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Summary of key messages

« South Africa faces a difficult period ahead as a result of a weak global outlook
and domestic constraints to economic growth

* Measures to reduce the budget deficit include increasing taxes ( personal income
tax and fuel levies) and a R25 billion reduction in budgeted expenditure over the
next two years

« Since the global financial crisis began in 2008 increasing expenditure has been
sustained by a large accumulation of debt. In a low-growth environment, this
trend cannot be sustained

« Government continues to prioritise infrastructure investment. Total public-sector
infrastructure spending of R813.1 billion is projected over the medium-term

« To eliminate poverty and reduce inequality, South Africa requires much higher
levels of economic growth, supported by accelerated implementation of structural
reforms identified in the National Development Plan
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Global growth is uncertain, and has been revised

downwards despite lower oil prices

IMF growth projections i

Weaker global growth prospects and

Region/country 2013 2014 2015 2016 slower grow[h in key emerging
Percentage CLP projections. markets introduce a degree of
World 3.3 3.3 35 3.7 .
Advanced economies 1.3 1.8 2.4 24 uncertalnty
United States 2.2 2.4 3.6 3.3 Grow'th |S p|Ck|ng up |n the US’ but
Euro area -05 0.8 1.2 14 . .
United Kingdom . )6 - 9 remains weak in Europe and Japan
Japan 16 01 06 08 China’s GDP is projected to slow to
Emerging markets and a1 44 4.3 Al 6.8% in 2016 but the growth outlook
developing economies . .
Brazil 95 01 0.3 15 for sub-Saharan Africa remains robust
Russia 13 06 30  -10 despite lower commodity prices
India 5.0 5.8 6.3 6.5 . . .
China 28 24 63 63 Lower oil prices over the short-term is
Sub-Saharan Africa 52 48 49 52 expected to boost global growth, trade
South Africa® 2.2 1.4 2.0 2.4 and Consumption

1. IMF World Economic Outlook, January 2015
2. IMF World Economic Outlook Update, October 2014
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South Africa’s terms of trade, inflation
and current account will benefit from
the decline in the oil price



GDP growth is projected to improve over the medium-term

Macroeconomic forecast , 2011-2017

Calendar year 2011 2012 2013 2014 2015 2016 2017
Actual Estim ate Forecast

Percentage change

Final household consumption 4.9 34 2.9 1.2 2.0 2.6 3.0
Final government consumption 1.7 3.4 3.3 1.9 1.6 0.7 0.7
Gross fixed-capital formation 5.7 3.6 7.6 -0.6 2.2 3.4 3.8
Gross domestic expenditure 4.9 3.9 14 1.1 2.4 2.7 3.1
Exports 4.3 0.1 4.6 0.9 3.3 4.6 5.0
Imports 10.5 6.0 1.8 -0.3 4.6 5.3 55
Real GDP growth 3.2 2.2 2.2 1.4 2.0 2.4 3.0
GDP inflation 6.7 5.5 6.0 6.1 6.1 5.5 55
GDP at current prices (R billion) 3025 3263 3534 3802 4113 4443 4830
CPl inflation 5.0 5.7 5.8 6.1 4.3 5.9 5.7
Current account balance (% of GDP) -2.2 -5.0 -5.8 -5.8 -4.5 -4.9 -5.2

Source: Reserve Bank and National Treasury
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Government aims to raise the growth potential over the

medium-term

Short-term measures are being implemented to improve the current electricity
supply shortage, while government is bringing more private participation in the
electricity generation market

Improve labour relations in order to reduce the impact of strikes on the economy

Government continues to invest heavily in infrastructure , which will reduce the
cost of communications and transport

Various incentives and programmes have been introduced to assist job seekers
and build skills in the economy

Several regulatory reforms and administrative improvements have been
completed to enhance business conditions and confidence

The establishment of special economic zones, various tax incentives and grant
funding for upgrading equipment and processes should help local firms become
more competitive

Reducing macroeconomic imbalances, including narrowing the budget deficit as
a proportion of GDP and consolidating the debt ratio, will provide a sound and
predictable basis for achieving these structural reforms
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Electricity supply will be a major constraint to growth

« Electricity will have a major impact on the economy over the next few years

« Supply side shortages, brought about by unplanned outages and a decrease in
plant availability have already resulted in load curtailment. Constraints are
expected to persist for at least the next three years. This is likely to:

