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Abstract: There is no doubt that State-owned enterprises (SOEs) play an important role in fostering economic 
growth, globally. Moreover, in South Africa, basic services such as water, electricity, sanitation, and transportation 
are provided by the state through the SOEs. Against this backdrop, most of these SOEs in South Africa have fallen 
into complete disarray and they are characterized by the upsurge in unbridled corruption. Whilst corruption 
is perceived to be on the rise, state capture is one of today’s most widely discussed and controversial issues 
that is affecting these corporations and it is allowing corruption to thrive. Put simply, SOEs in South Africa are 
misgoverned. South Africa is in a period of low growth, which is likely to continue for the next few years. South 
Africa’s GDP growth is currently below 2%, which not ideal to produce sustainable growth. Undeniably, South 
Africa is plagued by economic challenges such as lack of service delivery, poor financial management, weak 
business confidence, low growth, massive unemployment, and corruption which are threats to the economic 
and financial sustainability of the country. Arguably, if the government is serious in solving these economic 
challenges, drastic action is required to stimulate economic growth, investment and ultimately creating jobs. 
The role of SOEs is well-embedded in scholarly arguments, however, there is very little attention paid to the 
impact of reckless and mismanagement of SOEs in South Africa. Using economic theories relating to SOEs as 
a conceptual framework, this chapter analyses the economic growth and determines the impact of the SOEs’ 
mismanagement of economic growth and investment in South Africa. It concludes that SOEs can make an 
essential contribution to the economy, but most of South Africa’s SOEs need a serious reform because they 
are currently negating the economic growth of the country.
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1. Introduction

Many countries regard the public sector as a pow-
erful engine of economic growth and sustainable 
development. Mainly, the developing countries view 
public corporations and state-owned companies as 
an instrumental device to stimulate and accelerate 
GDP, employment and infrastructure development. 
In South Africa, State-owned enterprises (SOEs) play 
a vital role in government activities and to deliver 
basic services to the people. The government is 
active in the key sector, such as services, utilities, 
transportation, and construction. Presumably, the 
distribution of basic resources and infrastructure 
development is to some extent dependent on SOEs. 
In other words, the role of SOEs is to provide basic 
services and fostering development in order to 
improve the quality of life of South African. There 
is a noticeable progress made over the past few 
years in the delivery of basic services. According 
to the Community Survey 2016, 89,8% of house-
holds used piped water, 63,4% used flush toilets 
connected to either the public sewerage or to a local 
septic system, 63,9% of households receive refuse 

removal services, and that 87,6% of households had 
access to electricity. The reality, however, is that 
the government still needs to do lots of work in the 
area of basic service delivery because, currently, it is 
failing to provide all citizens with these services and 
those who do not get the services tend to protest 
and damage the available limited infrastructure.

While not all inefficiency problems accountable for 
lack of service delivery, one could say that most of 
these problems are attributed to the sluggish and 
underperforming economy. The South African econ-
omy grew by 1,3% in 2017 (Stats SA, 2018) and at 
this rate of growth, the economy is not big enough 
to eliminate major challenges facing the country. Of 
greater concern are the triple economic challenges, 
namely, poverty, inequality, and unemployment. 
These challenges tend to create a high level of 
dependency on the government of the day and con-
tinue to undermine its effort to deliver adequate 
basic services to the needy. Although these prob-
lems are equally important, evidently, the higher 
rate of unemployment can perpetuate both poverty 
and inequality. Put simply, if the government can 
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manage to eliminate unemployment - poverty and 
inequality will decrease drastically.

To this end, unemployment remains a major prob-
lem in South Africa. The recent job statistics indicate 
a high unemployment rate of about 27.2% (StatsSA, 
2018). A striking feature of the unemployment rate 
is the immense youth unemployment. The recent 
figures suggest that almost 50% of South Africans 
between 15 and 34 are unemployed (StatsSA, 2018). 
The central challenge of eliminating persistent unem-
ployment is that the government has become one 
of South Africa’s biggest job creators, and SOEs are 
responsible for a fair share of the overall government 
employment. Disappointingly, most of these SOEs 
are bankrupt due to corruption and mismanage-
ment, and they desperately need financial injections 
from government. Scholars attribute the poor per-
formance of SOEs to problems, including leadership, 
governance, and financial propriety issues. Rhodes, 
Biondi, Gomes, Melo, Ohemeng, Perez-Lopez & 
Sutiyon (2012) noted institutional characteristics such 
as inefficiencies, poor management, mismanage-
ment, corruption, and political interferences as the 
leading causes of the poor performance of the SOEs.

