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Sunday Olawale Olaniran (South Africa), Kehinde Damilola Ilesanmi (South Africa)

SOCIO-ECONOMIC IMPACT
OF THE COVID-19 PANDEMIC IN SOUTH
AFRICA: COUNTING THE COST

Abstract

The sudden outbreak of the novel coronavirus (COVID-19) continues to pose a threat to human sur-
vival as nations around the world battle to survive in the face of this unwanted invisible enemy. Apart
from its devastating effects on public health, the COVID-19 pandemic has crippled the economy
of many developed and developing nations, including South Africa. The paper analyzed the costs
of the COVID-19 pandemic on South African education and literacy, manufacturing, employment
generation, and foreign direct investment, among others. This study employed discourse analysis to
examine some of the socio-economic impacts of the COVID-19 pandemic in South Africa. Dubbed
as a rainbow nation with one of the most advanced economy, South Africa is currently faced with
the twin problem of being the epicenter of the COVID-19 pandemic in Africa and having to cater for
millions of unemployed citizens who depend solely on social welfare services. The review revealed
that South Africa has been mostly affected by the COVID-19 pandemic, and the effects on socio-eco-
nomic activities in the country were more severe compared to other nations within the SADC region.
The outbreak of the COVID-19 pandemic has revealed how susceptible the South African economy
is in the face of emergencies, despite its enormous economic immensity. The government and poli-
cymakers must come up with viable economic recovery plans, and these plans must be sustainable
to ensure that the country does not slump back into recession in the event of another pandemic. The
government at all levels should design relief programs targeting those who might have lost their basic
livelihoods, be they employment or businesses, due to the COVID-19 pandemic.

Keywords socio-economic cost, COVID-19, impact, recession, discourse analysis,
South Africa
JEL Classification 11, 1150, 1180, G2

Canpi Onasane Onanipan (IliBnenna Appuxa), Kexing Jaminona Inecanmi (ITiBgenHa Adpuka)

COLIA/IbHO-EROHOMIYHI HAC/IIAKU
NAHAEMIT COVID-19 Y MIBAEHHIN
AOPULUI: MIAPAXYHOK BUTPAT

AHoOTAaLiA

PanToBumii ciazax HoBoro Koposasipycy (COVID-19) npofioBKye CTaHOBUTH 3arpo3y BIDKVBAHHIO
JIOfiell, OCKiIIbKM KpaiHM BCBOTO CBIiTY OOPIOTBCA 3 MM HeOKAHUM HEBUAUMUM BOPOTOM.
OxpiM pyiHIBHUX HAaCIiAKiB st 350opoB’s HacenenHss COVID-19 mifipBaB eKOHOMIKY 6araTbox
PO3BIMHEHMX KpaiH i THX, I1J0 pO3BUBAIOTHCsA, 30kpeMa ITiBnenHoi Agpuku. Y cTaTTi mpoaHaTizoBaHoO
mos’si3ani 3 COVID-19 ButpaTtn Ha OCBiTy Ta nuUcbMeHHIcTh y IliBenHin A(bp]/[ui, BUPOGHMIITBO,
CTBOpeHHs poOouMX Micip, IpsiMi iHO3eMHi iHBecTHii ToMmO. [/ BUBUEHHS [IESKUX COLiaTbHO-
ekoHOMiuHMX Hacniakis mangemii COVID-19 y IliBuenHit Appuiii BUKOPUCTAHO METOX AMCKYpC-
anarisy. IliBeHHa AQpuka, AKy HasMBAIOTh BECETKOBOIO HAIi€I0 3 OJHIEI0 3 HAPO3BMHEHIIIMX
eKOHOMIK, 3apa3 CTUKAETHCS 3 MOABIITHO0 Ipobmemoro: 6yTu eminentpom manpemii COVID-19 B
A¢puri ta 06cmyroByBary MinbiioHn 6€3poOiTHUX TPOMA/ISH, sIKi OBHICTIO 3a/Ie)KaThb Bifj CIY>KO
coniabHO-00yTOBOrO 3a0esmedenHs. Pedynbrary nmokasany, 1o ITiBgenHa Adpuka 6inbie 3a Bcix
noctpaxpana Bif manaemii COVID-19, i Hacmigku s coliabHO-eKOHOMIYHOI AiA/IbHOCTI B KpaiHi
Oyt 6ibII cepiio3HMMMU MOPIBHAHO 3 iHIIMMIY flep)kaBamit — wieHaMy CIIBTOBapMCTBA PO3SBUTKY
ITiBgua Adpukn. Cnamax maugemii COVID-19 mokasaB, HacKiIbKM Bpas3MBOI0 € €KOHOMiKa
ITiBgenHoi Adpuky nepey HaA3BUYANHIMY CUTYALiAMM, He3Ba)Kal04! Ha il Be/n4e3Hi eKOHOMivHi
MacIITabu. Ypsp i MOMITHKM TOBMHHI pO3pOOMTH SKUTTE3ATHI IVIAHY €KOHOMIYHOTO BiTHOBJICHHS,
AKi MaloTh OyTH CTiIKMMM, Ta TapaHTyBaTH, 10 KpaiHa He TIOBEPHETbCA JO pellecii B pasi HOBOI
maHgeMil. Ypsa Ha BCIX piBHAX Ma€ poO3poOUTH IIPOrpaMy JOIIOMOIU TUM, XTO MII BTPaTUTH CBOI
OCHOBHI 3ac00M [10 iCHYBaHHs, HAIIPUK/Iaf, pobory uu 6isHec, yepes maugemito COVID-19.

