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South Africa 2018 Budget 

Fixing the fiscus 

 On 21 February, Finance Minister Gigaba will unveil the 2018 Budget. We think he will 

say that the government remains on track to meet its upwardly revised FY 17/18 main 

budget deficit target of 4.7% of GDP, but the market is likely to focus on the details of 

the fiscal adjustment package for FY 18/19. After credit rating agencies and investors 

reacted very negatively to the Medium Term Budget Policy Statement (MTBPS), 

Finance Minister Gigaba promised a further ZAR40bn of expenditure cuts and tax 

hikes for FY 18/19, on top of the previously promised but unspecified ZAR46bn 

consolidation measures. However, we think it will be hard for the government to 

deliver a budget that reassures on deficit reduction and debt stabilisation, does not 

undermine the weak cyclical growth recovery and is palatable to the electorate. 

 The government has promised to cut spending by ZAR56bn, over 1% of GDP, but 

curve-balls such as President Zuma’s unexpected introduction of free university 

education at the ANC’s December conference make this challenging. Without a plan 

to cut public sector employment – which is highly unlikely in a pre-election year – 

we think the government will struggle to materially cut spending, even before big 

upside spending risks from the ongoing public sector wage negotiations and 

possible further bail-out demands from state-owned companies (SOCs). Given 

significant fiscal risks arising from Eskom and other financially troubled SOCs, the 

markets are likely to scrutinise the budget’s section on SOCs.  

 The Treasury projects that revenue in FY 17/18 will fall short of the original budget 

target by over 1% of GDP. Growth is picking up slightly, but fixing the steep decline 

in tax elasticity will not be easy. Taxes will have to rise, but it not clear which tax 

levers the Treasury will pull to generate the additional ZAR30bn promised for 

FY 18/19. We do not expect a hike in the general VAT rate; although optimal from 

an economic perspective, political considerations likely rule it out. However, we do 

think the government could impose VAT on fuel sales, possibly with some offsetting 

reduction on the general fuel levy. Personal income taxes will likely also rise again, 

and the sugar tax is set to raise some money. The introduction of VAT on municipal 

property rates might be a good proxy for a wealth tax.  

 The 2018 Budget is a key consideration for Moody’s as it concludes its review of 

South Africa’s Baa3 credit rating. We expect the 2018 Budget to present a better 

picture than the MTBPS, but to disappoint investors and markets. On this basis, we 

think Moody’s is more likely than not to downgrade. 
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On 21 February, Finance Minister Gigaba will unveil the 2018 Budget in parliament. South 

Africa’s fiscal imbalances are a significant problem that will not be easy to solve, even for 

the most committed of governments, let alone one that is due to face the electorate in a 

little over a year. Crafting a credible budget at this juncture of deep economic difficulties and 

great political flux cannot be easy, even before having to factor in last minute curve-balls 

such as President Zuma’s unexpected introduction of free university education at the start 

of the ANC’s elective conference in December. There is little clarity on what the government 

will decide to do in order to plug the gap and set the fiscus back on a consolidation path 

without undermining growth. The government has many options – but none are likely to be 

both palatable and effective. In our previous macroeconomic forecast, we detailed some 

thoughts on how Finance Minister Gigaba and the National Treasury might try to approach 

the 2018 Budget. It is clear that taxes are likely to rise, but we will not find out until 21 

February which will be increased. It is also clear that expenditures will have to be pared back 

but the scope for deep expenditure cuts is likely to be limited, without a plan to cut the 

public sector payroll. 

The Treasury remains on track to hit its FY 17/18 deficit targets… 

In the Medium Term Budget Policy Statement (MTBPS) tabled last October, Finance 

Minister Gigaba announced that the revenue shortfall compared to original 2017/18 

budget targets would amount to nearly ZAR51bn – over 1% of GDP. The revenue shortfall 

seems due to a tricky combination of much slower–than-expected growth (Figure 1) and 

– especially worrying – a big decline in tax buoyancy (Figure 2). The latter could be driven 

by institutional problems at South African Revenue Services, and declining corporate and 

personal tax morality. As a consequence, the Treasury projected the consolidated fiscal 

deficit to come in at 4.3% of GDP, compared to an original target of 3.1% of GDP. The 

main budget deficit, which excludes the financial positions of provinces, social security 

funds and extra-budgetary institutions, was forecast at 4.7% of GDP this year, compared 

to the original 3.5% of GDP target (Figure 3). The primary main budget balance (ie, the 

budget balance excluding interest payments) was no longer projected to move into 

surplus over the course of the planning horizon (Figure 4).  

