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1. Introduction and background 

During the 1980s and much of the l990s, discussions of fiscal policy focused mainly on high 

fiscal deficits and government debt as a source of inflation and balance of payments problems, 

and on the contribution of fiscal adjustment to stabilization programs designed to address such 

problems. Attention was also paid to the way in which well-designed tax systems and spending 

programs could foster sustainable longer-term growth. However, with the prolonged slump in 

Japan, the severe recessions in Indonesia, Korea, and Thailand during the Asian crisis, and the 

more recent downturns in the United States and Europe, emphasis has shifted to the role 

expansionary fiscal policy can play in stimulating economic activity. The role of fiscal policy 

dates back to early 20th century during the Great Depression. John Keynes was of the view that 

a recovery from a recession can only be realized through the implementation of a fiscal policy. 

Unlike the classical economists who advocate for use of free market forces for economic 

recovery, Keynes was of the view that free market forces can only be effective in a long run 

and he says that in the long run “we are all dead” (Snowdon and Vane 2005). 

The Keyesian view that fiscal expansions are beneficial in this regard has been the subject of 

long-standing debate about both its theoretical validity and its practical importance. The 

simplest Keynesian model assumes price rigidity and excess capacity, so that output is 

determined by aggregate demand. In this model, a fiscal expansion has a multiplier effect on 

aggregate demand and output. The Keynesian multiplier exceeds one, it increases with the 

responsiveness of consumption to current income, and it is larger for a spending increase than 

for a tax cut (IMF, 2002). If a spending increase is matched by a tax increase, the resulting 

"balanced budget multiplier" is exactly one (IMF, 2002). 

The aim of this report is to present the important role of a fiscal response towards facilitating 

a post Covid 19 economic recovery in the Eastern Cape Province.  The paper begins by a 

discussion on the effects of Covid 19 pandemic on the economy of the Eastern Cape. This is 

followed by a presentation of the structure of the Eastern Cape Economy.  The third section 

focuses on the fiscal interventions for economic recovery in the Eastern Cape. Concluding 

remarks are presented towards the end of this report.  

 

1.1 Covid 19 Pandemic and its effects in the Eastern Cape.  

According to IMF (2020), South Africa reported the first case of covid-19 on the 15th of March 

2020. Since then the government of the Republic of South Africa (SA) has been taking 

measures to contain the pandemic. A national lockdown was announced with effect from the 

26th of March 2020 and thereafter gradual or phased lifting of the lockdown has been 

implemented. The measures enforced include social distancing, travel bans and quarantine for 

returning nationals, school closures, and mobile technology to track and trace contacts of those 

infected, national lockdown and staged/phases reopening of the economy and lifting of the 

lockdown. As at 13 September 2020 the nation was at alert level two with most economic 

activities opening but with regulations like wearing of masks still mandatory.  

The covid-19 pandemic has placed huge constrains on the global economy and its effects 

cannot be overemphasised. Most economies, South Africa included, closed their borders, took 

confinement measures and social distancing measures in a bid to slow the spread and flatten 

the curve. These measures have inevitably brought economies to a standstill. The Covid-19 
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pandemic has led to an extraordinary hit to economic activity and has transformed the fiscal 

outlook in many countries. Fiscal policy has in many cases, been highlighted as the best 

available policy response tool (Barnes & Casey, 2020). Nonetheless, with the huge uncertainty 

as far as the path of the pandemic is concerned, the economy, and the public finances available, 

it remains crucial that whatever fiscus is received be used in the most efficient and effective 

manner. Although the global economy has experienced shocks and pandemics in the past years, 

this current crisis is different in nature and so care may need to be taken in deciding and 

implementing stimulus measures both during the pick of the pandemic and towards recovery 

of the economy, as the curve flatten and after the pandemic. 

Table 1.1 below shows the provincial breakdown as at 8 October 2020. To date a total of 

4 318 514 tests have been conducted and a total of 685 155 positive cases have been recorded. 

In Eastern Cape Province a total of 90 165 positive cases have been reported and the province 

has the fourth highest positive cases but one of the province with the least active cases. 

Table 1.1: The provincial COVID-19 breakdown 

 

 

 

Province 

Total cases as at 

08 October  2020 

 

 

Percentage total 

 

 

 

Fatalities 

 

 

Active cases 

Eastern Cape 90 165 13.2 3145 1 719 

Free State 49 270 7.2 1084 12 991 

Gauteng 221 719 32.4 3912 19 454 

KwaZulu-Natal 119 930 17.5 4373 5 792 

Limpopo 15 950 2.3 415 674 

Mpumalanga 27 800 4.1 577 698 

North West 30 288 4.4 375 2 641 

Northern Cape 18 207 2.7 228 2 906 

Western Cape 111 826 16.3 4231 2 905 

Total 685 155 100 17 248 49 780 

Source: Department of Health (2020)  

The Eastern Cape Province’s economy is still being affected by the pandemic. The restricted 

inter-provincial travel (which has recently been lifted at the start of stage 1 of the lockdown), 

banning of alcohol sales, and the restriction on operation of hotels, restaurants, bars and tavern 

together with other restrictions, placed the Eastern Cape Economy on a downward trajectory.   

Given the above introduction and background and in order to set the tone for the rest of this 

report, the following section presents the structure of the Eastern Cape Economy.   

 

2. The structure of the Eastern Cape Economy  

 

Eastern Cape Province is the second largest of the nine provinces in the country. The economy 

over the years has realised fluctuation GDP growth rates as shown in Figure 2.1. Growth rate 

over the years has been fluctuating and it fell drastically in the year 2009. All the districts and 

metros in the province realised this sharp decline. Thereafter growth rate became positive in 

2010 and declined to about 0.3% in 2019 (from 2.3% in 2010). Prior to the pandemic the 

economic growth of the province (just as that of the country) had for more than three 
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consecutive quarters declined symbolizing the beginning of a technical recession. Over the 

years the sectors that have been contributing the most to the provincial GDP, apart from general 

government service, are the finance, real estate and business services sector, wholesale and 

retail trade, hotels and restaurants, and manufacturing. The GDP growth rate figures per sector 

are shown in the table 2.1. The COVID-19 pandemic has hit hard on these very sectors that 

contributes the most to GDP. 

Figure 2.1: Eastern Cape GPD Growth rate 

 

 Source: Author’s computation using data from StatsSA (2020). 

 

Given the above overview of economic growth in the Eastern Cape, it is important to also get 

a sense of the sectoral growth rates in the Eastern Cape since 2018. This information is 

presented in figure 2.2 below:  
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Figure 2.2: Quarterly GDP growth rate per sector 

Source: StatsSA, 2020 

Figure 2.2 above portrays the economic performance of the various sectors of the Eastern Cape 

Economy. As can be noted in figure 2.2 above, the economy of the Eastern Cape has been 

performing well since 2018q1. During 2018q1 through to 2018q3 the agricultural sector 

declined by almost 40% but started to climb on an upward trajectory from 2018q2 toward 

2018q3 but remained relatively constant until 2019q4 where the sector began to climb upwards 

by almost 38% growth rate but soon declined from 2020q1.  

In 2020, second quarter, the percentage change in GDP was -47% meaning the loss in output 

was close to half.  The sectors that realised the greatest percentage fall include the mining and 

quarrying industry (78, 9%), construction (77%), manufacturing industry (75%),  transport and 

communication (65.9%) and wholesale and retail trade, hotels and restaurants (64%). Only the 

agriculture, forestry and mining managed to realise a positive change in GDP both in the first 

and second quarter of 2020. The agriculture sector is the only one that recorded a positive 

percentage change or GDP growth.  

Notwithstanding, the agricultural sector remained performing at a higher level compared with 

the rest of the other sectors and this includes even during the period of Covid-19 pandemic. 

