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OVERVIEW

In tomorrow’s world, the winners will inevitably be those
who possess the knowledge to innovate and adapt to
increasingly rapid technological advancements. In contrast,
those who lack this knowledge will fall behind.

There is consensus among policymakers that a well-
functioning education system is essential for developing
the next generation’s skills from an early age. However,
South Africa is currently facing a severe learning crisis,
as its education outcomes are too low compared to the
country’s level of development and the resources
invested in this sector by the state. This report seeks
to address the question of how to transform the
education system into a driver of inclusive growth.

This report is divided into two parts. The first assesses
the state of the South African economy, analyzing the
latest developments and sharing the short to medium-
term outlook and risks, including a set of policy actions
for faster and more inclusive growth. The second part
discusses how the country can improve its human
capital through a comprehensive reform of its basic
education system.

The state of the economy

In 2024, South Africa’s economy continued to advance
on a slow and weak inclusive growth trajectory and
recorded its highest fiscal deficit in recent history (except
for 2020).

Despite a wave of optimism from the successful political
transition in June 2024 and the absence of load shedding
since March, the real economy is still on a slow path to
recovery. Good news came from the financial sector
(with the gradual decline in the inflation and interest
rates) and, to a lesser extent, from the external sector
(with a slight increase in the level of international
reserves) but the government’s accounts continued to
deteriorate. Nonetheless, GDP only grew by an estimated
0.8 percent in 2024, which is slightly better than in
2023 but significantly lower than the average GDP
growth rate of 4.1 percent estimated by the World Bank
for middle-income countries.

In this context, many social indicators remain broadly
unchanged: about two-thirds of the population continue
to live under $6.85 per day, and 40-50 percent of the
country’s wealth remains in the hands of the richest 1
percent of the population. In the absence of robust
economic growth, job creation would remain insufficient
to absorb new entrants to the labor market, with the
unemployment rate higher than 30 percent and about
two out of three young workers unable to find a
(productive) job.

A
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Ensuring fiscal sustainability remains a top priority. In
2024, the overall fiscal deficit reached 6 percent of GDP,
marking its highest level since 2009, excluding the
COVID-19 crisis in 2020. While public revenues were
slightly lower than anticipated due to slower economic
growth, expenditures rose too fast as the result of higher
public debt service payments and large transfers to
state-owned enterprises (SOEs) (especially Eskom).
Consequently, the government borrowed to finance this
gap, including over $3 billion on the Eurobond market,
leading to an increase in the public debt level to 74.9
percent of GDP at the end of 2024, up from 67.6 percent
in 2021 and 28.3 percent in 2009.

Over the next three to five years, economic growth is
forecasted to gradually converge towards 2 percent, while
the government will have to rebuild fiscal space to avoid
a debt crisis.

Economic growth is projected to gradually improve and
converge towards 2 percent in the next three to five
years, which would be almost three times higher than
the average GDP growth reported between 2014 and
2024. Such recovery, albeit modest, will be driven by
improved infrastructure services and a relatively
favorable external environment. During this period,
inflation is expected to remain under control, allowing
a further easing of monetary policy that will encourage
banks’ credits to businesses and households and, thus,
stimulate economic growth.

To achieve a sustainable public debt trajectory, the
authorities will need to reduce the fiscal deficit from 6
percent to 4.6 percent of GDP by 2027. Achieving this
goal will require reforms, as debt-service payments are
projected to increase rapidly, influenced by the existing
public debt profile. The focus would be on reducing the
wage bill and transfers to state-owned enterprises and
sub-national governments while preserving capital and
social expenditures.

The risks to the above scenario are not marginal. Externally,
South Africa is vulnerable to a decline in demand for its
key export commodities (mining and agriculture), a global
trade war, and increased geopolitical instability. As
experienced in recent years, the country is also exposed
to climate risks such as droughts and floods. However,
the main risks are domestic, beginning with a fragile
political coalition, high crime and insecurity, and
persistent social tensions. The fiscal consolidation
process may also face resistance from labor unions
(requesting higher public wage adjustments), SOEs
(Transnet’s financial troubles), and some subnational
governments that are already or close to financial distress.
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To enhance growth and improve equity, South Africa could
remove existing infrastructure constraints on businesses
and households, improve the efficiency of public spending,
and enhance human capital development.

Growing at arate of about 2 percent per year is unlikely
to fully satisfy South Africa’s policymakers and citizens.
At this pace, the average income per capita will barely
increase by 1.1 percent per year. This means it could take
almost 65 years for the country to become a high-income
economy. Additionally, social indicators such as poverty
and unemployment are unlikely to improve as job
opportunities for low-income families will continue to
be limited.

South African policymakers could consider three
mutually reinforcing actions to achieve faster and more
inclusive growth:

1. Addressing the infrastructure constraints in energy
and transport. These constraints, peaking in 2023,
are estimated to have cost the economy 3-5
percentage points of GDP growth, disproportionately
affecting small businesses and low-income
households. The authorities have responded to this
crisis by adopting a series of reforms, especially in
power generation, that have already produced
positive results with the emergence of privately
sponsored renewable energy projects. At this stage,
it is important to continue this effort by extending
these reforms to transmission and distribution in
the energy, railway, and port sectors. The World
Bank estimates that the implementation of these
reforms, though their positive impact on firms’
production and distribution costs and households’
disposable income, could lead to anincrease in GDP
growth of 1 percent in the short term and 3 percent
in the medium-term, translating into 200,000 to
500,000 additional jobs.

2. Enhancing efficiency in public spending. Due to the
fiscal consolidation process required in the next few
years, the government will have to be smart about
spending. Building on South Africa’s recent
experience and international evidence, efficiency
gains can be achieved by the combination of (i)
partnerships with the private sector; (ii)
implementation of cross-cutting reform across the
state (digitalization, procurement, and recruitment
processes); and (iii) a series of targeted interventions
such as coordinating and consolidating existing
programs (e.g., active labor programs), increasing
the value for money of social grants, improving the
management of strategic investment projects, and
simplifying administrative procedures (including
business registration and licensing).
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3. Strengthening human capital development. Human
capital plays a pivotal role by directly impacting on
the productive ability of the economy, but also
indirectly by enhancing the contribution of other
factors such as the adoption of recent technologies.
An improvement in human capital would also favor
equity as it encourages the use of labor in production
processes, which is the most direct way to reduce
poverty on a sustainable basis. Yet, South Africa
has been an underperformer compared to other
upper-middle economies and relative to the public
resources allocated to the education and health
sectors. This assessment highlights the urgency for
decisive improvements in South Africa’s human
capital, particularly through reforming the system
of basic education.

The overdue reform and emerging
priorities in the basic education
sector

Despite improving access to quality basic education for
two decades, South Africa continues to face a
multidimensional learning crisis.

For two decades following the end of apartheid, South
Africa succeeded in increasing access to basic education
for almost all children and started to correct some of
the deeply entrenched inequalities from the apartheid
era. By 2000, gross enrollment ratios averaged over 100
percent for primary schooling and over 70 percent for
secondary schooling, with girls’ participation rate being
one of the highest on the continent. The country also
made excellent progress in learning, with consistent
improvements in math, reading, and science scores.
Although starting from a low level, these scores were
getting closer to the ‘low’ international benchmarks
on learning set for OECD (Organization for Economic
Cooperation and Development) countries.

Despite impressive improvements in learning levels up
to 2016, South Africa is facing a learning crisis alongside
financing constraints and issues with the limited
efficiency and equity of public education spending.

 The learning crisis. Progress in learning began to
stall around 2016, and it deteriorated further with
the COVID-19 pandemic-related school closures.
For example, the percentage of Grade 4 learners
who could not properly understand what they were
reading increased from 78 to 81 percent between
2016 and 2021. Inequalities in learning by income,
race, and gender persisted, with learners in the
wealthiest 10 percent of schools being 10 times
more likely to be able to read than those in the
poorest 70 percent of schools. Beyond income



inequality, differences in learning outcomes are
also associated with the variation in teaching and
learning inputs and processes in the classroom,
which means schools could be targeted based on
both income and learning performance.

e The increasing financing constraint faced by the
sector. Traditionally, South Africa’s government
spends about 4.3 percent of GDP on basic education,
which is higher than what most upper-middle-
income countries (UMICs) spend but lower than
UMICs which have high levels of inequality. The
current financing model is under threat due to the
reduced fiscal space faced by the central
government and competing priorities for public
spending. Total spending in basic education declined
in real terms from R338 billion to R323 billion in
the last five years. Many provinces are left to either
cut teaching posts or reduce spending on the agreed
per-learning allocation as per the Norms and
Standards for School Funding (NSSF). Meanwhile,
there is pressure for the education system to
continue to expand to accommodate an additional
1.2 million learners by 2030, which would require
an additional 20,000 classrooms and the hiring of
25,000 new teachers.

e Limited efficiency and effectiveness of public
spending in education. The wage bill accounts for
more than 75 percent of public expenditure in this
sector. Regarding teachers delivering quality
services, the Department of Basic Education (DBE),
inits Annual Performance Plan 2016-17, identified
‘poor teaching, leadership and lack of accountability’
and ‘no consequences for poor performance and
wrongdoing’ as major challenges. An additional
source of inefficiency is the poorly managed school
infrastructure development program. Beyond
inefficiencies found in spending categories, the
quality of education expenditures is also negatively
affected by: (i) a large number of uncoordinated
programs that are hard to manage over time; (ii)
the limited utilization of existing data to inform
planning and decision-making processes; and (iii)
the weaknesses in the spending redistribution
mechanisms used by the government to improve
equity across learners.

While the learning crisis is already impacting the
economy, the costs to individuals and society are
expected to increase exponentially over time unless
bold actions are taken.

To contribute to policy discussions on how to address
the current learning crisis in South Africa, this report
proposes three mutually reinforcing solutions.

Although not exhaustive, they represent a platform
that can be used by the government to obtain short-
term results, build momentum for deeper reforms,
and instill changes in the mindset of involved
stakeholders that are needed to make the education
system an effective instrument for economic
transformation and jobs.

1. The government could start by making a more
concerted effort to improve the foundations of
learning - i.e., the early years of a learner’s life.
Education- and learning levels, in particular- are
cumulative and are subject to strong longitudinal
effects. It is next to impossible for children to learn
algebra or read a history text in Grade 9 if they
have weak math skills starting in Grades 2 or 3 or
are very slow readers starting in Grades 1or 2. The
authorities could focus their efforts on: (i) improving
the pedagogical offering with a coordinated
intervention consisting of structured (and at least
partially scripted) daily lesson plans, appropriate
and high-quality educational materials, and one-
on-one instructional coaching to help teachers
transform their instructional practices; (ii)
measuring learning against benchmarks that can
be understood by most stakeholders using
assessments such as the Early Grade Reading
Assessments (EGRA), including in local languages;
and (iii) improving access to quality Early Childhood
Development (ECD) services so children, particularly
those who are disadvantaged, enter Grade 1ready
to learn.

2. South Africa could leverage the private sector to help
expand the quality and coverage of its education
system, because, as explained earlier, it will be hard
for the public sector to do this alone. Internationally,
South Africais an outlier as only 5.5 percent of all
its pre-tertiary learners are enrolled in private
schools compared to 19 and 27 percent, respectively,
for primary and secondary levels worldwide. Some
provinces have recently piloted partnerships with
the private sector to serve learners from poor
communities, and many of these partnerships have
delivered encouraging results. Building on this
record of accomplishment, the government could
scale up these initiatives with the private sector,
including Non-Governmental Organizations, to
expand the network of schools and improve learning
performance at minimum cost. The authorities
would need to closely monitor these partnership
schools by designing results indicators that cannot
be manipulated while providing a platform for
payments to be tied to the achievement of results
and regular auditing.
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3. There is an urgent need for meaningful efficiency

gains in public spending on education. This can be
done by revisiting teachers’ performance in the
classroom with the adoption of Teacher Professional
Standards (TPS), which have proved to be central
in the effort to strengthen teachers’ accountability
in several countries. In addition, the school
infrastructure development program needs to be

closely examined to assess the cost-effectiveness
of current school construction models. Substantial
efficiency gains can also be obtained by scaling up
successful programs and dropping others- using
evidence from programs more effectively to avoid
political interference in the selection process.

Lastly, the authorities could act by improving the
allocation of resources toward schools that serve
lower-income learners who also perform poorly on
learning. Resources could be used to improve
foundational learning through better teaching and
learning practices in the classroom, and provinces
can gradually be incentivized to deliver better
services using conditional grants that reward the
schools making the greatest effort to assist
learners who have poor learning outcomes and are
attending schools serving lower-income families.
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PART 1:
The state of the economy
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South Africa’s economic performance remained modest in 2024, but the successful political transition that followed
the national elections in May 2024 has brought a new sense of optimism. This positive sentiment has been reinforced
by the suspension of national load shedding since March 2024 and the sharp reduction in inflation, which fell to 2.9
percent in November 2024. The short-and medium-term outlook has improved, and the GDP growth rate is projected
to converge toward 2 percent even though several external and domestic risks could affect this trajectory. Two main
forces will continue to shape the future of the South African economy: the government's ability, first, to unlock
economic growth through long-delayed structural reforms, and second, to manage the fiscal consolidation process
that is required to stabilize public debt. Over the longer term, South Africa could address its human capital gap with
greater determination if the country wants to achieve faster and more inclusive economic growth.

11 RECENT DEVELOPMENTS

111 Domestic conditions gradually improved during 2024, but GDP growth remains subdued

Following a short rebound after the COVID-19 crisis, South Africa returned to its low growth trajectory in the
past two years. The economy grew by an estimated 0.8 percent in 2024, which is only slightly better thanin 2023
(Figure 1). Such performance was also modest compared to other middle-income economies and most regions in
the world (Figure 2). In 2024, low dynamism affected all domestic sectors except for a few modern services
(finance, real estate, and business services). However, agriculture suffered the most, with an estimated contraction
of 16 percent, as adverse weather conditions affected crop output (Figure 3). Although agriculture accounts for
only 2 percent of GDP, its poor performance hindered the country’s overall economic recovery since the non-
agricultural GDP growth is estimated at around 1.1 percent in 2024. On the demand side, both household consumption
and (net) exports positively contributed to growth, but domestic investment contracted by about 3 percent
between 2023 and 2024 (Figure 4).

South Africa’s financial markets reacted positively to the successful political transition in June and the
elimination of load shedding since March. The Rand appreciated by 10 percent between end-May and end-
September 2024, and the stock market value increased by 12.8 percent over the same period. In early November,
one rating agency, Standard & Poor’s, upgraded the country’s credit rating outlook from stable to positive.

