014). Life expectancy 

at birth is 57 years, up by 5 years compared to 2004. The fertility rate is at around 2.4 births per 

woman which make up a little more than half of South Africa’s population.  

 

 

The population has both aged and urbanised over the last decade from 2004 to 2014 (figure 1). 

The share of the population under 15 in total population has fallen by 4 percent to 29.5 percent 

in 2014. This can be attributed to the increase in life expectancy outpacing population growth 
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Figure 1 South Africa Population Shares and Growth 2004 - 2014
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over the decade. In addition, urban population growth outpaced total population growth. South 

Africa currently ranks 33rd in terms of the size of its economy with a nominal GDP of 377.7 

billion US dollars. In regional comparison, Nigeria (22nd) is the only African country that 

outranks South Africa with a GDP of 568.5 billion US dollars (World Bank, 2016d).  

South Africa ranks 116th out of 188 countries in the latest HDI ranking with an index of 0.666. 

After an imminent fall in the country’s HDI from 1995 to 2005 its score has improved steadily 

since 2005. This fall was caused by a decrease in life expectancy by almost 10 years as a result 

of to the HIV/AIDS pandemic as shown in table 1. Since 2005 the government has rolled out 

treatment for people living with HIV/AIDS. Hence life expectancy and the country’s HDI have 

recovered (Ndebele, cited in SouthAfrica.info 2011). From 2010 to 2014 South Africa’s HDI 

has grown on average by 0.87 percent per year (UNDP, 2015a).  

 

 

South Africa has been running a current account deficit over the last decade which rose to more 

than 19 billion in 2014 after a temporary drop in 2010 and 2011 (figure 2). This means that 

South Africa is a net borrower from abroad because it spends more than it earns. In order to do 

so it needs investment inflows (mainly FDI) from abroad in its financial account. The current 

account deficit stems from both a large net primary income deficit and a merchandise trade 

deficit since 2012 (figure 3). The former is caused by investment income payments that South 

Africa makes to foreign direct investors (Strauss, 2015). The latter is due to the value of imports 

exceeding South Africa’s value of exports.  
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Figure 2 South Africa Balance of Payments 2004 - 2014
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South Africa is a member of the World Trade Organisation (WTO) as well as regional groups 

like the South African Development Community (SADC) and the African, Caribbean and 

Pacific Group of States (ACP) which promote international trade. On the one hand, South 

Africa is the 33rd largest importer of merchandise trade worldwide with a share of 0.7 percent 

(2013). On the other hand, it is only the 40th largest exporter with a world share of 0.5 percent 

in merchandise exports (2013; WTO, 2014).  

 

Merchandise exports were around 60.8 percent of South Africa’s GDP in 2014 after recovering 

from a drop to 45.9 percent during the global financial crisis (figure 4). However, they have not 

yet surpassed the pre-downturn level of 63.6 percent in 2008. The lion share of merchandise 

exports are manufactures as well as ores and metals. Manufactures are mainly machinery, 
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Figure 3 South Africa Current Account 2004 - 2014
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Figure 4 South Africa Merchandise Exports 2004 - 2014
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transport and electronic equipment. Ores and metals include natural resources like platinum, 

iron ores, gold, coal, oil and diamonds (UN Comtrade and UN Service Trade, n.d.). South 

Africa is a natural resource based exporter. In 2014 half of the merchandise exports were based 

on South Africa’s natural resource endowments. The rise of precious metal prices since 2003 

has fuelled South Africa’s international trade and its mineral resource endowments have been 

the driver of trade despite a comparative advantage in agriculture (Kowalski, Lattimore, & 

Bottini, 2009).  

 

 

Commercial services exports were around 9.7 percent of South Africa’s GDP in 2014. They 

have not yet recovered to the pre-downturn level of 10.8 percent (figure 5). Thereby travel 

services (tourism) is by far the most important category due to the country’s revealed 

comparative advantage in this area with supply of natural environment, climate, history and 

diverse cultures (Fourie, 2010).  

Apartheid came to an end with the 1994 national elections and the success of the ANC. With a 

new constitution effective from 1997 South Africa is now governed by a constitutional 

democracy and a three-tier government system. Legislative authority is granted to Parliament, 

executive authority is held by the Cabinet and independent courts hold judiciary authority. 

Furthermore there are state institutions like the Human Rights Commission that support 

democracy (GCIS, 2015) .  
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South Africa faced a debt crisis after the end of apartheid in 1994 due to rising public debt and 

large debt servicing costs. It responded with government spending cuts and succeeded in turning 

its fiscal deficit into a surplus combined with a large reduction in public debt. However, since 

2009 under the new president Jacob Zuma public debt has risen again together with larger debt 

servicing costs as shown in figure 6 (The Economist, 2015a).  

External debt stocks are now at an all-time high of 42.3 percent of GNI and South Africa is 

heading towards a debt crisis fuelled by low commodity prices and larger borrowing costs 

which weigh on the economy (IMF, 2016). In particular, the strong dollar increases the 

country’s burden of external debt (Steyn, 2016). To avert a second debt crisis the 2016 budget 

plan by South Africa’s Minister of Finance Pravin Gordhan includes fiscal consolidation and 

structural reforms. The latter are channelled through the National Development Plan (NDP) 

with the goal to raise long-run growth rates (Sy, 2016).  
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Figure 6 South Africa External Debt 2004 - 2014
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II. Growth and Development Trends in South Africa 

South Africa is the second largest African economy after Nigeria in terms of nominal GDP but 

one has to account for population density and inflation to assess a country’s standard of living. 

