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South Africa’s mid-year budget update: 

No plan but rather a call to action  

 National Treasury forecasts the revenue shortfall in FY 2017/18 at R50.8bn, 

higher than Absa’s forecast of R35bn. As a consequence, Treasury now projects 

the consolidated fiscal deficit to come in at 4.3% of GDP, compared to an original 

budget target of 3.1% of GDP and our forecast of 3.9% of GDP. As a 

consequence, over the course of the medium-term planning horizon, debt to GDP 

no longer stabilises; instead it rises to nearly 60% of GDP by 2020/21.  

 Treasury seems to have relaxed its commitment to only funding SOCs in a deficit-

neutral way, noting that the bailouts of South African Airways and the South 

African Post Office may lead to a R3.9bn breach of the hitherto sacrosanct 

expenditure ceiling. This is a concerning precedent given the scale of the 

challenges at other poorly run SOCs. However, in his MTBPS speech Gigaba said 

that Treasury was still looking to sell some of its Telkom shares to avert a breach 

of the spending ceiling.  

 Unusually, this MTBPS did not signal any expenditure or revenue-adjustment 

measures for next budget. Instead, it merely promises further measures to be 

unveiled in February. While it is welcome that Treasury has not tried to finesse 

the numbers, the lack of a plan might seem concerning. However, in this sense, 

the MTBPS could perhaps be read as a potential call to action from politicians. 

Realistically, economic policy in South Africa is highly contingent on the outcome 

of the extremely uncertain ANC electoral conference scheduled for December. 

 In terms of other challenges facing Gigaba in this MTBPS, which we flagged as 

worth watching, the update on implementation of the government’s inclusive 

growth action plan, confirmed that some important deadlines have been missed. 

On public sector compensation, the Treasury’s analysis flags how public sector 

employee compensation is likely to be a key battleground for fiscal consolidation 

in the coming years. 

 The MTBPS confirms that on the current trajectory, South Africa’s fiscal and 

credit fundamentals are on a negative trajectory. As we have argued before, we 

think the rating agencies will want to see the results of the electoral conference 

before making a decision to implement further downgrades, but the lack of a 

plan in this budget has likely raised the chance of downgrades before year-end. 
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In our Quarterly Perspectives Q4 17: Countdown to the ANC conference, 3 October, we 

argued that South Africa’s fiscal situation is precarious. We explored this analysis in more 

detail in our preview of the Medium Term Budget Policy Statement (MTBPS), South Africa’s 

mid-year budget update: Fiscal policy at the rubicon, 17 October, where we argued that 

South Africa is facing huge fiscal challenges, and thus Finance Minister Gigaba and National 

Treasury would struggle to deliver a budget update which is both reassuring and credible. In 

the end, they adopted a completely different approach, and instead of trying to finesse the 

numbers, they presented an honest and alarming picture of the present situation. In general, 

while the MTBPS presents a negative picture, and perhaps will disappoint markets that had 

been looking for a plan, it can be read as a call to action for the government as whole, 

because ultimately the solutions to South Africa’s fiscal challenges are political. This report 

unpacks the MTBPS, with a particular emphasis on what is surprising, relative to the 

market’s expectation, and what the implications are for the 2018/19 Budget, South Africa’s 

sovereign credit ratings, and macroeconomic performance generally. 

No more bias to optimism on the macro front for fiscal programming 

Unsurprisingly Treasury has revised its macroeconomic forecasts, with both real GDP 

growth and inflation now projected to move along a lower path, compared to the overly 

optimistic assumptions around the time the 2017/18 Budget was produced. In particular, 

the GDP growth forecast has been revised downwards from 1.3% for 2017 to 0.7%, and 

then 1.1% for 2018 and 1.5% for 2019. This is pretty much in line with Absa’s growth 

forecasts of 0.6%, 1.1% and 1.7% from 2017 to 2019. Household consumption next year is 

pencilled in at 1% this year and 1.2% in 2018, a tenth of a point higher than our forecast in 

both years. There is a slightly larger difference between our and Treasury’s forecasts on 

fixed investment spending, where we project -0.9% this year and -0.2% next year, whereas 

Treasury forecasts a smaller -0.6% contraction this year, followed by 0.5% growth next 

year. Meanwhile, CPI inflation is projected to average 5.2% next year (Absa 5.0%), and the 

current account deficit to come in at 2.6% of GDP (Absa 3.0%), before widening anew. All 

in all, however, Treasury’s revised macroeconomic projections are broadly in the same 

ballpark as Absa’s and, in contrast to the situation at the time of the Budget, we now find 

them to be credible. (One area where Treasury may still be too optimistic on is electricity 

prices, and how that feeds through to inflation. It assumes a 5.1% average electricity price 

for 2018, which implies a tariff increase of 8% for 2018, but it could come in markedly 

higher; Eskom has applied for 20%, with the regulator due to rule by 7 December.)  