Figure 1: Weak GDP growth led to declining GDP per capita Figure 2: GDP has underperformed all other income groups
since 2016
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Figure 3: Financial services drove growth inrecent quarters Figure 4: Weak domestic demand hindered growth in 2024
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The differentiated response between the real and financial sectors to improved domestic conditions could be
explained by the prudence of businesses and consumers, who are likely to wait for the confirmation of the good
news before changing their behaviors.' Furthermore, even if they act fast, results will take some time before
becoming visible on the ground. For this reason, the Rand Merchant Bank (RMB)/Bureau for Economic Research
business confidence index has only increased gradually in recent months. This index was up 45 points in Q4 2024
for the third consecutive time, suggesting that the impact on the real economy might be bigger next year.

One additional reason for the slow response of the real sector is that structural impediments continued to
constrain economic growth in 2024. These impediments include a malfunctioning transport and logistics sector,
a pressing need to bring the fiscal position to a sustainable trajectory, a poor track record at generating good jobs
and reducing economic inequality, and significant vulnerabilities to climate change. There is no need to detail all
these constraints as they have been well explained in many recent studies.2 Domestic stakeholders, including the
government, agree that deliberate policy actions are needed to minimize constraints on the private sector and,
by so doing, dynamize the economy.

Figure 5: Rail freight volumes have declined significantly ~ Lastly, the weak global environment constrained the
real economic growth of the South Africa’s external

250 sector. The close relationship between external conditions
and South Africa’s economic performance has been
200 established in several studies.® The higher the prices of
mining and agriculture commodities, the greater the
2 150 country’s export revenues, with these two categories of
2 exports accounting for about two-thirds of total exports
E 100 and their higher contribution to GDP growth. In 2024,
commodity prices were largely flat (even in decline), with
>0 the notable exception of gold and silver. Furthermore,
the country’s export capacity continued to be restricted
° R R R EEEE R by major deficiencies in the freight transport networks,

Q O O O O O © O O o © 0o o o ™ . . . ..
D T L T T T perhaps less than in 2023, but which are still visible
g (Figure 5). As an indicator, the volume of freight on
mmmm General Freight Business S Coal exports Iron ore exports the railway networks was about 33 percent lower last

Source: Transnet Freight Rail (Financial year ending March). year than in 2018.

1 The uncertainty about the permanence of a benign electricity supply discourages new investment in energy-intensive industries, such as manufacturing, mining,
and construction.

2 Agood summary of these constraints can be found in: The World Bank (2024) and R. Hausmann et al. (2023).

3 Hausmannetal. (2022).
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1.1.2 Poverty remains prevalent due to limited job creation

As of mid-2024, approximately 37 million South Africans, or 62 percent of the population, still live on less than
$6.85 per day. This is 3 million more poor people than in 2000. It is also much higher than the poverty rate observed
in other upper-middle-income countries such as Brazil (22 percent) or Thailand (11 percent). Another indicator of
social distress is the fall in South Africa’s real income per person, which today is about $200 lower than it was in
2014 (Figure 1), while about half of the county’s wealth remains concentrated in the hands of 1 percent of the
population. Those statistics highlight that South Africa’s economic model, despite the use of generous and
widespread grants by the government, has failed, at least during the last decade, to generate inclusive growth
and address all the inequalities that were inherited from the apartheid regime.

Therise inpoverty is due to a combination of demographic, geographic, and economic factors. Demographically,
the population growth of low-income groups has been faster than that of the rich (about 2.5 times faster between
1996 and 2022). Geographically, these groups are further hindered by urban spatial divides that impede income
mobility. The density of South African cities is not only extremely low, at about half the level seen in cities in Latin
Armerica, but the public transport system remains deficient, complicating the movement of people, goods, and
services for the large population living in townships and isolated areas.”

Figure 6: Unemployment remains elevated, with most job seekers unable
to find work in over a year

The primary explanation for South
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0 20 and 2024 (Figure 6) and up to 41 percent
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© Q Youth remain particularly vulnerable. The
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= Er:::glis/ed - less than 1 year - 3:2:;’3:25:1&;?21&91};3;;)year stoodat 60.2 percent in Q3 2024. What's

more, South Africa has one of the lowest

Source: Statistics South Africa, World Bank. employment ratios in the world (Figure 7).

4 For afuller analysis, see the third policy note of World Bank (2024).
5 See, for example, M. Leibbrandt et al. (2010).
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Figure 7: South Africa has one of the lowest employment ratios The weak link between economic growth
in the world and job creation is illustrated by the low
elasticity of employment: for one percentage
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The interconnection between rapid growth and the development of labor-intensive activities (manufacturing
and modern services) is vital for South Africa’s inclusive growth and job creation goals. Thanks to this channel,
Malaysia was able to create several millions of jobs and reduce its poverty rate by 35 percentage points over the
past two decades. That could be a useful source of inspiration for South African policymakers.

11.3 Lower inflation allowed for more accommodating monetary policy

Until a few months ago, like most countries in the world, the South African Reserve Bank (SARB) followed a
tight monetary policy to curb inflation, but this stance was recently adjusted. In line with the gradual decline
in the headline inflation rate (down to 2.9 percent in November 2024 from 7.8 percent in July 2022) and easing
inflation expectations, the SARB started to reduce its policy rate in September.” This reduction could help revitalize
credit growth, which contracted by 0.4 percent in real terms during the first eleven months of 2024.

Commercial banks currently maintain strong capital and liquidity buffers. As of October 2024, the system-wide
capital adequacy ratio was 17.2 percent, well above the regulatory minimum of 10.5 percent. As of October 2024,
non-performing loans remained at a moderate level of 5.3 percent in the banks’ portfolios even though they were
at historical highs in some asset classes. South Africa has remediated most deficiencies in money laundering and
its framework for combating the financing of terrorism. As a result, it is likely to be removed soon from the grey
list established by the Financial Action Task Force in February 2023.

6 High labor costs are not compensated by higher productivity. The average productivity of the South African worker was only $18 per hour-worked against $25 in
Malaysia and significantly distant from OECD countries in 2019.

7 The decline ininflation has been widespread, except for “electricity and other fuels”, hot beverages, and medical insurance, which still have annual inflation in the
double digits. Despite the significant price increase for electricity, core inflation (which excludes food, non-alcoholic beverages, fuel, and energy) reached 3.7
percent in November 2024, exceeding the headline inflation rate. Food inflation was lower at 2.3 percent, from a peak of 14 percent in March 2023.
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1.4 South Africa’s external balance is stable but vulnerable to volatile commodity
prices and short-term capital flows

South Africa’s external position remained broadly stable in 2024 as the modest current account deficit of
about 1.2 percent of GDP was financed by capital inflows. The level of international reserves reached about
$65.9 billion as of November 2024, slightly up compared to a year ago and equivalent to more than six months of
imports. This increase is mainly the result of revaluation gains from higher gold prices and proceeds from Eurobond
issuance. While the goods trade balance remains in surplus (Figure 8), the country reports a trade deficit in
services. Foreign Direct Investment (FDI) inflows, at about 1 percent of GDP in 2024, remain modest and lower
thaninrecent years, lower than the levels observed in other large emerging markets such as Indonesia, Brazil, and
Mexico (Figure 9).

While strong and supported by a flexible exchange to ease any adjustment, South Africa’s external position
remains exposed to variations in the terms of trade and the volatility of short-term capital flows. The trade
balance is largely dependent on the international prices of mineral and agricultural commodities.® After reaching
a historical high in Q2 2021, South Africa’s terms of trade suffered a sharp drop by 16.5 percentage points by the
end of 2023. In H12024, higher gold prices led to a small recovery in terms of trade. The country’s capital balance
is exposed to variations in short-term capital inflows that are highly sensitive to economic and political factors.
The share of non-resident ownership of domestic government bonds declined from 43 percent in early 2018 to
24.2 percent in November 2024. This decline reflects persistently weak GDP growth, a deteriorated fiscal situation,
and the loss of investment grade rating in 2020. There is some evidence of increased portfolio inflows in recent
months, partly due to the perceived improvements in the political context and economic prospects.

Figure 8: Larger goods trade surplus kept the current Figure 9: FDI flows to South Africa remain weak compared
account deficit contained in H12024 with other Emerging Markets
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1.1.5 The fiscal deficit rose to a new level leading to higher public debt

South Africa has a long tradition of sound fiscal policy, and for many years, its economic program has focused
on controlling the government’s deficit and borrowing. Yet, the overall fiscal deficit is estimated to reach about
6 percent of GDP in 2024, which is the highest imbalance in recent history except for COVID-19-induced deterioration
in 2020 (Figure 10). The level of public debt is estimated at 74.9 percent of GDP by the end of FY 2024, up from
67.6 percent in FY 2021 and 28.3 percent in FY 2009. In 2024, authorities drew roughly 1.1 percent of GDP from
the Gold and Foreign Exchange Contingency Reserve Account to reduce borrowing. The bulk of the fiscal deficit
is being financed through net borrowing from domestic and international markets, including the issuance of $3.5
billion in Eurobonds in November 2024.

8 Toillustrate this sensitive situation, the country reported a goods trade surplus of R103 billion in 2023 compared to surpluses of R222 billion in 2022 and R450
billion in 2021.
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This deterioration of the government’s accounts over the last two years is the result of lower-than-expected
revenue, higher debt service payments, a slight increase in capital expenditures, and the debt relief provided
to Eskom (Figure 11). First, slower domestic and international market rebounds resulted in lower-than-expected
income and trade tax revenue. Second, the debt service payments have continued to increase rapidly, amounting
to 5.2 percent of GDP, almost 20 percent of total revenue in 2024. This has been the fastest-rising expenditure
category, increasing by 13.5 percent annually on average against 7.2 percent for non-interest current expenditure
and 3.7 percent for capital spending over the last 10 years. Such an increase reflects the need for larger loans,
higher interest rates on international markets, and a rise in the country’s risk premium in recent years.® Third, the
level of public investment increased from 2.2 to 2.5 percent of GDP over 2022 and 2024, partly in response to the
current infrastructure crisis. even though it continues to be low by international standards. Lastly, the government
provided Eskom with an R254 billion debt relief deal spanning over 2023-2026 at an average fiscal cost of 1.1
percent of GDP per year.

Figure 10: The persistently wide fiscal deficit and rising Figure 11: What drove the deterioration of fiscal deficit in
public debt over time recent years
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The deterioration of the government’s accounts is happening in a context where the central authorities are
facing increasing challenges. A significant portion of the budget comprises inflexible public spending categories
such as the wage bill (31 percent), social protection spending (12 percent), and transfers to subnational governments
and SOEs (16 percent). These rigidities are well recognized even if the government is attempting to control these
categories of spending through several initiatives such as a voluntary retirement program for public servants, a
lower real value of grants distributed to individuals, and a reduction of transfers to non-performing subnational
governments.'® These efforts might help in the short term but, increasingly, the view is that the role of the state
might have to be revisited in South Africa.

The fragile context demands urgent attention to improve the performance of key SOEs. The SOEs operating in
energy (Eskom) and transport (Transnet) have not only been unable to provide quality services to citizens inrecent
years, but they are also in financial distress and face several governance challenges. As of March 2024, contingent
liabilities for all SOEs reached 7.1 percent of GDP. Over the past decade, the central government was forced to
rescue the energy national utility (Eskom) several times, including through the three-year conditional plan agreed
upon in 2023 that has significantly contributed to widening the fiscal gap in 2024 (and will continue to do so until
the end of this program in 2026). Looking ahead, as discussed in the next section, the central authorities may
have to urgently address two looming financial crises: (i) the accumulation of debt by municipalities with Eskom
(close to $5 billion as of the end of 2024) and (ii) the financing gap in Transnet that may require central government’s
assistance beyond the company’s internal plans.

9 The10-year bond rate averaged 10.29 percent in 2023, up from 10.10 percent in 2022 and 9.11 percent in 2021, but has eased from recent highs, averaging 9.76
percent in 2024.
10 The situation of local finance is of concern with 66 percent of municipalities assessed in financial distress in June 2022, up from 26 percent a decade ago.
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1.2 OUTLOOK AND RISKS

1.2 Improved growth prospects and fiscal consolidation

In anideal scenario, the South African economy could grow by 5 to 6 percent per year, which would be close to
the potential output measured by the World Bank in its long-term growth model. Such growth rates were
similarly achieved by successful countries, especially in East Asia. However, such a performance was only
accomplished by South Africa during a brief period from 2005 to 2007 when the economy benefited from an
exceptionally favorable external environment. Such a growth rate would be currently difficult to replicate in the
short term given the magnitude of the structural constraints that continue to impede the development of the
private sector and the need for fiscal consolidation.

For all these reasons, if the prospects for growth are better than in the recent past, the baseline scenario is
that GDP is expected to rise by 1.8 percent in 2025, gradually reaching 2 percent by 2027 (Table 1). Such a
trajectory is based on the continued political stability and sustained progress in providing power and freight
transport services, building on the structural reforms currently implemented by the government in these two
sectors. It also assumes that several reforms, under the responsibility of Operation Vulindlela, will help boost the
capacity of local governments to deliver better social and infrastructure services to firms and households, including
in large urban agglomerations. South Africa is also expected to benefit from a slightly more benign external
scenario, as global disinflation and monetary easing in advanced economies will allow for the alleviation of inflationary
pressures and a more accommodating monetary policy. The World Bank global team projects that the prices of
key mineral and agricultural commodities exported by South Africa will move upward slightly or level out in the
short to medium-term.

Socioeconomic indicators, such as poverty and unemployment rates, are not expected to improve significantly
in this scenario as the expansion of the economy will not be sufficient to generate a surge in employment. As
previously mentioned, a 1 percent increase in GDP growth is expected to generate only 30,000 to 50,000 jobs
due to the low employment elasticity to GDP growth in South Africa. The poverty and unemployment rates are
therefore projected to remain high, above 60 and 30 percent, respectively, throughout the projection period.