The fundamental characteristics of corruption and 
political interference in the running of the SOEs 
manifested through the most widely discussed and 
controversial issues in South Africa- state capture. 
Transparency International (2014) described state 
capture as a situation where powerful individuals, 
institutions, companies or groups within or outside 
a country use corruption to shape a nation’s policies, 
legal environment, and economy to benefit their 
own private interests. Currently, there is a grow-
ing onslaught of public enterprises in South Africa, 
which results from state capture. This is no surprise 
because the performance of SOEs in South Africa it 
increasingly deteriorating, subsequently, negatively 
affect both a country’s economic stability and its 
growth prospects. One of today’s core challenges is 
to justify the existence of some of the SOEs in our 
economy. Florio (2014) argues that despite the fact 
that SOEs still play a significant role in many coun-
tries, economists and policymakers no longer seem 
to have a firm understanding of why SOEs exist. It 
is no surprise because looking at South Africa, as 
discussed earlier, that most of SOEs financial per-
formances are severely deteriorating. Due to their 
financial constraint, they have received several cash 
injections from the government to enable them to 
continue to deliver services. This begs the question 

of the persisting existence and contribution of SOEs 
to the economy of the country. The focal point of 
this paper is to analyses and determines the impact 
of the SOEs’ mismanagement of economic growth 
and investment in South Africa. This is a concep-
tual paper based on secondary information and it 
is structured in three parts. It begins with a review 
of relevant theories that justify the establishment 
of SOEs and those against their (SOEs) existence. 
The second part of this paper reviews the state 
of the SOEs and their mismanagement implica-
tions on South Africa’s economy. The last section 
summarizes the conclusions about the roles and 
consequences of SOEs on the economy.

2. Theoretical Exposition

2.1 Defining State-Owned Enterprises (SOEs)

There are several definitions of a state enterprise. 
For example, State ownership may refer to state 
ownership or control of any asset, industry, or 
enterprise at any level, national, regional or local 
(municipal); or to common (full-community) non-
state ownership. It is a business that is either wholly 
or partially owned or operated by a government. 
State-owned enterprises are common throughout 
the world (Clarke & Kohler, 2005). Black, Hashimzade 
and Myles (2012:1) define a state enterprise as a 
firm founded on the initiative of the state and run 
by it. A state enterprise is likely to exist when there 
are activities that would be socially beneficial, but 
which are not attractive to private entrepreneurs 
or activities that will be profitable but which involve 
natural monopolies. Whilst, Davies, Lowes and Pass 
(2005:485) define a state enterprise as the basic 
production entity that is owned by the state and 
which operates on the basis of production plans 
and targets laid down in the country’s national plan.

2.2 The Purpose of State-Owned Enterprises

Public enterprises occupy an important position in 
the national economy of most countries and there 
are many fundamental reasons why it is unavoida-
ble for developing countries to establish large public 
enterprises. Conventional wisdom suggests that the 
establishment of the state corporations is for the 
good cause, and often positive for the economic 
growth. The establishment of the public enterprises 
is a good method of state intervention and manage-
ment of the economy. It is not surprising, that state 
intervention is certainly one of the most intensely 
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debated economic and political subjects in this cen-
tury. Karl Marx suggested that the peoples’ misery 
was the direct result of the private enterprise econ-
omy caused and encouraged by the theory of limited 
state intervention in the economic development of the 
state. Meanwhile, Keynesian economists argue that 
at certain times limited State intervention becomes 
a relatively acceptable practice (Sudgen, 1983). For 
instance, after the turmoil of the Great Depression 
state involvement in the economy seemed to be the 
correct path, with public enterprises being devel-
oped in the Western economies through deliberate 
nationalization of the enterprises (Efird, 2010). Efird 
(2010) further opined that SOEs have always played 
important roles in the political economies of nation 
states. According to Turner and Hulme (1997), SOEs 
are for the purpose of economic development. In the 
same vein, Buge, Egeland, Kowalski and Sztajerowska 
(2013) postulate that SOEs are a vital element of 
development in most economies. The purpose of 
SOEs can be summarized in two forms. Firstly, is 
the delivery of core public services such as postal 
services, sanitation, power, airports, telecommunica-
tions, water, broadcasting and telecommunications 
and; secondly, for purely commercial purposes such 
as air transport, banking, real estate development, 
retailing and shipping. In the simplest terms, profits 
reaping (generate public funds) is the main purpose 
behind the creation of such enterprises.