— Physically constrain output and consumption directly, thereby contributing to
slower growth and job creation

— Lower investor confidence, and combined with the difficultly in obtaining new
electricity connections, will significantly reduce new investment

— Lower consumer confidence and social happiness

* As a result forecast household consumption and investment and exports (which
tend to be electricity intensive) have been revised downwards despite terms of
trade and competitiveness gains

« South Africa must use current challenges as an opportunity to shift towards a
less energy intensive growth path

1 ﬁ% national treasury
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Electricity interventions
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Government (the Inter-Ministerial Committee and the War Room) is working to
address the following:

Short-term funding, maintenance and diesel supply concerns
Speeding up the completion of the Medupi and Kusile power stations

Procuring additional co-generation capacity of about 800 MW over the next
six months

Increasing gas generation. Request for proposals for 3 126 MW of power
from natural gas has been released, with initial power expected to be
available by 2020. Steps are also under way to switch Eskom’s open-cycle
gas turbines from diesel to natural gas

Obtaining up to 2 500 MW from independent power producers generating
electricity from coal; this power should start being added to the grid by 2020

Eskom will receive allocations of R23 billion, to be raised through the sale of non-
core government assets
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Stronger regional growth will support South Africa’s

export performance

« Deepening investment links into Africa are important for South African firms &
improve trade

« Exports to Africa have risen from 12.6% in 2000 to 19.2% in 2014

« Qver a decade, annual investments into Africa has increased from R5.5 billion to
R36.8 billion, while dividend receipts from Africa have increased from 2 % to 14.9%

« Advance manufacture exports to Africa have been growing strongly

Export growth performance

Africa Europe China

Proportion of Exports Growth |Proportion of Exports Growth |Proportion of Exports Growth
Category 2000 2014 2010-14 2000 2014 2010-14 2000 2014 2010-14
Agriculture and Food 15.9% 16.4%  10.5% 10.1% 13.5% 7.2% 0.7% 1.6%  28.7%
Mineral products & precious metals 17.7% 11.9% 7.2% 30.6% 38.4% 6.7% 22.4% 69.0%  31.3%
Base Metals 11.6% 141%  11.7% 12.5% 11.6% 4.5% 18.2% 17.4%  20.7%
Basic Manufactures 26.1% 22.3% 9.0% 10.5% 8.8% 3.7% 6.7% 7.7%  22.3%
Manufactures: Clothing & footwear 2.7% 1.5% 5.9% 2.1% 1.0% -0.5% 2.5% 2.5% 21.2%
Manufactures: Machinery & equipment 24.9% 33.6% 12.6% 23.6% 26.5% 5.9% 46.8% 1.7% -4.5%
Other 1.2% 0.2% -3.4% 10.6% 0.2%  -20.8% 2.8% 0.0% -13.5%

Proportion of total exports Growth  |Proportion of total exports ~ Growth  |Proportion of total exports ~ Growth
Total Exports to Region/Country 12.6% 19.2% 10.2% 33.2% 25.8% 5.0% 2.0% 11.2% 21.1%

Source: National Treasury
u national treasury
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3. Fiscal Policy
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Fiscal framework including the fiscal package

Consolidated fiscal framework, 2011/12 — 2017/18

2011/12 2012113  2013/14 | 2014/15 | 2015/16  2016/17  2017/18
QOutcome Revised Medium-term estimates

R billion/percentage of GDP estimate
Revenue 8422 908.7 10081 | 1091.0 11889 13315 14395
27.3% 27.3% 27.9% 28.1% 28.4% 29.3% 29.2%
Non-interest expenditure 8706 9513 10361 | 11226 12186 13020 14035
28.3% 28.6% 28.7% 28.9% 29.1% 28.7% 28.5%
Interest payments 817 93.3 109.3 1208 132.4 146 8 158.3
2.7% 2.8% 3.0% 31% 3.2% 3.2% 3.2%
Expenditure 9523 10446 11453 | 12434 1351.0 14488 15617
30.9% 31.4% 31.7% 32.0% 32.2% 31.9% 31.7%
Budget balance -110.1 -135.8 137.2 152.4 162.2 117.3 122.2
-3.6% -4.1% -3.8% -3.9% -3.9% -2.6% -2.5%