Given this scenario it becomes important to explore the contribution of each sector towards the 

GVA of the Eastern Cape. This is important in that in order to effectively intervene by use of 

a fiscal policy we have to know the main drivers of the Eastern Cape economy 
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Figure 2.3: Gross Value Added (GVA) by broad economic sector 

  
Source: Author’s own computations using Quantec data (2019) 

The largest sector in terms of the contribution to GVA in the Eastern Cape is trade (R68, 8 

billion), followed by finance (R63, 30 billion), manufacturing (R46, 20 billion), transport (R30, 

50 billion) and construction (R13, 60 billion). The rest of the other sector including agriculture 

contributes very little to the GVA of the province.  

In 2020, second quarter, the percentage change in GDP was -47% meaning the loss in output 

was close to half. This shows how the pandemic has really affected the economy. The sectors 

that realised the greatest percentage fall include the mining and quarrying industry (78, 9%), 

construction (77%), manufacturing industry (75%),  transport and communication (65.9%) and 

wholesale and retail trade, hotels and restaurants (64%). Only the agriculture, forestry and 

mining managed to realise a positive change in GDP both in the first and second quarter of 

2020. The agriculture sector is the only one that recorded a positive percentage change or GDP 

growth. This shows the impact that the coronavirus has had on the economy of the province. 

Companies have been greatly affected by the pandemic as well as the vast majority that relies 

on the informal sector for income to cover the basics of life. People have lost jobs leading to a 

fall in their disposable income worsening the already existing socioeconomic problems in the 

province. 
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2.1 Eastern Cape Economy: Distribution by sector 

Figure 3.1 below portrays the contribution of each sector towards the economy of the Eastern 

in terms of the provincial GDP contributions. The contribution to GDP by sector is important 

in that in order to mitigate and reduce the negative impact of the pandemic and also to facilitate 

economic recovery, we have to know which sectors are of strategic importance in the province.  

Figure 2.4: Sector Contribution to GDP in Eastern Cape Province 

Source: Author’s own computation using quantic data (2019). 

Figure 2.4 above portrays the various economic sectors contribution to the Eastern Cape GDP. 

Clearly the government is still the main contributor to the economy of the Eastern Cape 

(23.3%); followed by catering and accommodation (20.4%); real Estate and business services 

(18.1%); manufacturing (12.8%); Storage and communication (9.4%); personal services 

(7.4%); construction (4.2%); electricity, gas and water (2.4%); agriculture, forestry and fishing 

(1.9%) and mining and quarrying (2%). Given these figures it ca be noted that the biggest four 

sectors that are key drivers in the Eastern Cape economic growth are government, catering and 

accommodation, real estate and business and the manufacturing sectors.  If anything, the fiscal 

policy must target these sectors in order to speed up economic recovery in the Eastern Cape.  

 

2.2 Labour Market 

•  

• According to the latest Quarterly Employment Statistics (QES) published by Statistics South 

Africa the formal sector shed 28 000 jobs during the third quarter of 2019 (July-September 

2019). Not good news for 28 000 families so close to the December holidays. And add to this 

the fact that South Africa's economy contracted by -0.6% during the 3rd quarter of 2019, the 

23.3 

18.1 12.8 

20.4 9.4 7.4 
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prospects of getting re-employed in an economy that is not growing is slim, especially 

considering the job seekers keeps increasing as more and more students that is finishing their 

schooling and studies are looking to enter the job market. Below a short extract as obtained 

from Statistics South Africa, discussing the latest QES results. Below diagrams portrays the 

Eastern Cape Province labour market situations. 

•  

Figure 2.5: Eastern Cape Province Labour Market 

•  
Source: Author’s own computation using quantic data (2019) 

 

In 2019, there were a total number of 852 000 people unemployed in the Eastern Cape which 

is an increase of 351 000 from 501 000 in 2009. The Eastern Cape experienced an average 

annual increase of 5.45% in the number of unemployed people which is above the national 

average increase of 3.79% during the period under review.  As can be noted in fig 1.5 above 

both employment rates and unemployment rates moved almost parallel to each other but 

gradually gravitate towards convergence during this decade. This implies that there is a gradual 

decrease in employment rates whilst unemployment rates are increasing. By 2019 

unemployment rate in the Eastern Cape reached 33% which is above the national 

unemployment in accordance with the strict definition of unemployment. This places the 

Eastern Cape in a high risk of losing more youths seeking jobs to other bigger provinces; 

needless to mention the potential to increase poverty levels. 

2.3 Poverty and Inequality in the Eastern Cape 

 

In 2003 the Eastern Cape contributed approximately 8.1% to the National GDP, while 14.4% 

of the South African population live in this province (Provide Project, 2005). This implies that 
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the per capita GDP in the Eastern Cape is lower than the national average. According to the 

IES/LFS 2000 estimate the Eastern Cape per capita income was R6, 774 in 2000, only about 

half the national average of R12, 411. High levels of poverty and inequality persist as they do 

in the rest of the country (Provide Project, 2005). Fig 5.1 below shows that poverty gap in the 

Eastern Cape has been ranking in the high of approximately 33% in 2019. Poverty gap is the 

ratio by which the mean income of the poor falls below the poverty line. The poverty line is 

defined as half the median household income of the total population. The poverty gap helps 

refine the poverty rate by providing an indication of the poverty level in a country. It can 

therefore not be denied the fact that poverty level in the Eastern Cape is high. This is also 

exacerbated by rising inequality gap reaching a high of 0.63 by 2019 (see figure 2.6).   

 

Figure 2.6: Poverty and inequality in Eastern Cape Province 

 
Source: Quantec Data (2019) 

Having outlined the structure of the Eastern Cape economy in the foregoing paragraphs, the 

next sections devotes attention to the effects of Covid-19 pandemic on the Eastern Cape 

economy.  

3. The effects of Covid-19 pandemic in the Eastern Cape Economy 

We are of the view that the pandemic has affected the Eastern Economy on various economic 

front, namely, decline in economic growth, company closures, job loses, increase in cost of 

living and strained fiscal resources including public health and social relief.  Due to limited 

data and of course the period of the pandemic is a fairly new phenomenon in the world and this 

places a limitation to the extent one would like to expatiate on the effects of the pandemic in 

the Eastern Cape. In this report we shall cite a few areas which have been and are still going to 

be negatively affected going forward. 

3.1 International trade 

Trade is defined as the act of buying and selling, with international trade referring to buying 

and selling across international border, more generally called importing and exporting.  The 

Trade Balance is calculated by subtracting imports from exports. In table 3.1 below, the Eastern 

Cape is compared with South Africa, in terms of actual imports and exports, the Trade Balance, 

as well the contribution to GDP and the region's contribution to total national exports and 

imports. 
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Table 3.1: Merchandise exports and imports - Eastern Cape and National Total, 2019 

 [R 1000, current prices] 

 Eastern Cape National Total 

Exports (R 1000) 59,328,575 1,303,145,000 

Imports (R 1000) 61,842,938 1,263,824,000 

Total Trade (R 1000) 121,171,514 2,566,969,000 

Trade Balance (R 1000) -2,514,363 39,321,000 

Exports as % of GDP 15.2% 25.7% 

Total trade as % of GDP 31.1% 50.6% 

Regional share - Exports 4.6% 100.0% 

Regional share - Imports 4.9% 100.0% 

Regional share - Total Trade 4.7% 100.0% 

 Source: IHS Markit (2019) 

The merchandise export from the Eastern Cape amounts to R 59.3 billion and as a percentage 

of total national exports constitutes about 4.55%.  The exports from the Eastern Cape 

constitutes 15.2% of the GDP of the Eastern Cape.   Merchandise imports of R 61, 8 billion 

constitute about 4.8% of the national imports.  Total trade within the Eastern Cape Province is 

4.7% of total national trade.  The Eastern Cape Province had a negative trade balance in 2019 

to the value of R 2.5 billion.  