3. Theoretical Justifications for the 
Existence of SOEs

The economic theory emphasizes the importance 
of state ownership and the benefits which can be 
yielded from existing SOEs. Moreover, rewards from 
the SOEs are almost always debated in terms of 
economic utility. The basic premise and the reasons 
behind the existence of SOEs are provided in the 
next section.

3.1 Market Failures

The simplest economic explanation of state own-
ership of firms is that it is one of the solutions to 
market failure problems. Authors such as (Levy, 
1979; Lindsay, 1976) argue that the markets are 
unable to efficiently allocate products or resources 
to the most welfare-enhancing use and it compels 
the government to intervene to address these inef-
ficiencies using an array of instruments such as 
taxation, regulation, and direct ownership the via 
creation of SOEs. In other words, the government 

can serve the public interest by maximizing allo-
cation of scarce resources to society as much as 
possible. Black, Calitz, Steenekamp et al. (2003) 
contend that market failures provide a prima facie 
case for government intervention. They list the 
reasons why in reality markets may fail to provide 
the optimal solution promised by the perfectly 
competitive model. These include lack of infor-
mation, lags in adjustment, incomplete markets, 
non-competitive markets, macroeconomic insta-
bility and non-optimal income distribution. In the 
same strain, Cuervo-Cazurra, Inkpen, Musacchio 
and Ramaswamy (2014) assert that market fail-
ures constitute public goods, in which the rival and 
non-excludable nature of their consumption will 
result in their depletion; positive externalities, in 
which the providers of the externalities are not com-
pensated for this effect and thus will under provide 
them to society; negative externalities, in which the 
generators of the externalities do not have to pay 
for these effects and thus will over-provide them 
to society; information asymmetries, which result 
in moral hazard and adverse selection problems; 
incomplete markets, in which consumers cannot 
obtain the products even if they are willing to pay 
their price; and natural monopolies, in which it is 
more efficient for society to have one provider than 
to have competition among several firms, and thus 
there is the danger of undersupply or overpricing.

Competition is one of the key elements that drive 
a market to achieve efficient resource allocation. In 
some industries, goods or services are produced 
by a small number of firms. In the extreme case of 
a monopoly, one firm has the entire market share. 
However, competition will be low in markets with 
few firms if there are substantial barriers to entry 
that restrict new firms from entering the market. 
Barriers to entry can result from laws, such as 
copyrights, patents, and licenses. There are two 
distinct reasons why unregulated monopolies fail 
to produce goods in a manner that maximizes social 
welfare. The first is that, regardless of the returns 
to scale, a profit-maximizing monopolist will exploit 
their market power to increase the price above 
that which would arise in a competitive market. 
This maximizes the monopolist’s profits, but it also 
reduces the quantity produced.

3.2 Political Strategy

In one way or another, organizational success often 
depends on political action. In general, politics plays 
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an important role and has many effects on the econ-
omy. However, authors such as (Aplin & Hegarty 
1980; Boddewyn & Brewer, 1994) suggest observ-
ing the influence of organizations on the politics 
of a given corporate in some state or region. This 
approach is known as Corporate Political Activity 
(CPA). On the contrary, the political point of view 
explains the existence of SOEs as a result of the 
ideology and the political strategy of government 
officials regarding private ownership of particular 
productive assets (Cuervo-Cazurra et al., 2014). 
Cuervo-Cazurra et al. (2014) further distinguish four 
types of economic ideologies or political strategies 
that result in the creation of SOEs, namely, com-
munism, nationalism, social, and strategic ideology.