FIGURE 1 

Treasury’s GDP growth forecasts consistent with Absa’s 

 
FIGURE 2 

One of the largest revenue shortfalls since the global crisis 

 

     2017 2018 2019 

Real GDP, % y/y Absa 0.6 1.1 1.7 

  SARB 0.6 1.2 1.5 

  IMF 0.7 1.1 1.6 

  Treasury (MTBPS) 0.7 1.1 1.5 

  Treasury (Budget) 1.3 2.0 2.2 

CPI avg, % y/y Absa 5.2 5.0 5.6 

  SARB 5.3 5.0 5.3 

  IMF 5.4 5.3 5.5 

  Treasury (MTBPS) 5.4 5.2 5.5 

  Treasury (Budget) 5.2 5.0 5.6 
 

Source: National Treasury, Absa Research  Source: National Treasury, Absa Research 
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Big revenue shortfall = big fiscal slippage 

National Treasury forecasts the revenue shortfall in FY 2017/18 at R50.8bn, higher than 

Absa’s forecast of R35bn, although we had acknowledged upside risks to our shortfall target. 

In our MTBPS preview piece, we wrote that “forecasting South Africa’s tax receipts for the full 

fiscal year is tricky, especially with seven months of tax collection data for FY 17/18 yet to be 

published. Simplistically applying the current YTD growth rate for each tax collected to last 

year’s outcomes would suggest a total gross tax shortfall for the main budget of R51bn, over 

1% of GDP. However, we still think there are some reasons to believe that the pace of tax 

collection will pick up a little in the second half of the fiscal year.” Treasury clearly disagrees, 

taking a conservative line. Its projected shortfall is higher than the market consensus, 

according to the Bloomberg survey although in line with some of the early warnings media 

alarms (Fin24, ‘Gigaba faces R50 billion budget shortfall’, 1 September; Business Day, 

‘Downgrade alarm as revenue shortfall could hit R50bn’, 21 August). Bloomberg’s consensus 

survey asked 11 economists whose median projected shortfall was R40bn, with the lowest 

forecast being R28bn and the highest being R54bn. Treasury reports under-collection of all 

main taxes. Interestingly, Treasury’s projected shortfalls do not look for the year-to-date pace 

of growth in various tax categories to improve much over the remainder of the year, and in 

VAT the pace of collection is expected to deteriorate further, perhaps because of the ruling by 

the Tax Ombud in September and his recommendations for speeding up VAT refunds. Overall, 

however, if the economy continues to pick up in the rest of the year from the recession in Q1 

16-Q1 17, there may be some scope for revenues to surprise a little to the upside compared to 

these very downbeat forecasts.  

FIGURE 3 

All main categories of taxes are performing poorly relative to budget targets  

  

Share of 

total tax 

revenue 

FY16/17 

FY 16/17 

actual 

growth 

(%) 

FY 2017/18 

Budget 17 

projected 

growth 

(%) 

YTD* 

average 

growth 

(%) 

MTBPS 17 

projected 

growth (%) 

Deviation 

from Feb 

forecast 

(Rbn) 

Personal income tax 37.1 9.4 13.2 8.0 8.6 -20.8 

Corporate income tax 17.9 6.9 6.6 4.4 4.6 -4.8 

Value added tax 25.3 2.9 7.9 5.6 4.2 -11.4 

General fuel levy 5.5 12.9 12.5 11.2 11.6 -0.8 

Customs duties 4.0 -1.8 8.7 -2.9 3.5 -5.4 

Dividend withholding tax 2.7 30.6 32.4 -0.3 1.6 -2.6 

Gross tax revenue 100 6.9 10.6 6.1 6.2 -50.8 

* Based on data for April-August.  Source: National Treasury, Absa Research 

As a consequence, Treasury now projects the consolidated fiscal deficit to come in at 4.3% 

of GDP, compared to an original budget target of 3.1% of GDP and our forecast of 3.9% of 