It can be noted that both exports and imports have been on an upward trajectory for almost a 

decade. Covid-19 has disrupted world economy and international trade. This is simply because 

no matter the stage of the lockdown in South Africa, the process of opening up economies in 

various countries will not be simultaneous. It will take place in different stages. This implies 

that the province stands a chance not to be able to either import or export goods. The 

manufacturing sector, agricultural sector and tourism are likely to remain hamstrung for longer 

period of time as long as our trading partners are not opening their economies. 

Several international organizations have issued studies on aspects of the economic impact of 

the coronavirus epidemic. For instance, UNCTAD has calculated that the impact of the 

coronavirus in China has cost global value chains 50 billion USD in exports. FDI could shrink 

by 5-15%. The Asian Development Bank suggests an impact of between 0.1 and 0.4% of global 

GDP (The Business Place Network, 2020). The IMF has published a number of blogs with 

reflections on the expected effect and policies required. In particular, these highlight that while 

we expect a drop in international trade comparable to the 2008 global financial crisis, this time 

the decline is likely to be more severe reflecting the consequences of lockdowns and social 

distancing, especially in urban settings and of course loss of lives and human capital. The IMF 

has described the impact of COVID-19 and likely the worst recession since the Great 

Depression. Developing countries’ growth is expected to fall by 6.6% (The Business Place 

Network, 2020). 

3.2 Business Community 

Business Community includes the informal sector, SMEs as well as large businesses. 

Businesses in all sectors have been negatively affected by Covid-19; particularly the tourism 

sector, informal sector, and transport sector. The restrictions in people’s movement has had a 

dire effect on these businesses. According to Business Place Network (2020) Covid-19 affects 
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business sector on both the supply and demand sides. On the supply side, companies could 

experience a reduction in the supply of labor, as workers are unwell or need to look after 

children or other dependents while schools are closed and movements of people are restricted. 

Measures to contain the disease by lockdowns and quarantines lead to further and more severe 

drops in capacity utilization. Furthermore, supply chains may be interrupted leading to 

shortages of parts and intermediate goods.  

On the demand side, a dramatic and sudden loss of demand and revenue for SMEs could 

severely affect their ability to function, and/or cause severe liquidity shortages. Furthermore, 

consumers may experience loss of income, fear of contagion and heightened uncertainty, which 

in turn reduces spending and consumption. These effects may be compounded when workers 

are laid off and firms are not able to pay salaries. Some sectors, such as tourism and 

transportation, may be particularly affected, also contributing to reduced business and 

consumer confidence (Business Partners Network, 2020). There have been several 

retrenchment proceedings initiated in the EC in some small firms. See Table 3.2 below: 

Table 3.2: Job Dismissals in the Eastern Cape: Smaller companies 

Region Issue Number of 

companies 

Affected Employees 

EC EL Dismissal related to 

operational requirements 

19 99 

EC PE Dismissal related to 

operational requirements 

47 74 

Total 
 

66 173 

Source: Department of Employment and Labour (2020) 

The data in table 3.2 above shows that nineteen (19) companies issued dismissals to almost 99 

employees in the East London whilst in Port Elizabeth, 47 companies are reported to have 

issues dismissal to 74 employees. Added together gives a total of 173 employees who lost their 

jobs in these two cities.  This number is definitely too high if one considers all the metros and 

cities in the rest of the Eastern Cape. This means that we are likely to see a large number of 

people unemployed in the Province.  

Table 3.3: Job Dismissals in the Eastern Cape: Smaller companies 

Region Issue Number of 

companies 

Affected 

Employees 

EC EL Operational requirements facilitation 

(more than 50 employees) 

10 1923 

EC PE Operational requirements facilitation 

(more than 50 employees) 

9 3500 

Total 
 

19 5423 

Source: Department of Employment and Labour (2020) 

There was a total of 10 larger companies that were reported to have issued dismissals to 1923 

employees in East London whilst in Port Elizabeth nine (9) firms issued dismissals to 3500 

employees amounting to a total of 5423 dismissals in both East London and Port Elizabeth. 

Clearly these are not small numbers. These are households who are likely to go hungry and 

poor due to loss of income. Needless to mention the probability of some of them having been 

affected by the pandemic in terms of their health and loss of life.  According to a survey 
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conducted by Data first, Nids-cram-wave1, the effects of the pandemic in the Eastern Cape 

Province has been felt by all groups of people or households, businesses and the economy at 

large. This survey, indicated that about 32, 5% of the sample had lost their main source of 

income since the lockdown started. The sample further indicated that income from employment 

is the one that declined the most. About 22% of the sample lost their income from employment 

and about 18% saw a decrease in the income that comes from government grants. Because of 

the lockdown, some companies where not able to pay salaries/wages. People lost incomes from 

employment, businesses, from friends and family and also a decline in the income from 

government grants was also recorded. 

The loss of income has greatly affected households and has worsened poverty around the 

province. Some families ran out of money to buy food barely after the lockdown started. 44.7% 

indicated that in April 2020 their households ran out of money to buy food (Nids-crams survey, 

2020). As the lockdown continued more families found themselves in similar situations as the 

reduction in income caused lack of food and other basic goods and services. Poverty and 

inequality was enhanced by the coronavirus pandemic. Some employees got compensated from 

the Unemployment Insurance Fund (UIF). According to the sample represented above 78.08% 

had not received UFI TERS in April and 94.74% did not receive the UIF reduced work time 

benefit in April. A snapshot of Nids-crams survey (2020) with regard to access to UIF is 

presented in table 3.4 below: 

Table 3.4: Income from UIF in April
Did you receive 

income from UIF 

TERS in April? 

Freq. Percent Cum. 

Don’t know  2 0.91 0.91 

Refused 18 8.22 9.13 

Yes 24 10.96 20.09 

No 171 78.08 98.17 

No, I’ve applied but 

still waiting 

4 1.83 100.00 

Total 219 100.00  
Did you receive the UIF 

reduced work time 

benefit in April? 

Freq. Percent Cum. 

Don’t know 1 0.53 0.53 

Refused 1 0.53 1.05 

Yes 8 4.21 5.26 

No 180 94.74 100.00 

Total 190 100.00  



 

 

Source: Authors computation using data from Nids-cram-wave1, 2020. 

 

Given the Nids survey data in table 3.4 above, it can be noted that an overwhelming majority 

(78%) indicated that they did not receive their UIF claims at the point of this survey, whilst 

only 10% of the sample had received their UIF claims. This once again indicate that a large 

number of the unemployed who also did not receive their UIF claims may slide into deeper 

poverty and hunger, a situation which is not desirable in the Eastern Cape which is already 

regarded as a poor province. On the right panel of table 3.4 a large number of the respondents 

(94.74) indicated that they did not receive the UIF reduced work time benefit in April. Given 

this data it be said without a doubt that the Eastern Cape is on the brink of a massive increase 

in poverty levels. These households are likely to constitute a state dependency burden which 

will further drain the already constrained fiscus.  A further interrogation into the probability of 

constituting a state dependency burden, it was necessary to probe into how many people 

received state grants during the period under review. The results are reported in table 3.5 below. 

Only 1.23% had received the COVID-19 social relief of distress at the time of the survey.  

 

Table 3.5: Government grants received 

 

Government Grants received? 

 

Freq. 

 

Percent 

 

Cum. 

Refused  1 0.61 0.61 

Child Support Grant (CSG) 42 25.77 26.38 

Old Age Pension Grant (OAP) 94 57.67 84.05 

Disability Grant 14 8.59 92.64 

Foster Child Grant 4 2.45 95.09 

R350 COVID-19 Social Relief of Distress 2 1.23 96.32 

Other (specify) 6 3.68 100.00 

Total  163 100.00  

Source: Authors computation using data from Nids-cram-wave1, 2020. 