 

  

The 2018 Budget on 21 

February will likely struggle to 

balance the need for fiscal 

consolidation with the 

government’s likely desire to 

keep voters sweet ahead of 

elections 

A big tax revenue shortfall 

means that the main budget 

deficit is likely to hit 4.7% of 

GDP this year 

FIGURE 1 

Persistent GDP disappointments undermined the fiscus 

 
FIGURE 2 

But tax elasticity has shriveled too 

 

 

 
Source: National Treasury, Absa Research  Source: National Treasury, Absa Research 
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FIGURE 3 

MTBPS projected a sharply wider main budget deficit… 

 
FIGURE 4 

…with continued primary deficits  

 

 

 
Source: National Treasury, Absa Research  Source: National Treasury, Absa Research 

Ahead of the budget, the recent main budget data have not provided much salvation. However, 

the National Treasury will likely take comfort from signs that it remains on track to achieve its 

revised fiscal deficit targets. The December main budget balance data delivered a surplus of 

ZAR13.2bn, leaving the cumulative budget deficit for FY 17/18 at ZAR181.9bn (or 82.8% of the 

target) with three months remaining. December is usually a key month for personal and 

corporate income taxes and collections on these two categories were relatively strong. However, 

expenditures increased sharply by 19.7% y/y during December, possibly due to one-off factors. 

But despite the strong expenditure increase in December, average expenditure growth in the first 

nine months of the fiscal year was at 8.0% y/y, which is still slightly within the National 

Treasury’s revised target of 8.2% y/y. Assuming that full-year expenditure growth remains at 

this level, the government would undershoot its main expenditure target by ZAR5.1bn. On the 

revenue side, the average run-rate for gross tax revenues in the first nine months was at 6.2% 

y/y while total main budget revenue (which includes non-tax and provincial revenues) was 

running at 5.1%, just marginally ahead of the National Treasury’s revised target. Trends were 

mixed within the main categories of revenue (Figure 5). Despite the apparent spending resilience 

in retail sales data, VAT growth was still running below the MTBPS target. Personal Income Tax 

(PIT) was also lagging but corporate income tax receipts were running ahead of target. Given 

continuing, albeit modest, expansion in economic activity, the overall run rate on tax revenues 

could improve in the remaining three months of the fiscal year. However, even under an 

assumption of revenue growth of 5.1%, the Treasury would broadly hit its main budget revenue 

target. The provisional financing data for January suggest a deficit of ZAR39.3bn, which is in line 

with seasonal trends but the data are not always a reliable signal of the budget balance due to 

the timing of payment flows. Nonetheless, the Treasury looks set to hit its deficit target with risks 

of a slightly undershoot. 

FIGURE 5 

Main budget data year-to-date suggest revised deficit targets remain on track 

  
Budget 2017 

(ZAR bn) 

MTBPS 

(ZAR bn) 

April-Dec,  

% y/y 

Projected 

(ZAR bn)* 

Difference from 

MTBPS (ZAR bn) 

Total revenue** 1242.4 1193.5 5.1 1193.4 -0.1 

Gross tax revenue 1265.5 1214.7 6.2 1215.0 0.3 

   Personal income tax 482.1 461.3 8.2 459.4 -1.9 

   Corporate income tax 218.9 213.9 6.5 217.7 3.8 

   Value-added tax 312.8 301.3 2.2 295.5 -5.8 

Total expenditure 1409.2 1413.1 8.0 1408.0 -5.1 

*Based on the average run-rate for the first nine months. **Includes departmental revenues and other non-tax 

revenues. Source: National Treasury, Absa Research  
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…but filling South Africa’s gaping fiscal hole will not be easy 