KarouoBi c10Ba coljianbHO-eKOHOMiuHi BuTparu, COVID-19, Hacmigxu,

eKOHOMIYHMII cllaj, AUCKypc-aHanis, IliBeHna Adpuka

Knacudikauia JEL 11, 1150, 1180, G2

http://dx.doi.org/10.21511/ed.20(2).2021.04 4 ’|



Economics of Development, Volume 20, Issue 2, 2021

INTRODUCTION

The purpose of this paper is to examine the socio-economic cost of the COVID-19 pandemic in the Republic of
South Africa to highlight steps and strategies that could help the country recover from the setback caused by the
pandemic. In December 2019, there was a reported rise in the number of pneumonia cases in Wuhan City caused
by a Coronavirus Disease now known as COVID-19 (UNESCO, 2020; Ozili, 2020). The virus began spreading
rapidly beyond China to other countries of the world majorly through the land, water and air transportation.
The spread of the virus named COVID-19 affected economic activities in China, and in February, the Chinese
economy came to a halt. COVID-19 spread to over 100 countries, including South Africa (South African Health
Department, 2020). The continuous spread of the novel coronavirus (COVID-19) continues to pose threats to the
survival of humanity as the nations of the world battle for survival in the face of this unwanted invisible enemy.
Apart from its devastating effects on public health, the COVID-19 pandemic has also crippled the economy of
many developed and developing nations, including South Africa. On 11 March 2020, World Health Organization
(WHO) declared the COVID-19 as a global pandemic (Mahaye, 2020). On 15 March 2020, South African pres-
ident, Cyril Ramaphosa declared a national lockdown with severe mobility restrictions (Mahaye, 2020) which
resulted in the indefinite closure of the country’s international borders, many organizations and companies, thus
placing the South African economy in a state of coma (Sintemba, 2020).