The purpose of the above enquiry was to find out how many people have received social relief 

grants in the Eastern Cape. The results show that the majority (58%) indicated that they 

received old age pensions grants; those who received child support grants made up 26% of the 

sample, whilst approximately nine percent (9%) indicated that they received disability grant. 

The remainder, 1.23% received R350 covid-19 social relief grant and a mere 3.68% mentioned 

other sources. 

3.3 Food prices 

It is well known that most of the poor spend almost a third of their incomes on food.  Food 

constitutes 30% of low-income household expenditure and is essential for maintaining a 

healthy immune system, so containing price inflation is a priority during the crisis. During the 

lockdown stage 1 phase it has been announced that food inflation has increased meaning that 

food has become more expensive for the average income earner.  Whilst food prices in South 

Africa are coming down again, after climbing in excess of 8% during lockdown, the costs are 

much higher than they were a year ago. These are the findings from the latest Household 
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Affordability Index, published by the Pietermaritzburg Economic Justice & Dignity Group 

(PMBEJD) for July 2020 (available on https://pmbejd.org.za/). 

According to the group, prices for its tracked basket of food increased by 8.2% between March 

and June 2020, reflecting the price changes during lockdown. When comparing the price 

changes from June to July, however, the same basket is now 2.1% cheaper. Compared to the 

same time in 2019, the basket is 11.6% more expensive. The basket of food, which comprises 

the essential products and staples as identified by household shoppers now costs R3, 413.14, 

compared to R3, 486.23 in June. On month-to-month basis, prices have largely decreased, with 

only a few outliers gaining in price, such as potatoes (+6%), Margarine (+4%) and salt (+3%). 

Annually, food prices have largely increased far above inflation, with standouts being cabbage 

(+45%) and rice (+43%) (PMBEJD, 2020). The category with the largest pricing hike is “milk, 

eggs and cheese” which initially soared, but decreased in the following weeks. Comparing 

PMBEJD data from March 2020 (pre-lockdown) and July, current prices for items like rice 

(+28%), cabbage (+19%) and margarine (+18%) remain higher than they were before 

lockdown – but food like apples (-36%), bananas (-29%) and carrots (-9%) are now cheaper 

than before (PMBEJD, 2020). 

Given the foregoing discussions on the effects of Coronavirus pandemic on the economy of 

the Eastern Cape, suitable and appropriate interventions are necessary. The next section 

devotes attention to the fiscal response towards the effects of the pandemic. Our approach to 

this section is preceded by a brief literature overview.  

4. Literature review 

4.1 Theoretical literature review 

The use of fiscal policy to stimulate economic activities has been greatly attributed to 

Keynesian school of thought. Fiscal policy is when government uses its spending and taxing 

powers to have an impact on the economy. Fiscal policy has been used to stimulate the 

economy after economic shocks, including the financial global crisis and the current 

coronavirus pandemic, in many countries. The interaction and or combination of government 

spending and taxes/revenue collection directly and indirectly affect personal spending, capital 

expenditure/investment, and GDP, to name but a few. The Keynesian economic theory is based 

on the notion that government actions are the only way to influence the economy. In other 

words government should use its powers to increase aggregate demand by increasing its 

spending. According to the Keynesian theory, output is determined by aggregate demand and 

an expansionary fiscal policy has a multiplier effect on aggregate demand and output. 

Expansionary fiscal policy, lowering taxes and increasing expenditure, according to this theory 

will be the correct mix to spearhead the economy towards recovery. The Keynesian multiplier 

is greater than one and it is larger for a spending increase than for a tax cut. The problem with 

expansionary fiscal policy is that, spending more than you are collecting can increase 

government debt, crowding out private investment and most importantly the fact that fiscal 

policy suffers from a natural lag/delay in time. Given the fact that the economy is never 

predicted accurately, and the uncertainty around the covid-19, there is need for policy makers 

to always be on the guide adjusting as we go. Uncertainty enhances precautionary behaviour 

which can reduce the fiscal policy multiplier. Expansionary fiscal policy involves increasing 

aggregate demand through increasing government spending and cutting taxes. The 

consequence of expansionary fiscal policy is a budget deficit. In times of a recession, it can 
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help the economy come out of a recession. It can help create a multiplier effect and get unused 

resources being used economically efficient. 

However, expansionary fiscal policy has many criticisms. Basically, it is argued fiscal policy 

may lead to crowding out. This means the increase in government spending may lead to less 

private-sector spending. Also, when expansionary fiscal policy is really needed, government 

borrowing may become too high, leading to higher interest rates on government bonds and 

a fiscal crisis. In order to present a conceptual framework of the above brief literature review, 

the following diagram fig 1.6 is presented.  

4.2 Empirical literature review 

As much as theoretical literature speaks of a positive effect of Fiscal Policy on the economy, 

empirical evidence in disagreement with this is also found. This sections presents the mixed 

findings to the fiscal policy GDP nexus.  

Du Plessis et al. (2007) conducted a study to discuss the cyclicality of fiscal and monetary 

policies in South Africa since democracy. Among the fundamental findings of this study, it 

was found that there is a growing consensus that monetary policy has impacted the economy 

remarkably well as far as stabilization of the economy is concerned over the period of 1994 to 

2006. However, the role of fiscal policy was not effective in stabilizing the economy, and the 

study has also revealed that there is a little evidence that counter-cyclical fiscal stance was 

prioritised over this period. The model confirmed the consensus on monetary policy whereas 

on the fiscal policy, pro-cyclicality through the policy simulations which implies the pro-

cyclicality of fiscal policy has had little impact on real GDP as far as destabilizing is concerned.  

Ocran (2011) conducted a study to investigate the impact of fiscal policy on economic growth 

in South Africa between 1990q1 and 2004q4. Vector auto regression (VAR) modelling 

technique was used in this study. Government gross fixed capital formation, tax expenditure, 

government consumption, budget deficit and real GDP were used as the key variables. The 

results indicated that government consumption, expenditure and gross fixed capital formation 

have a positive effect on economic growth. The findings also indicate that positive shocks to 

tax receipts have a positive impact on economic growth. These results complement Keynes 

point of view which advocates for fiscal policy as one of the drivers of economic growth. 

Jooste et al. (2012) conducted a study to seek empirical evidence on the effects of fiscal policy 

shocks in South African economy. The results indicated that increasing tax causes a decrease 

in GDP in the short term, while in the long term effect is negligible. It was also found that an 

increase in tax sometimes produced positive effects in the short run, while in the long run the 

effect was not significant for the period under study. This results complement Keynes’s view 

which states that an increase in tax rate would affect private consumption negatively which 

would in turn cause a decline in the rate of economic growth. 

 Mujuta (2013) applied SVAR model to investigate the response of economic growth to fiscal 

deficits in South Africa. The results indicated that there was a negligible response of economic 

growth to fiscal deficits, for both short and long run, which implied that discretionary fiscal 

policy was not an effective economic growth driver in South Africa for the period under study. 

Leshoro (2017) conducted a study to analyse the effects of disaggregated government 

expenditure on economic growth in South Africa between 1976 and 2015, using ARDL 

technique. The results indicated that the disaggregated government expenditure was positively 

influencing economic growth in both the short and long run, for the period under consideration. 

http://econ.economicshelp.org/2010/04/european-fiscal-crisis.html
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This results are in consistent with Keynesian theory for fiscal policy which states that the 

impact of government spending on economic growth should be positive. Hlongwane et al. 

(2018) investigated the impacts of fiscal policy on economic growth in South Africa utilizing 

VECM method, between 1960 and 2014. The results indicated that government tax revenue 

has a significant and long run positive influence on economic growth, whereas the government 

gross fixed capital formation and budget deficits influence real GDP growth rate negatively. 

This results are consistent with Keynesian theory for fiscal policy which states that the impact 

of government spending on economic growth should be positive. Furthermore, the results also 

reflect the classical economists’ point of view in terms of the budget deficit. The classical 

economists argue that permanent budget deficits influence economic growth negatively in both 

the short and long run. 