South Africa ranks only 85th out of 181 countries1 if one compares real GDP per capita at 

Purchasing Power Parity  (PPP). In particular, GDP per capita stood at 12,449 international 

dollars in 2014 compared to 10,715 in 2004. This is a 16.2 percent increase over the decade. 

However, most of the growth happened in the period until 2008 as shown in figure 7. During 

the global financial crisis GDP per capita fell by more than 2.9 percent. In its aftermath South 

Africa has experienced sluggish growth rates relative to the 2000s. In 2014 GDP per capita 

actually fell by -0.04 percent which is a sign for stagnation or the first stage of a recession. 

 

South Africa is moving towards a green economy starting with the launch of a fiscal stimulus 

during the global financial crisis which targets environmental-related investment like railways, 

energy-efficient buildings, water and waste management. Its Green Economy Plan and Green 

Economy Accord commit to a transition to more inclusive and sustainable growth and 

development. In particular, the government has identified natural resource management, 

agriculture, transport and energy as key areas of concern for a future green economy and the 

transition is expected to deliver as much as a continuation of the conventional economy but in 

a more sustainable manner including reduced C02 emissions, reduced water stress levels, 

slightly more employment and a higher share in renewable electricity generation (UNEP, 2013). 

Key benefits of the transition are therefore expected to be a more resilient economy.  

                                                           
1 Countries for which 2014 World Bank data is available; incl. SAR Macau and Hong Kong 
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Figure 7 South Africa: GDP per capita 2004 - 2014
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A. Human Development in South Africa 

South Africa’s inequality adjusted HDI lies at 0.428 which reflects the actual level of human 

development compared to its potential level (0.666). This is a 35.7 percent overall loss in human 

development. Inequality is most prevalent in income inequality at 57.3 percent, followed by 

inequality in life expectancy at 25.7 percent and inequality in education at 16.1 percent. This 

becomes evident in South Africa’s high Gini coefficient of 65 for the period of 2005 to 2013. 

Besides inequality in the categories of health, education and income, there is also considerable 

gender inequality. South Africa’s gender inequality index is 0.407 placing the country far below 

its HDI rank at 140th out of 188 countries (UNDP, 2015c).  

Health is the first component of the HDI. There are several indicators of which child and adult 

mortality rates are amongst the most important ones (table 2). On the upside, infant mortality 

stood at circa 33 infants and under-five mortality at circa 44 per 1,000 live births. This is very 

close to the world average but considerably lower than the average for sub-Saharan Africa. 

Among the BRICS, South Africa has the second highest child mortality rate behind India. On 

the downside, adult mortality is extremely high, especially among males with a rate of 441 per 

1,000 people. Both for females and males it is higher than the world and sub-Saharan African 

average and the highest among all BRICS (UNDP, 2015c). This discrepancy between the 

country’s performance in child and adult mortality can be explained by the high HIV prevalence 

of 19.1 percent for the ages 15 to 49 while the world average is only 1.1 percent. UNAIDS 

(2014) estimates that South Africa alone accounts for 16 percent of the 2.1 million new HIV 

infections that occurred in 2013 and that 58 percent of the population do not have access to 

treatment. However, it can be noted that South Africa has seen an improvement which is 

reflected in the upward trend of its HDI, i.e. a decline in AIDS-related deaths between 2005 

and 2013 of 48 percent. It was also announced to provide more antiretroviral treatment in the 

future. This could reduce AIDS deaths further improving the country’s health outcomes and 

life expectancy.  

Education is the second component of the HDI. An important indicator of a country’s state of 

education are literacy rates. These are now close to 100 percent for female youth (99.3) and 

male youth (98.5) of the ages 15 to 24. Also adult literacy (ages above 15) is at 93.7 percent 

(World Bank, 2016c). Primary education improved from 2011 to 2014 after a drop during the 

global downturn and primary enrolment is now back to 100 percent (figure 8). High youth 

literacy and primary enrolment indicate sound universal basic education.  
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Beyond the primary level, secondary enrolment has improved considerably over the decade to 

98 percent in 2013, an increase by almost 10 percent. Tertiary enrolment, however, is only at 

20 percent (2013). This is the lowest rate among all BRICS and considerably lower than 

advanced economies like the UK or Germany which record rates of around 60 percent or more. 

Meanwhile South Africa’s expenditure on education as percentage of GDP is comparable to 

high-income countries like the US and the UK. It has increased by 1 percent over the decade to 

around 6 percent in 2014 but the top performing countries like Scandinavia spend closer to 8 

percent of der GDP on education (World Bank, 2016c).  
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Figure 8 South Africa Gross Enrolment Ratio 2004 - 2014
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Overall though, government expenditure per student as percentage of GDP per capita is actually 

highest for tertiary education and lowest for primary education (figure 9). This is at odds with 

the low tertiary enrolment ratios and points at an unequal distribution of resources, i.e. 

inequality in education, biased towards a small share of the population. It can be noted that 

there has been some improvement over the decade as expenditure per primary student has 

increased by 5 percent compared to 2004. Expenditure per secondary student, however, 

stagnated after some fluctuations at a level of around 19 percent. 

South Africa will need to invest in its human capital by expanding primarily tertiary education. 