As of 11*" November 2020, South Africa accounts for the thirteenth-highest number of COVID-19 cases in the
world (Moma, 2020; WHO, 2020). Also, the country has so far recorded the highest number of COVID-19 cases
and deaths on the African continent. While the South African government has been lauded for applying one of
the most stringent lockdowns in the world to halt the spread of the virus, the effect on different sectors of the
economy continues to manifest in the lives of individual citizens and organizations. According to a recent report
released by the United Nations Development Program (UNDP, 2020), the outbreak of the COVID-19 pandemic
in South Africa has increased the number of households below the poverty line. Populations or groups that are
severely hit by this pandemic are “impoverished female-headed households, persons with only primary edu-
cation, persons without social assistance, black populations, and heads of households who have been pushed
from permanent to informal employment” (UNDP, 2020). The total number of persons employed decreased from
10.196,000 in 2020Q1 to 9 548 000 2020Q2 (STAT SA, 2020d). This amounts to a decrease of 541.000 and 107.000
full time and part-time jobs respectively between 2020Q1 and 2020Q2. On a year-on-year basis, the number of
people employed fell by 6.6% (671.000) between 2019Q2 and 2020Q2 (STAT SA, 2020d). Apart from the impact
of the COVID-19 pandemic on individual earning or income, it seems to slow down the progress the government
has made over the years in terms of employment generation, improved quality of education and skill development
in line with the National Development Plan 2030 (RSA, 2012). For example, in 2020Q1 there was a net increase of
90000 in the number of employed in South Africa compared to 2019Q1 (STAT SA, 2020e).

A myriad of studies exists that explores the cost of pandemics on the socio-economic well-being of nations and in-
dividuals in society. For instance, Donthu and Gustafsson (2020) examined the effects of the COVID-19 pandem-
ic on business and research climates globally. They find that the outbreak of the COVID-19 pandemic has caused
severe economic devastation across the globe and this has led to dramatic changes in business operations. In an
attempt to gain a deeper understanding of the impact of the COVID-19 pandemic in the Republic of South Africa,
we highlight the effect on the key sectors of the nation’s economy, focusing on education, manufacturing, imports
and export services, tourism and hospitality industries, banking and financial services, and foreign direct invest-
ment. The remainder of this article is as follows: the methodology is presented in Section 2, while the discussion
is presented in Section 3. Conclusions and policy recommendations are presented in Sections 4 and 5, respectively.

1. LITERATURE REVIEW

The outbreak of the COVID-19 pandemic has caused a huge strain on most health facilities across the world and
thereby limiting their capacity to provide adequate care for patients (Legido-Quigley et al., 2020). The situation
is worse for countries with a history of other underlying health challenges like South Africa. Like many other de-
veloping countries, South Africa is currently faced with multiple healthcare-related challenges such as HIV and
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AIDS, tuberculosis, high maternal and child mortality, diabetes, chronic respiratory conditions, cancer coupled
with the high level of alcohol and drug-related hospitalization among others (Mayosi et al., 2012; Wyk et al., 2016).
Apart from the strain that such challenges exert on the health facilities, it also leads to huge economic costs to
the health sector finances. From an economic perspective, such adverse health outcomes will affect the economic
returns on existing and newly adopted strategies of health systems financing. Studies such as Santaeulalia-Llopis
(2008) and Yach, Stuckler, and Brownell (2006) evaluated the economic costs of the HIV/AIDS pandemic and
obesity and diabetes on development respectively. Bloom, Cadarette, and Sevilla (2018) further opined that the
COVID-19 pandemic does not just constitute economic strain to the health sector, it leads to other socio-eco-
nomic challenges such as loss to employee productivity; social distancing disrupting economic activity; decline in
tourism; impact on foreign direct investment among others. The increasing burden of the COVID-19 pandemic
requires an understanding of the socioeconomic implications in the contexts of South Africa to suggest policy
recommendations for better preparedness for the future outbreak of health-related crises.

2. AIMS

This study aims to analyze the socio-economic costs of the COVID-19 pandemic on the various sectors of the
South African economy. The sectors include education and literacy, manufacturing, banking, tourism and hospi-
tality and foreign direct investment, among others.

3. METHODS

This study employed discourse analysis to analyze the associated socio-economic impact of the COVID-19 pandem-
icin South Africa. Discourse analysis is a qualitative research approach that describes, and analyses written and spo-
ken contents or phenomena beyond its technical stance (Salkind, 2010). The discourse analysis was conducted in this
study using data obtained from the World Health Organization (WHO), the South African Department of Health,
and other reputable sources of information that covered the outbreak of the COVID-19 pandemic. The period cov-
ered by this study is from March to September 2020. Concentrating on this short period (from March to July) enables
us to monitor the trend at this time and to highlight the momentous impact of the COVID-19 pandemic in the South
African economy following the announcement of total lockdown by the president of the country, Cyril Ramaphosa.
The socio-economic sectors covered in this analysis are basic and higher education and literacy, tourism and hospi-
tality, foreign direct investment, manufacturing, imports and exports of goods and services, and banking operations.