Although the coronavirus pandemic is very different from the other previous shocks, a lot can 

be taken, from previous economic shocks, as lessons from the use of fiscal policy to address 

shocks. In response to the global financial crisis most governments around the world introduced 

fiscal stimulus packages. There are a lot of debates about the timing as well as the size of the 

fiscal response to the crisis but the major conclusion is that the fiscal responses by different 

countries were appropriate. In other words during such a crisis fiscal policy remains one of the 

main tools to be used for stimulus purposes.  The events of the financial crisis has taught 

countries great lessons, some of these are old forgotten ones. After the crisis most economists 

concluded that fiscal policy stimulus was effective, should be counter-cyclical in both good 

and bad times, must be large enough, temporary and targeted, and that alone it cannot fix 

structural problems (Izvorski, 2018). Deficits accumulated during crisis should be recovered 

as soon as the economy improves. Often governments forget to collect and save as much as 

possible when the economy recovers. Additionally the stimulus should be kept temporary as 

permanent expansionary fiscal policy is unsustainable. According to Izvorski (2018) the 

underlying causes of the financial crisis were financial imbalances that resulted from regulation 

out of step with economic developments, limited competition, and inflexible education systems 

and fiscal stimulus was an effective tool for preventing a sharper contraction in economic 

activity.  The lesson learned there is that as economies try to stimulate the economy during and 

after a crisis, policies to address structural problems that exists should also be implemented.  

5. Fiscal policy interventions to mitigate effects of COVID-19 in the Eastern Cape  

The economic effects posed by the of the COVID-19 pandemic inevitably required immediate 

and urgent policy responses particularly to support households and firms. South Africa has 

taken measures both at national level and at provincial levels. 

Over the past months, the government of SA has prioritised public health to save lives. South 

Africa introduced a R500 billion fiscal relief package, in March 2020, designed to help 

households and businesses to weather the short-term effects of the crisis (National Treasury, 

2020). The aim was to manage the immediate impact of the pandemic by assisting the most 

vulnerable South Africans, building capacity of the public health system to respond to the 

pandemic and assist businesses. South Africa, like other middle and low-income countries 

without large savings, has had to balance essential public health interventions and severe 

economic effects such as job losses, lower tax revenue and higher poverty. Simultaneously, the 

South African Reserve Bank has reduced interest rates and provided support to the bond 

market. The COVID-19 fiscal package identifies R500 billion in economic relief. It includes 

R190 billion in main budget spending, of which R145 billion is allocated immediately to 
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protect lives and support livelihoods, R70 billion in tax policy measures and a R200 billion 

loan guarantee scheme to support short-term economic activity. Major investments in the 

public health system aim to ensure it has sufficient capacity to manage the continued spread of 

the virus. An amount of R21.5 billion was made available to healthcare through reprioritisation 

and new funds (National Treasury, 2020). Budget allocations across national, provincial and 

local government fund R145 Billion of government’s response. The government’s R145 billion 

COVID-19 response is sourced mainly from within existing allocations for 2020/21. This 

includes R109 billion in temporary suspension of baseline allocations and adjustments to the 

skills development levy. The balance of R36 billion is financed through an increase in the main 

budget deficit. 

Tax subsidy for four months was also made available to workers with an income below a 

certain threshold. The vulnerable families in the country are receiving temporarily higher social 

grant amounts for the duration of six months. The government also extended assistance through 

the issuing of a new grand for six months to those individuals who are unemployed and as a 

result not able to benefit from the UIF. Funds where made available to assist SMEs under 

stress, mainly in the tourism and hospitality sectors, and small-scale farmers operating in the 

poultry, livestock, and vegetables sectors. As of May 12 2020, a new loan guarantee scheme is 

helping companies with turnover below a certain threshold to get bank financing for the 

payment of operating expenses (National Treasury, 2020). The revenue administration is 

accelerating reimbursements and tax credits, allowing SMEs to defer certain tax liabilities, and 

has issued a list of essential goods for a full rebate of customs duty and import VAT exemption. 

A 4-month skills development levy tax holiday is also being implemented. On the monetary 

policy side, the central bank (SARB) reduced the policy rate several times since the pandemic 

started: 100 bps to 5.25 percent on March 19 2020, another 100 bps to 4.25 percent on April 

14 2020, 50 bps to 3.75 percent on May 21 2020, and 25 bps to 3.5 percent on July 23 2020. 

On March 23, the government announced the launch of a unified approach to enable banks to 

provide debt relief to borrowers. On March 25, the SARB announced further measures to ease 

liquidity strains observed in funding markets. On March 28, it announced temporary relief on 

bank capital requirements and reduced the liquidity coverage ratio from 100 to 80 percent to 

provide additional liquidity and counter financial system risks. On April 6, the SARB issued 

guidance on dividend and cash bonuses distribution to ensure bank capital preservation. 

Effective May 11, the SARB returned the number of repo auctions to once a day and, on May 

12, announced a series of prudential priority measures for co-operative financial institutions on 

prudential matters, supervisory activities, as well as governance and operational issues. On 

August 3, the SARB announced that the easing of macro-prudential policies would be extended 

until further notice. As of August 19, noting a normalization of liquidity conditions, the SARB 

reverted to standard standing facility borrowing rates (repo rate less 100 basis points). 

The Minister of Finance’s presentation on 24 June 2020 alluded a special adjustment budget in 

which it highlighted the R20 billion reprioritisation for provinces with R15 billion with specific 

focus to Health for covid-19 intervention. It alluded on additional allocation of R11 billion and 

with further R9 billion being reprioritised for water and sanitation through conditional grants. 

The province’s revised strategy is underpinned by four pillars namely 1) containing the virus; 

2) protecting the vulnerable and poor; 3) developing sustainable health solutions; and 4) saving 

the provincial economy and securing the future.  Of the R20 billion that has been reprioritised 

from the equitable share of provinces, Eastern Cape’s portion is R2, 6 billion. Overall the 

Covid-19 intervention amounts to R3.1 billion with R2.5 billion mainly for health intervention 
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and R662 million mainly for social relief and economic recovery (Eastern Cape Treasury, 

2020). 

According to the Provincial Special Adjustments Budget Speech presented on the 23rd of July 

2020 by the MEC for finance, health was further allocated R525.6 million to the following 

conditional grants: R481million added to the new COVID-19 component within the HIV, TB, 

Malaria and Community Outreach grant. This complements spending for the purchase of 

personal protective equipment and ventilators and it is also for the hiring of additional staff, 

including Cuban medical personnel, to assist in responding to the additional case load resulting 

from the pandemic. R44.5-million is allocated by National Treasury from the 2019/20 

Provincial Disaster Relief Grant for the purchase personal protective equipment (PPE) and is 

re-allocated in the 2020/21 financial year.  

As at 23 July 2020, the province through its departments and public entities has procured 

Personal Protective Equipment (PPE) totalling R911.8 million with 72.5% (R661.02 million) 

of the total orders placed with Eastern Cape based suppliers. This move to support local 

manufacturers and suppliers is vital for the development of the province.  

6. Fiscal Policy for socioeconomic and structural transformation in the Eastern 

Cape 

According to Statssa (2018) government is the largest industry in Eastern Cape and in other 

provinces, indicating the importance of government as a driver of economic activity. It is with 

no doubt that fiscal policy is the best response tool during and after the COVID-19 pandemic.  

The pandemic is a rare type of economic shock both to the world at large and to the already 

strained South African economy. Given the uncertainty of the duration of the pandemic as well 

as its impacts, it is difficult to ascertain with certainty the fiscal response needed to save the 

economy. Before the pandemic, South Africa was already in a technical recession and the virus 

has made things worse off. Policy to bring about a sustainable recovery and at the same time 

addressing the already exiting and strengthened socioeconomic problems in the province. 