After having achieved universal primary education, higher education is expected to be a key 

driver for economic and social development. Challenges that need to be addressed are low 

completion rates and the dampening of increasing tertiary enrolment ratios due to population 

growth (British Council, 2014). Furthermore discrimination and unequal access are of concern. 

South Africa’s Department of Higher Education and Training (DHET) has reacted with a Green 

Paper on Post-School Education and Training to address these issues over the next years. It 

targets to increase enrolment, funding, education quality and grant free access to the poor. 

Thereby it aims to reduce the current waste of human potential in the country (MacGregor, 

2012). 

Income is the third component of HDI. As noted before South Africa’s income per capita is 

comparable to countries with high human development. This observation is even more 

prevalent in South Africa’s output per worker of 35,206 dollars (2005 PPP; 2005-2012) which 

serves as a measure for productivity. Output per worker is even higher than the average for high 

human development countries and higher than the averages for the region Arab States, Europe 

and Central Asia, as well as Latin America and the Caribbean. However, despite high income 

per capita and high labour productivity, the country is challenged by high unemployment, 

income inequality and discrimination. As UNDP (2015c) notes there is considerable work 

discrimination against people with disabilities and the LGBT population. Also workplace and 

occupational violence is a concern.  
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Unemployment is currently at around 25 percent of the total labour force (2014). However, this 

does not reveal the immense differences in labour market outcomes for females and males, 

different age and population groups (figure 10). One example is youth unemployment among 

females of 55.3 percent (2014). It is not only high in absolute terms but also more than 7 

percentage points higher than the rate of their counterparts. This gender difference is less 

prevalent in structural unemployment (long-term). Post-apartheid South Africa has seen a shift 

towards skilled labour but there are still significant differences in the skills composition of the 

labour force if one differentiates by race. Most of the gains are seen among the White 

population. The proportion of skilled employment among Whites is highest at 61.5 percent 

(2014) compared to skilled employment among the Coloured of only 22.5 percent and Black 

Africans of only 17.9 percent (Statistics South Africa, 2014).  These unequal outcomes for 

different race and age groups as well as females and males is a source for social instability and 

a waste of human potential (MacGregor, 2012). It also points at economic growth without 

widespread economic development because advances in income are driven by human capital 

formation among a small share of the population. 

B. Poverty in South Africa 

Closely associated with inequality in education, health and income is the Multidimensional 

Poverty Index of the UN (table 3). It reflects a broader concept of poverty based on a weighted 

average of 10 indicators capturing multiple deprivation in education, health and living 
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standards. The poverty line is drawn at the deprivation of in at least third of the indicators. In 

2012 South Africa had a population of 5.4 million living in multidimensional poverty. While 

severe multidimensional poverty is low at 1.3 percent there are another 17.9 percent of the 

population living near multidimensional poverty. The highest contribution of deprivation to 

overall poverty has health (UNDP, 2015c). This can be linked back to the HIV pandemic 

discussed before and the limited access to treatment. If one takes 1.25 dollar per day at PPP as 

poverty line, South Africa has the second highest population living in poverty after India, more 

than 3 percentage points higher than China. 

 

Also closely related to inequality in education, health and income is crime. Inequality and crime 

tend to rise in tandem. Especially contact crime is an important indicator for social stability and 

perceived safety within a country. While South Africa has seen a drastic decline in the total 

number of sexual offenses by 22.5 percent over April 2008 to March 2015, the number of 

murders has increased rapidly by over 35 percent since April 2012 as shown in figure 11 (SAPS, 

2015). This does not only cause social instability, weakens the rule of law and deters domestic 

and foreign investment, but it is also the main driver for emigration and adds to South Africa’s 

already significant brain drain (The Economist, 2008). This considerably weakens growth 

prospects in terms of human capital accumulation.  
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III. Institutional Development in South Africa 

Neoclassical growth models explain cross-country differences in income per capita through the 

accumulation of human and physical capital which in turn is driven by a country’s saving rates. 

They, however, predict unconditional income convergence of low-income countries which fails 

to hold in practice. Hence the field of endogenous growth theories has emerged. They 

acknowledge that, while factor accumulation is a necessary condition, it is not sufficient for a 

country to prosper. Instead they focus on total factor productivity (TFP) as the driver of long-

run growth which is the residual in the well-known growth accounting framework. In particular, 

these theories shed light on what factors induce TFP to change over time (Romer, 1994).  

The single most important factor in explaining long-run (TFP) growth is a country’s 

institutional development. Institutions shape the environment for human interaction in society. 

Their laws, regulations or constraints influence people’s political, social or economic incentives 

(North, 1990).  What is more, Acemoglu, Johnson, and Robinson (2004) argue that a country’s 

political institutions and the distribution of resources within the country are sufficient to 

determine the country’s economic performance. They introduce a concept of natural 

institutional hierarchy in which political institutions at the top shape equilibrium economic 

institutions in the middle which, in turn, determine economic prosperity as the bottom line. 

Thereby economic institutions take the form of enforcing property rights and establishing 

efficient markets to influence people’s incentive to invest or innovate. Political institutions 

complement this by establishing good governance in the political environment.  

Rodrik (2000) has gone a step further by differentiating between five types of market-

supporting (economic) institutions. First, market-creating institutions enforce property rights. 

Examples are independent courts and policing. Second, market-regulating institutions step in if 

markets fail, for example due to negative externalities, moral hazard or adverse selection. 