4. DISCUSSION OF RESULTS

This section presents the analysis of how the COVID-19 pandemic affects different sectors of the South African
economy. The COVID-19 pandemic continues to pose threats to the survival of humanity as the nations of the
world battle with the epidemic which has claimed over six hundred thousand lives (WHO, 2020). Apart from its
devastating effects on public health, the COVID-19 pandemic has also crippled the economy of many nations and
rendering mlns of people jobless, hopeless and subjecting them to a state of dilemma. Highlighted below are the
impacts of the COVID-19 pandemic on some specific sectors of the country’s economy.

4.1. Education and Literacy

The role of quality education and literacy in the socio-economic well-being of a nation cannot be overemphasized.
Olaniran (2018) sees quality education and literacy as one of the keys that open the door to development in society.
The provision of qualitative education and literacy is one of the priorities of the South African government. This is
evident in the South African government’s huge commitment and funding to basic and higher education annual-
ly. According to the statistics released by the United Nations Educational, Scientific and Cultural Organizations
(UNESCO, 2020), an estimated 1.3 bln students and youths in basic and higher education institutions have been
adversely affected by the COVID-19 pandemic which resulted in the total shutdown of primary and high schools, as
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well as universities and other institutions of higher learning worldwide. South African education sector also suffered
adversely due to COVID-19 as the immediate response of the government to declare a national state of disaster in
the country was followed by the instant closing of all schools from primary to tertiary. While some learners with ed-
ucated parents and siblings were able to receive some sort of learning during this period, the majority of the learners
from rural areas and disadvantaged backgrounds were forced not only forced out of school but also out of learning
with many of them unable to access remote learning. This creates gaps in learners’ education as teachers will not be
able to complete the curriculum and poorer learners and schools are least able to catch up. The closure of institutions
in South Africa also meant that many adult literacy programs were suspended while the promotion of students from
one class to another was halted. Furthermore, with the lockdown restriction in place, children are at higher risk of
lasting psychological distress, including depression (Xie X et al., 2020). Also, according to STAT SA May 2020 report,
since the lockdown has been announced, there has been an increase of about 11% in hunger from pre-lockdown
levels of 2.5 mln. This is partly because many workers lost their income and children no longer received free school
meals (STAT SA, 2020b). Lockdowns and school closures raise the levels of substance abuse, depression, financial
stress, fear, loneliness, domestic violence and child abuse. It also has long-lasting implications on the labor market
and lifetime earnings. In the higher education section, it is projected that there would be a decline in university block
grants by 1.7% in 2021 and a probably larger decline in infrastructure grants. Lastly, the pressure from various quar-
ters for the partial refund of tuition and residence fees could exact more pressure on the finances of most universities.

4.2. Manufacturing

Manufacturing capacity has been severely hampered by the Covid-19 outbreak across the world. Most manufac-
turing companies were closed due to the lockdown restriction being put in place in other to slow down the spread
of the virus and flatten the infection curve. As a result of the COVID-19 related lockdown restrictions, industrial
output in China decline 13.5% between January and February, retail sales fell by 20.5% while fixed and real invest-
ment 24.5% and 16.3% respectively (Davies & Vincent, 2020). The case is not different in South Africa. Companies
in South Africa are experiencing a decline in mining and manufacturing activity, a fall in commodity prices,
global supply chain disruption, and a decline in global demand for goods and services Dissanayake et al. (2020).