Table 1: Baseline forecasts
(Annual percent change unless indicated otherwise)

2021 2022 2023 2024 e 2025 f 2026 f 2027 f
Real GDP growth, at constant market prices 5.0 1.9 0.7 0.8 1.8 1.9 2.0
Private Consumption 6.2 2.5 0.7 0.9 21 1.9 1.9
Government Consumption 0.6 0.6 1.9 0.8 0.0 0.4 1.2
Gross Fixed Capital Formation -0.4 4.8 3.9 -3.7 51 4.9 4.5
Exports, Goods and Services 9.7 6.8 3.7 -2.9 4.7 3.7 3.2
Imports, Goods and Services 9.6 15.0 3.9 -6.1 5.8 4.3 3.4
Real GDP growth, at constant factor prices 4.7 1.9 0.7 0.8 1.8 1.9 2.0
Agriculture 5.6 2.0 -4.8 -16.0 127 35 2.0
Industry 6.5 -2.6 -0.4 01 2.3 2.4 21
Services 4.0 3.4 1.2 17 1.3 17 2.0
Inflation (Consumer Price Index) 4.5 6.9 6.0 4.4 4.2 4.5 4.5
Current Account Balance (% of GDP) 3.7 -0.5 -1.6 -1.2 -241 -2.2 -2.3
Fiscal Balance (% of GDP) -4.6 =36 55 -6.0 -5.9 -4.7 -4.6
Primary Balance (% of GDP) -0.4 0.9 -0.5 -0.7 -0.6 0.6 0.8
Debt (% of GDP) 67.6 70.5 744 74.9 76.9 78.0 78.3

Source: National Treasury, World Bank.
Notes: e = estimate, f = forecast.
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Monetary policy is expected to gradually ease due to the recent easing by the U.S. Federal Reserve and the
favorable inflation outlook. The SARB is likely to continue loosening its monetary stance as inflation expectations
remain in the center of its inflation target range of 3 to 6 percent. The pace of easing is dependent on domestic
inflation outcomes, the behaviors of central banks in advanced and emerging economies, and the trajectories of
the exchange rate and import prices. Projections assume that additional shocks to imported prices, or the local
currency remain limited, including the pass-through of higher global food and energy prices to domestic prices.

South Africais expected to have moderate and sustainable current account deficits in the next few years, and
external stability should remain sound. The overall outlook for the commodity market is generally favorable for
South Africa, with substantial decreases in the price of imported energy and smaller decreases in the price of
exported minerals. Nonetheless, slower-than-anticipated global growth could further contribute to weaker
commodity prices. The current account deficit is projected to average 2.2 percent of GDP over 2025-2026 as
demand for merchandise imports recovers due to greater confidence by businesses and households. This deficit
is likely to be financed with ease by net short-term capital inflows, which could recover in such a benign scenario
of more rapid growth and fiscal adjustment. Moreover, the opening of the energy and freight transport sectors
to the private sector is expected to boost investment, including through FDI.

Over the next few years, the government is projected to consolidate its fiscal position to ensure a sustainable
debt trajectory over time (Box 1). In line with the message conveyed by the National Treasury in recent Budget
Speeches, the primary fiscal is projected to improve from a deficit of 0.6 percent of GDP in 2024 to a surplus of
0.6 percent of GDP in 2026 and 0.8 percent of GDP in 2027. Such adjustment will reduce the government’s
borrowing requirements and help stabilize the public debt that is projected to peak at 78.3 percent in 2027-28
and decline thereafter.

Consolidation efforts will focus primarily on expenditures, as South Africa’s relatively high tax collection does
not provide much room for revenue improvements in the short term. The turnaround in the primary fiscal balance
will largely result from ending the Eskom debt relief package in 2026 (about 1 percent of GDP), but it will also
require adjustments in the wage bill and other categories of current spending, such as transfers to SOEs, local
governments, and individuals. The authorities aim to control the public wage bill through a voluntary retirement
plan and reduced salary increases. The introduction of outcome-based transfers could help monitor the performance
of decentralized institutions and cut the funding of poor performers. The government is committed to those
adjustments while protecting capital investment and critical services to the poor, although changing the composition
of public expenditures in the next few years may prove challenging due to existing rigidities. As discussed in the
next section, the fiscal consolidation effort will need to be accompanied by significant improvements in the
efficiency of public spending to minimize the negative impact on economic growth and the delivery of public
services, especially to the poor.
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Box 1: Why is fiscal consolidation a priority for South Africa?

At the time when the country faces so many deficits in social and infrastructure services, it might
not be obvious why, over the next few years, South Africa will need to adjust its fiscal accounts.
After all, the country reports a level of public debt (about 75 percent of GDP), which is much lower
than in many OECD countries. However, like an individual, a country would only benefit from
borrowing if (i) the expected returns are higher than the costs, and (ii) it is capable of paying the
service of the debt over time. Unfortunately, South Africa’s government does not collectively meet
these two conditions anymore.

With regards to the first condition, the rate of return associated with borrowing (proxied by the
expected long-term economic growth) has been systematically lower than the implicit interest
paid since the late 2000s (Figure B1). For example, during 2024, the real cost of issuing a 10-year
bond in local currency was on average about 5.5 percent, which is about 8 times higher than the
current GDP growth rate. To put it simply, unless the GDP growth rate increase significantly in
the future, the costs of borrowing will need to be supported by future generations of South Africans
- a good reason to reduce the fiscal deficit.

The second condition is that the country should be able to pay its annual debt-service payment.
A rule of thumb is that interest payments should not be higher than 25 percent of total public
revenues. In South Africa, the debt service was already absorbing nearly one-fifth of fiscal revenues
in 2023, crowding out other development expenditures. Because of the government’s debt profile,
with a significant share of the debt maturing in the next 2-3 years, debt service is expected to
reach about 20 percent of total public revenue by 2026.

If South Africa does not pursue a fiscal consolidation, its debt will continue to increase and explode
in the next decade (Figure B2). Such projection will be anticipated by the markets, making future
borrowing even more expensive. The risk is that the government may not be able to meet its debt
service obligations and default on its debt. Such a default could lead to severe consequences, as
seen in other countries like Belarus, Lebanon, Ghana, Sri Lanka, Zambia, Argentina, Ecuador,
Suriname, and Ukraine since 2020.

Figure B1: South Africa’s debt dynamics are Figure B2: Without fiscal consolidation, there are
unfavorable significant risks of debt non-stabilization
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1.2.2 Uncertainties in the global economy cannot be ignored, but the main risks are domestic

The global economy is under tension stemming from the possible escalation of regional conflicts, global financial
vulnerabilities that may trigger surges of global risk aversion, and increased geopolitical fragmentation that
may disrupt global trade. Notably, the escalation of global conflict may lead to disruptions to oil and gas production
and sharp energy price increases. Political instability in Africa has already disrupted trade. More frequent and
severe natural disasters would also present risks for the global outlook. All these risks could significantly affect
South Africa, but two merit particular attention:

e Trade-and capital flow-related risks: South Africa is especially exposed to a sudden reversal in portfolio
investment flows caused by an increase in global interest rates or a deterioration of the country’s risk, which
could weigh on the interest payment bill and further crowd out non-interest spending. South Africa’s risk
premium remains elevated compared to most other emerging markets in 2024, and yields on bonds with long
maturities have increased, disincentivizing the issuance of long-maturity debt. Surprise increases in global
energy prices could be passed through to domestic inflation, complicating monetary policy in the context of
weak demand and growth.

e Climate risks: South Africa is vulnerable to more frequent climate shocks as demonstrated by the flooding in
the KwaZulu Natal province in April 2022, and the severe drought in several provinces that negatively affected
agricultural production in 2024. The World Bank estimates that the overall macroeconomic damages of climate
risks could average up to 0.8 percent of GDP annually between 2022 and 2050". The water shortages may
increase given the deterioration of existing infrastructure, the challenges of supply (as South Africa suffers
from a structural deficit), governance challenges, and overuse by consumers.

The South African economy’s main vulnerability comes from a variety of domestic factors that may affect the
private sector’s expansion plans and the government’s ability to maintain a sustainable fiscal path. Despite
successful transitions reducing political risk ahead of the May 2024 elections, the coalition remains fragile. It
includes 11 political parties, among them the African National Congress and the Democratic Alliance, the party
with the second most seats in parliament. Similarly, if the consensus for economic reforms has become stronger,
the opening of infrastructure sectors could still be challenged by vested interests, including from existing SOEs
that have been losing some of their monopolistic powers during the transition. South Africa’s political economy
complexity could support or disrupt the pace of reforms.

Economic growth and social welfare can be disturbed by the growing challenge of insecurity. While this
phenomenon is not new in South Africa, it has grown and taken different forms in recent years, including the
growing influence of organized crime in some economic activities such as mining and construction. The last
economic update estimated that the cost of crime could be around 10 percent of GDP for the South African
economy.®

The expected effort by the government to bring its accounts to a sustainable fiscal and debt trajectory is in
line with South Africa’s long-standing tradition of macroeconomic stability. Policy leaders frequently reaffirm
their commitment to fiscal consolidation, integrating it into the Medium-Term Fiscal Framework. This commitment
signifies a focus on long-term economic stability. Yet, this effort will require a series of difficult decisions in public
spending that may face resistance from different groups, delaying the much-needed fiscal adjustment. Ina context
of persistently weak labor market outcomes and high poverty, pressures on social grants and public sector wages
are expected to continue despite the government’s intent to control their expansion in the next few years.
Concurrently, the situation of distressed SOEs, such as Transnet or several agencies operating in the water sector,
could force the authorities to provide a financial rescue package that will increase the financing need of the central
government and transfer the cost to taxpayers. The financial distress faced by many local governments may also
put additional pressure on the budget.

11 World Bank (2023a).
12 World Bank (2023b).
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1.3 THREE POLICY ACTIONS FOR FASTER AND MORE INCLUSIVE
ECONOMIC GROWTH

Despite amoderately positive short-term outlook, addressing its low growth, high poverty, and high unemployment
challenges is a necessary condition for South Africa to catch up with rapidly growing middle-income countries.
South Africa has underperformed in both productivity growth and capital accumulation, compared to successful
emerging economies, over the past decade (Figure 12). On productivity, South Africa has lost on average 0.7
percent of productivity per year, while others have gained 1-2 percent. On capital accumulation, South Africa has
invested 1.5 to 3 times less in physical and human capital than several fast-growing economies over the past
decade. This underperformance has increased the gap between South Africa and successful countries (Figure 13).

Figure 12: South Africa is on the wrong side of productivity Figure 13: The gap inlabor productivity between South Africa
growth, 2011-2022 and the world is widening in all sectors, 2001-2017
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from the WDI database.

To grow faster and with more inclusivity, South Africa could act on three mutually reinforcing policy areas,
which include: (i) addressing the infrastructure constraints on businesses and households; (ii) improving the
efficiency of public spending; and (iii) boosting human capital development. The first two areas will shape the
future of the South African economy by unlocking economic growth through the implementation of long-delayed
structural reforms and by maximizing the impact of public spending on growth and poverty alleviation. Over the
longer term, South Africa could address its human capital gap with greater determination if the country wants
to achieve faster and more inclusive economic growth.

1.31 Action 1: Addressing the infrastructure constraints

Poor infrastructure quality, particularly in energy and transportation (and increasingly water), has hindered
private sector performance and the creation of more and better jobs. It has also increased the burden on
households, especially the poorest that do not own the financial resources to develop alternatives (such as solar
energy or trucks). Infrastructure bottlenecks have cost the economy 4-5 percent of GDP growth, while productivity
among private sector firms has declined by 8-10 percent since 2011.

South Africa’s electricity crisis poses the most severe constraint on private sector activity, with 55 percent
of firms identifying energy as their biggest obstacle in the World Bank Enterprise Survey. The situation
deteriorated significantly up to early 2024, with load shedding occurring for 289 days in 2023, costing the economy
an estimated 2-3 percent in GDP growth. The state-owned utility Eskom’s energy availability factor has plummeted
from 75 percent in fiscal year 2014 to 58 percent in fiscal year 2023, due to insufficient capacity, operational
failures, and poor maintenance. This unreliability forces businesses to invest in costly backup power solutions,
diverting funds from productive investments. In response to this crisis, the authorities have started to implement
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reforms to open the power sector to private operators (especially in renewables) and to restore the financial
viability of the public utility. Consequently, the country has reported no national load shedding since March 2024.
However, including with the World Bank’s support through a series of Development Policy Loans, it remains crucial
to continue these reforms to provide energy security and support the government’s effort to move toward a low-
carbon economy. The emphasis could be given to: (i) transmission (which has become the key bottleneck to power
availability) by ensuring the financial viability of the newly created National Transmission Company of South Africa
and the opening of this segment to private capital to respond to the massive investment needs; and (ii) distribution
by ensuring a better maintenance of the existing network and by promoting added investments through the
improved performance of municipalities and the further unbundling of Eskom.®

Poor transport infrastructure also constrains private sector activity. Inadequate transport infrastructure,
including inefficient ports, unreliable railways, and poor road networks, increases logistics costs and reduces the
competitiveness of South African exporters. Chronic underinvestment and an inadequate regulatory environment
in the port and rail sectors have led to constraints in access, pricing, and reliability. The situation has been
exacerbated by years of underinvestment and operational failures in Transnet, which manages the country’s ports
and freight rail network. It is estimated that these constraints reduced the country’s exports potential by about
20 percent in 2023. With the adoption of a national roadmap in December 2023, the government is now introducing
structural changes in the freight and logistical sector, including the unbundling of Transnet, the transfer of some
activities to private operators, and the strengthening of the regulator.

Addressing both energy and (freight) transport constraints will foster inclusive growth by lowering production
and distribution costs for businesses while boosting household disposable income. Although it remains difficult
to quantify with precision the impacts associated with the reforms in the two above sectors, the World Bank
estimates that they could generate an increase in GDP growth of about 1 percent in the short term and up to 3
percent in the medium term.* Such a projected increase in economic activity will create approximately 200,000
jobs in the short term and 500,000 jobs in the medium term.

1.3.2 Action 2: Improving the efficiency of public spending

Nearly all countries use fiscal policy as a major policy instrument to influence the economy and improve living
conditions. However, in South Africa, fiscal policy has not delivered the desired impact on long-term economic
growth and poverty alleviation. **Typically, in a fiscally sustainable environment, countries benefit from reducing
taxation and increasing public investment - as the highest fiscal multipliers are generally associated with these
two actions. However, this approach might not be possible for South Africa today due to current fiscal constraints.
®The required fiscal consolidation process does not allow any increase in fiscal deficits over the next few years,
as explained earlier. Furthermore, existing rigidities in current spending (such as the wage bill and transfers)
prevent a significant shift toward capital spending in the next few years, even if public investment has been
traditionally low in South Africa -averaging around 3 percent of GDP over the past decade against 7-8 percent of
GDP in, for example, several fast-growing East Asian countries.”

If the government cannot cut taxes and increase expenditure, it will have to increase the efficiency of public
spending. Improving public spending efficiency is crucial to mitigate the negative impact of the projected fiscal
contraction on economic growth and welfare. A restrictive fiscal policy, even if it would restore the government’s
credibility, may reduce the domestic aggregate demand in the short term, while affecting the provision of
infrastructure and social services in the longer term.