First is the (Marx cited in Cuervo-Cazurra et al., 
2014) argument that communist ideology justifies 
the creation of SOEs as a way to redistribute wealth 
from a few private people. Under this view, citi-
zens are the rightful owners of companies. Second 
is the nationalist ideology, which argues that the 
government needs to create SOEs to speed up the 
development of the country and address the ina-
bility of private enterprise to achieve this (Bruton, 
1998). Third, is a social ideology that proposes that 
the government needs to invest in SOEs to facilitate 
the achievement of socially desirable objectives, 
such as education, healthcare, or poverty reduc-
tion? The role of the state is the control of markets, 
redistribution of income and the provision of wel-
fare services for all citizens (Gildenhuys, 1998:8). 
According to Swilling (1999), the state creates an 
enabling environment for all its citizens to enjoy 
a good life in a democracy with a free-market 
system. In such cases, the political strategy of the 
government promotes redistribution and ques-
tions the ability of private entrepreneurs to achieve 
social objectives. Fourth is the economic-strategic 
ideology that justifies the creation of SOEs as being 
strategic for the country, such as defence. The defi-
nition of which industries have strategic merit and 
require SOEs varies across countries based on the 
particular perspectives and political strategies of 
governments and politicians (Cuervo-Cazurra et 
al., 2014).

3.3 Socio-Economic Motives

State-owned enterprises (SOEs) account for a sub-
stantial proportion of gross domestic product, 
employment, and assets in many countries. In 
the Organization for Economic Co-operation and 

Development (OECD) countries alone, SOEs employ 
more than six million people and have a value of 
close to US$ 1.9 trillion (Christiansen, 2011). On the 
contrary, privatisation forces the new private com-
panies to be efficient, but the costs cut mechanism 
for these firms is to shed labour in large quantities 
and this tends to aggravate poverty and inequality 
(Estache, Gomez-Lobo & Leipziger, 2001). Inequality 
is a major cause of poverty growth not only in South 
Africa but worldwide. Authors such as (Malcolm, 
2014; Bakkeli, 2017; Alexeev, 1999) consider pri-
vatisation to be one of the leading causes of the 
world inequalities. The main idea here is that the 
government trade-off state assets, which are owned 
by everyone, to the affluent minority of the popula-
tion, consequently increasing the gap between the 
rich and the poor. In other words, privatization just 
turns up to be rewarding the wealthy while the rest 
of the population suffers.

4. Theoretical Case Against the SOEs

4.1 The Principal-Agent Problem

By definition, the Principal-Agent Problem occurs 
when one person (the agent) is allowed to make 
decisions on behalf of another person (the princi-
pal). For instance, most of the government’s own 
the SOEs on behalf of the people (the principal). 
These governments then entrust managers (the 
agent) with the day to day running. In almost every 
nation in the world politicians are the agents and 
voters are the principals. The core issue here is 
that the principal-agent problem generates market 
failure because most of the agents have a tendency 
of pursuing their own self-interest instead of the 
principal. If this is true, then the principal-agent 
problem can create managerial failure and the 
SOEs may be sadly run in an undesirable and 
ineffective way in this instance. On the contrary, 
State-owned enterprises (SOEs) are often criticised 
for being inefficient and under-performing due to 
political interference and the lack of a profit motive 
and disciplining market forces (Shirley, 1999). On 
the contrary, it should be noted that there some 
benefits associated with the agent. Most of the 
agents do have extensive management experi-
ence from the private sector and as such, they will 
bring the knowledge that can help to create the 
infrastructure to carry the SOE to the next stage of 
development and in turn economic growth. They 
can also turn SOEs which are in a dire circumstance 
into profit-making firms.
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4.2 Free-Rider Problem

The free rider problem is an economic concept of a 
market failure that occurs when individuals are able 
to consume a good without paying. In other words, 
few people pay for the consumption of goods and 
services while the majority gets to utilize them for 
free. Consequently, this may discourage the few who 
are willing to pay. Private companies find it difficult 
to produce public goods. Ulbrich (2003:95) argues 
that the biggest reason why it is difficult to rely on 
the market to produce public goods and services is 
the free rider problem. In the case of public goods 
or services, free riding would simply mean that there 
will be insufficient payers to cover the costs of private 
profit undertaken during production. A private pro-
ducer cannot build street lightings or flood control 
systems that can be used only by people who pay 
for them (Fourie & Mohr, 2004:388). All people can 
benefit from them or directly use them. As a result, 
no one will be willing to pay for public goods and 
services that is roads, street lights, and subsidised 
electricity. In the end, no private producer will be 
willing to supply that product (Cowen, 1988:101).