According to STATSA (2020c), the manufacturing sector contracted by 49.4% (year-on-year) at the end of April 2020.
The impact of the COVID-19 on the manufacturing sector is two-fold. On the positive side, essential commodities
and equipment used to combat the outbreak received a major boost. These include medical supplies, facemask, hand
sanitizers etc. On the other hand, other sectors that were not directly relevant to the combat of the virus suffered
major shocks both from the supply and demand sides. On the supply side, manufacturing output was adversely af-
fected due to lockdown restrictions, while consumption demand was affected on the demand side as most people
were forced to stay indoors and also because of low purchasing power due to consumer income disruptions.

The demand side induced shock tends to outweigh the supply-side shock. For example, the motor vehicles parts
and accessories and other transport equipment sub-sector which is the major contributor to the output decline in
the manufacturing sector contracted by 98% by the end of April 2020 (STATSA, 2020c). Others include the basic
iron and steel, the wood and wood products, the petroleum, chemical products, rubber and plastic products sec-
tor, and food and beverages where output declined by 65.4%, 49.2%, 41.5% and 19.4% respectively. The net effect
is however huge since other sectors closed down seems to be significantly affected and since they also contribute
a larger percentage of the sector. The situation portends a bleak picture for the manufacturing sector in light of a
weak economic environment. The impact of the coronavirus which disrupted the supply chain in the sector cou-
pled with other domestic challenges and the volatile exchange rate is worrisome.

4.3.Imports and Exports of Goods and Services

As noted earlier that the outbreak of the COVID-19 pandemic resulted in a decline in production activities across
the world due to the lockdown measures introduced by countries across the world to contain the spread of the vi-
rus. According to the World Trade Organization (WTO), global trade is projected to decline between 13% to 32%
in 2020 (WTO, 2020). World trade declined in the first half of 2020. According to WTO, the purchasing manag-
ers’ indices (PMIs) indicates that new export orders of manufacturers and services declined to 27.1% and 21.7% in
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April 2020, compared with a baseline value of 50 (WTO, 2020). The global supply chain was also disrupted due
to the closure of ports (it must be noted that most ports were closed partially because it does not affect goods into
the country, though goods from high risk countries had to be sanitized first before being unloaded) and airports
for both domestic and international flights. The fact that the virus emanated from China which is one of Africa’s
biggest trading partners is a source of worry to the continent which is already feeling the impact.

On one hand, there has been a decline in the demand for Africa’s raw materials and commodities by China, while
its access to industrial materials is also hampered on the other hand (Subban, 2020). On the other hand, African
imports from outside the continent which are majorly industrial machinery, manufacturing and transport equip-
ment constitute over 50% of its combined needs. This implies that a global disruption in the supply chain would
negatively affect manufacturing output on the continent. A fall in demand for Africa’s exports which are mainly
natural resources tends to affect their economies significantly and most of the African economies depend on the
revenue from these resources for survival. For example, economies such as the Nigeria and Ghana whose main
export to China and other countries are mineral fuels and crude oil are at risk because the revenue from these
products constitutes a greater percentage of their national income. This has increased the level of uncertainty on
the continent which is faced with widespread maladministration, political and economic instability.

Due to the COVID-19 pandemic, economic growth in sub-Saharan Africa is expected to decline from 2.4% in
2019 to between -2.1% and -5.1% in 2020 (Zeng, 2020), This decline will be driven majorly by huge contractions in
the regions’ largest economies such as Nigeria and South Africa which are highly export-dependent (Zeng, 2020).
As of 2018, South Africa’s international trade accounts for 59.5% of its gross domestic product. Major exports
include mineral products, precious metals, vehicles and aircraft vessels, iron and steel products, machinery, and
chemicals while its major imports include machinery, mineral products, vehicles and aircraft vessels, chemicals,
equipment components and iron and steel products (Table 1).

Table 1. South Africa Main Import and Export (2018)

Source: Trading Economics (2020).