South Africa could consider three potential axes of interventions, building on its own experience and lessons
from successful countries, to improve the quality of public spending.’®

13 For further details, see the second policy note of World Bank (2025).

14 Such estimates were obtained by using the World Bank’s macroeconomic model MFMod, which is a general equilibrium model that incorporates household utility
maximization and firm cost minimization decisions, with prices clearing products, labor, and capital markets. For details, see World Bank (2025).

15 Analysis by the Reserve Bank of South Africa found that, over the past decade and controlling for other variables the fiscal multiplier even turned negative in the
late 2010s. See T.J. Van Resburg, S. de Jager, and K. Makrelov (2021).

16 N.Batini, L. Eyraud, L. Forni, and A. Weber, (2014) and IMF (2015),

17 For further details, see the second policy note of World Bank (2025).

18 World Bank (2024), op. cit.
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First, the authorities can boost efficiency (and save public money) by developing partnerships with the private
sector in infrastructure and social sectors. The reforms implemented a decade ago by South Africa in the aviation
and communication sectors have demonstrated that public-private partnerships offer two main advantages: they
facilitate the diffusion of new technologies, and they alleviate the government budget constraint. This approach
is particularly important to address the substantial investment needs in the infrastructure sectors and to
complement the improvements in public investment management that are advocated later. It has started to be
successfully replicated in the energy sector, especially in power generation, where private projects have multiplied
by six over the past 18 months. It is now extended to power transmission and both the water and freight transport
sectors. As discussed in the second part of this report, this approach could also be considered for social sectors
such as education services, where private providers usefully complement the public sector.

Second, the authorities can improve the quality of public spending by accelerating the implementation of
cross-cutting reforms within the public sector. Digital tools and data-sharing platforms, including e-procurement,
could lead to more efficient public financial management through better coordinated, transparent, and speedy
decision processes. The efficiency of public administration could be improved through more transparent and
effective evaluation and recruitment processes. Rethinking intergovernmental relationships could help address
the poor performance of many subnational governments in delivering social and infrastructure services. Central
authorities are reforming metro trading services grants to incentivize better delivery, rewarding high performers
while penalizing underperformers. More importantly, the authorities could correct the structural imbalance
between the spending and revenue responsibilities allocated to subnational governments that are today responsible
for approximately two-thirds of public spending but collect only one-tenth of the revenues required to finance
them. This imbalance contradicts international best practices and contributes to a wider fiscal deficit and lower
quality of services.

The third area of intervention for the government involves improving the efficiency of some specific existing
programs or categories of public spending. Below are four proposals that could save public resources while
delivering improved outcomes, particularly for the poorest households, per dollar spent by the government:*

1. Consolidating the existing Active Labor Market Programs (ALMPs). Today, there are at least 100 ALMPs
spread over 20 departments and agencies. The government could consolidate them using a cohesive strategy,
a standardized service delivery model, and an effective monitoring system. In addition, added improvements
could be made by filling significant gaps in the range and coverage of services provided, particularly for vulnerable
groups such as women and young people. In the short term, the government could prioritize ALMPs that have
proven effectiveness and adequate coverage while also introducing an integrated information system, such as
a comprehensive social registry, to track beneficiaries’ progress.

2. Increasing the value for money of social assistance programs. The government allocates a substantial share
of its resources towards social assistance (about 4 percent of GDP), mainly through the distribution of
unconditional grants. The authorities could strengthen their efficacy by making the allocation of part of the
grants to people of working age (i.e., the Social Relief Distress-370 grant) conditional, as implemented in many
other countries. One option could be to link the payment of some grants to activities that benefit not only the
recipients but also the economy as a whole. To promote employment, the beneficiaries could be asked to
demonstrate how they have developed their skills or added to their work experience through proof of participation
intraining programs, ALMPs, and public work programs or their use of transportation to seek work opportunities.
This last point is quite important as the cost of transport is considered one of the biggest constraints faced
by low-income workers, absorbing as much as half of their monthly earnings and discouraging them from
searching for a job. Subsidizing trips for the poorest segment of the population through vouchers is a step that
can be taken immediately by reallocating some of the unallocated existing grants or other subsidies.

19 For further details, see the first policy note of World Bank (2025).
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3. Streamlining entry procedures and incentives granted to investors. Today, the approval system is very
complex, with numerous measures and exceptions that are difficult for both public agencies and private operators
to understand and implement.2° Such complexity is often a route for corruption and is fiscally expensive. More
importantly, it fails to produce the intended results. The government could simplify the existing system, following
the example of Malaysia and Mauritius, by making the standard regime more attractive and reducing the number
of exceptions, as international experience reveals that simplicity and predictability are most valued by investors.
Such simplification could also allow the government to redirect its resources (and staff) to more productive activities.

4. Improving public investment management. This could be achieved by reducing the fragmentation in institutions
and processes that inhibit the coordination, selection, implementation, and monitoring of capital projects and
by streamlining processes in subnational governments, which account for three-quarters of public investment.
The authorities could consider two measures in the short term: (i) establishing a centralized gateway for priority
capital projects above a certain threshold (for example, above R5 billion, or $250 million) as there are over 700
public institutions that currently operate in multiple parallel systems.?' This approach has been adopted by
countries like the Republic of Korea, New Zealand, and the United Kingdom; and (ii) reducing the administrative
burden associated with conditional grants that finance capital expenditures by sub-national governments by
consolidating them and harmonizing their reporting requirements.??

1.3.3 Action 3: Strengthening human capital

While all production factors play arole in determining long-term growth, international evidence has demonstrated
the importance of human capital. Human capital directly impacts productivity growth by providing more educated
and healthier workers. Hanushek and Woessman (2012) show that it is the level of learning that makes the difference
in economic growth and not merely access to and completion of education levels (e.g., expected years of schooling).
Additionally, human capital complements physical capital and fosters innovation.?* For Daron Acemoglu, 2024
Nobel laureate, cross-country differences in productivity are primarily explained by the close relationship between
innovative technology and skilled labor, as both go together in the production process of firms.?* Enhancing human
capital, especially of the poorest groups, fosters equity as it encourages the use of labor in production, a direct
path to reduce poverty on a sustainable basis.

Enhancing human capital development is the single strongest factor affecting long-term growth in South
Africa. A recent study for the Global Alliance summit estimates that the contribution of human capital to South
Africa’s productivity is twice as big as institutions and about three times higher than an investment in physical
capital and natural capital (Figure 14).2> While this result holds for many other countries in the sample, the
importance of human capital, compared to other factors, is less significant in the wealthiest countries, such as
the United States and Singapore than in nations such as India and China. This correlation translates a simple rule
of economics, that when a factor is missing the most relative to others, the return on investment of that factor
is the greatest - the law of diminishing returns. As emphasized below, South Africa is missing human capital, first,
relative to its peers and, second, relative to its level of effort as measured by social public expenditure as a
percentage of GDP in comparison to other countries.

South Africa’s human capital is low. As of 2020, a South African child was expected to attain an average of 43
percent of her potential productivity as a future worker. This result was derived from the World Bank’s Human
Capital Index (HCI), which quantifies the contribution of health and education to the productivity of the next
generation of workers. It captures key stages of a child’s trajectory from birth to adulthood, and it includes two
basic components: health (infant and adult survival, healthy growth of children) and education (expected years of
schooling, harmonized test scores, learning-adjusted years of schooling). In 2020, South Africa’s HCI value was
0.43, below the 0.56 average for upper-middle-income countries and just above Sub-Saharan Africa’s 0.40 average.
South Africa’s HCI score was low compared to the resources spent by the government on education and health
(Figure 15).

20 For adescription of the complexity of the incentive schemes, see the guide prepared by the Department of Trade, Industry and Commerce: http://www.investsa.
gov.za/wp-content/uploads/2021/03/PRINT-Incentives_compressed.pdf

21 This centralization was announced in the 2024 Medium-Term Budget Policy Statement,

22 As of 2023, provinces and municipalities had to deal with more than 42 different grants (24 for the provinces and 18 for the municipalities). Many grants have
overlapping purposes, and some are for relatively small amounts (12 grants provided less than $25 million a year to all subnational gov-ernments).

23 Romer (1990).

24 Acemoglu and Zilibotti (2001).

25 World Government Summit (2024). https://www.strategyand.pwc.com/m1/en/ideation-center/ic-research/2024/potential-productivity-index.html#country-scorecard
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Figure 14: Contributing factors to productivity in South Figure 15: South Africa’s HCl is low relative to its spending
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According to the World Bank, the differences in the HCI scores across countries are mainly explained by
schooling.?® Disparities in schooling account for three-quarters of the difference between the average scores of
low- and high-income economies. In 2020, South Africa was significantly lagging most of the other upper-middle-
income countries in both the quantity (as measured by the expected years of schooling) and quality (as measured
by harmonized test scores) of education. For example, the expected years of schooling was 10.1 for South Africa,
while it was 12.4 in Malaysia and Indonesia and 13.1 in China. Similarly, South Africa’s score on harmonized tests
was 342, far behind Malaysia (445), China (443), and Indonesia (394).

The second part of this Economic Update focuses on policies to improve the efficiency of the basic education sector
in South Africa, which is required to boost the accumulation of human capital and generate inclusive growth.

26 https://openknowledge.worldbank.org/entities/publication/93f8fbc6-4513-58e7-82ec-af4636380319
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Today, Nokuthula, a young South African girl in Grade 3, is unable to read a simple text in her home language or
in English. If Nokuthula’s teachers and parents don’t take steps to address her reading challenge, she will fall behind
in learning across subjects in school and will consequently have little chance of finding a job and earning a decent
income to provide for her family. For many children in South Africa, the risk of failing to learn is a harsh reality. This
situation is likely to create tensions within a country that is among the most unequal in the world.

Given the leading role played by the education system in shaping the country’s human capital, the second part
of this economic update explores how South Africa could improve the chance for Nokuthula to obtain quality
education and a job. It addresses three fundamental questions for every policymaker to consider in South Africa.
How big is the current learning crisis? What are the main challenges faced by the educational system? What can be
done to address these challenges going forward? The report is organized into two main sections. The first section
presents three main challenges faced by the education system and the second, proposes a set of interrelated
recommendations to stimulate debate and identify solutions that will make the education system the engine of
inclusive growth for Nokuthula and her peers.

While this report focuses on improving outcomes at the basic education level, South Africa also needs to strengthen
its Post-Secondary Education and Training (PSET) and ALMPs. The PSET system, particularly the Technical and
Vocational Education Training system and Workplace-Based Learning programs, not only needs to strengthen the
quality and relevance of its offerings but also improve access to meet the growing demand for technicians and
artisans in the economy. There is also a significant number of individuals in the labor market who are neither in
education, employment, nor training. These individuals need coordinated and comprehensive support through ALMPs
to help them become productive contributors to the economy and earn a decent living.

21 THREE KEY CHALLENGES IN BASIC EDUCATION

211 Challenge 1: The learning crisis - early progress, setbacks, and the urgency to accelerate progress

Improvements in education outcomes must be set against the backdrop of the deep-rooted racial and spatial
inequalities that the South African government inherited in 1994. In the two decades that followed the end of
apartheid, South Africa made significant progress in unifying a divided education system. In 1994, public spending
per child was 4.5 times higher for white learners than for black learners, however, by the year 2000, the expenditure
was close to being equal. The education budget increased significantly (largely driven by the equalization of pay
between black and white teachers), and by this time, South Africa was amongst the few countries in the world
spending 6 percent of its GDP on the overall education system. It is also important to note that South Africais a
deeply multilingual society, and the issue of language of instruction and home language was explicitly minimized
during apartheid. Recovering from this history has been difficult, but much progress has been made, as discussed
further in this report.

By the early 2000s, South Africa had one of the highest enrollment rates in the Africa region, with more than
12 miillion learners attending schools. The gross enrollment ratios averaged over 100 percent for primary schooling
and over 70 percent for secondary schools, and girls’ participation rate was one of the highest on the continent.
Concurrently, to improve the quality of schooling and benchmark its performance with other countries, South
Africa began participating ininternational learning assessments such as the Trends in International Mathematics
and Science Study (TIMSS)?” and the Progress in International Reading Literacy Study (PIRLS).?® South Africa’s
commitment to participating in these assessments emphasizes its ambition and courage to benchmark its learning
outcomes against mostly OECD countries and other upper-middle-income countries. Between 2000 and 2016,
South Africa achieved sustained progress in these assessments (Figure 16).2°

27 TIMSS measures learning performance in mathematics and science for Grade 4 and Grade 8 learners every four years. In South Africa, these assessments are
done in Grade 5 and Grade 9. The first assessment was completed in South Africa in 1995.

28 PIRLS measures learning performance in reading in all official languages in Grade 4 every five years and is benchmarked in Grade 5 or Grade 6 in one or more of
these languages - English, Afrikaans or Zulu. The first assessment was completed in South Africa in 2006.

29 Both TIMSS and PIRLS measure performance by discrete international benchmarks, where the minimum points required to achieve each benchmark are the same
across the assessments, but the interpretation of these scales vary by assessment, subject and grade level. For example, a learner achieving the low international
benchmark (400-474 points) in the Grade 4 PIRLS reading assessment canread to locate and retrieve explicit information; whereas a learner at the low international
benchmark in the TIMSS Grade 5 mathematics assessment can show and apply basic mathematical knowledge to solve problems.
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Figure 16: Results from International Assessments by South Africa, 2000-23
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Despite the improvements in learning, most South African students are still unable to meet basic reading and
mathematics levels in Grade 4. After 2016, progress in learning began to stall, as evidenced by the almost flat
line in Grade 5 TIMSS mathematics results from 2015 to 2019, along with a slight downward trend observed
by 2023. This decline in learning performance at the primary level occurred before the COVID-19 pandemic and
worsened after the pandemic, with reading levels on PIRLS dropping dramatically between 2016 and 2021.
In 2016, 78 percent of Grade 4 learners in South Africa were unable to properly understand what they were reading,
according to the expected standards set by the national curriculum and the Sustainable Development Goals.
By 2021, following several months of school closures, this number had risen to 81 percent, with the most significant
decline observed among the socio-economically disadvantaged learners.

As of today, South Africa’s learning performance falls behind that of its peers. Despite impressive improvements
in learning levels up to 2016 albeit starting from a low base, in 2021, the proportion of South African Grade 4
learners unable to meet basic reading levels was 81 percent.®® This is significantly higher than 55 percent, 39
percent, and 14 percent of learners reported by Egypt, Brazil, and Turkey, respectively. According to TIMSS 2019,
63 percent of learners in South Africa fell below the low benchmark on mathematics compared to 57 percent, 30
percent, and 16 percent of learners in Morocco, Chile, and Georgia.* These results are even more concerning given
that South African learners were tested in Grade 5, while learners in most other countries were tested in Grade 4
for the TIMSS assessment.