GDP. The main budget deficit outcome, which excludes the financial positions of provinces, 

social security funds and extrabudgetary institutions, is pencilled in at 4.7% of GDP this 

year, and 4.5% in 2018/19, compared to the 3.5% of GDP projection produced in the last 

budget document. The primary main budget balance no longer is envisaged to turn to 

surplus over the course of the planning horizon. With real interest rates well in excess of the 

real growth rate of the economy, and few nondebt sources of financing, the simple 

inexorable arithmetic of debt dynamics is adverse. Now, as a result of the fiscal slippage, 

over the course of the medium-term planning horizon, government debt to GDP no longer 

stabilises to peak at 52.9% of GDP in 2018/19. Instead, it rises to nearly 61% of GDP by 

2021/22 – on the current policy trajectory.  

National Treasury’s forecast of 

a R51bn tax revenue shortfall 

is at the upper end of 

expectations 

Budget deficits now likely to be 

higher than targeted by 1.2% 

of GDP this year; projected 

debt/GDP ratio no longer 

stabilises within the planning 

horizon 
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There are some interesting discussions about the causes of the large tax shortfall. 

Obviously, Treasury cites the weakness of economic growth but also refers to moderated 

wage settlements, private sector job losses and moderated public sector employment 

trends, a sharp decline in imports, and stabilisation of the rand as factors behind the 

weakness of growth. However, on page 22 of the MTBPS, the Treasury also states that 

“policy and administrative factors” may also be contributing to the shortfall and that 

“compliance concerns are mounting in the context of the tax administration challenges and 

weakening tax morality.” We think this could be one of the key reasons why tax buoyancy 

has taken such a sharp dip. The MTBPS notes that despite R18bn of new tax measures in 

2016/17, tax buoyancy fell to only 1.01 and this year, despite R28bn of extra tax measures, 

buoyancy is projected by the Treasury to be just 1.02 in the current fiscal year. We think 

buoyancy is a slightly misleading concept here and would prefer to focus on the stricter 

definition, tax elasticity, which strips out the effect of tax policy changes and thus is a better 

metric of the intrinsic robustness of the tax system. With this in mind, we see the challenges 

laid bare, with tax elasticity declining to between 0.6 and 0.7this year.  

FIGURE 4 

Revenue shortfall is much bigger than consensus expected 

 
FIGURE 5 

Main budget deficit targets have been widened out sharply 

 

 

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

FIGURE 6 

Primary balance to continue in deficit 

 
FIGURE 7 

No stabilisation of debt to GDP on current policy trajectory 

 

 

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

Treasury gives the nod to 

problems in tax administration 

and weakening tax morality as 

one of the reasons for the 

shortfall, in addition to 

weakening growth 
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FIGURE 8 

Tax buoyancy has declined, but tax elasticity calculations show the picture is even worse 

 

 
Source: National Treasury, Absa Research 

On the expenditure side, we had anticipated that there might be some mid-year attempt to 

curtail expenditure to offset some of the revenue shortfall, and that overall expenditure 

would be accommodated within the existing expenditure ceiling. Instead, in a marked 

departure, the Treasury has announced upfront in the MTBPS that it anticipates a R3.9bn 

breach of the expenditure target in the current fiscal year to fund the additional R5.2bn 

bailout of South African Airways recently using the Public Financial Management Act 

Section 16. (A R3.7bn bailout of the South African Post Office and R4.8bn for SAA were 

already provided for in the 2017 Budget, taking the total SOC bailouts in the current fiscal 

year to R13.7bn). This is the first upward revision of the nominal noninterest expenditure 

ceiling since they were introduced in 2012.  

FIGURE 9 

Upward revision to noninterest expenditure ceiling an important and bizarre signal 

Rbn 12/13 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 

2013 Budget 865 942 1016 1093           

2014 Budget   935 1014 1091 1168         

2015 Budget     1007 1081 1153 1250       

2015 MTBPS     1002 1078 1153 1250 1354     

2016 Budget     1002 1077 1153 1240 1339     

2016 MTBPS       1075 1144 1230 1323 1435   

2017 Budget       1075 1144 1230 1324 1435   

Total cuts in ceiling  -14 -18 -24 -20 -31 0   

2017 MTBPS       1075 1142 1234 1317 1420 1524 

Further change in ceiling     - -2 +4 -7 -15 NA 

Source: National Treasury, Absa Research 

The decision to breach the expenditure ceiling – for what is arguably a small amount – is a 