4.3 The Soft Budget Constraint Syndrome

According to Kornai and Weibull (1983:153-155), the 
'softening' of the budget constraint appears when 
the strict relationship between the expenditure and 
the earnings of an economic unit (firm, household, 
and government) has been relaxed, because excess 
expenditure will be paid by some other institution, 
typically by the paternalistic State. Put simply, the 
soft budget constraint refers to the expectation of 
a bailout by a business in case of financial distress. 
Chang (2007) maintains that this means that being 
part of the government structure, SOEs have the 

ability to secure financing from the national govern-
ment, thus, bankruptcy or insolvency never poses 
a real threat to them. Chang further stressed that 
SOEs can act as if their budgets are soft or mallea-
ble because of the "infinite" source of money they 
could secure from the national treasury in case they 
need it. This might be true because the existence 
of soft budget-constraints in developing countries 
like South Africa is clear and unlimited.

5. State of the SOEs and Implications 
Their Mismanagement on the South 
Africa’s Economy

Economic growth in South Africa is currently grow-
ing at a sluggish pace and it enough to forester 
sustainable development which required country. 
Figure 1 shows that the country’s GDP has con-
tracted form 2.5% in 2013 to 0.6% in 2016, and 
followed by a recovery of 1.3% in 2017. Moreover, 
the World Bank has projected that South Africa GDP 
growth of 1.1% in 2018.

According to the Investment Climate Statement 
(ICS, 2017), there are approximately 700 SOEs that 
exist in South Africa (at the national, provincial, and 
local levels). The Department of Public Enterprises 
(DPE) has oversight responsibility for only six SOEs, 
namely Alexkor (diamonds), Denel (military equip-
ment), Eskom (electricity generation), South African 
Express Airways, South African Forestry Company 
(SAFCOL) (forestry), and Transnet (transportation). 
Most importantly, these six SOEs employ approx-
imately 105,000 people and their overall fixed 
investment was 19% of GDP (ICS, 2017). Table 1 
on the next page provides a summary list of some 
of South African major SOEs and their designated 
departments in according to the National Treasury.

Figure 1: South African Annual GDP Growth

Source: Stats SA (2018)
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5.1 Challenges Facing SOEs

Poverty is the mother all developmental challenges 
that are confronting most South Africans in gen-
eral. Lack of sustained economic growth and job 
creation are some of the major challenges which 
demand immediate attention in order to tackle the 
socio-economic problems which continue to plague 
South Africa today. It is not surprising that there are 
ebullient discussions amongst South Africans from 
all walks on the mismanagement of SOEs. SOEs 
were created to serve as one of the solutions of 
the socio-economic problem. Such socio-economic 
contribution by SOEs in the economy appears to 
mirror an international trend in developing coun-
tries (OECD, 2015). Castells (2001) affirms that the 
government’s effort to establish and safeguard basic 
infrastructure is largely provided through SOEs as 
an instrument of social development. Nevertheless, 
most of South Africa’s SOEs are continually criticized 
for their poor performance.

It is important to note that the poor performance 
of the SOEs, it is not strictly a post-apartheid phe-
nomenon. In spite of the imperative role played by 
the SOEs in the early 1920s, they started to crum-
ble in the 1980s. Klopper (2010) underlines that in 

the late 1980s a number of SOEs faced privatiza-
tion because they were financially unsustainable, 
and were funded from limited state resources. 
Furthermore, they were not an attractive proposi-
tion, enabling them to acquire immediate capital for 
additional projects and were so inefficient that they 
elicited unwanted criticism against the government. 
At this juncture, it is imperative to emphasize that 
the foregoing statement is not the justification of 
the equally important poor performance of SOEs in 
the post-apartheid era. Of course, the state of the 
SOEs has worsened in the current dispensation. 
In the same vein, the office of the Public Protector 
2014 report (cited in Thabane, 2018) describes the 
South African Broadcasting Corporation (SABC), 
a state-owned enterprise, to be "symptomatic of 
pathological corporate governance deficiencies".