While FY 17/18 targets remain on track, the medium-term trajectory for fiscal metrics is 

much less comfortable. With real interest rates that are well in excess of the real growth rate 

of the economy, and few non-debt sources of financing given the government’s ideological 

aversion to the idea of privatisation, the simple inexorable arithmetic of debt dynamics is 

adverse. Interest costs are now the most rapidly growing part of the government budget, 

amounting to 3.5% of GDP or 14 cents for every rand of tax collected (Figure 6). And, 

notably, in the government’s cash-based accounting system, this does not factor in the 

additional debt costs reflected in the discounts on bonds issued below par. Thus, the 

government’s own MTBPS projections no longer showed debt-to-GDP stabilizing over the 

three-year fiscal planning horizon; instead the MTBPS projected it to rise to nearly 60% of 

GDP by 2020/21 from 50.7% of GDP estimated at the end of FY 16/17. However, given the 

government has promised further consolidation measures since the MTBPS, the debt 

trajectory will most likely be altered when the 2018 Budget is published on 21 February. 

Notably, the adverse projections of the MTBPS were before any further crystallisation of the 

obligations of state-owned companies onto the government’s balance sheet. In other words 

the government’s debt ratios do not include any contingent liabilities. The ongoing financial 

and operational challenges at Eskom clearly leave a material risk that Treasury might have 

to step in to avert a big market-roiling default. Recent efforts to improve governance at the 

institution including the hiring of a new board and an acting CEO have been well received. 

The new management announced at the end-January presentation of the delayed interim 

results that it had received commitment for ZAR20bn to be received over the course of 

February. However, this is likely not enough to close the funding requirement gap of the 

entity over the longer term, especially given that the National Energy Regulator of South 

Africa (NERSA) awarded Eskom a much lower-than-expected standard tariff adjustment of 

just 5.23% for the current year, and Eskom’s Regulatory Clearing Account applications (to 

recoup previously incurred unexpected costs) now will not be adjudicated in time for a tariff 

adjustment until April 2019. Eskom has given little concrete information on how it aims to 

meet the challenge of reduced liquidity levels and a much smaller-than-expected tariff 

increase. We continue to view the troubling situation at Eskom as one of the key fiscal 

problems faced by the government, especially given Eskom’s projected ZAR243bn 

utilisation of National Treasury guarantees by end-March.  

FIGURE 6 

Debt servicing burden is rising steadily 

 
FIGURE 7 

One scenario for tax increases to generate ZAR30bn 

 

 

Tax policy measure 

Revenues, 

ZAR bn 

VAT on fuel, partially offset by cut in General Fuel Levy 10 

2 percentage point increase in top marginal rate of PIT 

to 47% 
3 

Incomplete adjustment of PIT brackets to offset 

inflation 
3 

Sugar tax 4 

VAT on municipal property rates 10 

Total 30 
 

Source: National Treasury, Absa Research  Source: National Treasury, Absa Research 
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Debts of some SOCs are already migrating to the government’s balance sheet. Notably, the 

MTBPS announced that the government would breach its own self-imposed expenditure ceiling 

in 2017/18 by about ZAR4bn due to some ZAR13.7bn in bailouts in FY 17/18 for South African 

Airways and South African Post Office. However, the immediate funding and financial challenges 

at the other big SOC user of government guarantees, the South African National Roads Agency 

Limited (SANRAL), appear less demanding. SANRAL’s 2017 annual report noted that guarantees 

from the government totalled ZAR37.9bn, of which ZAR28.9bn had been utilised at 31 August 

2017, and that it should be able to stay within this limit until 2019, with cash requirements until 

September 2018 amounting to just ZAR2.5bn. Overall, however, SOCs, particularly Eskom, 

remain a big source of fiscal concern. Finance Minister Gigaba’s action plan for inclusive growth 

promised that the government would reduce the usage of state-owned guarantees for SOC 

borrowing, but has not provided any convincing explanation or plan for weaning the SOCs off 

this source of fiscal risk. And just earlier this week Denel, the state-owned armaments company, 

requested a ZAR 3bn equity injection.  