curious signal from the National Treasury, since another segment of the MTBPS (p25) states 

that Treasury is still looking at asset disposals, which could avert a breach, since spending 

funded out of asset sales is removed technically from expenditure, as per the R23bn equity 

injection into Eskom in 2015 funded by the sale of Vodacom shares. Moreover, Gigaba 

explicitly said in his MTBPS speech to parliament that the government was still looking to 

sell “a portion” of its Telkom shares, worth about R11.4bn at current prices, to prevent a 

breach. This would still represent a relaxation of previous discipline commitments, however, 

because even if the R3.9bn expenditure breach were averted by a sale of Telkom shares, 

there are still R13.7bn recapitalisations of SOCs planned this year, for SAA and SAPO alone. 
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The MTBPS warned of a 

possible R4bn breach of the 

expenditure ceiling due to SOC 

bailouts but Gigaba said that 

government still intends to sell 

its Telkom shares to avoid the 

breach 

The decision to signal a breach 

is curious, and sets a 

dangerous precedent should 

other SOCs come cap in hand 

for bigger amounts… 
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As regards other SOCs Positively, the MTBPS noted (in a box that updates on the 

government’s plans to boost growth page 11) that “an energy task team resolved not to 

provide balance sheet support to Eskom, but that Eskom will sign the PPA agreements with 

IPPs. Still, there was not anywhere in the MTBPS a more comprehensive plan for how needy 

SOCs will be dealt with. Perhaps this is understandable, since these matters ultimately 

require a political decision that is beyond Treasury to give, but the lack of a plan raises the 

risks of more on-the-hoof policy making, particularly if lenders start pulling funding from 

other troubled SOCs. It is not at all clear from the MTBPS whether the plans for SAA are 

sufficient to motivate the domestic lenders with R5.2bn claims on SAA falling due at the end 

of the month to term them out further to March.  

Much of the unanticipated expenditure is to be funded by a sharply reduced contingency 

reserve. In the 2017/18 Budget, the contingency reserve for the current fiscal year was 

pencilled in at R6bn, but this is now entirely utilised. Meanwhile, collectively the contingency 

reserve for 2018/19 and 2019/20 has been lowered from R30bn to just R8bn, while only 

R8bn is being pencilled in for 2020/21. The contingency reserve is designed to be used for 

unforeseen eventualities, but at R16bn over the three year spending period (just 0.1% of 

cumulative GDP), the contingency reserve is much smaller than in previous planning cycles 

and does not leave much room for adverse surprises, meaning that expenditure breaches 

are more likely.  

FIGURE 10 

Expenditure pressures masked at a deficit level by downward adjustment in contingency reserves 

Rbn, except 

as noted 
10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 Sum % of GDP 

2010 Budget 6 12 24 
        

42 0.5 

2011 Budget -6 4 11 23 
       

38 0.4 

2012 Budget 
 

-4 6 12 24 
      

42 0.4 

2013 Budget  
  

-6 4 7 10 
     

21 0.2 

2014 Budget  
   

-4 3 6 18 
    

27 0.2 

2015 Budget  
    

-3 5 15 45 
   

65 0.5 

2016 Budget  
     

-5 6 10 15 
  

31 0.2 

2016 MTBPS 
      

-6 6 10 20 
 

36 0.2 

2017 Budget  
      

-6 6 10 20 
 

36 0.2 

2017 MTBPS 
       

-6 3 5 8 16 0.1 

Source: National Treasury, Absa Research 

No preannounced commitments to further spending cuts or tax hikes 

This MTBPS is eye catching in another adverse regard as well. In contrast to past practice, 

the MTBPS does not signal any expenditure or revenue adjustment consolidation measures 

for the upcoming budget in February. Instead, it simply remarks that further measures will 

be unveiled in the February Budget. In this sense, this MTBPS could perhaps be read as a 

potential call to action from government, spelling out the extremely concerning prospects if 

appropriate action is not taken. Treasury officials stated that they are simply presenting “an 

honest picture” and in some sense it is to be welcomed that they are not trying to finesse 

the numbers. But the lack of a plan might nonetheless spook the market, even though most 

investors probably realise that a proper plan requires political decisions at the highest level 

and thus can only come after the ANC has chosen new leadership in December.  