There is thus need for a double bullet fiscal response, to address the impacts of coronavirus as 

well as the quadruple challenges. Support packages that are time-limited, targeted, cash-based, 

and consistent with longer-term objectives are the basis for ensuring a sustainable recovery 

(OECD, 2020). The need for transparency cannot go unmentioned as it is vital for public trust 

and also to foster accountability. Further, transparency will help manage expectations and 

speculative behaviour. 

The pandemic has affected all sectors in the Eastern Cape Province. Policy measures to make 

the economy more productive can help with reducing unemployment as well as raising more 

income, in the near future, for the government through taxes and administration fees. The focus 

must be on those sectors that have high absorption rate so as to increase employment. In the 

province these include the wholesale and retail, catering and accommodation sector, and 

manufacturing sector. More focus should be placed on these and other sectors so as to fast track 

recovery. Fiscal policy can in this regard look at injections that will increase demand in the 

economy and at the same time increase supply so that there is no unduly increase in imports. 

This can be done by spending on health and education as joint investments for enhancing 

human capabilities (this included training and educating the already employed so as to make 
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them more productive as this will likely expand supply capability). Resources should be 

channelled to the most productive sectors so as to expand the economy. 

The construction sector which also employs quite a sizeable amount of people in the province 

both informally and formally has been hard hit by the virus. Spending on physical infrastructure 

can boost the construction, engineering and IT sectors, and most importantly can increase 

productivity. The Agricultural sector, which is the sector that recorded a positive percentage 

change in GDP in the second quarter of 2020, can also be used to boost growth and 

employment. 

The elderly and children for a greater portion of the provincial population and these groups 

together with women where greatly affected by the pandemic. The coronavirus pandemic did 

intensify the already existed inequality (Gini coefficient for the province averaging 0.57). 

Investment in care can increase employment and more especially focusing on investments that 

increase participation of women. To this point it is important to ensure that Fiscal Policy 

response at this time should aim at pushing the economy to recovery in an equitable and 

sustainable manner. Fiscal stimulus that will address macroeconomic balance in needed now 

more than ever. 

On the supply side, fiscal policy must be put in place to help rescue firms particularly those 

that employ sizeable fraction of the provincial labour force. At the end of it all, policies may 

need to apply objective and transparent criteria for determining firms’ eligibility. There must 

be a distinction between transitory/ temporary liquidity problems at which the assistance must 

be targeted at as compared to pre-existing structural issues (OECD, 2020). Additionally, to the 

extent possible, efforts should be made to align stimulus measures with long term development 

goals of the province and of the nation at large. This will help minimise the damage that shocks 

could impose on long-term growth potential (hysteresis). The expectation of a bailout for 

failing firms might lead to moral-hazard problems. This concern could be mitigated if it is 

made clear that support only targets those companies that are experiencing difficulties directly 

tied to the effective shutdown of whole economies in the pandemic context. Companies that 

where financially sound before March 2020 and those that employ the most people in the 

province should be targeted.  

On the demand side, the provincial governments should favour measures that directly benefit 

final consumers. This measure can be done in such a way that leaves the recipient with the 

choice of how and where to spend the money received and not to tie support to the consumption 

of specific goods or services (e.g. fossil-fuel subsidies or subsidised purchases of locally made 

products), as this can distort relative prices by send inaccurate signals to producers, and reduce 

consumer choice. This can make the market forces to quickly get the market back to reality. 

The lockdown has placed a huge strain on the poor people. It has unquestionably further 

strained the already exited income inequalities. There is need for the use to greater advantage 

of the COVID-19 situation to rethink inequality issues as there is need for efficiency allocation 

of resources (relief funds) as well as equitable distribution. In many developing economies 

public spending does not reach many of the intended beneficiaries as the funds may leak. In 

Eastern Cape Province we need to be very careful to avoid these leaks particularly during these 

trying times. In the province over the years, the informal sector has been on the increase. Most 
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people rely on the informal sector and it is this sector that has been greatly affected by the 

lockdown and most people involved in this sector are vulnerable and poor and they rely on 

money earned on a daily basis. The provincial government may need to consider how those in 

the informal sector can be assisted probably to formalise their business. 

The coronavirus has taught us that health is important and so policies to also address the poor’s 

access to health facilities need to be strengthened The poor’s main link to the health system is 

through primary health clinics (PHCs) which are chronically underequipped, understaffed and 

provide poor services. Considerations should be given to the adoption of the ‘Money Follows 

Patient’ principal (MFPP) to try and address the problems in the health care facilities. This is 

where government funds episodes of care rather than hospitals, in other words hospitals rather 

than receiving a block grant per annual, they can receive also be able to receive in addition 

money should they have to accommodate a patient with a certain disease.  Thus, hospital 

revenue will be directly linked to activity [activity-based funding (ABF)]. With ABF there is a 

fundamental shift to a system where hospitals generate their own income and this changes 

incentive structures. Because of the challenges that may be faced from adopting MFPP it is 

suggested that it be used together with the existing system because it carries the advantage that 

it greatly improves transparency and accountability and above all patients with specific needs 

gets to be treated from a special/ additional funding increasing access for those patients 

(McElroy &Murphy, 2013). 

According to OECD (2020), the most important aspect of implementing government support 

in a crisis is for governments to be transparent about the measures they choose to 

adopt. Transparency is valuable ex ante for many reasons, including managing business 

expectations and providing a focus to guide action by all economic actors. Transparency 

regarding who benefits from which programme also contributes to public 

support domestically, as citizens can see, for example, that taxpayers’ money does not only 

help big multinationals but also SMEs. In a nutshell, transparency enables the provincial 

structure to get or build the trust from economic players and that on its own can assist stimulate 

the economy to a certain extent. 

All the measures suggested and taken, should be done in a fiscally sustainable manner and 

hence there is great need for fiscal consolidation and reprioritisation. 

7. Fiscal consolidation, reprioritisation, Double bullet injection 

Covid-19 has affected both individuals and firms and as it continues the damage is likely to 

increase. Put together, the various sectors that has been disrupted feed to the greater effect that 

the pandemic has had on the economy of the Eastern Cape. The effect has been magnified by 

the already existing structural problems in the provincial economy. There is need for policy 

response to try and keep the economy afloat and enable people to retain their jobs or at least 

their incomes. This then calls for a recovery plan that will focus on targeted sectors to fast trace 

the recovery. To do so the province will need fiscal consolidation and reprioritisation all 

pointing to a double bullet injection to address the quadruple challenges faced by the province. 

Reprioritisation has already been done to a certain extent since the lockdown earlier this year. 

The budgets for some departments have been reprioritised from non-core items to 

accommodate identified projects or expenditures in line with covid-19 and to prioritise front 
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line services. Fiscal consolidation is defined as concrete policies aimed at reducing government 

deficits and debt accumulation by increasing taxes while keeping spending unchanged. In this 

pandemic period increasing taxes is not ideal as it will definitely reduce output (shifts the IS 

curve to the left) and in that sense is not ideal. Fiscal consolidation aimed at economic recovery 

during and post covid-19 should prioritize revenue mobilization and targeted cuts in recurrent 

spending while preserving spending on critical items as well as social safety nets to protect 

low-income households and to boost economic activities. In other words, reprioritisation is 

highly necessary in this period. 

The reason why increasing tax is not ideal is that the increase in taxes leads to lower disposable 

income, which causes people to decrease their consumption. This decrease in demand leads, in 

turn through a multiplier, to a decrease in output and income. At a given interest rate, the 

increase in taxes leads therefore to a decrease in output. Looking at the components of output: 

The decrease in income and the increase in taxes both contribute to the decrease in disposable 

income and, in turn, a decrease in consumption. The decrease in output leads to a decrease in 

investment. Thus, both consumption and investment decrease. So in the short run, tax policy 

should be aimed at doing exactly the opposite of the above scenario. In other words forgo tax 

revenue for more of it in the near future.   