Examples are anti-trust or financial supervision. Third, market-stabilizing institutions ensure 

macroeconomic stability. They minimize macroeconomic volatility persistent in capitalist 

economies through fiscal and monetary policies. Fourth, market-legitimizing institutions 

provide social insurance to protect the country’s citizens from hardship, for example because 

of unemployment or illness. They enable a social market economy, i.e. a market economy and 

social stability. Lastly, conflict-managing institutions prevent, manage and resolve coordination 

failure. In particular, they shift social groups’ payoffs to induce cooperation.  

In sum, these five economic institutions and political institutions at the top of the hierarchy are 

the key drivers of long-run economic growth because they induce people to innovate and invest 
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in physical and human capital which increases TFP. The remainder of this section is therefore 

dedicated to an assessment of South Africa’s level of institutional development. It thereby aims 

to detect improvements over the last decade as well as areas in need of attention in the future.  

A. World Governance Indicators 

The most commonly used indicators for institutional quality are the World Governance 

Indicators (WGI) published by the World Bank. They assess (I) the process of government 

selection, monitoring and replacement, (II) the government’s capacity in policy making and 

implementation as well as (III) the environment for social and economic interaction as shown 

in the panel of figures below. Each of these areas has two governance measures resulting in a 

six-dimensional framework for governance evaluation (Kaufmann, Kraay, & Mastruzzi, 2010).  

In the first area, South Africa saw an improvement in political stability until 2007. During the 

global financial crisis, however, its rank fell by almost 10 percentage points and has again 

deteriorated recently after a short recovery. Voice and accountability has declined slowly during 

most years since 2004. However, South Africa’s rank has increased by 3 percentage points from 

2013 to 2014. Most importantly, South Africa ranks high in voice and accountability but 

considerably lower in political stability, i.e. 68 percent of the countries worldwide rank below 

South Africa in the former but only 43 percent of the countries worldwide rank lower than 

South Africa in the latter indicator. In the second area, both government effectiveness and 

regulatory quality have deteriorated in tandem over the last decade. What is more, South 

Africa’s rank for the former and latter indicator are similar. However, at least 63 percent of the 

countries worldwide rank below South Africa in both indicators so that South Africa is still 

above world average in government effectiveness and regulatory quality. In the third area, the 

picture is more diverse. While the country’s rank in control of corruption has seen a significant 

decline by over 16 percentage points, its rule of law has increased by almost 7.5 percentage 

points. Just more than half of the countries worldwide now rank below South Africa in terms 

of corruption while this is 63 percent in terms of the rule of law today (2014).  However, South 

Africa is still above world average in both indicators (World Bank, 2015b).  

South Africa’s overall percentile rank as the average of all six indicators discussed before is 

about 59.88, meaning that South Africa ranks higher than 59 percent of the countries worldwide 

in institutional quality. Its governance rating is therefore above world average. The biggest area 

of concern today is political stability followed by the control of corruption. Both need attention 

in the future. Importantly four out of six indicators show a downward trend indicating that 

improvement in institutional quality needs to be addressed holistically.   
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Figure 12 South Africa World Governance Indicators  
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B. Doing Business Indicators 

Besides the WGIs one can use the Doing Business (DB) indicators published by the World 

Bank to assess institutional development in South Africa. The framework reflects the ease of 

opening and running a business in the country in terms of how much effort is needed to comply 

with relevant regulations (World Bank, 2016a). Thereby an overall DB distance to frontier 

(DTF) score and a DB rank is constructed from the performance in 10 areas as shown in table 

4 and the panel of figures below.  

First, from 2015 to 2016 the ease of doing business in South Africa has fallen relative to the 

189 countries, which are covered in the DB indicators. In particular, South Africa’s ranking has 

fallen in 8 out of 10 categories with no improvement in the remaining ones. Second, the ease 

of doing business has also deteriorated in absolute terms assessed by the DTF scores, which are 

measured on a scale from 0 to 100 where 0 represents worst and 100 best practice. One can see 

that South Africa saw a temporary improvement in the ease of doing business only until the 

year 2014, in which its DTF score reached 70.84. This improvement was driven by 

improvements in the ease of starting a business, registering property and trading across borders. 

This trend ended in 2015 with deteriorating conditions in 8 out of the 10 areas; most importantly 

in getting electricity and credit, trading across borders and enforcing contracts. The most 

significant drop in the ease of getting credit by more than 20 points is associated with an adverse 

institutional reform requiring credit bureaus to remove negative consumer credit information 

from their records. Only resolving insolvency has seen a steady improvement over the last 

decade due to reforms in the reorganisation process of insolvent companies (World Bank, 

2015a). Hence, compared to 2010 it is more difficult to open and run a business in South Africa 

today.  