 

 

…but the MTBPS positively 

notes that a government task 

team has resolved not to grant 

any more balance sheet 

support for Eskom 

Sharply lower contingency 

reserve pencilled in over the 

planning period; Treasury is 

not giving itself much room for 

error 

No further revenue or 

expenditure adjustments in 

this MTBPS beyond what has 

already been previously 

promised in prior iterations of 

the fiscal plan  
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FIGURE 11 

Consolidation measures relative to baseline projections 

Rbn 2015/16 2016/17 2017/18 2018/19 

2015 Budget     

Expenditure cuts 10 15 – – 

Revenue increases 17 – – – 

2016 Budget     

Expenditure cuts – – 10 15 

Revenue increases – 18 15 15 

2017 Budget     

Expenditure cuts – – 10 16 

Revenue increases – – 13 – 

Total     

Expenditure cuts 10 15 20 31 

Revenue increases 17 18 28 15 

Total 27 33 48 46 

Source: National Treasury, Absa Research   

The MTBPS contains a fiscal risk assessment, which should be required reading. It divides 

the risks to South Africa’s fiscal performance into four categories:  

 macroeconomic risks, such as the impact of slower-than-expected growth on 

revenues and debt sustainability; 

 budget policy and budget execution risks, such as a lack of control over employee 

wage bill, emergency spending pressures, and poorly planned infrastructure 

projects; 

 contingent and accrued liability risks, specifically guarantee exposures particularly to 

SOCs, exacerbated by governance concerns at SOCs; and  

 long-term spending commitments, such as the government’s promises of universal 

National Health Insurance and free tertiary education.  

Treasury provided useful new perspectives on some aspects of some of these risks, which 

again can be seen as a plea to policy makers at the highest levels of government for some 

forceful leadership and hard choices. As regards policy and budget execution risks, National 

Treasury has really focused on the public sector wage bill, noting that various provincial and 

national departments are presently at risk of breaching compensation ceilings, while the 

ongoing public sector wage negotiations will wreak havoc on the fragile fiscus if they lead to 

a pay deal in excess of CPI inflation. Treasury quantifies this: a CPI +1% pay deal will 

generate an aggregate shortfall on the national and provincial compensation budget 

compared to a pay deal of CPI alone of R12bn in 2018/19. Unusually, this MTBPS contains a 

sizeable annexure analysing the details and trends in public sector employee compensation. 

This intensified focus on the issue of the compensation budget – which the MTBPS baseline 

projects will rise 7.0% in FY 18/19 – reflects in our view the Treasury preparing the ground 

for the fact that public sector pay is going to be the most important battleground for fiscal 

sustainability in the future. Whether the dire picture here helps encourage the Minister of 

Public Service and Administration, Faith Muthambi, a key Zuma loyalist, to secure an 

appropriately stringent pay deal in the current wage negotiations remains to be seen. At the 

end of the day, without much better control over wage settlements, civil service downsizing 

through a retrenchment program becomes increasingly imperative, but it is not Treasury’s 

call to make on this radical approach. But it is sounding the alarm. At this stage, National 

The grave macroeconomic 

baseline picture combined with 

some assessment of the 

variety of negative fiscal risks 

should make politicians to take 

note 

 

 

This MTBPS delves deep into 

the challenges posed by a 

bloated public sector – leaving 

it for politicians to figure out 

the appropriate response 
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Treasury’s MTBPS makes no firm suggestions on how to tackle any of the bloated public 

service wage bill, but it is showing that hard choices cannot be deferred much longer. The 

following box provides some colour on Treasury’s detailed analysis. 

 

 In its discussion of medium-term fiscal risks, the National Treasury flags the public 

sector-wage bill as one of these risks, stating that it has crowded out other forms of 

spending. The NT also took an unusual step of providing a detailed account of recent 

developments within the public sector wage bill in one of the annexure boxes to the 

MTBPS. The wage bill has grown faster than the overall non-interest budget over the 

past eight years, rising to 35.3% of total consolidated expenditure in FY 16/17 compared to 

32.9% in FY08/09. At annual average growth of 10.3% since FY08/09, the wage bill has 

also exceeded average annual growth in nominal GDP of 7.9% over this period. The NT 

notes that this is equivalent to 37% in real terms, or an average of 4.1% per annum. While 

the wage bill is 35.3% of total consolidated expenditure, in departments highlighted as 

“labour intensive”, compensation budgets can be high, with police and correctional 

services at 76.6% and 66.9% of total budget allocations. Compensation budgets are also 

relatively elevated in provincial health departments, averaging 63.2% nationally. 