A double bullet injection is vital so as to be to address the socioeconomic problems that already 

existed and where strengthened by the pandemic. Gender inequalities for example may have 

been made worse because covid-19 had an unequal impact across gender as women 

employment is concentrated in sectors such as health care and education and the informal 

sector. These are the sectors that have been greatly affected. To mention for example the 

informal sector in which most participants are not beneficiaries of the Unemployment 

Insurance Fund (UFI). One of the ways in which the coronavirus pandemic have contributed 

to exacerbating existing inequality is through its effects on the labour market. Employment has 

been lost since the beginning of the lockdown in March 2020. According to Jain, Budlender, 

Zizzama, and Bassier (2020) women, those with lower levels of education, those in manual 

occupations, informal workers, and the poor in general face the greatest net employment losses, 

with these employment losses being disproportionately made-up of terminated employment 

relationships. This indicates an enduring worsening of inequality. Eastern Cape Province has a 

lot of vulnerable and poor communities. Policies to address poverty may need to be 

municipality or area specific targeting the most vulnerable. Additionally measures to ensure 

that whatever benefits are issued reach the exact beneficiaries should be put in place if we are 

to address these economic evils. To mitigate the effects of COVID-19 on job losses, which 

usually translate to poverty and inequality, the South African government has implemented 

emergency interventions to protect affected workers, however the greatest challenges that 

developing economies usually face is reaching the vulnerable workers in the informal sector. 

To this effect, Gerard, Imbert and Orkin (2020) suggest a “broader patchwork of solutions” 

that Eastern Cape Province can adopt. 

The province can build up on existing social assistance programmes as well as add other useful 

programmes/ policies, including conditional or unconditional cash transfers, work guarantees, 

or direct delivery of food and other necessities, targeting poor households (Gerard et al, 2020). 

However most existing social assistance programmes have their own loopholes and mainly that 

they fail to reach the intended most vulnerable people. The reasons may be due to institutional 

factors as well as the fact that some of the vulnerable people are difficult or hard to reach in an 
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emergency. Local or municipality structures as well as non-state actors for example NGOs, 

will be of much use in assisting in the location and distribution of assistance. Great monitoring 

and coordination will be needed to ensure that the injection in this regard reaches the intended 

recipients. In terms of conditionality of social assistance, the province can adopt it for both 

firms and social assistance. Conditional Cash Transfers (CCT) are used by other countries and 

they make assistance conditional on a particular behaviour. For example giving assistance to 

all parents that have enrolled children at school or immunized them. These conditions will 

ensure that the fiscal injection or expenditure today will yield results that will benefit both the 

society and the government in the future. Avoiding inclusion errors, avoid transfer to non-

eligible households and corruption. Direct beneficiary payments, and transparency in how 

much is given to whom, may help keep ‘fund leakages’ under control. 

It is at such a time that great complementarity is needed to fight the pandemic and to drive 

recovery. State and municipal governments may play a complementary role. Many developing 

countries have decentralized extensively over the last decades, and have devolved a range of 

government functions to lower echelons of government, including responsibilities related to 

social assistance. For example, the responsibility for implementing India’s employment 

guarantee MG-NREGS is devolved from the central government to the state, the district, the 

block, down to the Gram Panchayat, a local government of about 500 households. It is common 

for developing countries to elect or select a large cadre of leaders at very local levels. In Kenya, 

each village of 120–200 households has a volunteer village leader who reports to the lowest 

level of paid civil servant, the assistant chief, adjudicates disputes, and spreads information 

from the state (Orkin and Walker, 2020; Walker, 2019). These structures can play multiple 

roles during this crisis and beyond. First, local structures can channel information up to 

decision-making structures. Information could be movements of people, price and availability 

of food, whether new social protection measures have been successfully implemented, and 

whether specific groups remain unexpectedly not covered. In food-insecure countries such as 

Malawi and Ethiopia, infrastructure has been built to collect local data on food security and 

channel food or cash to famine-affected areas31 and public works programmes to food-

insecure areas (Berhane et al., 2015, Beegle et al., 2017). Similarly, for public health success 

against Ebola, it was vital that local structures relayed data back to coordinating structures for 

better decisions. Second, local structures could be involved in the identification of individuals 

in dire need of additional support. They were often involved in the targeting of social assistance 

programmes pre-crisis, both in the gathering of information on vulnerable populations for 

higher levels of government and in the prioritization of assistance to the most needed. For 

example, censuses of the poor used to target CCT programmes are typically updated by local 

administrations in Latin American countries. Rwanda is using local structures to target in-kind 

food security packages, which will complement its existing social protection scheme. 

Vulnerable households are identified at the most local level, with information on numbers of 

households relayed up to higher government structures. To avoid exclusion errors, the capital 

city government set up a toll-free line for households who reported they missed out in the 

targeting. These institutions have particular strengths that may complement government 

response. 

Local governments also have networks of employees (e.g. for education, health, welfare) in 

contact with more remote communities and able to support them in accessing services. For 

example, South Africa’s network of early childhood community care givers primarily conducts 

health promotion and prevention activities; pre-crisis, government tapped this network to assist 
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families in enrolling for child support grants (Hatipoğlu et al., 2018). Local governments often 

have better information on local needs and preferences, as a result, their decisions may have 

more legitimacy. For example, in Indonesia, leaders allocating cash transfer benefits via 

community targeting did reasonably well in terms of targeting the poor. Communities were 

also more satisfied with community targeting than an externally administered proxy means test 

(Alatas et al., 2012). They may also be more easily held accountable to communities and may 

feel pressure to be more responsive, provided the resources and functions devolved to them are 

clearly communicated to the public (Gadenne, 2017; Martinez, 2018).  

8. Eastern Cape Provincial revenue (internal generated revenue) 

The Eastern Cape Treasury (2020) projected that the Eastern Cape economic growth is 

expected to decline by between - 6 to 7% in 2020. In the midst of the planning for the 2020/21 

financial year, the Province projected own revenue collection of R1.5 billion. The assumptions 

underpinning that projected revenue collection for 2020/21 changed mainly due to the COVID-

19 global health pandemic among other issues. The COVID-19 pandemic has resulted in some 

containment measures being undertaken to flatten the curve and it has resulted in various 

sectors of the economy not operating and not generating income. This means that the projected 

revenue collection has been greatly affected while at the same time faced with the growing 

need for fiscal policy response during and after the pandemic to revive the provincial economy. 

The provincial tax receipts and payment before the pandemic and in the first and second quarter 

of 2020 are shown in figure 8.1 below. Total receipts includes provincial receipts and transfer 

from national revenue fund. 

Figure 8.1: Total tax receipts and payments in Eastern Cape  

 
Source: Authors computation using data from StatsSA (2020). 

Tax receipts from for example, gambling taxes, liquor license fees, motor vehicle license fees 

and revenue from hospitals are significantly affected, while other revenue sources have also 
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been affected by the lockdown. This has resulted in the original provincial revenue collections 

decreasing by R489.5 million and the province has revised the 2020/21 provincial revenue to 

R1.06 billion (Eastern Cape Treasury, 2020). It is evident from Figure 8.1 (as well as figure 

8.2 which shows receipts from the province only) that the total receipts in the province has 

almost always been just sufficient to cover the provincial expenses. What this then means is 

that, to finance efforts to contain the virus as well the recovery plan in the province, although 

some money may come from the national treasury, there is need for the province to tighten its 

collection of the internal generated revenue (IGR) so as to get the most from the possibly 

reduced taxable income. 

Figure 8.2 below shows a sharp decline in the provincial receipts from 2019Q4 to 2020Q2. 