In international comparison, the areas of (1) getting electricity and (2) trading across borders 

are the most important areas for reform in order to attract investors and ensure a higher rate of 

foreign investment. Getting electricity for example requires a similar amount of procedures 

compared to OECD high-income countries but it is significantly more expensive and takes 

twice as long (World Bank, 2015a). In terms of the country’s absolute performance in its DTF 

score (1) getting electricity and (2) enforcing contracts are the most important areas for 

institutional reform as summarised in the spider charts below.   
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Figure 13 South Africa Doing Business Indicators 
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To assess whether there are subnational differences, which are not reflected in the DB ranking, 

the World Bank also publishes subnational reports. The latest report on South Africa from 2015 

surveys 9 locations across the country. It revealed that there are considerable differences in 

local regulations and efficiency levels and that no single city performs well on all the five 

indicators which the survey included.  Evidence for regional differences is most prevalent in 

the ease of getting electricity (figure 14). In the ease of starting a business scores do not differ 

by more than 2.5 points because it is managed at national level and municipalities are normally 

not involved. The remaining scores do not differ by more than 10 points. As Johannesburg is 

taken as the benchmark for the national DB ranking, its performance can be compared to other 

regions to determine whether the national DB scores skew the picture. One example is Cape 

Town in the South West which has a significantly higher DTF score in the ease of getting 

electricity than Johannesburg in the North-East of South Africa. Overall, the volatile 

performance of all cities across the indicators in the diagram reveals that each city has already 

implemented good governance in some areas close to best practice while falling behind in 

others. Therefore the World Bank (2015a) rightly points out that the replication of good 

practices already pursued in some of the cities is key and is expected to impact South Africa’s 

performance on a global scale. 
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C. Index of Economic Freedom 

The third framework for institutional quality is the Index of Economic Freedom published by 

the Heritage Foundation and The Wallstreet Journal. It covers 10 indicators in 186 countries 

with the goal to assess their economic freedom, prosperity and opportunity (Heritage 

Foundation, 2016). South Africa currently ranks 80th out of the 186 countries (table 5). Its rank 

has fallen by 8 over the last year from 2015 to 2016, meaning that in global comparison its 

relative economic freedom has seen a decline. Also in absolute terms South Africa’s score has 

fallen by 0.7 points to 61.9 in 2016.  

Looking at the sub-indices more closely, one can see a significant deterioration in conditions 

governing (1) business freedom, (2) labour freedom and (3) investment freedom. This also 

holds true for long-term score changes since 1995. Business freedom is impeded by new capital 

controls and housing subsidies while labour freedom suffers from ineffective labour regulations 

and a rigid labour market. Investment freedom is impeded by the government operation and 

support of state-owned enterprises, laws hindering private investment and further restrictions 

on FDI. What is more, despite improvement in freedom from corruption, the problem persists 

among civil servants. This is at odds with the country’s well-developed regulatory framework 

to fight corruption and can be explained by the fact that political institutions interfere with the 

country’s regulatory economic institutions.  Overall, the Index of Economic Freedom highlights 

that the two areas in which South Africa performs below the world average are (1) investment 

freedom and (2) fiscal freedom (Miller & Kim, 2016). 
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IV. Summary of Findings and Policy Implications for South Africa 

Both in the area of economic growth and development as well as governance South Africa 

continues to face substantial challenges and an overview on the essay’s main findings is 

included in table 6 and 7.  

Economic development is impeded by sluggish growth rates and a contracting economy in 2014 

as well as the rising burden in fiscal debt and its servicing costs. South Africa’s society still 

faces racial and gender inequality as well as multidimensional poverty. South Africa’s potential 

human development in all three areas of health, education and income is significantly dampened 

by inequality which persists after the transition to a more open society and economy under the 

post-Apartheid regime. First, the HIV/AIDS pandemic weighs on the country’s life expectancy 

with limited access to treatment. Second, despite strong performance in primary education 

South Africa underperforms in tertiary education indicated by low enrolment and low 

completion rates. Third, income and occupational skills are still significantly skewed towards 

the White population. High unemployment persists especially among the Black population and 

the country’s younger generation impeding social and economic stability and wasting human 

potential. However, the country has seen reforms; first and foremost the NDP which aims to 

end poverty and lower inequality by 2030 (Miller & Kim, 2016). 

Good governance and institutional development were assessed via the WGI and DB indicators 

and the Index of Economic Freedom. All of them reveal a deterioration of institutional quality 

in South Africa over the last years. In particular, the WGI framework has seen 4 out of 6 

measures falling, most importantly political stability and corruption. It reveals a steady 

deterioration in the South African government’s capacity in policy making and implementation 

since 2004. Small improvements were seen in the rule of law and voice and accountability from 

2013 to 2014. The DB framework revealed the country’s challenges at national and 

international level in the ease of doing business. At both levels, the most important area for 

reform is getting credit. It also shows considerable subnational differences in getting electricity 

and uncovers that best practices in certain areas governing the ease of doing business are already 

in place which have the potential to be replicated across the country. The Index of Economic 

Freedom supports the earlier findings and shows that South Africa underperforms in investment 

and fiscal freedom in international comparison. It also highlights a long-term deterioration in 

business freedom, labour freedom and investment freedom. What is more, the index shows that 

political institutions interfere with market-creating institutions significantly amplifying the 

problem of corruption among civil servants despite a sound anti-corruption framework.  
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A. Policy Recommendations for South Africa 

In order to regain strength and to play up to the expectations of the BRICS Summit, i.e. South 

Africa becoming a future driver of world economic growth, the country has to pursue a holistic 

reform of its institutional system. By reforming both economic and political institutions South 

Africa will reshape the incentives for people to invest in physical and human capital as well as 

establish incentives for innovation. This will enable TFP growth and therefore sustained 

economic prosperity. An overview on all policy recommendations is included in table 8. 

However, one can use the World Bank Growth Commission’s diagnostic approach to focus on 

the most important aspects in South Africa’s policy agenda. It prioritizes the most significant 

growth constraints coupled with an experimental approach to policy making. In particular, the 

Growth Commission’s 5 common ingredients are market incentives, trade openness,  future 

orientation, macroeconomic stability and good governance with a focus on inclusive growth 

(Pinto, 2014).  