Source. National Treasury
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Fiscal package stabilises the national debt-to-GDP ratio

« Main budget balance moves into balance by 2017/18

 Net loan debt (i.e. gross debt less cash balances) is expected to stabilise at 43.7
% of GDP in 2017/18

« Total nominal gross debt stock is projected to grow from R1.8 trillion in 2014/15 to
R2.3 trillion in 2017/18

Revenue and non-interest spending — main budget, 1996/97 —

National government debt outlook, 2005/06 — 2020/21

2017/18

28 3000 45

—Non-interest spending mRbilion 0 emmccmm——
—Revenue —— 2 500 —Per cent of GDP (rhs) 0
26 Sam-
’z
a - 2000
S 24 g
(O] 5 [=]
s = 2
S = 1500 2
& o £
o 22 30 8
] 1000 5
o o
20 25
500
18 0 20
M~ O O © «— NN OO <t W0 WM~ O O «— N ™M <t W0 O M~ «© ~ o0 D ~— o~ @ el w © ~ o » o —
DRI LLLLLL2LLOI T T oo S 8 S 8 5 5 =553 53 =335 8
S ~0 DO — N O < D S I~ B D — N O F 0 S I~ L 8 5 8 8 2 = ¢ @& 77 W v =k 20 92 g9
o O O O OO O O o 0O o O 0O O — ¥ 7= 7 ¥— ™ — T o o o o o o o o o o o o o o o
(=2l s o aelaelesleoleNel=RelleleNoeloel=ollolol el ~N o~ o~ ~N o~ o~ ~N o~ o~ o~ o~ o~ o~ o~ o~ o~
— v — — NN AN AN NN AN AN NN NN NN

Y]
o
=
(@]
@
P
2
o
=1
o
_|
=
®
r
[%2]
c
<

Dlig .
national treasury

Department:

14

National Treasury
REPUBLIC OF SOUTH AFRICA



Fiscal package shows commitment to fiscal sustainability

Since 2012, government has pointed out that a deterioration of the economic
environment would warrant a reconsideration of expenditure and revenue plans.
Therefore, the 2015 Budget proposals set out to:

— Increase personal income tax rates and the general fuel levy, raising an
additional R16.8 billion in 2015/16

- Ensure that the financing of state-owned companies does not increase
national government’s budget deficit

— Withhold additional resources for changes to personnel numbers

— Reduce the expenditure ceiling by R25 billion over the next two years,
compared with the 2014 Budget baseline

— Strengthen budget preparation and expenditure controls to improve
efficiency of resource allocation and the composition of spending

: aaaaaaaaaaaaa 15
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Revenue and tax measures to raise additional R16.8 billion
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Personal income tax rates, except for the lowest bracket, increase by 1%,
generating R9.4 billion in 2015/16
Fuel levies increase by 80.5 c/litre:
— A 30.5 cent increase in the general fuel levy raises an additional R6.5 billion in
2015/16
— A 50 cent increase in the earmarked RAF fuel levy generates an additional R9
billion to help close the RAF’s cash deficit
Government proposes a temporary reduction in the monthly UIF contribution
threshold from the current R14 872 to R1 000, reducing the UIF’s surplus by about
R15 billion in 2015/16
Tax measures to increase energy efficiency to be discussed with industry and
other stakeholders
Improvements to reporting and revised rules to address transfer pricing and base
erosion
Changes to transfer duties on the sale of property give relief to middle-income
households
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Supporting SOCs remains deficit neutral

« Government is taking several short-term measures to address immediate
requirements.

— Eskom will receive allocations of R23 billion, to be raised through the sale
of non-core government assets.

— South African Airways has been granted a R6.5 billion going-concern
guarantee to finalise its 2013/14 annual report, in addition to the R7.9
billion in guarantees already extended to the airline.

— The South African Post Office has been provided with a R320 million
overdraft guarantee and a R1.7 billion going-concern guarantee.