Despite the economy moving to lower levels containment and mitigation measures continue, 

further adaptation to fast changing circumstances will be key. Tax policy should continue to 

focus on limiting hardship while maintaining the ability for a quick rebound. This phase calls 

for fine-tuning and potentially expanding the set of policies already implemented. The costs of 

policy action may be high, but the costs of inaction are likely to be greater. Protecting 

household income and employment remains essential during containment and mitigation. If the 

province is to address poverty and inequality, amongst other things, particular consideration 

should also be given to the self-employed and workers in the informal sector. 

Figure 8.2: Provincial tax receipts 

 

Source: Authors computation using data from StatsSA (2020). 

Businesses are increasingly exposed to solvency risks in addition to liquidity risks as the crisis 

continues. Policies should adapt to the changing nature of risks, and could include extending 

deferrals, expanded loss carry-backs which help loss-making firms, and accelerated VAT 

refunds. The design of these measures should avoid increasing non-compliance risks. Tax 

support should be targeted to those that need help the most. While administratively costly, 
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targeting may help improve outcomes over time by allowing stronger support where the need 

is most pressing. Support can focus on the hardest hit sectors. Small and medium-sized 

enterprises could be prioritised as they may be less able to withstand liquidity and solvency 

risks. Businesses where employment risks are pronounced could be targeted too, to limit 

adverse impacts on households and aggregate demand. 

Tax revenues have been reduced during the lockdown and are likely to be significantly reduced 

for a number of years even after the pandemic as a result of the effects of the coronavirus. The 

recovery plan and path for the province should also include an observation of the likely effect 

of each and every policy on tax. The best and probably the easiest way to boost the provincial 

tax revenue would be support growth and to enhance collection measure so that there is 

effective and efficient collection of revenue. At the very beginning of the recovery process, 

restoring public finance should not be prioritised or rather should not be done immediately or 

too early, but when the time is right it is significant that this is done effectively as tax will have 

a key role to play then. Tax policy together with other policies will come in handy to smoothen 

the costs of the crisis over time. 

9. Fiscal sustainability   

During the recovery phase a deficit may not be avoided and consolidation may be difficult. 

However, as the crisis fades there is great need for consolidation of public finance and not 

allow fiscal deficits to persist. 

The economy, according to Barnes and Casey (2020) is likely to move between three phases: 

(1) the immediate crisis, where activity remains restricted and disrupted by Covid-19, (2) the 

recovery, in which demand would remain weak, and (3) the new normal when demand has 

largely recovered. Therefore a scenario based approach, both in terms of government 

expenditure and revenue projections, may be needed. Further, continuous monitoring and 

adjustment will be needed because of the nature of the pandemic and the unpredictable 

environment. According to Barnes and Casey (2020), as countries move in these three phases 

there is need for different fiscal response. In the first phase, policymakers will be having the 

fiscal space to continue emergency support measures. In the second ‘recovery’ phase, most 

countries would have fiscal space to launch a sizeable temporary fiscal stimulus. In the third 

‘new normal’ phase, fiscal adjustment will become the priority. For most developing 

economies the first phases may be characterised by little fiscal space and reprioritization will 

be needed. As the economy moves to the third phase proper fiscal consolidation and revenue 

collection will be needed. 

In the recovery phase, a sizeable fiscal stimulus would be necessary to fast track recovery and 

in the new normal, addressing the remaining structural deficit as well as ensuring the adoption 

of the new normal is done swiftly will come to the fore. In the recovery phase that we are in, 

there is still great need for the government and authorities to keep paying attention to the health 

sector as a second wave may be witnessed so the health sector must still be ready for that. 

Given the high uncertainty surrounding the pandemic and its effects, fiscal policy, through the 

provincial government, may need to adjust to different circumstances as they come. Further to 

the phases, three scenarios can be thought of which are: (i) a ‘Mild’ scenario, where the 

pandemic and economic conditions improve rapidly, (ii) a ‘Central’ scenario, where 

confinement measures ease as planned but with lasting impacts, and (iii) a ‘Severe’ scenario 

with repeated lockdowns and wider financial distress. 
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10. Rethinking fiscal policy Recommendations 

The provincial strategy is to contain the virus, protect the vulnerable and poor, develop 

sustainable health solutions, and saving the economy and securing the future. Given the above 

arguments with regards to fiscal consolidation and provincial revenue, the following 

recommendations are put forward: 

• Continue testing and containment measures as well as prepare the province for a 

possible second wave. 

• Target spending in sectors where there is high marginal value of government 

expenditure (effectiveness of government expenditure) and in sectors with high 

absorption rate to address unemployment. 

• Packages to support the agricultural sector in the province may go a long way in 

providing income to the majority of the people in the province. These include credit at 

low interest rates, well-structured schemes and securing for them contracts with 

retailers. 

• Business support including support for small and medium enterprise (SMEs), credit 

guarantees for bank lending for basic supplies and food and also support to some sectors 

employing vast majority of the population and also contributing highly to the GDP of 

the province for example the construction sector.  

• Ensure spending towards household consumers reaches the targeted people so as to 

boost demand. Domestic demand will be very important to stimulate supply especially 

after the reduction in demand due to income loses. 

• Fiscal response and injection should be a double bullet, to bring economy to recovery 

as well as address socioeconomic problems of poverty, inequality and unemployment. 

Inclusive policies. 

• Target should also be on the most vulnerable groups in the society probably in each 

district municipality and metros. Resources should be distributed more equitably. 

• Job creation will help with reduce the exodus of the youth and economically active 

group who can benefit the province and help develop it using their skills and youth-ish 

physical strength. 

• Aligning departmental budgets to achieve government’s prescribed outcomes is 

important. 

• Put policies to address spending inefficiency as well as revenue raising. 

• Tax policies that encourage production and spending should be utilized. In the few 

sectors where taxes can still be collected almost as before, efficient revenue collection 

should be prioritised so as to maximise the revenue collected as much as possible. 

• Deferred tax collection for some enterprises until they are on their feet again. 

• Assist the informal sector as it accommodates a vast number of the population in the 

economy. 

• Policies to attract Greenshields investments into the province and infrastructure 

development. 

• Policy coordination will make stimulus even more effective. Policies that coordinate 

all economic players as well as all economic activities should be put in place to ensure 

effectiveness of any policy. 
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11. Concluding remarks 

The nature of the virus poses a fundamental challenge to the sustainability of the relief and 

stimulus policies in the sense that no one can predict with certainty what will happen next. If 

the virus does not recede economies may need to remain partially closed and also the health 

sector will be strained continuously. Fiscal measures that have been announced at the early 

stages of the pandemic, at national level in South Africa include broad-based tax relief 

(e.g. VAT reductions and deferred payroll charges), wage subsidies, unemployment benefits, 

the deferment of utility bills and rent payments, mortgage relief, lump-sum payments to 

households (i.e. so-called ‘helicopter money’), loans and loan guarantees to businesses, as well 

as equity investments by governments in distressed companies. Long lasting effects of the 

coronavirus pandemic have already started and given the uncertainty in terms of the duration 

of the pandemic there is need for governments to think outside the box and they drive the 

economy to recovery. It is with this in mind that this research suggests that measures that 

benefit smaller businesses, investments to strengthen and improve the healthcare safety nets, 

and more especially target those sectors in our province that are most likely to fast track 

recovery and rebalance the provincial economy. The provincial government needs to ensure 

that misallocation of funds or capital is avoided to a greater extend as the economy cannot 

afford that. As a way of fostering accountability to the companies that may receive assistance 

from the government, the government can consider acquiring shares in the company they 

rescue.  

In a nutshell, the importance of policy mix or coordination and consistence in time of a crisis, 

cannot go unmentioned. One policy cannot sold the problems, synergies and complementarities 

in policy mix, coupled with quick adjustment when needed, is at this time important to avoid 

conflicting policies which will reduce effectiveness of policies. To this end, the emphasis will 

be on the principals of good governance which are needed now more than ever. 
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