Main Exports’ % Main Imports %
Mineral products 25.1% Machinery 23.5%
Precious metal 167% Mineral products B 151%
Vehicles and aircraft vessels 119% Vehicles and aircraft vessels . 100%
Iron and steel 11:§%% Chemical . 109%
Machinery 81% Equipment components B 81%
Chemicals 61% Iron and steel products B 53%

Note: * Based on 2017 data from trading economics. Please note that mineral products include chrome, manganese, vanadium,
vermiculite, ilmenite, palladium, rutile and zirconium, crude and coal; precious metals include gold, platinum, diamonds and jewelry.

South Africa’s main trading partners are China, Germany, the United State of America (USA), the United
Kingdom, Saudi Arabia, India, Nigeria and Japan as they account for more than 50% of its international trade

(Table 2).

Table 2. South Africa’s Main Customers and Suppliers

Source: Price Waterhouse Coopers (2020), Trading Economics (2020).

Main Customers (% of Exports) : 2018 : 2019 : Main Suppliers (% of Imports) @ 2018 : 2019
China ©910% : 107%  China . 18.40% - 185%
Germany . 720% i 83% Germany . 9.80% i 10.0%
United States . 6.80% i 70% United States . 600% i 6.6%
United Kingdom . 510% ¢ 52% !SaudiArabia L 580% i 42%
Japan i 480% i 4.8% ilIndia i410% P 49%
India . 470% . 46%  Nigeria 410% . 42%
Botswana . 430% ¢ 45% Thailand ©310% 1 31%
Namibia . 380% | 4.0% United Kingdom ©310% 1 3.4%
Mozambique i 340% ¢ 41%  ilapan i310% i 3.2%
Netherlands ©330%  © 32% | Italy ©280% ¢ 2.6%
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Source: Trading Economics (2020).
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Figure 1. South Africa’s Imports
Source: Trading Economics (2020).
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Figure 2. South Africa’s Exports

South African import and export declined for the first quarter of 2020 which can be attributed to the strict
lockdown and its attendant effect on the movement of goods and services (Figure 1 and 2). As the lockdown is
being relaxed, export and imports have started picking up and this is expected to continue till the end of the
year.

Accordingly, total export decreased by 1% between May and June 2020 but increase by 8.7 between June 2019
and June 2020 (STAT SA, 2020a). According to STAT SA, the major contributors to the monthly fall in export
were metal products, machinery and equipment which contracted by -0.7 percentage point while beverages
contracted by 0.2 by a percentage point (STAT SA, 2020a). Import on the other hand declined by 3% and 12.3%
for the same periods respectively (STAT SA, 2020a). Metal products, machinery and equipment contracted by
1.3 percentage points while food products contracted by 1.1 percentage points (STAT SA, 2020a). For the an-
nual decline, crude petroleum as well as metal product, machinery and equipment were the major contributor
to the 12.3% decline in imports. In particular, China is South Africa’s biggest trade partner in terms of import
and export (Table 2). For example, China supplies about 85% of South Africa’s mobile phone needs (PWC,
2020). An interruption in the supply chain such as the case of the COVID-19 pandemic tends to affect the tel-
ecommunication sector negatively.
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4.4.Tourism and Hospitality

The outbreak of the COVID-19 pandemic posed a great threat to the survival and sustainability of the tourism
industry in South Africa. According to Philip (2020), the key players and investors in the tourism and hospital-
ity industry have lost an estimated R68 bln in revenue due to the COVID-19 outbreak. The tourism and hospi-
tality industries are important sources of income and employment generation to many young adults in South
Africa. While South Africa happens to be one of the countries with a thriving hospitality and tourism industry
globally, the growth of the industry depends largely on the thriving of some other key sectors like aviation and
transportation. Due to the lockdown imposed by many countries, including South Africa, 90% of airlines around
the globe halted international travelling which prevented tourists and vacationers from coming to South Africa
(Philip, 2020). Moreover, the pronouncement of national lockdown by the South African president in March 2020
forced the country to embark on a total shutdown with compulsory cancellation of social and academic events.
Consequently, all South African borders were closed and the tourism and hospitality industry was not recognized
as an essential service. This led to massive loss of jobs as many hotels and tourist centers resulted in downsizing
their staff strength due to low patronage (UNCTD, 2020).