« Government is establishing an inter-ministerial committee to work with State
Owned Companies

« Government will also acquire and dispose of public assets based on strategic
requirements

» Exploring options for private investment to strengthen balance sheets of state
owned companies

3 Aﬁ/ national treasury
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Wage bill growth remains stable over the medium-term

Spending growth , 2011/12 — 2014/15 and 2014/15 — 2017/18 . Compensation stabilises as a share of
total expenditure

Interest payments

« Capital is the fastest-growing area of
non-interest expenditure over the
medium-term

Capital payments

Capital transfers

» Goods and services decline in real
terms

Current transfers and
subsidies

« Cost-containment measures in
2013/14 and 2014/15 resulted in
B Next tee years: 2014/15 - 2017118 expenditure on business consultants
Last e years: 201112 2014/15 and advisory services, catering and
entertainment, and travel and
subsistence falling by approximately
R1.5 billion

Compensation

Goods and services

0 2 4 6 8 0 12 14

Percentage growth

Source: National Treasury
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4. Financing of national borrowing requirement
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National government borrowing requirement and

financing

* Budget balance to moderate to R173 billion in 2015/16 from R180 billion in 2014/15

» Gross domestic long-term loans to moderate to R172 billion in 2015/16 from R189
billion in 2014/15

* Loan redemptions projected to total R190 billion over medium-term of which 90% is
domestic debt

Financing of national government borrowing requirement, 2014/15 — 2017/18

2013/14 2014/15 2015/16 2016/17 2017/18

R million OQutcome Budget Revised Medium-term estim ates

Main budget balance? -160 499 -179 781 -180 853 -173 054 -143 956 -155 453

Financing

Domestic short-term loans (net) 23 048 23 000 10 000 13 000 20 000 40 000
Treasury bills 20 221 23 000 10 000 13 000 20 000 40 000
Corporation for Public Deposits 2 827 — — — — —

Domestic long-term loans (net) 149 414 132 098 156 449 144 809 115 638 97 718
Market loans (gross) 172 112 167 103 189 856 172 500 172 500 185 000
Loans issued for sw itches?® -1 135 — 247 _ _ _
Redemptions -21 563 -35 005 -33 654 -27 691 -56 862 -87 282

Foreign loans (net) 378 1 288 8 356 7 797 4 208 13 373
Market loans (gross) 19 619 16 290 22 952 11 530 16 815 17 115
Redemptions (including revaluation -19 241 -15 002 -14 596 -3 733 -12 607 -3 742
of loans)

Change in cash and other balances*® -12 341 23 395 6 048 7 448 4110 4 362
Cash balances -16 292 18 895 1847 3 662 -100 503
Other balances® 3951 4 500 4 201 3 786 4 210 3 859

Total 160 499 179 781 180 853 173 054 143 956 155 453

Source: National Treasury
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Domestic bond issuance strategy in line with risk guidelines

New domestic government bonds, 2015/16

Fixed-rate Inflation-linked
Bond code Maturity date Bond code Maturity date
R 2 035 28 February 2035 2033 28 February 2033
R 2 040 31 January 2040

Source: National Treasury

Performance against strategic risk benchmarks

Range or limits

Benchmark description Benchmarki January 2015
Share of short-term debt maturing in 12 months (Treasury bills) 15% 13.85%
Share of long-term debt maturing in 5 years 25% 24.22%
Share of inflation-linked bonds as a percentage of total domestic debt 20-25% 22.18%
Share of foreign debt as a percentage of total government debt 15% 9.15%
Average term-to-maturity (fixed-rate bonds + Treasury hills in years) 10-14 10.72
Average term-to-maturity (inflation-linked bonds in years) 14-17 1491

Source: National Treasury

u national treasury
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Fixed-rate bond auction levels
will be maintained in 2015/16

Inflation-linked bond auctions
levels will be decreased
depending on take-up on non-
competitive auctions

To broaden the funding
options available, new bonds
to be introduced

Non-comps on new bonds
will be increased from 50% to
100% until the outstanding
amount reaches R10 billion

Strategy to issue long in order
to minimize refinancing risk

Risk guidelines ensure debt
sustainability

21



High redemptions over the MTEF and beyond

Maturity profile (January 2015) * Loan redemptions will increase
sharply averaging R88.5 billion in
mmDomestic bonds =mTBs Foreign bonds —Smoothening curve

350 -
300 -
250 -
200 -
150 -
100 -
50 -

0

— Strategy aims to mitigate
sharp increase in loan
repayments from 2017/18
N T TS, J SR SO . B | SR SN - B, S B