Significant inequalities in learning outcomes continue to exist based on income, gender, and geographical
location. In 2021, students in the wealthiest 10 percent of schools in South Africa were 10 times more likely to
be able to read and understand a simple sentence by the end of Grade 4 than those in the poorest 70 percent of
schools. The variations in outcomes are also visible by gender as boys attending the poorest schools (classified as
Quintile1-Qunitile 3 schools in the South African system), had the lowest reading outcomes compared to other
sub-groups. There are also differences in learning outcomes by province, with learners in the Western Cape and
Gauteng provinces consistently scoring higher than learners from other provinces and learners from the North
West, Limpopo, Mpumalanga, and Eastern Cape provinces scoring lower than the average for the country.

As highlighted in Box 2, inequality in learning outcomes is significantly larger in South Africa than in the other
countries that participated in the PIRLS in 2021. South Africa’s high inequality in learning is partly rooted in
high-income inequality within society, with high income correlating with higher learning outcomes. However, it is
also linked to poor teaching and learning standards, which are not uniform across schools. This is a hopeful message
because addressing income inequality is a long-term challenge. However, improving teaching and learning to meet

30 The PIRLS 2021 ‘low benchmark’ is that students can locate and retrieve explicitly stated information, actions, or ideas from a simple text.
31 The TIMMS 2019 ‘low benchmark’ indicates that students possess basic mathematical skills, including the ability to add, subtract, multiply, and divide one- and
two-digit numbers, among others.
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the required standards—while technically more demanding than simply allocating resources to schools based on
income—is achievable within a relatively short time frame. South Africa needs to systematically target schools
based on both performance and income. International experience has demonstrated that countries that make the
most progress in learning are those that focus on delivering strong teaching and learning standards at the lowest
ends of the learning distribution (Crouch et al. 2021).

Box 2: Measuring inequalities in learning outcomes

A simple index of inequality of outcomes using the 2021 PIRLS data®? measures total inequality
in learning outcomes, including but not confined to differences between income groups and gender,
and it confirms that South Africa had by far the highest inequality among the countries that took
the PIRLS in 2021 (Figure B3). The index is 50 percent higher than the other four middle income
economies, and 200 percent higher than the median across all countries.*

Figure B3: Learning outcomes are the most unequal in South Africa
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A key challenge for policymakers, educators, and other stakeholders is the absence of regular learning
assessments since 2015. National learning assessments are important tools to measure outcomes over time.
They have four key functions: (i) to ensure accountability; (ii) to assure quality control; (iii) to provide instructional
diagnosis; and (iv) to identify needs and allocate resources (Kanjee and Moloi, 2014). South Africa implemented
the Annual National Assessment (ANA) from 2010-2015, which tested all Grade 1 to 6 learners and all Grade 9
learners in languages and mathematics in all the public schools in the country. ANAs were discontinued in 2015
largely due to opposition from the teacher union(s). Schools in South Africa now administer their own School-based
Assessments (SBAs), which are not standardized across the country, i.e., teachers set and mark assessments for
learners in their classrooms. While SBAs can provide timely feedback to individual schools and teachers aiming
to improve the quality of their instruction, by their very nature, they are unable to provide a valid and reliable
assessment of the overall health of the education system at any given moment or over time. This role is typically
fulfilled by national standardized assessments in many advanced education systems.

32 This was done by taking the score at the 90th percentile, subtracting the score at the 10th percentile, and dividing by the score at the 50th percentile. This is
relatively common among economists as an intuitive measure of inequality. One must take care in interpreting it, as, unlike a Gini coefficient, there is no clear 0
and 1. The interpretation must be relative to other countries, as is done in the graphic.

33 If one uses Grade 6 data, South Africa would still be the most unequal, but not by as much.
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Figure 17: Comparing the System Test Scores and School Evidence from the Western Cape makes this point
Based Assessment Scores, Western Cape, 2022 clear. The Western Cape is the only province that
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ANA was run across all schools. Sample-based
assessments have many advantages related to reduced cost and better-quality control in administering the
assessment; they cannot be used operationally to identify schools that are struggling or to promote system-wide
school accountability. Moreover, the utility of SASEs for teachers, heads of departments, district officials, parents,
and policymakers is uncertain as it is unclear how often it can be administered going forward. Its timeliness is

also of concern, as the assessment was conducted in 2022, but partial results were only released in late 2024.
2.1.2 Challenge 2: The increasing financing constraint of the State

South Africa’s strong commitment to education (basic and higher education) is apparent in the significant
share of budgetary resources allocated to this sector every year, over 6 percent of GDP (Figure 18). This is
higher than the average for upper-middle-income countries (4 percent of GDP in 2018) but comparable or even
lower than in other countries that also suffer huge inequalities, such as Brazil (6.1 percent of GDP in 2018) or
Botswana (8.1 percent in 2021). The significant level of public spending on education is justified because it helps
to support many poor and vulnerable households in accessing educational services. This includes initiatives such
as school fee exemption, school meal programs, subsidized school transportation, and assistance with learning
materials. On basic education alone, South Africa is estimated to spend 4.3 percent of GDP in 2024-25, less
than that spent by Botswana and Brazil on basic education at 5.1 percent in 2019 and 4.5 percent in 2021 of
GDP, respectively.

However, such public commitment toward education is under threat, due to the reduced fiscal space of the
government and competing priorities for public spending. Inreal terms, the spending on basic education already
declined from R338 billion to R323 billion between 2019-20 and 2024-25 (Figure 19).%* To some extent, this is a
result of a shift in spending in favor of post-secondary education (i.e., university and technical vocational education
and training) as its share increased from 22 percent of total education expenditures in 2017-18 to 30 percent in
2024-25.

34 To prevent double counting, conditional grants were not included on the DBE side. PEDs refers to Provincial Education Departments.
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Figure 18: South Africa budgetary allocation to the
education sector

Figure 19: Real spending on basic education has declined
since 2019-20
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While public spending on basic education is projected to increase nominally by 5.6 percent per year in the
government’s medium-term framework, such anincrease would not be sufficient to compensate for the projected
inflation rate of 4 percent during this period, the negotiated increase in wages, and the expected increase in
the number of learners. Regarding the latter, there will be growing pressure on the education system to expand
and accommodate an additional 1.2 million learners, who are expected to enter the school system by 2030. This
increase is driven by factors such as rising population numbers, greater access to secondary education, and full
access to Grade R. To meet this demand, an additional 20,000 classrooms and the hiring of 25,000 new teachers
will be required.

To fully understand the consequences of the budget constraint faced by the government, it is necessary to
explain a specific aspect of the financing of the education system in South Africa. Almost all the financing for
basic education is provided by the central government while spending responsibilities remain at the provincial
levels. The central government distributes the resources using a series of non-allocated (through the provincial
equitable share) and allocated transfers (through six conditional grants in 2024-25).3% The provincial government,
in theory, has substantial autonomy in decision-making on the allocation of the equitable share across sectors,
but in practice, most of the funds are earmarked for salaries of public workers.

Provinces in South Africa allocate, on average, 40 percent of their total budget to basic education, varying
between provinces; for example, Limpopo allocates nearly 50 percent, while Gauteng and Western Cape allocate
38 and 37 percent, respectively. However, this is not the best indicator of the provinces’ commitment to supporting
education as it does not account for the number of learners (Figure 20). A better indicator is the level of public
spending per learner in Grades 1to 12, which reveals that the provinces of KwaZulu-Natal, Mpumalanga, Limpopo,
and Eastern Cape spend less than the national average of R25,000 per learner annually in South Africa (Figure
21). Nonetheless, this indicator is also an imperfect measure of the province’s commitment to education, as the
cost of delivering education services varies depending on contexts. For example, in sparsely populated areas like
the Northern Cape, the cost of delivering services to remote areas may be more expensive, for example, a classroom
needs one teacher regardless of whether there are five learners or thirty learners. In poorer provinces such as
Limpopo and the Eastern Cape, the cost of education service delivery per learner is also potentially higher, given
additional support requirements for learners such as transportation, school meal programs, and more fee-exempt
schools. Further analysis is needed on provincial-level spending with improved access to disaggregated data on
recurrent wage and non-wage expenditures, which is currently not available to the public.

35 Conditional grants are allocated for the purpose of achieving particular national government policy objectives and have conditions attached with regards to
what it can be spent on and how it must be reported on.
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Figure 20: On average, provinces allocate 41 percent of
their budget to education, 2023-24

Figure 21: Variations in public spending per learner in Grades
1-12 across provinces
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On average, provinces allocated a little more than 75 percent of their education budgets to teacher and
administrative staff wages, close to 20 percent to recurrent non-wage expenditure, and less than 4 percent
allocated to development expenditures such as school infrastructure (Figure 22). The 20 percent recurrent
non-wage expenditure includes teaching and learning materials, school meals, transport subsidies, subsidies for
learners with special needs, subsidies for independent schools, and other operating expenses and is expected to
be allocated to each learner equitably through the Norms and Standards for School Funding (NSSF), which is not
fully achieving its goal of improving equity in financing. Box 3 provides more information on the NSSF.

Box 3: Explaining the Norms and Standards for School Funding (NSSF)

The main pro-poor, financing redistribution mechanism used by the government is the Norms and
Standards for School Funding (NSSF), which was established in 1996 and came into effect in 2007.
This mechanism classifies schools in five categories (from the poorest (Quintile 1(Q1) schools) to
the richest (Quintile 5 (Q5) schools)) and then allocates funding proportionally. For example, in
2023, the minimum threshold amount per learner was set at R1602 annually for learners in poorer
Q1-Q3 schools and R803 and R277 for learners in Q4 and Q5 schools respectively. Q1-Q3 schools
are ‘no-fee’ schools and cannot charge fees to parents while Q4-Q5 schools can charge fees.
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Figure 22: Provinces spend, on average, about 75 percent of their education budget
on wages, 2024-25
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The declining education budgets in real terms since 2020-21 have put pressure on provinces to cut spending.
This pressure has been accentuated by the increase in teachers’ salaries negotiated at the central level (Box 4),
leaving provinces with the only options to either cut back on teaching posts or recurrent non-wage spending per
learner, all of which will negatively affect their capacity to deliver services. Provinces like KwaZulu-Natal, Mpumalanga,
and Eastern Cape are protecting teacher’s wages while cutting the agreed minimum per learner allocation. For
example, KwaZulu-Natal spent only 60 percent of the minimum NSSF threshold for learners in the poorest Quintile
1 schools, and Mpumalanga and Eastern Cape spent 69 percent and 66 percent of the minimum threshold,
respectively, for learners in Quintile 1 schools. In other words, some of the poorest provinces in the country are
not spending the minimum amount required for the poorest learners in schools because they are trying to
accommodate teacher’s wages. In contrast, other provinces like the Western Cape have already announced that
they will be cutting teaching posts in the province by as many as 2400. Cutting teaching posts or reducing recurrent
non-wage spending for learners could result in dire consequences such as overcrowded classrooms, which could
further affect the quality of teaching and learning, or less spending on school transportation or school meals,
which could reduce school attendance.

Box 4: How are wages negotiated in the education sector?

In South Africa, teacher salaries are negotiated centrally- along with the salaries for rest of the
public service- between national government and all recognized public sector unions (teachers,
police, health, and others). National government is represented in these negotiations by the
Department of Public Service and Administration (DPSA) and National Treasury (NT), and the
government’s position is informed by a mandating committee, which includes Cabinet and Provincial
Premiers. However, the burden of paying wages is the responsibility of the provincial Treasuries
and the provincial Departments of Education.

While the central government is supposed to cover the payment of teachers’ salaries through the
equitable share transfers, this is not always the case. Even when central governments adjust
provincial equitable shares upwards to compensate provinces for the cuts made to provincial
education and health departments, provinces do not always allocate this additional budget to the
education sector. Research by Spaull et al. (2020) reveals that provinces are under fiscal pressure due
to teacher salaries rising more rapidly than the Consumer Price Index. If the provincial governments
do not have sufficient resources to pay the centrally negotiated salaries, they have no other choice
than to freeze/cut teaching posts and/or reduce other expenditures. Such pressure is exacerbated
when central government further reduces province’s fiscal space, as seen in recent years.
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2.1.3 Challenge 3: Limited efficiency and equity of public spending on basic education

South Africa is spending more resources on education than most upper-middle-income countries yet achieving
fewer results. Measuring the efficiency of an education system is a challenge, but comparing the 2021 PIRLS
results of South Africa with those of other countries provides valuable insights. South Africa stands out as a
significant negative outlier, (Figure 23) as its learning score was approximately 180 points lower than predicted
by its income per capita and level of education expenditure. South Africa’s weak performance can be partly
attributed to high levels of inequality and partly to poor teaching and learning practices. When inequality is
accounted for, the gap between the actual and the expected score is reduced to about 100 points, but it remains
significant (Figure 23, right panel).

Figure 23: South Africa’s underperformance: Expected vs actual PIRLS 2021 Grade 4 scores
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The inefficiencies in public education spending arise from multiple sources, but two are considered the most
important: insufficient accountability of teachers and poor management of the school infrastructure development
program. Given more than 75 percent of the public education spending goes to wages for teachers and administrators,
the first source of inefficiency is the quality of teaching. The DBE itself, in its Annual Performance Plan 2016-17,
identified ‘poor teaching, leadership and lack of accountability’ and ‘no consequences for poor performance and
wrongdoing’ as major challenges.