Qobo (2018) claims that South Africa has seen an 
increased failure of various SOEs, in the past 10 
years, which has negatively affected public finances 
and economic growth. Qobo (2018) further points 
out that the bailing out of crumbling SOEs has neg-
ative effects on the welfare of the nation. This is 
because funds are diverted away from critical public 
services such as education, health, and housing 
towards incentivizing inefficiencies and wastage. 

Table 1: Major South African SOEs

No Schedule 2 Department
1 Air Traffic and Navigation Service Company Transport
2 Airport Company of South Africa Transport
3 Alexkor Public Enterprises
4 Armscor Defence
5 Central Energy Fund Minerals and Energy
6 Denel Public Enterprises
7 Development Bank of Southern Africa National Treasury
8 Eskom Holdings (Pty) Ltd Public Enterprises
9 Industrial Development Trust Public Works
10 Industrial Development Corporation of SA Trade and Industry
11 Land and Agricultural Bank of South Africa Agriculture
12 South African Broadcasting Corporation Communications
13 South African Forestry Company Public Enterprises
14 South African Nuclear Energy Corporation Minerals and Energy
15 South African Post Office Limited Communications
16 Telkom SA Limited Communications
17 Trans-Caledon Tunnel Authority Water Affairs and Forestry
18 Transnet Limited Public Enterprises

Source: National Treasury (n.d)
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It is worth noting that the Soft Budget Constraint 
Syndrome is an extreme problem which is per-
petuated by the mismanagement of SOEs funds 
in South Africa. For instance, in the 2015-2016 the 
debt of the nine South Africa’s SOEs was about R700 
billion plus R51 billion repayable interest. A note-
worthy contributor to the SOEs’ debt is the SAA over 
the period of 1991 to 2012 this public enterprise 
received R11 billion of the public funds (Korhonen, 
2017). Consequently, the Auditor-General has raised 
concerns about SAA’s 'ability to generate sufficient 
cash to fund operations' (Ensor, 2018). During 2017, 
SAA received R5-billion of bailout, including a por-
tion of R3-billion that was meant to settle SAA’s debt 
with Citibank. Another R5-billion payment to SAA 
was due at the end of March 2018 (Qobo, 2018).

In 2017, SABC urgently needed a massive R3bn 
bailout to keep it from collapse which was more 
than double its last government bailout of R1.47bn 
in 2009 (Ferreira, 2017). Muller (2017) points out 
that Eskom holds up to R350 billion in government 
guarantees because it is financial instability. Muller 
further claims that before the 2007 load-shedding 
debacle gripped South Africa, the running of Eskom 
seemed unquestionable and that it was functioning 
efficiently. Compounding to the challenges which 
are facing Eskom, it is the increasing municipalities’ 
arrears which is currently about R 12 billion. Ferreira 
(2018) noted that Denel needs a R3 billion capital 
injection. Although we restricted our discussion to 
these four SOEs, it should be noted that there are 
not the only SOEs which are in disarray. The South 
African Post Office, the Land Bank and the Road 
Accident Fund are the other examples of the public 
enterprises which are consistently demanding the 
capital injection from the government. Although it 
is critical to have these SOEs, It is clear that they 
continue to put pressure on the country’s economy. 
This is because they have often altered the govern-
ment’s fiscal balances and policy priorities.

Another cardinal problem which exacerbates the 
mismanagement and the failure of the SOEs was 
that in past recent years South Africa was no run 
longer as a democracy but as an oligarchy. Most of 
the SOEs were notorious in the hands of the oligar-
chy of the former president, Mr. Jacob Zuma and one 
big family business, the Guptas. Oligarchy is mostly 
strengthened by the Principal-Agent Problem. This 
problem arises is when the agent (leadership) fails to 
balance their own interests with those of the owners 
(public). Martin and Solomon (2017) contended that 

political power is a mechanism that can be used to 
extract financial benefits from the state, and con-
sequently, the needs of ordinary citizens will not 
be satisfied. In addition, they argued that power 
is interest driven in South Africa and the economy 
is becoming increasingly centralized, where only a 
small segment of society is benefiting from it. Many 
commentators argue that South Africa was recently 
captured by President Jacob Zuma and the Gupta 
family. Carbore (2016), points out that the Gupta 
family was alleged to be powerful and have an influ-
ence in the appointment of government ministers, 
officials and boards of directors to state entities 
like the country’s Electricity Supply Commission 
(ESKOM), the rail agency – Passenger Rail Agency 
of South Africa (PRASA), South African Airways (SAA) 
– the national airline and the national broadcaster, 
the South African Broadcasting Commission (SABC) 
to name but a few.