4.5.Banking and Financial Services

Just like every other sector, the banking and financial services sector is not spared by the pandemic. According
to Goodell (2010) financial markets respond to sudden events around. These include “natural disasters such as
earthquakes and volcanos; air disasters; and terror attacks. Given the global infection rate at 23,279,683 mln and
805,902 deaths recorded as of 24"™ August 2020 (WHO, 2020), one can safely conclude that this is a global disas-
ter that constitutes a huge risk to the financial system. Major capital markets across the world plummeted due to
the outbreak including the US S&P 500, NASDAQ, China’s Shanghai Composite, Hong Kong’s Hang Seng, South
Korea’s KOSPI, and Japan’s Nikkei. As of March 2020, the US 10-year bond yields fell below 0.5%.

However, as a response, central banks across the world had implemented several policy measures to ensure liquid-
ity within the system. For example, the first move of the US Federal Reserve bank was to cut the federal funds
rate by 50 basis points. Other central banks (People’s Bank of China injected US$240 bln) implemented similar
policies to inject liquidity into the financial system (Baret, Celner, O’Reilly & Mark Shilling, 2020). The markets
have since improved as a result of the different government economic stimulus relief initiatives. The case of South
Africa’s JSE is not different. Periods of economic strain are always accompanied by a high level of bank defaults,
nonperforming loans and bank runs. The banking industry all over the world came under intense pressure due
to the COVID-19 outbreak. According to Lagoarde-Segot and Leoni (2013), large pandemics such as that of the
COVID-19 pandemic in most cases could lead to a collapse of the banking industry, especially in developing
countries. This is because such a period is usually characterized by a decline in saving and large scale withdrawal
of deposits.

The risk of the COVID-19 pandemic to the banking industry can be attributed to three reasons (Rizwan, Ahmad
& Ashraf, 2020). These include liquidity risk, loss of intermediation and severe decline in intermediation business
(Rizwan, Ahmad & Ashraf, 2020). There is a high likelihood that these risks may spread like a contagion through
interconnected financial institutions, thereby causing a collapse of the banking sector (Ilesanmi & Tewari, 2019).
Accordingly, various governments responded in terms of loan repayment deferment, tax reliefs, reduction of in-
terest rate among others to cushion the impact of the pandemic on the banking sector. However, that will not stop
a rise in the level of nonperforming loans (Ratnovski et al., 2020). Widespread job losses and salary cuts which
are a result of the strict lockdown measure implemented by the government affects the financial sector’s ability to
collect outstanding loan repayments from cash-strapped clients (Mchunu, 2020).

The South African banking sector which is one of the most regulated across the world is not immune to the
impact of the COVID-19 pandemic. Though the banking sector is well-capitalized, banks will generally experi-
ence reduced earning, however, they are not expected to breach the minimum capital levels (Whitehouse, 2020).
According to Dissanayake et al. (2020, p. 2), the COVID-19 pandemic poses extreme socio-economic downside
risks to the banks’ operating environment. This will consequently exact pressure on the bank’s asset quality,
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earnings and capitalization (Dissanayake, 2020). For example, ABSA group reported a decline in its earnings by
82% to R1.46 bln, with impairment charges on bad loans increasing by 297% to R14.66 bln from R3.7 bln in 2019
(Mchunu, 2020). Furthermore, stress testing (it is worth noting that the stress test was carried out using different
economic stress scenario) done on banks in South Africa indicates that the largest banks in South Africa will
withstand the impact of the COVID-19 pandemic though it is expected that there will be significant credit loss
(PWC, 2020). In a move to calm the market and ensure adequate liquidity in domestic markets, the SARB has cut
the interest rate by 300 basis points since the outbreak. Going forward, though the future seems uncertain, one
major advantage that the South African banking sector will leverage to withstand the impact of the COVID-19
pandemic is the fact that it is well-capitalized. However, there is a need for banks to remain vigilant against any
shock with the system.