Although the market reacted very negatively to the lack of “a plan” in the MTBPS to address 

the revenue shortfall, the government did roughly outline some further adjustment steps 

after S&P downgraded South Africa’s sovereign credit rating at end November and Moody’s 

put the country on review for a downgrade. We believe that if the National Treasury had had 

sufficient political support to put these measures into the MTBPS in the first place then the 

negative market reaction and negative credit rating actions could potentially have been 

avoided altogether. Nonetheless, at end-November President Zuma directed the Presidential 

Fiscal Committee, as “led by Finance Minister Gigaba and the National Treasury” to focus 

on four areas in preparation for measures in the 2018 Budget: 

 Additional expenditure cuts of ZAR25bn in areas that will not negatively affect growth; 

 Revenue increases of ZAR15bn including tax hikes; 

 Develop a phased implementation for free university education for poor students, in a 

fiscally sustainable manner; and 

 Identify a package of economic stimulus measures that will spark faster growth. 

In addition to measures already announced in previous MTBPS’s and budgets, the promises 

listed above made by the government at the end of November would deliver a total fiscal 

adjustment of about ZAR86bn - nearly 2% of GDP in FY 18/19 (Figure 8). Promises to 

adjust are indeed encouraging, but given the scale of the challenge and South Africa’s track 

record of laying well intentioned plans and then disappointing on implementation, markets 

and rating agencies will likely want to see a very detailed and credible adjustment plan in 

the upcoming budget. And any fiscal consolidation effort to the tune of ZAR86bn is 

inevitably going to be quite contractionary and thus ideally needs to be accompanied by 

clear, rapid and bold steps on the package of growth boosting measures, such as clarity on 

the Mining Charter. But for now many of the most important growth-boosting reform 

options remain mired – for now – in South Africa’s complex political situation. 

In particular, it is not clear how the government can cut ZAR56bn from spending in 2018/19, 

especially given that it currently is the process of renegotiating the public sector wage deal 

which expires in March. The MTBPS pencilled in an increase in total public sector employee 

costs of just 7% for FY 18/19. Business Day reported on 1 February that the Public Service 

Administration had agreed some potentially expensive housing benefit adjustments. No wage 

agreement has yet been definitively reached, but the newspaper said that the government 

apparently offered CPI +1.5% for the lowest seven levels of employees, CPI +1% for levels 8-

10 and CPI for the upper levels, with CPI inflation benchmarked at 4.7%. Unsurprisingly, 

unions are pushing for an even higher settlement, with uplifts above CPI of 3%, 2% and 1% 

respectively for the three salary bands. Notably, these salary adjustments are even before the 

Troubled SAA has already 

effectively transferred some of 

its debt problems to the 

government, but the 

challenges at SANRAL appear 

less severe 

A sizeable fiscal adjustment 

effort is seemingly promised 

for the upcoming fiscal year, 

but details are vague 

Growth-boosting measures will 

be needed to counteract the 

contractionary effect of a big 

fiscal consolidation package 

Big there are big upside 

spending risks from public 

sector wage negotiations 

currently underway…  
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near-automatic annual “notch progression” within salary bands, which creates upward drift 

in the overall salary bill of about 1.5% per annum. Absent a focused retrenchment 

programme (which we think unlikely ahead of the 2019 general elections), we see material 

upside risk to the fiscal allocation for employee compensation, which is already approaching 

12% of GDP. Notably, in the MTBPS, the National Treasury published a whole annexure on 

the adverse public-sector compensation trends and warned that “a new civil service wage 

agreement in which salary increases exceed CPI inflation, and without headcount reductions, 

would render the current expenditure limits difficult to achieve.” If the government could 

manage to keep the wage bill increase at, say, 4%, this could result in savings of ZAR16.6bn 

from the current FY 18/19 baseline, and would be a major contribution to fiscal 

consolidation, but this kind of pay and/or headcount restraint is not likely.  

Moreover, in a surprisingly populist move, President Zuma dramatically intensified the 

pressures on the spending envelope with his unexpected announcement at the ANC 

leadership conference – against the advice of the government’s own commission of 

inquiry into higher education and that of National Treasury – that university tuition would 

be made free for poor and working class students. Regardless of the broader moral, social 

and economic merits of the policy, we estimate that fee-free tertiary education could 

ultimately cost the fiscus around ZAR50bn or 1% of GDP per annum. However, 

subsequent to Zuma’s announcement, the government said that it would be phased in 

over five years, with the cost for this upcoming fiscal year estimated at around ZAR14bn. 