While consensus is emerging that accountability of teachers in South Africa needs improvement, it is important
to clarify what the concept of accountability entails, as it includes at least four distinct forms: (i) Market-based
accountability. This occurs when parents choose to leave underperforming schools for better ones, which in turn
affects the budgets of both types of schools, potentially eliminating inefficiencies in the system; (ii) Local voice
accountability. This refers to organized parent pressure through parent-teacher associations or, in the case of
South Africa, School Governing Bodies (SGBs); (iii) Bureaucratic accountability. This involves teachers being
accountable to inspectors and supervisors who set standards and may provide teaching support; and (iv) Professional
accountability. This requires teachers and school staff to acquire specialized knowledge, pass certification
examinations, and adhere to professional standards of practice. This may also include a desire to perform well in
front of coaches and inspectors who offer support rather than merely enforcing standards. Some forms of
accountability will be more suitable for certain tasks, and the optimality of them- or a combination of them- will
depend on cultural context and the history of what has been tried before.
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Teacher’s underperformance in South Africa is primarily associated with weak professional and bureaucratic
accountability. The experience from South Africa suggests that local voice accountability via SGBs is unlikely to
be effective (Levy et al. 2018), especially in less privileged communities that face chronic difficulties voicing their
concerns. To some extent, market-based accountability already exists as students have a certain degree of choice,
and, in principle, resources are allocated based on enrollment. It may be that more could be done to provide
meaningful choice, with more data publicly available on school performance and more consequences for schools
that consistently underperform. Bureaucratic accountability remains underdeveloped in South Africa despite the
introduction of the Quality Management System (QMS) in 2021.3¢ The QMS does not hold teachers sufficiently
accountable for addressing the individual needs of their learners® as there are few consequences for underperformance.
Salary increases are largely standardized and negotiated centrally with the teachers’ unions, which diminishes
accountability for teachers at the school level. The most significant gap is the lack of professional accountability
largely due to resistance to developing Teacher Professional Standards (TPS) that would drive this kind of
accountability through the acquisition of specialized knowledge, certification examinations, and upholding
professional standards of practice. Unlike bureaucratic accountability, professional accountability means that
professionals are obliged to do whatever is best for the client/learner, not what is easier, most convenient, or even
sometimes what the client(s) may want.®

The second source of inefficiency stems from poor management of the school infrastructure development
program, which does not maintain or upgrade existing schools and build new ones to satisfy the country’s
needs. In 2021, 22 percent of toilets in schools at pre-primary, primary and secondary levels did not meet the
minimum standards, approximately 10 percent of schools had no access to clean water and 9 percent of schools
did not have access to adequate electricity. Several classrooms require renovation to fix floors and restore ceilings
while some classrooms need to be rebuilt because they are made of non-permanent materials. In addition, new
classrooms and schools will have to be built to accommodate the growth in enrollment, but last year the national
DBE was only able to build one out of a target of six schools, and in 2023-24 Limpopo and Eastern Cape provinces
were underspending on school infrastructure.

Unfortunately, there has been no systematic and comprehensive evaluation of the value for money obtained
from the R124.5 billion Government investment in school construction over the last 10 years. Data available
from a few recent school construction projects that the DBE, World Bank, and the Development Bank of Southern
Africareviewed in 2022 estimated a very high unit cost, averaging USD 119,000 (R1.8 miillion) per classroom. Other
large school construction projects managed at the provincial level and contracted out to the Department of Public
Works or via a School Governing Body (SGB)-based Trust, came in at a lower but still high unit cost by regional
standards, averaging USD48,800 (R700,000) per classroom (value 2020).%°

Beyond spending categories, the efficiency of education expenditures is further negatively affected by two
cross-cutting challenges:

e Anexcessive number of uncoordinated programs: South Africa’s education sector has promoted a wide range
of interventions at a local level, often reusing similar inputs. However, it lacks collaborative leadership to
accurately identify and prioritize key issues that need to be addressed and draw on past lessons and experiences
from within South Africa and other countries. This is particularly evident for early childhood development and
early grade reading (EGR) programs. The ECD sector has multiple programs (center-based and home-based)
with weak systematic quality assurance processes. While different types of ECD programs are needed to target
different age groups, they are often not properly monitored and evaluated. For example, for parenting programs
that are delivered through multiple private providers, there is a lack of data on the services being provided.
Data available for accessing the quality of early learning services is often incomplete or entirely lacking, and
there are currently no assessments in place to measure outcomes for younger children.“? Similarly, while there
are many EGR programs in South Africa, they are often inadequately evaluated. There are some rigorously
evaluated EGR programs, and even though some of these have been successful at improving reading outcomes,
they fail to transition from operational research to large-scale, systematic implementation, primarily as they
are mostly funded and managed by external parties. Many of these interventions churn the same inputs with
limited movement towards consolidation of lessons learned, particularly regarding which inputs could be phased
out and which could be scaled up. Currently, the insights, challenges, and successes of these interventions are
largely tied to their implementers and funders, and there is limited clarity on how they have shaped curriculum
standards, teaching plans, and assessments.

36 The QMS replaced the Integrated Quality Management System (IQMS), which was initiated in 2005.

37 Taylor (2017)

38 L. Darling-Hammond (1989).

39 World Bank (2023)

40 Dataon center-based early learning services are more readily available but the Thrive by Five Index, which measures child outcomes for 4 to 5-year-old children,
has only been collected once to date.
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« Data that is not utilized effectively. There is a long tradition in South Africa of collecting huge amounts of
data from schools that are not used effectively. In some instances, there are concerns about the reliability of
the data collected, which is often why the data is not used effectively or used at all. Annex 1 summarizes some
of the key datasets in the basic education system related to learner numbers, learning performance, and
management, including humanresources and infrastructure, and others. However, there is no integrated system
consolidating this information for planning and evidence-based decision-making. The Data Driven District
(DDD) Program is an example of an integrated data system being used at the provincial level to collect data
from each school. While this is a promising digital system providing relevant information from the school level
in a timely manner, it has not been adopted by all provinces, and there are insufficient mechanisms in place to
quality assure the data that is entered into the system. What'’s more, much of the education data in South
Africa is not publicly accessible, limiting its use by external researchers. Capacity constraints further hinder
effective data analysis.

Lastly, the inefficiency of education spending is evident in its limited ability to achieve equitable financing of

learners. While based on good principles, the NSSF has not fully achieved its objectives for three main reasons:

i. The size of the redistribution package is limited since it is funded from the non-recurrent non-wage budget,
which is only 20 percent of the total education budget and is dwarfed by funding going to the wage bill.

ii. The classification of schools into quintiles deviates in practice since some provinces reclassify Q4 schools as

‘no fee’ schools because a large proportion of learners they enroll are from poor households, which calls into

question the design of the equitable financing mechanism using the quintile system; and

The capacity of Q5 schools to leverage private funds from middle and upper-middle-class communities has

accentuated the difference in overall spending by learners across schools.

il

The weak effectiveness of the NSSF in reducing inequalities among learners can be illustrated by showing the
differences in spending per learner across schools. Although the data is available for only one province (Figure
24), the NSSF at the primary level only marginally favors learners attending Q1-Q3 schools (R19,947 per learner)
compared to those attending Q4-Q5 schools (R17,165). The reason is that the bulk of public spending on learners
is for teacher wages, which is almost equivalent across Q1-Q5. The public spending allocated to recurrent non-
wage spending is supposed to be the mechanism to improve equity by allocating more funding for Q1-Q3 schools
and ‘no-fee’ Q4 schools, but the amount remains too small to achieve this objective. As a result, when fees that
are collected from households are added, the total spending per Q5 primary school learner is R25,352, which is
27 percent more than spending on a Q1-Q3 learner.

Figure 24: The differences in spending per learner are not always corrected by public funding, results for one province
in2021-22
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41 Asper Jansen and Taylor (2003), which remain relevant two decades later.
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The NSSF is even less effective at correcting the inequalities in spending per learner at the secondary level,
compared to the primary level. The total public spending per learner is merely 2 percent higher for learners in
Q1-Q3 schools (R20,194) compared to Q4-Q5 schools (R19,713). When looking at the composition of this spending,
spending on teachers is higher for Q4-Q5 fee-charging schools than Q1-Q3 schools, possibly because contributions
from the School Governing Boards enable Q5 secondary schools to attract more experienced teachers. While the
recurrent non-wage spending, guided by the NSSF, partially compensates for this imbalance, which favors wealthier
learners, it is only able to get to a point where there is close to equal public spending per learner across school
quintiles. This data confirms that the amount for redistribution through the non-recurrent wage spending is
dwarfed by teacher wages, which is skewed by Q5 schools’ ability to attract more experienced teachers. Moreover,
when household fees are added to public spending, total spending per learner in secondary school in Q4-Q5 fee-
charging public schools is about 47 percent higher than the spending per learner in Q1-Q3 schools.

Ultimately, the government through the NSSF appears unable to correct the spending inequalities across
learners, at least in one province where the data is available. The public resources per learner on basic education
are largely equal across all schools, irrespective of which quintile they are. When household fees are added,
the system is unequal and inequitable, in favor of learners from the wealthiest households.

2.2 THREE ACTIONS FOR BETTER LEARNING

While the learning crisis is already negatively impacting the economy, the costs to individuals and society are
expected to increase exponentially over time unless bold actions are taken. To contribute to the debate and
encourage policymakers to act urgently, three lines of action are proposed to address the current learning crisis,
the lack of available financing, and the low efficiency of public spending. Figure 25 summarizes the challenges and
recommended actions supported by this report.

Although these three proposed actions are presented separately, they are strongly interdependent and mutually
reinforce one another. If implemented together, they can lead to significant improvements in learning. What's
more, these actions can be implemented relatively quickly because they require minimal funding—primarily political
commitment—and can build oninitiatives that the South African government has already piloted. Achieving short-
term results is crucial for creating momentum for change, as demonstrated by the successful experiences in
Sobral in Brazil and Mississippi in the United States (discussed in Annex 2).
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Figure 25: Reforming the education system: from challenges to recommended actions
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2.2 Action 1: Focusing on learning outcomes, starting with foundational learning

Learning is cumulative and is subject to strong longitudinal effects. It is almost impossible for children to learn
algebra or read a history text in Grade 9 if they have weak number sense starting in grades 2 or 3 or are very slow
readers in Grades 1 or 2. Perhaps the most comprehensive and longest-running (two decades) longitudinal study
in education, Young Lives,*? provides substantial evidence of how early experiences can shape learning outcomes
over time. It shows that early childhood malnutrition can have lasting effects on socio-emotional skills such as
self-esteem, self-efficacy, and a decreased propensity for crime. Poor development of skills and lower aspirations
cannegatively impact access to higher education and the ability to secure decent employment. Conversely, stronger
skills and higher aspirations are linked to reduced levels of risky behavior and lower rates of teenage pregnancy”
(Young Lives, see also Lopez et al. 2024). There is some evidence suggesting that similar trends can be observed
in South Africa and that poor and extremely unequal performance of Grade 4 students in the PIRLS assessment
seems to be influenced by earlier educational experiences, including those from early childhood development (ECD).
This performance is also predictive of matric Grade 12 pass rates and success in gaining entry to higher education
and the labor market.

42 Young Lives is a longitudinal study of poverty and inequality that has been following the lives of 12,000 children in Ethiopia, India (Andhra Pradesh and
Telangana), Peru and Vietnam since 2001.
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Aside from these general concerns, there are at least four reasons to focus on foundational learning that could
be of particular interest to South Africa.

Strong empirical evidence from South Africa (van der Berg, 2015) documents the “Matthew Effects”, which
refers to situations where children who start out with weaker skills than others lose ground in relative terms
compared to their initially better-skilled peers. So, even if they are all progressing, those who started out lower
progress less. It emphasizes that most of the damage related to learning is done by Grade 4 so learning deficits
need to be addressed early on.

Improvements in academic achievement in the lower grades can help prevent students from repeating years
or dropping out of school. This could lead to substantial fiscal savings: for example, as much as R2 billion annually
if repetition rates were reduced from 6.8 percent to 3.4 percent across grades. This estimate excludes the
economic gains in terms of wages and work opportunities that would be offered to more successful students.
Therefore, improving students’ foundational skills could also make fiscal sense, not just economic sense.

There is now considerable technical knowledge on how to improve learning in the foundation years, and much
of it is South Africa-specific.

The lessons on improving foundational learning can be applied to other subjects and later grades, however,
should be done with caution. The success achieved by a “Structured Pedagogy”™* approach could be beneficial
for later grades in “hard” subjects like mathematics and science. However, this approach is less relevant for
“softer” subjects such as social studies, history, and literature, where student engagement in the construction
of their own knowledge, in a “discovery” mode, makes much more sense, and where critical thinking can be
exercised more.**

How can learning at the foundational level be improved? First and foremost, it is necessary to remain optimistic
that quality schooling for all South Africans is within reach. While many South Africans are understandably
impatient for change given the current low levels of learning performance, it is important to recognize that the
educational system can and does respond to change, as it did in the two decades following the end of apartheid.
Secondly, policymakers must be bold and steadfast in their decisions, based on evidence from both South Africa
and globally to effectively improve foundational learning on a large scale. Thirdly, all relevant stakeholders, including
teachers, school leaders, district and provincial officials, and parents must understand and fully support improvements
in foundational learning for any proposed interventions to be successful. Lastly, it will take patience and determination
to stay the course with improvements in foundational learning. Over time, these efforts will contribute to systemic
changes that strengthen the entire basic education system.

A menu of three measures is proposed based on the emerging evidence in South Africa and lessons learned
from international experience

» Focus on the pedagogical. While attention has traditionally been given to funding and incentives for teachers
and school management to deliver better education services, evidence shows that it is pedagogy that makes
the most difference to learning. Though structural issues such as pro-poor funding through the funding norms
or the increased supply of non-pedagogical and pedagogical inputs, such as school meals and a one-to-one
workbooks/pupil ratio, may have played a role in improving learning outcomes, the evidence is increasingly clear
that it is certain pedagogical factors that seem to make the most difference. A coordinated intervention (or
“triple cocktail” as it has been dubbed) consisting of: (i) structured (and at least partially scripted) daily lesson
plans; (i) appropriate and high-quality educational materials; and (iii) one-on-one instructional coaching to help
teachers transform their instructional practices. This triple cocktail needs to be zippered down to the classroom
level as a truly integral package.*® A longer and more inclusive list of interventions is internationally known as
“the 5 Ts,” which includes “teaching, text, testing (evaluation), time, and teacher knowledge” (the ‘testing’ part
is elaborated under the next point). As part of this focus on pedagogy, particular attention needs to be paid to
having a complete and systematic phonics approach for all home languages in the curriculum. This needs to be
accompanied by in-classroom support for teachers from Grade R to Grade 4 to teach effectively and ensure
there is an abundance of reading material in different home languages.

43 Structured pedagogy is a package of well-organized interventions that work together to change instructional practice.

44 The reason for the superiority of direct instruction in certain subjects has to do with their inherent nature: they are based on well-defined concepts (e.g., mass,
force, speed, acceleration, in physics) whose relationships amongst each other must be completely mastered; they are highly sequential (difficult to study
calculus if you do not dominate algebra); and there is a mutual dependence between practice-based skilling and conceptual understanding.