Part of the growth in the wage bill has been due to a rapid increase in public sector jobs 

between 2001 and 2012 but levels have fallen slightly since. Using PERSAL data, the NT 

notes that full-time equivalents of full time jobs peaked in 2012/13 at 1.33 million and 

declined marginally to 1.3 million in 2016/17. The other part of the increase been salary 

increases attributed to above-inflation increases in basic wages, the introduction of 

occupation-specific dispensation groups and a new salary grading system in 2009 as 

well as promotions. Annual salary increases have exceeded inflation by an average of 

2pp over the past 10 years. In some years, including this year, lower-than-expected 

inflation has boosted salary increases since these are based on inflation projections made 

in February. The NT also questioned the effectiveness of promotion and salary 

progression policies, saying that these had become automatic in some sectors. These 

raise the government wage bill by about 1.5% annually. With respect to the distribution 

of remuneration, the NT notes that wage growth has been faster for lower salary levels 

compared to higher scales. Average real annual growth since FY08/09 was 3.7% for the 

lowest four pay brackets, compared to 1.5% for the highest three brackets. 

 

As regards other budget execution risks, the MTBPS gives the nod to an issue that we think 

will become increasingly important: growing arrears on government payments to suppliers. 

The MTBPS reports that with overdue invoices had hit R26.4bn at the start of 2016/17, up 

30% from the previous year, with over half of these occurring in provincial health 

departments. As provinces labour under budgetary squeezes with little ability to flexibly 

adjustment labour costs, overdue invoices could rise further. The challenges at 

municipalities also pose big risks, as they delay payments Eskom, water boards and other 

important creditors. On the issue of contingent liabilities, Treasury did not provide any 

updated data on outstandings or utilisation.  

In an effort to provide the debate about the hard tradeoffs inherent in this government’s 

rush to long-term spending commitments without appropriate attention on how they will 

be funded, this MTBPS includes some important modelling of various issues such as higher 

education and National Health Insurance (NHI). The MTBPS notes that if the higher 

education white paper enrolment targets are observed and full tuition is made available to 

poor and middle income students, say to 75% of undergraduate students, then the cost of 

higher education to the fiscus would rise to about 2.8% of GDP in 2020, from about 1.7% 

under the current baseline, and to about 3.5% of GDP by 2025. As regards the cabinet white 

Budget execution risks in terms 

of payments at provincial 

health departments and 

municipalities bear watching 

There are material fiscal risks 

as the government slides 

towards implementing 

National Health Insurance and 

free tertiary education with no 

clarity on how such expensive 

policies can be sustainably 

funded 
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paper on NHI which was adopted by Cabinet in June 2017, Treasury estimates that full 

implementation of the NHI will increase public health expenditure to 6.8% of GDP by 

2025/26. (FY2016/17: 3.9%), assuming annual GDP growth of 2.5%. Nuclear power 

procurement is not modelled. 

This risk assessment section also presents three alternative modelled scenarios, which could 

be viewed as a clever piece of messaging to the government which might not want to focus 

on the unpleasant realities. Two of these spell out the potential look of things in the event of 

local currency credit ratings downgrades: one with “limited effects” and one with 

“pronounced effects”. In the former, growth is just 0.6% in 2018 and 0.9% in 2019, the 

primary deficit widens to 2.0% of GDP by 2020/21 and debt to GDP does not even flatten, 

instead it continues to rise to around 65% of GDP. In the more extreme, “Brazil-style” case 

with outright GDP contractions in the next two years, the primary deficit could hit nearly 5% 

of GDP, and debt to GDP could rise to 75% of GDP by 2020/21. These are alarming 

numbers and should be a concern for all politicians. Of course, all economic policy in South 

Africa is highly contingent on the outcome of the extremely uncertain ANC electoral 

conference scheduled for December. 

Positively, the MTBPS did contain some mildly positive news on the government’s so-called 

action plan for inclusive growth, published in mid-July (contained in Figure 12). Not all the 

measures promised by this time have been implemented. For example, the action plan 

promised that the Regulation of Agricultural Land Holdings Bill would be tabled in 

parliament by now but instead the update merely states that Minister of Rural Development 

and Land Reform is continuing to consult with stakeholders. Similarly, the plan envisaged by 

the Mining Charter would be in place, but although it has been gazetted, implementation 

has been postponed due to conflict with the industry. However, in other areas there has 

been progress, as shown in the following box on page 10, taken directly from the MTBPS. In 

particular, we note that the Budget Facility on Infrastructure is in place and considering 

projects (flagged in bold).  