4.6.Foreign Direct Investment

Due to the COVID-19 outbreak and the efforts to control the spread, several governments across the world have
put in place strict public health measures. Though these measures are important in their respect, they are being
implemented at the detriment of the economy especially with regards to investment projects. Unlike the pre-
vious global crises (which include natural disasters and the 2008/09 global financial crisis (GFC)) whereby the
impacts were either localized or mere impairment of the functioning of the economy (Ilesanmi & Tewari, 2020),
COVID-19 caused many countries to completely shut down their economies. One of the major socioeconomic
impacts of the COVID-19 pandemic is the disruption in foreign direct investment (FDI). FDI plays a major role
in propelling and maintaining stable economic growth especially during periods of crisis (OECD, 2020). The
COVID-19 outbreak has caused a decline in FDI, increasing capital flight and a slowdown in investment (Velde,
2020). According to the UNCTAD March 2020 report, FDI is expected to decline by between 30% to 40% during
2020-2021 (UNCTAD, 2020).

FDIs which are usually in the form of mergers and acquisitions which have been on the decline in recent years and
this woe is further compounded by the COVID-19 outbreak. According to UNCTAD report 2020, FDI to Africa
in the form of mergers and acquisitions fell by 72% as of April 2020. The most affected sectors are the aviation,
hospitality, tourism and manufacturing sectors (Chidede, 2020). Due to the COVID-19 outbreak, most ongoing
investment projects were suspended while new projects implementation is either stopped or postponed till a later
date.

In South Africa, FDI inflows declined by 15% to $4.6 bln in 2019 after a recovery in 2018 from about $2 bln to
$5.3 bln. However, on a quarter to quarter basis, FDI to South Africa rose by $1.7 bln in the first quarter of 2020
compared to the previous quarter which experienced an inflow of about $588 mln (Golubski, 2020). The increase
is mainly due to the foreign acquisition of a domestic manufacturer and distributor of food and beverage prod-
ucts (Golubski, 2020; SARB, 2020). According to Naidu and Matsinhe (2020), the volume and value of merger
and acquisition transactions in South Africa declined sharply in the first half of 2020. The value declined by 60%
to $3.3 bln in the first half of 2020, down from $8.2 bln for the same period last year (first half of 2019) (Naidu &
Matsinhe, 2020). The volume of merger and acquisition deals in South Africa fell by 18% year-on-year, with 132
transactions recorded in the first half of 2020, down from 160 in the first half of 2019 (Naidu & Matsinhe, 2020).
Given these scenarios, South Africa may find it difficult to attract the level of investment need for post-COVID-19
recovery.

CONCLUSION

As South Africa and many other countries begin to open up for economic activities due to the discovery of
COVID-19 vaccines, there is a need for a paradigm shift in the planning and management of emergencies in the
country. The occurrences of emergencies like the COVID-19 pandemic always happen unpredictably. Only na-
tions with strategic planning and the capacity to respond to such crises survive both during and after the occur-
rence. South Africa with its teeming unemployed youths cannot afford another shut down of the economy thus
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the need to rethink the planning, strategies and resources that are devoted to managing an unforeseen crisis.
Different economic recovery programs need to be rolled out by the government with close collaborations with
the private sectors to get the country back at its feet socio-economic wise. It is also important for the government
at both the national and provincial levels to design relief programs targeted at those who might have lost their
major means of livelihood, be it employment or businesses, due to COVID-19. This article has significant policy
implications for South Africa’s Post-Covid-19 socio-economic rejuvenation, especially in the context of National
Development Plan 2030. The sudden outbreak of the COVID-19 pandemic has sent a strong signal to every na-
tion to prepare for the “raining days” particularly in the education sector where academic activities were grossly
disrupted. The South African government must be open enough to private individuals and organizations to make
input when it comes to policymaking and implementation towards reviving the economy. Deliberate action must
also be made to boost domestic investment, empower young people with entrepreneurial skills and as well create
enabling environment for small scale businesses to thrive. This will not only generate employment opportunities
but also build the capacity of young people to provide solutions to some of the pressing problems facing South
Africa as a nation.
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