First, market incentives and decentralisation will need to be pursued by the country’s market-

creating institutions. Reforms will need to tackle the ease of doing business in South Africa, 

reducing the delay to start a business, reducing the costs and waiting time to obtain access to 

electricity and reducing the complexity in the process of obtaining construction permits (World 

Bank, 2015a).  

Second, trade openness will also need to be pursued by market-creating institutions. Reforms 

will need to improve the import and export process to facilitate trade across borders. In 

particular, World Bank (2015a) recommends to focus on South Africa’s ports. Better port 

management systems and better port infrastructure can help reduce handling times and increase 

export capacity. Also lower port tariffs will help increase South Africa’s competitiveness in the 

international marketplace. The use of cutting-edge trade technology, i.e. electronic trade 

windows and digitised documentation requirements for imports, will further enhance the 

country’s trading profile. Furthermore stronger supra-national cooperation, for example 

through the intensification of South Africa’s engagement in the African Union and the New 

Partnership for Africa’s Development (NEPAD), will help strengthening international 

partnerships and trade relations (IMF, 2003).  

Third, future orientation will need to be envisioned by country’s market-regulating institutions. 

They will need to tackle a shift in thinking not only in terms of higher savings and investment 

rates through explicit incentives but also toward the liberalisation of the electricity supply 

market through the introduction of competition. In particular, market-regulating institutions 
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will need to consider the privatisation of the inefficient state-owned electricity monopoly 

Eskom which currently supplies 95 percent of South Africa’s electricity. Eskom is currently not 

only swallowing up large amounts of public funds but it is also unable to meet the country’s 

demand for electricity leading to rolling blackouts (load shedding) which is hurting the 

economy (The Economist, 2015b). On the one hand, the liberalisation will free up a significant 

fiscal budget for investment in the key areas of health, education and infrastructure. On the 

other hand, this will greatly benefit consumers. Competition in the electricity market is expected 

to increase consumer choice driving down the costs for a new electricity which can currently 

be as high as 729.5 percent of income per capita (Johannesburg) as well as reducing the 

connection time which can currently be as long as 333 days (Nelson Mandela Bay; World Bank, 

2015a).  

Fourth, macroeconomic stability will need to be tackled by South Africa’s market-stabilizing 

institutions. First and foremost, the government will need to revert back to more sustainable 

public finances to avert a debt crisis. It will need to regain investor confidence through a stricter 

budget which will also lower debt servicing costs. However, Pinto (2014) points out that one 

cannot speak about relative safe levels of debt and compare the country to others, because South 

Africa is in the transition phases and currently bears abnormal transition costs, i.e. fiscal costs 

of reform due to the National Development Plan. This is not to say that the government has a 

free ticket to excessive public spending on uneconomic mega projects (white elephants) which 

suffer from, corruption, an over-prediction of demand and exploding costs, like the R30 billion 

Gautrain fast rail network (Bond, 2014).  

Fifth, strong leadership and governance will finally need to be embraced by the South African 

post-apartheid regime. Most importantly, the government will need to tackle corruption by not 

interfering with the rule of law, i.e. its sound anti-corruption framework must always be 

enforced by the country’s independent judiciary. Also more stability in the government’s 

policies and regulation will be needed to re-establish confidence and trust in the market. It will 

ultimately help attract FDI which has been deterred by the extreme political turmoil of 2008 to 

2009 with 3 presidents in 9 months (Bond, 2014). The government will need tackle its 

reputation for incompetence and corruption which are seen as the main causes for the decline 

of South Africa’s growth rate, the signs of a debt crisis, the violent strikes in 2012 (the Marikana 

massacre), a lower inflow of investment, poor education, high unemployment and growing 

inequality since the end of apartheid (The Economist, 2012). Thereby inclusive growth will 

need to be at the heart of the future policy agenda benefiting the population at large through 

income redistribution and human capital investment in its poor and disadvantaged population. 
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Overall, despite a stagnating economy and a narrow outlook as revealed in the analysis, South 

Africa will be able to escape its fate if it pursues an institutional transition step by step. Firstly, 

South Africa will be able to achieve vast improvements with small administrative changes by 

replicating good practices already pursued in certain regions of the country as identified by the 

DB surveys. These local improvements are forecasted to spur the country’s performance to 

levels comparable to OECD high income countries (World Bank, 2015a). Secondly, according 

to Acemoglu et al. (2004) there are only two main state variables, i.e. political institutions and 

the distribution of resources, that determine economic institutions and performance which 

means that they are sufficient to determine the system. This gives hope that a broad reform of 

South Africa’s political institutions from an extractive kind to an inclusive kind in which the 

population at large is included in the governance process as well as redistribution of resources 

(health, education, income) can end rising inequality and put South Africa on the right track 

heading toward inclusive growth (Acemoglu & Robinson, 2012).  
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Tables 

Table 1 South Africa’s HDI trends 

 

Life expectancy 

at birth 

Expected years 

of schooling 

Mean years of 

schooling GNI per capita  HDI 

1980 56.9  4.9 10,843  

1985 59.9  4.9 10,188  

1990 62.1 11.4 6.5 9,987 0.621 

1995 61.4 13.1 8.2 9,566 0.654 

2000 55.9 13.2 8.8 9,719 0.632 

2005 51.6 13.4 8.9 10,935 0.613 

2010 54.5 13.5 9.6 11,833 0.643 

2011 55.5 13.5 9.7 11,977 0.651 

2012 56.3 13.6 9.9 12,041 0.659 

2013 56.9 13.6 9.9 12,134 0.663 

2014 57.4 13.6 9.9 12,122 0.666 

(Source: UNDP, 2015b, p. 3) 