Broadly speaking, the highest degree of human 
depravity, which is confronting these SOEs is cor-
ruption. Bhorat, Buthelezi, Chipkin, Duma, Mondi, 
Peter, Qobo, Swilling, and Friedenstein (2017) main-
tain that the decomposition of South African state 
institutions has long been blamed on corruption, 
but it remains imperative to note that state capture 
is a far greater, systemic threat. Arguing in a similar 
vein, Ennser-Jedenastik (2014) notes that patron-
age contributes to the mismanagement of SOEs 
in most of the developing countries. This is true 
because in South Africa some of SOEs’ employees 
are solely appointed because of their loyalty to the 
ruling party (ANC) as opposed to being employed 
based on merit. For instance, in 2011 Mr. Hlaudi 
Motsoeneng was appointed as the chief operating 
officer of the SABC without necessary qualification 
and he disarrayed the SABC.

In some cases, free rider problem does contribute 
to poor performance of these SOEs. Due to higher 
levels of unemployment in South Africa, the major-
ity of people are unable to pay for the services 
which are provided by some of these enterprises. 
However, they still expect and plan to utilize the 
services free of charge. For instance, some people 
are stealing electricity from ESKOM through ille-
gal electricity connections and this may affect the 
quality of electricity supply, which in turn negatively 
affects the economy. On the whole, the free-rider 
problem leads to market failure of the public goods. 
Challenges facing SOEs in South Africa most of the 
economists conclude, under some simple premises, 
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that establishing SOEs in an economy improves 
the welfare of society overall. However, in con-
duct SOEs seldom live up to the same standards. 
Subsequently, in most developing countries, there 
is a general call to reduce the overall level of state 
ownership through privatization efforts.

5.2 Opportunities of SOEs

Although there are a couple of drawbacks linked 
to the management of the SOEs, they remain an 
important instrument in any governments which 
is serious with enhancing their economy and have 
a sustainable investment. Despite the current the 
poor performance, SOEs played a crucial develop-
mental role in South Africa in the past years. Jerome 
and Rangata (2003:6-7) argue that in the early 
1920s, SOEs had become instrumental in shaping 
the South African economy. Their initial mandate 
was to strengthen import-substitution industries 
and operate as exclusive franchises. Eskom was 
required to produce and maintain electrical power 
distribution and The Iron and Steel Corporation 
(later Iscor) to secure iron and steel production. The 
Industrial Development Corporation (later IDC) was 
to assist in the establishment of new industries such 
as the Phosphate Development Corporation to mine 
and process phosphate minerals to advance agri-
culture and peripheral practices. The Armaments 
Development and Production Corporation and later 
Armaments Corporation of South Africa (Armscor), 
responsible for all research and development per-
taining to munitions and military paraphernalia; 
and South African Airways (SAA), which functions 
as the national airline. Jerome & Rangata (2003) fur-
ther suggest that all were established to ensure the 
country’s sustainability and self-sufficiency.

SOEs such as Eskom, Transnet, and Telkom are play-
ing a huge role in the infrastructural development 
in South Africa. The investment in infrastructure 
does have positive effects on the economy. In 2012, 
Transnet launched a R300 billion infrastructure with 
the prospect of creating 588 000 jobs (Doke, 2015). 
The economy would grow at a slower pace these 
SOEs this disinvesting on infrastructure investment. 
South Africa has relatively high levels of unemploy-
ment and job creation is a very critical concern. "Jobs 
are the cornerstone of economic and social devel-
opment" (World Bank, 2013:2). The government is 
creating and maintaining jobs via these SOEs, but 
that is not enough to offset unemployment and 
poverty. In 2017, Eskom, Transnet, and Telkom 

were having 47 658, 58 828 and 20 341 employees, 
respectively (Writer, 2017).