» Mitigating strategies are:
I AN R A N LR L UL AR )
S GO o S g I 0 — Cash will be accumulated from
higher borrowing

— Bond switch programme will be

R billion

- used to exchange short-dated
60 bonds for longer-dated bonds
) 6\\\.@ Q':&Qa Q@\“ Q\“}\% cs'@\\% é\c&(\ B\’\\ 3 c:'\%& Q\Q{& RS\’QQ:\

Source: National Treasury
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4. SOCs borrowing requirement and guarantees
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Borrowing requirements of state-owned companies and

development finance institutions

Borrowing Requirements , 2013/14 — 2017/18 « As aresult of SOC capital

Table 8.4 Combined borrowing requirement of state-owned companies, expenditure plans, an
2013/14 - 2017/18 e G .
2013/14 2014/15 201516  2016/17  2017/18 additional R78.9 billion is
R billion Outcome | Budget Revised Medium-term estimates eXpeCtEd to be added to
Domestic loans (gross) 64.8 51.6 69.5 711 81.9 75.4 the debt of SOCs
Short-term 26.0 329 298 26.8 265 29.1 i
Long-term 38.8 18.7 39.7 "3 554 163 ° Whlle most_ of the debt
Foreign loans (gross) 374 25.1 438 51.0 39.6 38.7 will be raised In the
Long-term 37.4 25.1 438 51.0 39.6 38.7 domestic market’ the
°fW“‘°“1d foreign debt proportion
Export credt : . g
PR 87 38 B >0 > > remains significant,
Multilateral institutions 10.3 1.2 174 15.7 269 25.0 . 36% h
Total 102.2 76.7 1133 1221 1215 1141 aver_agmg o over the
Percentage of total: medium-term
Domestic loans 63.4% 67.3% 61.3% 58.2% 67.4% 66.1%
Foreign loans 36.6% 32.7% 38.7% 41.8% 32.6% 33.9%

1.This table covers the top 10 borrowers: Airports Company of South Africa, Eskom, Rand Water,
Trans-Caledon Tunnel Authority, Umgeni Water, SANRAL, Transnet, Development Bank of
Southern Africa, Industrial Development Corporation and the Land Bank

Source: National Treasury
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Guarantee exposure of major state-owned companies

Guarantee exposure to major SOCs and DFls, 2012/13 —

2014/15
2013/14 2014/15

R billion Guarantee Exposure? | Guarantee Exposure?

Total 469.3 209.6 461.1 224.9
of which:
Eskom 350.0 125.1 350.0 144.5
SANRAL 38.7 23.9 38.9 30.2
Denel 1.9 1.9 1.9 1.9
Development Bank of 29.6 25.6 14.4 10.1
Southern Africa
Industrial Development 2.1 0.5 1.8 0.4
Corporation
Trans-Caledon Tunnel 25.7 20.5 25.7 20.7
Authority
South African Airways 7.9 5.0 14.4 8.3
Transnet 3.5 3.8 3.5 3.8
Land and Agricultural 3.5 1.1 2.6 2.1
Bank of South Africa
South African Post Office T T 1.9 0.1
South African Express 0.5 0.5 1.1 11
Airways

Other 5.9 1.7 4.9 1.6

.. Afull list of guarantees is given in statistical table 11
). Total amount of borrowing and accrued interest for the period made against the

guarantee
source: National Treasury
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New guarantees

issued during

2014/15:

SAA: R6.5 billion
SAPO: R1.9 billion
SAX: R0.6 hillion

Where funding or guarantees are
iIssued by Government:

Public entities must
demonstrate sound business
plans
Public entities will be required
to strengthen internal
governance and improve
operational performance
Close monitoring will take
place to ensure improved
commercial performance

25
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Long-term bond issuance trends

Fixedrate bonds issuance (Y1D) * The most issued bond is the R2032,
ps16 o with R29.6 billion in issuance

30 000 -
2000 16 42 s 1933 o The new bonds R2032 and R2044
6978 5310 5405
2402
° oa ‘fg

35000 -

R million

20 000 -
15,000 | 3295 bonds, were well supported,
accounting for 35.9% of total fixed-