 

Table 2 South Africa’s IHDI Performance and Health Outcomes in Context 

 HDI Rank HDI IHDI Mortality rates per 1,000 people/live births Child malnutr. 

as % < age 5 

    Female Male Infant Under-five Stunting 

 2014 2014 2014 2013 2013 2013 2013 2008-2013 

Brazil 75 0.755 0.557 97 197 12.3 13.7 7.1 

Russia 50 0.798 0.714 126 339 8.6 10.1 n/a 

India 130 0.609 0.435 158 239 41.4 52.7 47.9 

China 90 0.727 n/a 76 103 10.9 12.7 9.4 

South Africa 116 0.666 0.428 320 441 32.8 43.9 23.9 

World Average 0.711 0.548 120 181 33.6 45.6 29.7 

Sub-Saharan Africa 0.518 0.345 288 337 60.8 91.2 37.2 

(Source: UNDP, 2015c, pp. 208-269) 

 

 

Table 3 Multidimensional Poverty Index (MPI) 

 HDI Rank HDI IHDI Multidimensional Poverty Index Pov. line 

    Year 

HDRO 

specification 

Headcount 

ratio 

Headcount 

thousands 

PPP $ 

1.25/day 

Brazil2 75 0.755 0.557 2013 0.011 2.9 5,738 3.8 

Russia 50 0.798 0.714 n/a n/a n/a n/a 0 

India 130 0.609 0.435 2005/06 0.282 55.3 631,999 23.6 

China3 90 0.727 n/a 2012 0.023 5.2 71,939 6.3 

South Africa 116 0.666 0.428 2012 0.041 10.3 5,400 9.4 

(Source: UNDP, 2015c, pp. 208-269) 

                                                           
2 Missing indicators on nutrition and type of floor 
3 Missing indicator on type of floor 
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Table 4 Doing Business in South Africa 

DB in South Africa (Johannesburg) DB 2016 DB2015 ∆ Rank 

Doing Business 73 69 -4 

Starting a Business 120 113 -7 

Dealing with Construction Permits   90 82 -8 

Getting Electricity  168 168 0 

Registering Property  101 97 -4 

Getting Credit  59 52 -7 

Protecting Minority Investors  14 12 -2 

Paying Taxes  20 19 -1 

Trading Across Borders   130 130 0 

Enforcing Contracts  119 117 -2 

Resolving Insolvency 41 38 -3 

 

DB in South Africa 

DTF Scores 

Starting a 

Business 

Dealing with 

Constr. Permits 

Getting 

Electricity 

Registering 

Property 

Getting 

Credit 

Protecting 

Min. Investors 

Paying 

Taxes 

Trading acr. 

Borders 

Enforcing 

Contracts 

Resolving 

Insolvency 

2004  78.13        65.1 33.03 

2005  78.18   54.82 75    65.1 34.21 

2006  78.99 71.14  55.15 75 80 74.32 58.58 65.1 36.5 

2007  79.21 71.35  59.86 75 80 74.56 59.27 65.1 37.03 

2008  81.15 72.54  60.06 81.25 80 75.38 60.05 65.1 35.72 

2009  86.5 71.67  60.2 81.25 80 85.54 56.73 65.1 34.69 

2010 68.09 86.51 71.84 56.88 60.48 81.25 80 87.09 57.08 65.1 34.69 

2011 68.47 86.5 71.91 56.57 60.1 81.25 80 87 58.22 66.14 37.03 

2012 69.55 89.43 71.5 55.15 67.31 81.25 80 86.81 60 66.14 37.93 

2013 70.57 89.43 71.57 55.46 66.69 81.25 80 86.68 70.42 66.14 38.05 

2014 70.84 89.43 71.57 55.62 66.18 81.25 80 88.8 71.18 66.14 38.23 

2015 64.93 81.18 69.04 41.81 61.18 60 71.67 88.71 58.01 53.18 64.51 

2016 64.89 81.18 69 41.99 60.79 60 71.67 88.75 58.01 53.18 64.29 

(Source: World Bank, 2016b) 
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Table 5 South Africa’s Index of Economic Freedom 

 ∆ 2015-16 2016 2015 2014 2013 

South Africa World Rank -8 80 72 75 74 

South Africa Region Rank -1 7 6 6 6 

2016 Index Score -0.7 61.9 62.6 62.5 61.8 

Rule of Law Property Rights 0.0 50.0 50.0 50 50.0 

Freedom from Corruption 2.0 44.0 42.0 41.6 41.0 

Government 

Size 

 

Fiscal Freedom  0.6 70.1 69.5 68.7 70.5 

Gov't Spending 
1.7 

69.9 68.2 69.1 69.2 

Regulatory 

Efficiency 
Business Freedom -3.3 69.7 73.0 74.5 74.7 

Labor Freedom -2.9 58.7 61.6 54.4 55.6 

Monetary Freedom -0.3 74.6 74.9 75.3 75.8 

Open Markets Trade Freedom 0.4 77.0 76.6 76.1 76.3 

Investment Freedom  -5.0 45.0 50.0 55 45.0 

Financial Freedom 0.0 60.0 60.0 60 60.0 

(Source: Heritage Foundation & The Wallstreet Journal, 2013, 2014, 2015, 2016) 