The cost will increase over the medium term as more students are covered. In the MTBPS, 

the National Treasury had allocated ZAR38.9bn to higher education institutions for the 

upcoming fiscal year, rising gradually to ZAR43.2bn by FY 20/21. However, the National 

Treasury flagged additional funding needs for higher education as one of the main 

medium-term expenditure risks. Positively, however, Deputy President Ramaphosa, after 

his election as leader of the ANC, categorically ruled out President Zuma’s controversial 

plan to procure a costly nuclear power plant. 

We expect the National Treasury to further hike taxes in the upcoming budget. The 

government has promised further revenue increases of ZAR30bn in total for FY 18/19, but 

they have not yet been specified. More important than the quantum of any fiscal 

adjustment, is its actual composition. Further hikes in direct taxes may prove 

counterproductive, given the observable decline in tax buoyancy. Nonetheless, we think that 

personal income tax (PIT) collections could be lifted again by incomplete adjustment for 

fiscal drag. There could also potentially be another increase in the top marginal rate of PIT 

FIGURE 8 

Additional adjustment measures broadly promised 

 
FIGURE 9 

The growth of the public sector wage bill needs reversing 

 

 

  * Not yet detailed. Source: National Treasury, Absa Research  Source: National Treasury, Absa Research 
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(currently 45%), which would have attractive political optics, even if it would not raise much 

money. The 2017 Budget reported that in 2017/18 there were just over 103k individuals 

registered for PIT in the top marginal income tax bracket (ie, earning more than ZAR1.5mn 

per year), with an aggregate taxable income of ZAR319bn. Raising the top marginal rate by 

2 percentage points to 47% would raise an additional ZAR3bn.   

However, a hike in the VAT rate, which at 14% currently is below international norms, 

would give the market confidence that the government is serious about eliminating fiscal 

slippage. We think a 1 percentage point hike in VAT to 15% could raise about ZAR20bn, or 

two thirds of the promised additional revenues. However, implementing a general VAT hike 

has been anathema to the ANC for some time now, and seems especially unlikely given the 

general elections looming in a year, and the leadership flux within the ANC at the moment. 

However, in line with an idea mooted in the 2017 Budget, the Treasury could remove the 

zero rating for VAT on fuel sales (a so called “tax expenditure”). If it implemented with no 

offsetting cut in the General Fuel Levy (GFL), we calculate this could raise about ZAR18bn. 

However, we do not think National Treasury or the government would want to see retail fuel 

sale prices rise by 14% in a single month, and therefore we would expect some offsetting 

cut in the GFL. Some commentators have suggested that National Treasury might 

conceivably also look to introduce a luxury rate of VAT, though the Davis Tax Committee 

studied this option and opined against it, and we therefore think it would be unlikely.  

The Treasury has promised it will also introduce the sugar tax with effect from 1 April, 

which could raise ZAR5bn on our estimates. We do not think markets should expect any 

fiscal relief from the carbon tax. While the government published its carbon tax bill in mid-

December, it notes that “the carbon tax will be revenue-neutral during its first phase” with 

revenues recycled (or specifically earmarked for additional measures) to reinforce the 

primary environmental objectives of the carbon tax.  

The National Treasury could also look to raise revenues by cutting other parts of its so-

called “tax expenditures” (basically tax revenues forgone due to special tax treatment) in 

addition to the zero VAT rating on fuel. In 2014/15 tax expenditures including PIT offsets for 

medical tax credits, the current zero rating of VAT on fuel sales and 19 basic foodstuffs and 

extensive customs duty tax breaks for South Africa’s motor vehicle industry totalled 3.6% of 

GDP. South Africa is unlikely to eliminate the tax breaks for the motor vehicle industry, or 

the zero VAT rate on 19 basic foodstuffs that constitute a large part of the food budget of 

lower income groups, even though together these tax breaks cost about 1% of GDP in 

forgone tax revenue. The government also seems to want to reserve the elimination of the 

medical aid tax credits to help finance the introduction of National Health Insurance at 

some point in the future. But imposing VAT on municipal property rates (worth ZAR10.5bn 

in 2014/15) might be an attractive substitute for a wealth tax which would be extremely 

difficult to administer.  