45 Thereader may find the analogy of a zip in clothing useful: a set of vertical locking teeth where all the teeth must interlock for the whole tool to be ideally effective,
and where if none interlock the tool is not at all effective. The two sides of the zip would be, say, curriculum and assessment. But in education the zip is ideally
nulti-dimensional: curriculum, scripted lesson plans, books, effective pedagogy, assessment, coaching, and sufficient instructional time.
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« Measure learning against benchmarks that can be understood by stakeholders. Both internationally and in
South Africa, one of the factors accounting for progress is the use of data to drive policy attention and a mild
form of professional accountability. Forms of assessment such as the Early Grade Reading Assessments (EGRA)

have been deemed useful, as these have a

Figure 26: Reading benchmarks in Nguni languages direct bearing on instruction (Crouch 2020).
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By the end of grade 3
all learners should be able to read 35
WORDS correct per minute when reading
a passage

By the end of grade 2
all learners should be able to read at least
20 WORDS correct per minute when
reading a passage

By the end of grade 1
all learners should know their
LETTER-SOUNDS well, sounding at least
40 correct letters per minute

Knowing the minimum number of letters
sounds or words a learner should be able to
read per minute at the end of each grade can
help all stakeholders in the system, teachers,
principals, district and national officers and
parents, to monitor progress quickly and
effectively. South Africa is one of the very
first countries to develop these benchmarks
in non-Western languages, though they are
yet to be used at scale in any province (Figure
26). The Gauteng Department of Education
does use its own simple benchmarking in
oral reading fluency. South Africa could
explore the implementation of more
widespread benchmark-based assessments
in foundational reading and mathematics
(while benchmarks for foundational
mathematics do not currently exist,
developing them would likely be less
challenging than it would be for reading
assessments in multiple languages). It would
also be important to ensure that the right

degree of tie-in to accountability is in place
to prevent schools from manipulating the

Source: Department of Basic Education, 2024 indicators for better results.

« Promote the Early Childhood Development (ECD) connection: During the last twenty years, South Africa has
significantly increased access to one year of pre-primary education (Grade R) but was less successful for young
children (ages 0-5) as only half of them have access to an early learning program (such as a creche, nursery,
pre-school, playgroup or day mother). The quality of learning is also problematic: 54 percent of children enrolled
in early learning programs are unable to do the learning tasks expected of children their age. Global evidence
shows that quality ECD services have benefits in terms of improved school readiness, reduced repetition and
drop-out rates, and higher achievement in school (Heckman and Masterov 2007; Engle et al. 2011). Improving
access to quality ECD services through early learning programs (children aged 3-5 years) or parent support
programs (children aged 0-2 years), particularly for children from poor families, is a priority in South Africa.
This will develop children’s cognitive and socio-emotional skills, helping them to build language and pre-literacy
skills that can carry them through the rest of their education. Achieving this will require: (i) increasing access
to—and the amount of —the subsidy the Government provides to early learning programs that support children
from poor families, (ii) building a quality assurance system that can track the performance of early learning
programs to meet the cognitive and non-cognitive needs of young children and; (iii) streamline ECD program
registration and subsidy application processes through the Bana Pele ECD registration drive.
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Furthermore, technocrats and practitioners “in charge” of early learning services for children aged 0-4 years old
and those in charge of Grade R to Grade 3 could work more closely together. The problem of low learning in Grades
1to 3 cannot be entirely “solved” by just focusing on these grades- it requires better alignment in pedagogy between
Grades R and Grade 3 (these grades being ‘joined-up’), increased access to quality early learning services before
entering pre-school (pre-Grade R), and better transitioning from Grade 3 to Grade 4 when children move from
being taught in their mother-tongue to English or Afrikaans as their language of instruction.*® The transfer of
responsibility for coordinating ECD services from the Department of Social Development to the DBE in April 2022
is an important administrative step in this direction. However, further coordination and collaboration are needed
with all relevant Departments, including the Department of Health and the Department of Social Development.
While there are existing coordination structures, such as the Inter-Ministerial Committee, they are not
functioning as well as they could. These multi-sectoral coordination structures will need to be strengthened
to provide quality and holistic services that are essential for young children’s learning and development.

2.2.2 Action 2: Leveraging the private sector to expand access to, quality of, and competition in
education service delivery

South Africa is not alone in its fiscal difficulties while facing the need to deliver improved education services
to a growing learner population. Globally, many governments have addressed this fiscal pressure by strengthening
partnerships with the private sector. Today, 19 and 27 percent of primary and secondary school enrollments
worldwide are private. Among upper-middle-income countries, there is more of a range; for example, private
secondary enrollments are at 25 percent in Argentina, 15 percent in China, 10 percent in Georgia, and 7 percent
in Turkey with private schools serving a large array of households, from extremely low-income to the rich.

The rise of private school enrollments worldwide has been driven by households and governments alike.
Households opt for private schooling based on their perceptions of quality, proximity, cost, availability of places,
and accountability, while governments increasingly use private schools as a vehicle to provide publicly funded
education by creating partnerships with non-state providers. These contractual arrangements between a public
authority and a private supplier for the delivery of education provision are known as Public Private Partnerships
(PPP), and PPP contracts can be stipulated in terms of the number of children served or the quality of education
provided. Some models of education PPPs are described in Box 5 below.

46 For childrenin Grade R, a paper by Stipek et al. (2017), though aimed mostly at the USA, could serve a useful reminder to South Africa: that the alignment of
Grade R with other foundation grades (Grades 1-3) is not just about curricular content; but also (more importantly) about how children are taught across these
grades, emphasizing children’s developmental pathways with academic teaching and learning through play.
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Box 5: US Charter Schools, Colombian Concession Schools, and UK Academies

The charter school model, which has been widely implemented in the US, is a publicly funded
school that is typically governed by an independent organization under a legislative contract with
the government. The charter exempts them from certain regulations and assigns them the
responsibility over several tasks, including management, training, supervision, monitoring, and
maintenance, among others. In return for higher flexibility and autonomy, charter schools agree
to meet specific accountability standards and follow state policies. The performance of PPP varies
by the type of charter school, operator, authorizer, and organizational and instructional conditions
under which they operate. The no-excuses model is often cited as innovative and successful because
it targets disadvantaged and minority students and is characterized by frequent teacher feedback,
data-driven instruction, high-dosage tutoring, increased instructional time, and high expectations.
No excuses charter schools exhibit higher achievement in mathematics and literacy contributing
to the reduction of the achievement gap.

Another type of charter model with successful results are the concession schools in Colombia.
Under this model, the public sector provides school buildings and invites top independent schools
to run them on a contractual basis. These schools have been shown to reduce dropout rates and
increase educational achievement in subjects such as mathematics and literacy, particularly for
disadvantaged students, while also being cost-effective.

In England, academies are independent state funded schools that are allowed to run in an autonomous
manner outside of local authority control (Eyles et al., 2016). Almost all academies are conversions
from already existing state schools. The first round of conversions took place in the 2000s, where
poorly performing schools were converted to academies. The impact on secondary school pupil
performance is positive and significant. Pupils who attend an academy gain on average 0.12 of a
standard deviation compared to otherwise similar pupils who attend traditional schools. This
effect increases over time, with pupils who attend for four years reaping gains of 0.28 standard
deviations - that is, more than a year’s worth of learning.

South Africa is an outlier by international standards, with only 5.5 percent of all learners enrolled in private
schools for primary and secondary education. This percentage varies among provinces, with only 2.2 percent
of learners in KwaZulu-Natal and 13.2 percent of learners in Gauteng.*” Such low figures are explained by the
traditional resistance to PPPs in South Africa on the grounds that: (i) they redirect public resources that could be
used to improve public schools to the private sector; (ii) they could exacerbate inequality because private operators
often serve learners who come from relatively wealthier backgrounds and; (iii) there is a widespread belief that
private operators are motivated by profit, which many argue should not be the case for essential services like
education and health.

However, recent provincial initiatives have demonstrated that PPPs can be part of the solution. In the Western
Cape, public schools known as ‘Collaboration’ schools are managed jointly by the provincial education department
in partnership with a private, not-for-profit School Operating Partner (SOP). The school is jointly funded by the
provincial government and private donor. The SOP has 50 percent representation on the School Governing Board
(SGB) and assists with the management and governance of the school while introducing a range of innovations to
improve teaching and learning, such as teacher coaching and mentoring, supply of various instructional tools,
materials and resources and regular learning assessments. The Collaboration Schools program began with five
schools in 2016 and expanded to 13 primary and secondary schools and seven operating partners by 2019 and all
these schools serve the poorest quintiles of learners and are no-fee schools. In addition to Collaboration schools,
there are about 100 schools in the Western Cape (over 60 percent of which are Q1-Q3) that receive government
funding.) Data from the Western Cape indicate that language scores of learners attending these government-
subsidized independent schools and Collaboration schools increased by between 8 and 12 percentage points (0.4
and 0.6 of a standard deviation) over three years, compared to learners in similar public schools (World Bank,
2024). The existence of affordable independent and Collaboration schools may encourage public schools to improve
their quality in response to the increased competition.

47 World Bank (2024).

Learning: Overdue Reforms and Emerging Priorities in Basic Education 41



One of the main challenges identified by the Education Partnership Group (2022) with the PPP models in South
Africa is the limited flexibility of private operators who manage public schools, to make the final decisions on
curriculum methodologies and the hiring and firing of teachers, which, under South African law, is a complex
co-responsibility between the School Governing Board (SGB) and the provincial government. Going forward, this
issue needs to be resolved if more high-quality, experienced private operators are to be enticed into the education
sector. This could entail more management flexibility than in public schools. For example, PPP schools may have
more autonomy on teacher recruitment, salaries, and work rules. They may also have more leeway concerning
financial incentives, such as the implementation of performance-based or attendance-based financial bonuses
for teachers, which potentially could increase the quality of the service provided. Nonetheless, PPP contracts
must include clear accountability systems because private providers might prioritize certain visible quality metrics
over others, leading to a situation where not all aspects of quality, especially those that are less observable or
contractible, receive adequate attention.

The recommendation of this report is for the Government to further explore different PPP contractual options.
The focus could be on encouraging non-state providers to compete in a well-structured manner, to expand the
network of schools, and to improve learning outcomes at minimal cost through systematic support to schools.
This approach does not mean outsourcing the management of schools, as seen in some past experiments in Liberia.
Instead, it might mean outsourcing specific aspects of the delivery system and evaluating which forms of support
are most effective. Again, caution should be taken to ensure there are no perverse incentives subject to Campbell’s
Law,“® for example, payments to private operators should not be too simplistically tied to performance. One
alternative could be to try to design indicators that are inherently not capable of being gamed or use some
indicators to gauge contingent payment and others to audit (Campbell’s advice is to use different indicators
for different purposes).

Given the need to expand the number of classrooms and schools in South Africa, the government could consider
going beyond traditional PPP models in South Africa. These arrangements could take the form of: (i) independent
schools serving poor communities receiving government funding; (ii) strengthening the existing Collaboration
school model with a legislative framework that provides a clear mission, establishment and closure processes,
roles and responsibilities, and oversight mechanisms, including school reporting and evaluation; or (iii) introducing
new models (such as Concession, Charter, Academy, or Free schools). For example, underperforming public schools
could be supported by bringing in non-state providers to manage the school under a new model (in line with the
Charter School model), or disadvantaged learners in over-subscribed schools/under-served areas could be supported
to transfer to well-performing independent schools that have excess capacity. For new schools, the government
could consider building the school, and non-state providers could bid to manage the schools through contracts
that require they commit to high levels of accountability in exchange for greater autonomy. This approach would

require secure funding and a diverse range of providers and investors.
2.2.3 Action 3: Improving the efficiency and equity in public spending on education

Improving the efficiency of public spending cannot be achieved overnight, but five entry points can deliver
significant improvement in the short term.

(1) Building towards professional accountability of teachers.

The authorities could prioritize addressing the challenge of improving classroom teaching. As explained earlier,
one effective approach is to focus on improving teacher accountability, especially professional accountability,
through the development of Teacher Professional Standards (TPS).*° These standards could focus on (i) standards
for Initial Teacher Education (ITE), which encompasses pre-service teacher training at the higher education level,
and (ii) standards for continuous professional development of currently employed teachers. While both standards
are necessary, the initial focus could be on ITE. South Africa is currently at a critical juncture, as a significant
number of older teachers are expected to retire in the next decade. In 2021, approximately 46 percent of all
educators and 69 percent of senior educators in South Africa were 50 years of age or older (Bohmer et al, (2023)
and Gustafsson (2023)). If the opportunity to train teachers properly before they enter the workforce is overlooked,
the country will face ongoing challenges with poorly trained teachers that will need remediation indefinitely (or
at least until the retiring cohort is replaced by properly trained educators), using coaching models that can be
quite expensive.

48 The Campbell’s Law posits that “the more important a metric is in social decision making, the more likely it is to be manipulated”.

49 All the forms of accountability bring information, justifying the effort to improve the collection and dissemination of data on learning levels. However, one
should be mindful of raising the stakes on any form of measurement too much by rigidly linking indicators to accountability (e.g., any crude form of merit pays
or pay-for-performance), to avoid Campbell’s Law. There are many examples of scandals in schooling, worldwide, due to over-reliance on indicators or over-
tying them to financial rewards.
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To improve ITE, education authorities (mostly the DBE) will need to work more closely with other key stakeholders
including the Department of Higher Education and Training, key teachers’ unions such as the South African
Democratic Teachers’ Union, and the National Professional Teachers’ Organization of South Africa, as well as the
South African Council of Educators to establish standards for initial teacher education that support effective
practices for training teachers in foundational reading and mathematics. Such dialogue could help build more
consensus on what works and what can be done to improve teaching based on evidence accumulated by each
stakeholder in South Africa.

It is worth remembering that teachers, individually and collectively, were at the forefront of opposition to
apartheid. Habits of contestation were appreciated and became institutionally rooted in South Africa. Consequently,
the issue of accountability in South Africa is fraught with complexity yet it seems that more of it, of the appropriate
type, is needed. It would seem beneficial for South Africa to engage in deep, formalized, collective thinking regarding
types and levels of accountability tailored to its own experience and history while drawing inspiration from global
practices. This kind of endeavor would likely require the active participation of unions, the government, and civil
society including parents.

(I1) Review of school infrastructure and educational materials costs

Given the focus on improving conditions in numerous existing schools and building new ones, the South African
government may need to closely examine the cost-effectiveness of current school construction models. This
analysis could involve studying the variations in costs and benefits among different contractors, school infrastructure
designs, implementing agencies, and provinces. The analysis could also explore the industrial organization and
market structure of contractors —specifically, competitiveness and transparency of their relationships with
various levels of government. Comparisons with nearby countries and other sectors might also provide valuable
insights into these cost issues. A similar analysis could also address another key input, the costs associated
with books and learning materials, which appear to be high in South Africa, yet there seem to be few analytical
studies that compare these costs with those of other countries or assess the market structure of the book
sector in South Africa.

While it may be that compared to the wage bill, the costs of classroom construction and teaching and learning
material are relatively minor, investigating these costs would not be overly expensive. Achieving a better social
consensus around how to reduce—or prevent further increases in—these costs may be less complex than addressing
issues related to teacher efficiency, cost, and accountability.