 

 

Table 6 Summary of Challenges in Economic Growth and Development 

Area Current challenges Active reforms and improvements 

Economy - Sluggish growth rates 

- Contracting economy in 2014 

- Beginning of a debt crisis 

- Green Economy Plan 

- High productivity of physical/ 

human capital 

Society - High gender inequality 

- Large share of the population living close 

to multidimensional poverty 

- Social unrest and high crime rates due to 

persisting inequality and unemployment 

- National Development Plan (NDP) 

Health - High adult mortality 

- HIV/AIDS pandemic 

- Limited access to HIV treatment 

- Roll-out of anti-retroviral 

treatment 

Education - Low tertiary enrolment ratios 

- Barriers to entry into higher education 

- Green Paper on Post-School 

Education and Training 

Income/ 

Labour 

market 

- High income inequality 

- High (youth) unemployment; 

disproportionally higher among females, 

Black and Coloured population 

- Unequal distribution of skills in the 

workforce skewed towards the White 

population 

- Discrimination against people with 

disabilities and LGBT community 

- Workplace and occupational violence 
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Table 7 Summary of Challenges in Institutional Development 

Indicator Current challenges Active reforms and improvements 

WGI - Prolonged underperformance in the 

conditions governing political stability 

and the absence of violence 

- Deterioration of conditions governing 

corruption 

- Decrease in government capacity in 

policy making and implementation 

- Improvements in the rule of law 

from 2013 to 2014 

- Improvement in voice and 

accountability from 2013 to 2014 

Doing 

Business 

- At national level: Getting electricity, 

enforcing contracts 

- At international level: Getting electricity, 

trading across borders 

- Substantial deterioration of conditions in 

getting credit due to adverse reforms 

- Subnational differences in regulations and 

efficiency levels, most importantly in the 

ease of getting electricity 

- Resolving insolvency 

- Active best practices in 9 cities of 

South Africa concerning certain 

areas related to the ease of doing 

business 

Index of 

Economic 

Freedom 

- Capital controls and housing subsidies  

- Ineffective labour regulations and 

inflexible labour market 

- State-owned companies 

- Laws hindering private investment and 

restrictions on FDI 

- Corruption among civil servants 

- Underperformance in investment freedom 

and fiscal freedom 

- Implementation of a sound anti-

corruption framework 

 

Table 8 Summary of Policy Recommendations 

Institutions Goal Policy 

Market-

creating 

Market 

incentives/ 

decentralisation 

- Easier entry into the domestic market by reducing the delay 

to start a business 

- Better access to electricity by reducing costs and waiting time 

- Reduction in the number of procedures required to obtain 

construction permits 

- Reversal of capital controls and housing subsidies imposed by 

government 

 Property rights - Stronger institutions in contract enforcement through shorter 

waiting times, fewer case backlogs and cost reductions for 

contract enforcement 

- Stronger rule of law with less opportunity for corruption 

- Replication of good practices already implemented in some 

cities; best practice sharing and more intense collaboration of 

regions 

 Labour market 

liberalisation 

- Higher flexibility in the labour market 

- Labour market deregulation 

- Reduction of discrepancy between productivity (output per 

worker) and income (GDP per capita) 
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 Trade openness - Regional integration through supra-national cooperation, e.g. 

NEPAD 

- New national standards in import documentation 

requirements 

- Adoption of new trade technology, i.e. shared national 

electronic trade window 

- Improvement of port efficiency and reduction in port tariffs 

- Focus on import of knowledge and learning from best 

practices pursued abroad 

- Leveraging more global demand for South Africa’s 

manufactures 

Market-

regulating 

Provision of 

public goods/  

infrastructure 

- Public investment in health care, i.e. HIV/AIDS treatment 

- Public investment in the training of low-skilled workers, 

especially targeted at the Black population 

- Public investment in tertiary education combined with free 

access for the poor 

- Focus on income redistribution through investment in public 

goods that benefit the population at large 

 Future 

orientation/ 

Efficiency 

- Privatisation of government-run companies, i.e. electricity  

- Regulation inducing higher saving rates 

- Policies supporting transformation to sustainable, green 

economy 

Market-

stabilizing 

Macroeconomic 

stability 

- More sustainable public finances and sound intertemporal 

budget constraints to avert a debt crisis 

- Reversal of adverse policies governing the ease to obtain 

credit 

 Dom./For. 

Investment 

- Liberalisation of FDI inflows 

- Reduction in laws hindering private investment 

Market-

legitimizing 

Multi-

dimension. 

poverty 

reduction 

- Roll-out of social protection for vulnerable groups 

- Roll-out of HIV/AIDS treatment 

Conflict-

managing 

Social stability - Promotion of voice and accountability to avoid violent strikes 

and protests after the Marikana massacre on August 16, 2012 

- Establishing a social environment inductive to objective and 

peaceful debate 

- Promotion of gender and racial equality 

- Reduction of discrimination and workplace violence 

- Reduction of crime rates 

Political Strong 

leadership and 

governance 

- More stability in rules and regulation 

- External peer review mechanism for policy making and 

implementation 

- Focus on inclusive growth 

- Less interference with economic institutions to tackle 

corruption  

- Promotion of uniform national governance standards to 

regions for the adjustment of efficiency levels 

(Source: Bond, 2014; Pinto, 2014; World Bank, 2015a) 

 