  

A VAT hike is desirable but 

unlikely 

Sugar tax could raise ZAR5bn  

The National Treasury might 

look to trim tax breaks 
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FIGURE 10 

Eliminating tax breaks might be a smart way to close the budget deficit  

Tax break 2014/15 Comments 

Personal income tax 50.9   

Pension and retirement annuity contributions 25.9 Tax breaks on pension and retirement annuity contributions will likely be 

retained given their beneficial impact on long-term savings. As regards the tax 

credits for medical aid, the government seems to be saving this source of 

funding for the introduction of a National Health Insurance scheme.   
Medical tax credits 18.5 

Corporate income tax 5.2   

Small business corporation tax savings 2.3 The relatively small value of the tax breaks in the corporate income tax space are 

too small to make them an attractive option for elimination to fix South Africa’s 

budget woes.  

  
Employment tax incentive 2.4 

Value-added tax 52.4   

19 basic food items 21.5 
Zero rating of basic foodstuffs for VAT will not be changed, as this serves to 

substantially insulate the poor and offset the regressivity of VAT as a tax. 

Petrol and diesel 18.2 
Fuel prices already contain a significant amount of taxes and excise duties. 

However, removing the VAT zero-rating on fuel may still be an attractive option. 

Municipal property rates 10.6 
Removing the zero-rating on municipal property rates may be an attractive 

substitute to a potentially cumbersome wealth tax.   

Customs duties and excise taxes 31.0   

Motor vehicles (MIDP/APDP) 23.5 

The wisdom of spending half a percent of GDP to support the motor vehicle 

industry should be questioned on value-for-money terms, but South Africa’s 

vision of itself as a manufacturing hub means that this subvention from the 

budget is unlikely to be changed. 

Source: National Treasury, Absa Research 

Given the recent progress against state capture, it is possible that over the long run the 

government might enjoy some substantial proceeds through asset forfeitures. The National 

Prosecuting Agency announced that it identified about ZAR50bn of assets that it suspected 

were the proceeds of criminality, and that it was looking to freeze. This is a substantial sum 

of money, over 1% of GDP. However, no monies will end up being returned to the state until 

criminal proceedings have been successfully concluded, and thus the monies are not likely 

to be available to rescue the fiscus for some time.  

Clearly, a lot is riding on the upcoming budget on 21 February, and yet uncertainties abound. 

It is not even clear whether Finance Minister Gigaba, who has been implicated in the various 

parts of the state capture saga, will still be at the helm at that time. The potential early 

replacement of President Jacob Zuma by Deputy President Ramaphosa would likely be 

accompanied by some far-reaching changes in cabinet as well, as Ramaphosa would likely 

want to use his presidential prerogative to set a new direction for the executive. But it 

remains unclear exactly when Zuma might depart. As regards the key role of the Finance 

Minister, Ramaphosa has not indicated who he would like to appoint. Investors would 

welcome the reappointment of Pravin Gordhan, whom Zuma fired in early 2017, but we 

think Ramaphosa might instead prefer to put Gordhan back in charge at South Africa 

Revenue Services to tackle the worrying erosion of tax buoyancy. Other possible confidence-

boosting candidates for the Finance Minister post include the former ANC Treasurer General, 

Zweli Mkhize, who topped the list of party officials elected to the National Executive 

Committee, and Gordhan’s respected former deputy, Mcebisi Jonas. Alternatively, 

Ramaphosa might choose to leave Gigaba in the hot seat to deliver a tough 2018 Budget 

(especially if the government does bite the bullet and hike VAT) before replacing him 

afterwards with a strong technocratic candidate with strong anti-corruption credentials in 

order to wipe the slate clean. Regardless of who delivers the Budget speech on 21 February, 

however, it is important to remember that the National Treasury has already completed most 

of the work. Big last minute changes to policy settings seem unlikely.  
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The 2018 Budget is a key consideration for Moody’s as it concludes its review of South 

Africa’s Baa3 credit rating. We expect the 2018 Budget to present a better picture than the 

Medium Term Budget Policy Statement, but to disappoint the desires of investors and 

markets for a really convincing approach on fiscal consolidation, based principally on 

expenditure containment. On this basis, we think Moody’s is more likely than not to 

downgrade, unless the budget presents some combination of a really compelling VAT hike 

and/or public sector pay freeze and/or convincing fix for Eskom’s travails, all of which we 

view as unlikely. 

The Budget will be key for 

Moody’s credit rating review 
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