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Executive Summary
The COVID-19 pandemic has created a complicated and opaque situation. Despite these challenges, the South African State under the leadership of President
Cyril Ramaphosa has excelled at containing the virus’ spread and saving thousands of lives as a result. If the purpose of a state is foremost the wellbeing of its
citizens, this current government has shown it has that capacity and desire.
Unfortunately, the actions have also had terrible economic consequences. But
the pandemic’s uneven flow of information and continued uncertainty was never
going to play along with economic ambitions. Though there are many offering
their opinions on what should be done, these are often views from the sidelines
with scant appreciation for what is happening in the boiler room. Some criticism of
the State’s actions is definitely warranted. But the State’s proactive work should be
praised and respected as well.
Nonetheless, the impact of the pandemic and lockdown responses has been catastrophic. To equip decisionmakers with information and insight, e-SEK has compiled an economic analysis document for Lockdown Level 4. This analyses the

Denice Manganye
Chief Strategist & Scenario Planner
esm@esek.co.za

current situation, likely and emerging outcomes, and possible remedies.
To summarise the situation, most sectors are in tremendous trouble, some are in
fair trouble, and only one currently seems reasonably unaffected from the situation. The most heavily impacted industries are also closely related to each other.
Mines are the big losers of the lockdown and will be the source of some of the most
dramatic fallout, including liquidations, unemployment, service delivery shortages,
union pushback, and social unrest. Not only is their productivity down, but so is the
demand for their resources as SA’s key trading partners also struggle. Mines need
to find new customers, and there should be more considerable efforts for local
refinement and downstream value chains.
Mining’s decline is dragging down manufacturing, construction and logistics.
These sectors have additional problems, but mining impacts them the most. For
manufacturing, in particular, this will have a massive negative impact of SMEs.
Construction’s woes are expanding as mines defer major capital project funds to
other needs. Logistics suffers due to the reduction in port activity, as well as slowed
consumer activity. Level 4’s limits in cross-provincial traffic are also problematic for
the complicated distribution hub systems used by logistics practitioners.
As with mines, aviation is in incredible trouble. This is clear from the rampant business rescue activity in the sector - not only of struggling airlines such as SAA, but
even comparatively healthy operations such as Virgin Australia and Comair. Aviation relies on very slim margins that require constant human and goods traffic.
Lockdowns, however necessary, have poisoned the aviation well. In lockstep with
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this are the fortunes of airports, which have seen dramatic falls in passenger numbers. Airport retail and support operations now face very uncertain futures, and
bankruptcies are likely in this space soon.
Tourism and hospitality are not only impacted by aviation, but might experience
even greater damage and fallout than that sector. Most such businesses are SMEs,
but larger operations are under threat as well. Confusing messages from the State
on who qualifies for bailouts is aggravating the situation and the sector’s resilience.
The problem is made more acute by the reduced renting of conferencing facilities
and catering services, with no near-term prospect of that changing. The hospitality
sector is set to be one of the worst job shedders in the economy.
The third linchpin sector is retail, and its troubles are as serious as the other sectors
mentioned. But it has an upside in that recovery could be faster because a willing consumer base exists. Recessionary impacts from the lockdown will no doubt
dampen consumer spending, but at least retail is not without a willing consumer
base. That being said, the near-term fallout is resulting in significant liquidations
and business rescue.
The automotive sector, itself a major sector that underpins retail, construction,
manufacturing and logistics, appears to be in freefall. Once a major investor in the
economy, vehicle sales have slumped dramatically. This sector might well be in as
much trouble as aviation, with significant liquidations on the horizon.
The property sector is a towering long-term concern. It is doubtful that cash-strapped
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organisations will go back to the rent arrangements they had before the lockdown,
which will depress the market. Already, landlords are often taking it on the chin as
their tenants fail to make payments, and the foreclosure of major anchor retailers is
a staggering blow to property’s ongoing sustainability. Considering property is a key
investment vehicle, particularly for pension funds and the PIC, its potential collapse
will be nothing less than devastating. The foreclosure of retail properties will lead
to less consumer footfall and thus more rental foreclosures, creating a dangerous
cycle.
e-SEK’s reports offers more depth on the financial and insurance sectors, but both
have thus far shown a lot of resiliency and discipline. These could be looked at to
help SA recover, yet their prudent measures and needs will need to be respected. Leaning too heavily on these sectors is akin to skinning the golden goose.
Nor are these sectors immune: banks have had to take radical action to protect
their liquidity, and it’s an open question of how sustainable their payment holidays
are. Insurance is also not in the clear: massive payouts and unrealistic demands
against its business models are on the horizon.
The one sector that seems somewhat immune to the lockdown and pandemic is
telecommunications. This sector owns the infrastructure enabling the technologies
that let us work from home or maintain company operations during lockdowns.
Demand for their products and services have also not slumped, but instead risen.
This is clear from the State’s reaction to release spectrum and other resources to
help the sector maintain its performance. Telecommunications is a pillar on which
economic recovery can be built.
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That being said, the sector must address data costs. The pandemic and lockdown
have exposed how stark South Africa’s digital divide is. Anticipated trickle-down
benefits from data and smart devices are not manifesting. The ‘slashed’ prices
that happened before the lockdown are at best symbolic, and at worst make no
difference to the majority of South Africans. If the country is to rise on the strength
of its telecommunications and technology sectors, the cost of data must fall considerably more to foster greater access to all South Africans.
We invite you to inspect the extended report, which also looks at the roles of the
National Treasury and Municipalities. But suffice to say, the damage to the South
African economy can be summarised as heavy body blows to key sectors, leading to a cascading effect dragging down other sectors as well. This is outside of
the direct damage being caused by both the COVID-19 pandemic and the lockdowns.
Though the lockdowns are necessary and have had desired positive effects, we
must not underestimate the range of damage caused by, and the difficulties to
recover from, that damage. It might even be prudent to consider economic triage, whereby those too far gone are not worth saving. Even though a symbolic
rescue will save some jobs in the short term and look good, that cannot be sustained.
This is reflected in the final point of this summary: the South African State does
not have the capital to pay for all the near-term responses, let alone remedies
required later on. Thus, hand wringing over approaching bodies such as the IMF,
BRICS Bank and World Bank are missing the point: there is little choice, and instead,
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energy should be focused on what is needed, how to spend it best, and how to
create the governance and ethical frameworks to ensure honesty.
In this sense, the lockdowns and pandemic are opportunities to tackle deep-seated problems in South African society, including inside State and Municipal operations. It also reveals which institutions are quite resilient, such as the National
Treasury and SARS, and which are not performing well at all. If the right solutions are
applied through a realistic prism, not confused with idealism or narrowed by ideas
that underestimated the consequences of this economic fallout, South Africa can
emerge transformed and stronger than ever.
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