Market failures provide a rationale for government 
interventions via SOEs. Most economic arguments 
for government intervention are based on the idea 
that the marketplace cannot provide public goods. 
Put simply, a market failure occurs when the supply 
of a good or service is insufficient to meet demand 
leading to inefficient distribution of resources in 
the economy. Government intervention is critical 
in order to ensure economic growth and to provide 
social services, such as health and water, which the 
private sector could not readily offer. On the whole, 
the private sector fails to distribute resources fairly 
to the poor relative to the rich. Bishnoi (2015) claims 
that since SOEs are controlled and owned by the 
state basic services and goods are made affordable 
for the citizen. Thus, SOEs do not primarily focus 
on making profits, but to provide services to the 
people. As aforementioned, through ESKOM about 
87, 6% of households had access to electricity and 
at affordable prices.

SOEs are also an important force behind inter-
national trade. In South Africa, SOEs are active 
internationally and engaged in trade increased 
global competition for finance, talent, and 
resources. Thus, they stimulate economic growth 
and sustainable development. South Africa has 
eight commercial ports: Richards Bay and Durban 
in KZN, East London, Port Elizabeth and the Port 
of Ngqura in the Eastern Cape, and Mossel Bay, 
Cape Town, and Saldanha in the Western Cape. 
Transnet National Ports Authority (NPA) manages 
the ports and Transnet Port Terminals is respon-
sible for managing most port and cargo terminal 
operations (Doke, 2015). Drawing from the above 
discussion, SOEs, if well managed are capable to 
create wealth in the economy and wellbeing and 
jobs for its citizens.

6. Conclusion and Recommendations

This paper examined the challenges and opportuni-
ties facing SOEs in South Africa and how they affect 
the economy. It was noted that there are several 
advantages to SOEs. SOEs play an important role 
in South Africa’s economy and their influential role 
can be observed in both domestic and international 
trade. The remarkable feature of the SOEs are their 
significant contribution to the maintenance of the 
basic infrastructure of South Africa, in turn, creating 
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jobs and driving growth in existing and emerg-
ing industries, which is positive for the economy 
and society. The other advantage is their ability 
to continue to render the core category of essen-
tial goods and services, such as electricity, water, 
telecommunications, transport, education under 
severe pressure of the ever increasing population. 
However, SOEs are currently facing huge difficul-
ties and are in a dire state. The main problems 
facing SOEs are mismanagement and corruption. 
This notion is articulated well by the principal-agent 
problem. Thus, mismanagement and rampant 
corruption occur because SOEs are managed not 
by their owners (public), but rather by principals 
(Board members). The board members normally 
serve their own interest, and they are loyal and 
accountable only to whatever political party is in 
power.

In view of these challenges, the paper makes sev-
eral recommendations. These include, among 
others, SOE board members must be independ-
ent and need to loyal to the owner (the people). 
Thus, there must be a clear government owner-
ship policy which stipulates board members are 
not the owners of the SOEs and they must regu-
larly report to the owner on their performance. In 
other words, SOEs must be managed according 
to principles of transparency and accountability. 
In this regard, their performance must be moni-
tored and reported on a timely, and transparent 
via the parliament. Further, the appointment of 
key senior managers in SOEs must be discussed 
and be inclusive of all those who are affected (the 
people). SOEs can be transparent and accounta-
ble through active citizen participation. This can 
be realised if, for instance, the interviews of such 
post should be conducted and televised through 
the parliament TV channel. Most importantly, if 
the government seriously wants to curb misman-
agement and looting of funds in SOEs, this paper 
recommends that there must start to deal with 
unethical conduct without any biases. While it is 
important that the state provides financial support 
to SOEs, the government should consider merging 
SOEs which are in the dire state, like SAA and SA 
Express. Conversely, the government should also 
allow for privatisation such SOEs if they might not 
be revived. This will preserve the taxpayer’s money 
which is used to provide bailouts for such SOEs. To 
sum up, it would seem that SOEs continue to be the 
catalysts for sustainable economic growth if they 
are well managed.
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