Higher risk of downgrades before end-year but 2018 remains more likely 

Even the much gloomier-than-budgeted baseline fiscal scenario raises the question for 

investors as to whether the rating agencies will actually downgrade South Africa before the end 

of the year. We have previously argued that on they will wait until 2018 before deciding on their 

next rating move because ultimately the key bellwether for South Africa’s economic prospects 

and creditworthiness is the outcome of the ANC’s electoral conference in December, and how 

that plays out into the 2018/19 Budget due in February and other important economic policy 

choices. We still stick with that view, though we think that the risks of downgrades at the 

upcoming reviews have risen. We now, however, make a firm call that Fitch will move its 

outlook on its BB+ local and foreign currency debt ratings from Stable to Negative.) 

FIGURE 12 

Credit rating agencies likely to wait until 2018 before possible further downgrades  

  S&P Moody's Fitch 

Foreign currency BB+ Baa3 BB+ 

Local currency BBB- Baa3 BB+ 

Outlook Negative Negative Stable 

Date assigned 03-Apr-17 09-Jun-17 07-Apr-17 

Next scheduled review  24-Nov-17 24-Nov-17 

Flexible – but probably 

last week November or 

first week December 

Absa forecast 

Will hold off but another 

downgrade is more 

likely than not in 2018 

Another downgrade in 

2018 is more likely than 

not in 2018 

May change the outlook 

from Stable to Negative 

at the next meeting 

Source: S&P, Moody’s, Fitch, Absa Research 

Alternative scenarios modelled 

on the basis of further credit 

rating downgrades also paint a 

stark picture 

Some progress in the growth 

and confidence boosting 

measures 

Rating agencies will likely 

understand that the MTBPS is 

a realistic statement on the 

current economic dynamic, but 

will still likely wait until 2018 

before deciding on further 

rating downgrades 
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 Update on government’s short-term confidence-boosting measures 

Restore the sustainability of fiscal policy: 

 The Budget Facility on Infrastructure run by the National Treasury and the Presidential 

Infrastructure Coordinating Commission received 59 project submissions with an aggregate 

funding requirement of R135 billion. Several projects have been recommended for detailed 

appraisal. 

 Negotiations on the next public-service wage agreement are under way. 

 Promote transformation and competitive outcomes by implementing sector reforms: 

 The Preferential Procurement Policy Framework Act Regulations took effect on 1 April 2017. 

 The Financial Sector Regulation Act was signed into law on 21 August 2017. 

 The Government Technical Advisory Centre has been commissioned to set up a fund to benefit 

small and medium enterprises, with a particular focus on start-ups. 

Manage fiscal and economic risks associated with state-owned entities: 

 Government granted South African Airways R5.2 billion to address debt obligations. This 

allowed SAA to avoid default, roll over some debt and continue negotiations with lenders. A 

permanent chief executive officer has been appointed and the appointment of a chief 

restructuring officer is under way. 

 A private-sector participation framework and a template to determine and cost developmental 

mandates have been approved by Cabinet. 

 An energy task team resolved not to provide balance sheet support to Eskom. The Minister of 

Energy announced that Eskom will sign power-purchase agreements with independent power 

producers at a tariff not exceeding 77c/kWh. 

Create policy certainty by finalising key legislative and policy processes: 

 The Council for Scientific and Industrial Research completed a study on spectrum availability 

and open access. 

 The Competition Commission launched a market inquiry to investigate data prices. 

 Draft legislation is being finalised to facilitate the licensing of Postbank. 

 Implementation of the revised Mining Charter has been postponed to December 2017. 

 Government is consulting stakeholders on the Regulation of Agricultural Land Holdings Bill. 