10 000 -
5000 -
’ & rate bond issuance
'\- ,@. - . ‘b' 'To . . .
Q@‘ Q&@\ Q:e & Qﬁ'»‘* & Q@fs\‘ @v‘ & & * [nflation-linked auctlon§ also
generated some good interest,

anco s Spread acToss five

10 000 - 9 210

9 000 - 8 570 bonds
8 000 -| . .
7000 | 6 240 6 320 « The 12025 bond is the most issued
6 000 -|
2545

0

«‘9\\

S inflation-linked bond (ILB) with R9.2
4000 | billion issued, followed by the
30007 R2038 bond at R8.6 bhillion

2000 -
1000 -

R million

Source: National Treasury
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Government auctions remain well subscribed

» Issuance concentrated on the

4 mid to long end of the curve
- Fixed-rate bond auctions

30 000 -

3.8 3.8

25000 H

20 000 +

= remains over-subscribed
izzzz I I I I lz e Healthy demand in the ILB
1 auctions
SOOZ J I I |, - The 12025 has the highest

subscription rate of all

EAmount Issued Bid-to-Cover Ratio I LBS

R million
Bid-to-cover ratio

Average bid to cover ratio of Inflation- linked bond auctions

mAmount Issued Bid-to-Cover Ratio -3
14 000 -
12 000 - o
<
c 10000 - 2.0 19 19 -2 5
S 1.8 3
= 8 000 - [3)
€ o)
X 6000 - ot
o 1@
4000 - N
nd
.
0 0
8 12 15 16 17
Years

Source: SA National Treasury
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Non-competitive auctions well taken-up

Monthly take-up of non-competitive auctions e R32 hbillion raised from non-

7000 | competitive auction as at end of
P January
j::: * The highest amount of R6 billion

| In non-competitive auctions was
2000 taken-up in September
1000 - I I l  The non-comps were increased
0 . . . . . . . . . 0 0
N N R from 50% to 100% on the new

A

¥ R2032 and R2044 bonds until

Non-competitive auctions performance per funding instrument the outstanding amount
10000 - reached R10 billion

9 000 -|

8.000 | - Reason for the increase
7 000 - . . -
6000 was to build liquidity
=5 000 - .
52222: 0 e . i < - Strategy will be_* adopted
20§ o 3 S & for all new bond issuances
e m [] [ [

8 11 15 16 17, 21 22 26 29 33

Years

Source: SA National Treasury
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Yield curve continues to flatten

Fixed-rate bond yield curve movement e The yleld curve continues to
o - 120 flatten
o - - Foreign and local demand
zs g concentrated on long end of
o g | | -135 &
$7 . the curve
7 < T140 & .
3 s - Low yields globally
5 . . 150 - Decline in oil price and
25 30 35 . .
other commodity prices
mmm Change in bps(rhs) —=—Apr-14 Jan-15
Inflation linked bond yield curve movement . .
- 2 ¢ Yields have strengthened since
I i I April 2014
- Fixed-rate bonds
g2 o .., il -
3 gg ) I I I 2 strengthened by about 127
1 2 g z = & basis points on average
1 = g % -20

-20
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'
w
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15 21

Years

27 33
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Inflation-linked bonds
weakened by about 3 basis
points on average
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7. Holdings of government bonds
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Non-resident holdings increased significantly since

2009 and remains resilient

Holdings of domestic government bonds (%) , 2009 — Jan 2015 Despite anxiety over emerging market
risk, global investors continue to see
value in South Africa

- Non-residents holdings reached
a high of 38.8% in July 2014

» Non-residents purchased a net R47

billion of local currency government
| | | | | | | bonds during 2014, increasing total
mponmon s oreion mvesters - Monetary mstiutions holdings to R448.9 billion

= [nsurers = Other financial institutions Other
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Non-residents domestic government bond holdings, 2009 - 2014
450

- Totaled 36.4% at the end of
January 2015
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Holdings of fixed-rate government bonds

Ownership of fixed-rate bonds by sector, January 2015 e Non-residents account for 46% of
other inandial | Other etor fixed-rate bonds holdings
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— Non-resident are overweight in
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Holdings of inflation-linked government bonds

Ownership of inflation-linked bonds by sector, January 2015 °
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The bulk of the inflation-linked bonds
are owned by pension funds and
monetary institutions

— Together accounting for about
67% of the total outstanding

Non-residents only owning 3% of the
total outstanding

Long-term and short-term insurers
are underweight inflation linkers with
combined ownership of 6%
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