(1) Moving from pilot and small programs to system-wide implementation

The authorities could be more selective in their program choices, scaling up those that have proven effective
and discontinuing those that have not. South Africa has implemented various small to medium-scale tightly
integrated “triple cocktail” interventions that incorporated structured, at least partially scripted lessons, support,
and a mild form of accountability through coaching, alongside regular learning assessments. Many of these
programs have demonstrated impressive gains in learning outcomes. However, there are other programs in South
Africa that have not been evaluated but continue to be implemented. There seems to be a failure to scale up
evidence-based interventions that have shown success and implement them system-wide, as well as a failure to
evaluate other large-scale interventions.

The reasons why South Africa has hesitated to make that leap to scale up effective early-grade reading and
mathematics interventions are not fully clear, but four key factors stand out. First, there is insufficient acceptance
that interventions can truly make a difference; second, there is a reluctance to incur costs, especially expenses
associated with teacher coaching; third, there is fear or reluctance to take accountability (if there is a clear and
an implementable package that works, it becomes more difficult to evade responsibility when issues arise); and
fourth, there is a lack of what might be termed “pedagogical management” capacity to provide all the support in
an integrated, “zippered up” manner from levels outside and above the classroom, from head teacher (or whoever
the school-level pedagogical leader is), to circuit, to district, to Province.

One barrier to scale Early Grade Reading (EGR) interventions related to the cost of coaching teachers deserves
special focus. At a moment of fiscal pressure, the suggestion to simply add more personnel (coaches) is unlikely
to be well received. However, South Africa could consider repurposing some existing personnel who are currently
less productive in their roles to become effective coaches. Furthermore, Spaull and Taylor (2022) propose more
creative ways to think about this issue: for example, it may not be necessary to have coaches in every school
permanently, and technology could be leveraged to reduce costs.
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South Africa, perhaps using the National Reading Panel,*° ought to reach greater consensus on how to scale
up early-grade reading and mathematics programs while supporting the DBE in implementing necessary
changes. It is important to guard against the politicization of promising alternatives, which may be dismissed by
politicians seeking quick fixes that lack evidence. Such quick solutions often have to do with the promises of
“edtech” vendors.® These issues must be tackled with applied political economy techniques such as building better
coalitions, leveraging influential political leaders, improving social marketing via social media, and utilizing successful
teachers as influencers—an area that seems overlooked in education.

(IV) Better targeting of resources and structural change in underperforming schools and for learners.

Improving the targeting of resources to schools based on income levels and learning performance should be a
priority moving forward. As described above, currently, the system for equitable public budget allocations to
schools has several weaknesses. The supply of teaching ability (as opposed to merely the number of teachers), is unequal
for at least two reasons: (i) wealthy schools (Q5) can raise additional funds to supplement teacher benefits and attract
the most productive teachers, and (ii) schools that charge fees have the discretion to hire additional teachers funded
by SGB resources.®? While the inequalities in learner-teacher ratios are well-understood and measured, the inequality
in terms of actual teaching ability that results both from publicly paid teachers with greater teaching ability and
accountability, or SGB-paid teachers, is under-researched, because of difficulties in measurement.

What can be done to address these weaknesses? One approach might be to reduce the funding for teacher wages
in schools that do not serve low-income communities, specifically, those categorized as Q5 schools that can raise
additional funds through SGBs. Alternatively, more centralized deployment of teachers to schools by the province,
for example, could support better targeting of more productive teachers to poorer performing schools. Yet another
option is targeting individual learners based on their family’s income rather than which schools they attend. For
example, every learner who benefits from the Child Support Grant (CSG) program could automatically qualify for
a fee exemption rather than the geographical targeting of schools through the quintile system. However, these
options may face resistance from stakeholders in the short term as the quintile system and teacher recruitment
by SGBs are deeply entrenched in South Africa and serve the needs of parent groups in Q4 and Q5 schools who
have significant sway over these policies.

Another option could be to reform the conditional grants provided to provinces by making them more performance-
based and consolidating the six existing grants. While this may not greatly reduce costs, it could increase the
value for money spent and encourage provincial education departments to improve service delivery. Similar
provincial performance models have proven successful in countries like Brazil; however, implementing such
performance measures in South Africa in the short term will be difficult due to the limited technical and managerial
skills of mid-level officials, as well as the absence of an effective integrated data monitoring system described earlier.

The options proposed above all have merit and would improve equitable financing of education in South Africa.
Careful consideration could be given to their design and implementation. However, one short-term policy intervention
that could address multiple issues is to apply lessons learned from experimental experiences on a larger scale,
starting with learners in the poorest schools who also demonstrate the lowest levels of academic performance.
One could argue that poor learning performance is so widespread that targeting interventions makes no sense.
Thus, the suggestion in thisreport is a dynamic one: start with targeting schools based on poverty and performance,
and as the system learns and as the fiscal situation improves, expand the skills and accountability improvements
to other schools. Specifically, one could start with Q1 to Q3 schools that struggle with learning outcomes, though
this would require a standardized learning assessment system, as discussed elsewhere in this report. The goal
would be to integrate all effective inputs identified through experimental results and apply them intensively in
these schools. So, target schools and learners not only on income or wealth but also on performance. The idea
would be to enhance teaching ability with targeted initiatives, which could include coaching or employing specially
trained resource teachers who are knowledgeable in effective teaching techniques and who could serve clusters
of schools. Additionally, these initiatives could be combined with public-private partnership (PPP) models aimed
at boosting learning in existing schools by providing support to teachers without taking over the entire school.
For example, private providers could be brought in with the sole purpose of training and coaching teachers or
introducing blended learning options.

50 The National Reading Panelis anindependent, high-level panel of eminent and respected South African leaders in civil society, business, and formerly government,
who, over their ten-year term, will provide long-term apolitical leadership to ensure that all South African children learn to read for meaning in their home-language,
and in English, by age 10 by 2030.

51 Taylor (2024).

52 Aside from the wage incentive, parents of learners in these schools are most likely to be more demanding, well-educated, and can bear the transaction costs of
coordinating among themselves with school management in the selection of teachers. On the opposite side of the income spectrum, teachers that are allocated
to schools with weaker SBGs and weaker school management may end up being bureaucratically allocated in a way that does not distinguish real teaching ability
from qualifications on paper.
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(V) Improving coordination and utiligation of data

South Africa has many programs and datasets that require better coordination, along with better utilization
of data. There is aneed to strengthen the education department’s capacity for data collection, research, monitoring
and evaluation, as existing data is not being fully utilized. Digital data systems have been established in some
provinces but require better quality assurance mechanisms to ensure that the data entered into the systemis
reliable, analyzed, and made available to stakeholders in a timely manner. Political leaders can leverage this data
to set clear and ambitious goals for sector stakeholders and the public, such as establishing a target for children
to read for meaning by a certain age. Regular data collection and analysis will enable the prioritization and
adjustment of policy reforms and interventions to meet these established goals. Additionally, anonymized data
from various education databases could be made publicly available, allowing researchers to connect it with
other relevant datasets. This approach would foster collaboration in analyzing and improving outcomes in the
education system.
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Basic education datasets

Education Management Information System
(EMIS):

South African School Administration and
Management System (SA-SAMS)

SNAP Survey for Ordinary Schools
Annual Survey of Schools

Learner Unit Record Information and
Tracking System (LURITS)

Centralized Education Management
Information System (CEMIS)

Performance:

National Senior Certificate (NSC)

South African Systemic Evaluation (SASE)

TIMSS, PIRLS, SEACMEQ

Management:

Quality Management System (QMS)
Education Facility Management System
(EFMS)

Personal and Salary System (PERSAL)

Other:

School Monitoring Survey
Teaching and Learning Survey (TALIS)
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Key lessons from the Sobral experience in Brazil

Annex 2

4

At first glance, it may seem unusual to try to learn from a single municipality in Brazil, but this case is truly
remarkable and well-studied, and the conditions are not too different from those of South Africa. Research shows
that the same tactics have been used in other cases where foundational learning has been a driver of overall
educational quality improvement. The remarkable nature of these achievements, despite not having a huge level
of resources, is easily summarized. While we do not have GDP data for Sobral itself, GDP per capita in its home
state of Ceard is only two-thirds that of South Africa. So, in terms of resources, comparisons make sense. Sobral
went from being ranked 1366th (out of 5570) among municipalities in Brazil’s municipal index of educational
quality to 1st in just over 12 years. Some of its public schools now even outrank private schools in Brazil's richest
state despite having only one-third of the per capita income. Some 85 percent of Sobral students performed at
least at an ‘adequate level’ (this percentage went up by 60 points in 12 years), as opposed to about 50 percent in
Brazil as a whole. Finally, Sobral led the way for the whole state of Ceard (population 9 million) where it is expected
to successfully implement similar reforms. This example strongly supports that these sorts of reforms are scalable.

The first lesson from the Sobral experience is a meta-lesson highlighting the importance of the sequence and
simultaneity of coordination in implementing measures. All the specific measures taken in Sobral, as well as in
other case studies that strongly reinforce its findings, were executed in a sequence that proved to be optimal or
nearly optimal. Once a steady state was achieved, all measures operated effectively, both individually and in a
coordinated manner. This meta-lesson is easily overlooked if one concentrates only on the specific measures
implemented, as outlined in the table below. Given the importance of sequence, we have listed the measures (more
or less) chronologically as they were taken, with the first ones providing supportive context before the measures
began. We present the measures in a table format to make it easier to explain which measures South Africa is
already implementing, and which ones need further attention.

Measure Degree of implementation in South Africa

Correct sequencing of initial measures, followed by South Africa seems to have followed a similar

simultaneity and coordination at scale. This is a meta-
lesson and was operational during the whole process.
The measures below are sequential (more or less).

sequence in the initial stages (see rows below), but it
appears to have faced challenges with scaling,
particularly regarding simultaneous operations at
scale.

Political commitment from the highest executives (at
national, provincial, and municipal levels) to do
whatever it takes was achieved prior to the technical
discovery of the precise formula, and thus initially
focused on common-sense and more generic
measures.

South Africa’s leaders appear to be aware of the
existing issues; however, there seems to be a lack of
firm commitment to taking the necessary actions.
“To do what it takes” would involve strongly fostering
a consensus on what constitutes sufficient evidence
for scaling up initiatives, identifying that evidence
(such as around structured pedagogy), understanding
the economic and financial returns on the necessary
investments, and dedicating focused and targeted
resources required for scaling.

Ensure at least the basic material conditions in terms
of spending, targeting of resources.

South Africa has established most of these through
targeted finance, provision of learning materials,
reasonable pay for teachers, etc. Sustainability could
be anissue.

Focus on attendance, reducing dropouts, ensuring
student tracking.

South Africa has worked on some aspects of this, but
it is, arguably, not as big a problem as it was in Brazil.
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Measure Degree of implementation in South Africa

Raise awareness of the learning crisis, by firstly
measuring the situation. This measurement could
focus on foundational learning and could be a part of
a broader assessment and accountability strategy.
The measurement system will enable the establishment
of goals or benchmarks that can be effectively used
at the teacher level, while also providing valuable
information to report at higher levels.

South Africa has made significant progress in
measurement, including establishing foundational
reading benchmarks. There are excellent examples,
such as Gauteng oral fluency benchmarks which
demonstrate the effective use of simple metrics.
However, measurement in mathematics remains more
challenging. The implementation of a comprehensive
and sustained measurement approach, which includes
foundational learning assessment, seems to be
difficult to achieve.

Use of the measurement system to allocate support
for schools.

South Africa has experience with this, but primarily
through pilot programs, and at a systemic level, but
these efforts are not consistently aligned with other
measures listed in this table, such as explicit or
structured pedagogy and coaching.

Design an accountability framework that connects
performance with rewards avoiding a simplistic merit
pay system. This framework should promote mutual
accountability between teachers and the state, rather
than placing the responsibility solely on teachers.

While South Africa has emphasized the importance
of supporting teachers, there is no clear consensus
on the need to link this support to improved
accountability for its use. There also appears to be
little agreement that accountability should be
reciprocal e.g., that the effectiveness of teacher
support must also be evaluated.

Create a structured pedagogy which emphasizes
direct and explicit instruction of fundamental skills
and follows a clear scope and sequence and utilizes
an evidence-based curriculum. While it may require
some trial and error initially, once an effective model
is identified, there should be a commitment to using
administrative authority to implement it consistently.

This has been demonstrated to work experimentally
in South Africa, and there have been some limited
successes at scale. However, there is no consensus
on how best to scale these efforts or what strategies
to prioritize.

Teacher support via some form of coaching or school-
based instructional leadership.

Although South Africa has experience with teacher
support at an experimental level, there is room for
more creative thinking regarding how to make
effective and evidence-based measures, like coaching,
more affordable on a larger scale. Alternatively,
tackling the political and economic factors at play
may be necessary if achieving complete affordability
seems unattainable.

Sources: Crouch (2020), Cruz and Loureiro (2020), Loureiro, Cruz, lldo and Evans (2020)
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Annex 3

The Mississippi Miracle

Mississippi, once near the bottom of national education rankings, has made remarkable strides in improving
student literacy. Through targeted, evidence-based reforms, the state now ranks among the top 20 for Grade 4
reading, a dramatic rise from 49th place in 2013. This success offers valuable lessons not only for the United
States but for the global community as well.

In 2013, Mississippi implemented the Literacy-based Promotion Act, a strategy that focused on early literacy and
teacher development. The state invested in the science of reading, providing K-3 teachers with training and support
to help students master reading by the end of Grade 3. This comprehensive approach also included targeted
support for struggling readers and, controversially, retention for students who failed to meet reading standards.
The state also aligned the state test to the National Assessment of Education Performance (NAEP).

These reforms have paid off. Mississippi has seen improvements in both reading and math, with Grade 4 students
improving significantly on national assessments. Recent research confirms that Mississippi significantly improved
Grade 4 reading and math scores on national tests. A study by Noah Spencer looked at how a specific literacy
strategy affected students and found strong evidence that it boosted scores. Spencer’s findings show that students
who were exposed to this strategy from kindergarten to Grade 3 gained about a year’s worth of learning in both
reading and math by the time they took the Grade 4 tests. Other previous research supports these results.

What's more, these changes were achieved despite being one of the lowest spenders per pupil in the nation, proving
that strategic investments in teacher development and early literacy can yield impressive results even with limited
resources.

Mississippi’s approach shows that early interventions in literacy can have a lasting impact—and could provide a
solution for other regions facing similar challenges.

The progress made in Mississippi—the second poorest and lowest income state—could be a wake-up call. Just as
the U.S. responded to the launch of Sputnik by reassessing its educational priorities, it now needs to address the
educational setbacks caused by the pandemic and long-standing learning gaps. By adopting policies focused on
early literacy and investing in teacher training, states and countries can give students the foundation they need
for future success.
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