Source: National Treasury’s MTBPS statement 
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FIGURE 13  

The MTBPS may provide an update on implementation various growth plan initiatives (due or past due items in bold) 

Intervention  Responsible authority  Timelines  

Fiscal policy   

Finalise a sustainable wage agreement  Minister of DPSA  Feb-18 

Finalise infrastructure budget facility  Minister of Finance  Oct-17 

Financial sector and tax policy    

Convene Financial Sector Summit to quantify transformation targets  Minister of Finance  Dec-17 

Bring down banking costs by implementing Twin Peaks  Minister of Finance  Feb-18 

Work with DTI on targeted debt relief for most vulnerable (e.g. in cases of reckless lending)  Minister of Finance  Feb-18 

Introduce micro-insurance framework and review Cooperatives Bank framework  Minister of Finance  Feb-18 

Leverage public procurement    

Implement Preferential Procurement Regulations, which took effect on 1 April 2017 Minister of Finance  Jul-17 

Finalise Public Procurement Bill  Minister of Finance  Mar-18 

Finalise complementary government fund aimed at financing SMMEs in start-up phase  Minister of Small Business  Feb-18 

Recapitalisation of SOCs and government guarantees    

Continue engagements on framework for the disposal of non-core assets  Minister of Finance  Mar-18 

Conduct audit of non-strategic assets of SOCs aimed at strengthening SOC balance sheets  Minister of Finance  Mar-18 

Finalise recapitalisation of South African Airways and South African Post Office  Minister of Finance  Aug-17 

Reduce the issuance of government guarantees, especially for operational reasons  Cabinet  Oct-17 

Determine the consequences of SOC non-adherence to the guarantee conditions  Cabinet  Oct-17 

Broader State Owned Entity (SOC) reforms    

Implement private sector participation framework  Minister of Finance  Mar-18 

Implement the remuneration framework  Minister of DPE  Mar-18 

Finalise the board appointment framework  Minister of DPSA  Mar-18 

Table draft Shareholder Bill  Minister of DPE  Mar-18 

Implement a framework for the determination and costing of developmental mandates  Minister of Finance  Mar-18 

Approve terms of reference for the Remuneration Standards oversight committee  Cabinet  Sep-17 

Private Sector Participation (PSP) Framework    

Engage other departments on PSP framework  Minister of Finance  Jul-17 

Provide guidance on PSPs and decide whether sector specific PSP frameworks are needed  All Shareholder Ministries  Oct-17 

Present potential PSP projects to government departments and committees All SOCs  Nov-17 

Approve PSP projects as outlined in the governance framework proposed in the PSP framework  All Shareholder Ministries  Mar-18 

Include PSP projects in Shareholder Compacts and Corporate Plan for subsequent implantation  All Shareholder Ministries  Mar-18 

Costing Developmental Mandates    

Consult other SOCs on costing of developmental mandate  Minister of Finance  Aug-17 

Implement mechanisms to effect outcomes through Corporate Plans (e.g. Instruction notes)  Minister of Finance  Aug-17 

Roll-out the template for inclusion in the 2018 corporate plans  Minister of Finance  Sep-17 

Monitor implementation through quarterly reports, annual reports and corporate plans  Minister of Finance  Mar-18 

Energy    

Approach NERSA regarding Eskom hardship  Eskom  Jul-17 

Submit case for Eskom soft support until tariff adjustment in 2018 to Treasury and Eskom Board  Eskom  Jul-17 

Finalise lowest cost IEP and IRP  Minister of Energy  Feb-18 

Review the pace and scale of electricity services rollout  Minister of Energy  Aug-17 

Review the level of participation by black industrialists and develop a strategy to increase it  Minister of Energy  Aug-17 
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Intervention  Responsible authority  Timelines  

South African Airways (SAA)    

Finalise CEO Appointment  Minister of Finance  Jul-17 

Finalise and implement 5 year Turnaround plan  Minister of Finance  Dec-19 

Negotiate with lenders to extend debt to longer-term  Minister of Finance  Oct-17 

Telecommunications    

Conduct high level study on WOAN spectrum needs and license the remainder to the industry  Minister of DTPS (CSIR)  Aug-17 

Issue policy directive mandating ICASA to commence the licensing process  Minister of DTPS  Dec-17 

Complete the spectrum licensing process  Minister of DTPS  Dec-18 

Direct Competition Commission to investigate the data prices  Ministers of DTPS & EDD  Jul-17 

Commence rollout of phase 1 of SA Connect Broadband programme  Minister of DTPS  Aug-17 

Other areas    

Amendment of the enabling legislation for licensing of Postbank.  Ministers of DTPS & Finance  Dec-17 

Finalise Mineral and Petroleum Resources Development Act Amendment Bill  Minister of Mineral Resources  Dec-17 

Conduct further engagements with civil society, labour and industry on Mining Charter Minister of Mineral Resources  Gazetted  

Table Regulation of Land Holdings Bill in parliament  Minister of Rural Development  Oct-17 

Source: National Treasury, Absa Research 
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