
SOUTH AFRICA 

AT A 

CROSSROADS 

THE REPUBLIC OF  
SOUTH AFRICA  
Investor Presentation  

November 2018 

 



Table of contents  

2 

                                              Slide 

1) Overview of the 2018 MTBPS                                  3 

2) Macro economic developments                                                                                             5 

6) Monetary policy            21 

7) Conclusion                                                                                                                          25 

3) Fiscal outlook                               10 

4) Financing of borrowing requirement                                                                         15 

5) State-owned companies and other state institutions                                                                        18 



1. Overview of the 2018 MTBPS 
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Overview 

• South Africa finds itself at a crossroads. This Medium Term Budget Policy Statement (MTBPS) highlights the 
difficult economic and fiscal choices confronting government over the next several years 

• Economic growth has been revised down from 1.5 per cent to 0.7 per cent in the current year, and the global 
environment remains challenging for emerging market economies 

• Government remains committed to fiscal sustainability, but there has been slippage since the 2018 Budget 

⁻ Tax revenues have been revised down, partly due to higher value-added tax refunds 

⁻ Despite spending pressures, expenditure ceiling remains intact as the anchor of fiscal policy 

⁻ Gross debt is now projected to stabilise at 59.6 per cent of Gross Domestic Product (GDP) in 2023/24 

• Consolidated expenditure grows by 7.8 per cent a year on average, from R1.8 trillion in 2019/20 to R2.1 trillion in 
2021/22, prioritising education, social welfare, and health 

• The President’s economic stimulus and recovery plan aims to address low economic growth and high 
unemployment. Elements include an infrastructure fund to be developed in partnership with the private sector, 
growth and governance-enhancing reforms, and support for urgent education and health needs 

• State institutions are being repaired and renewed, but serious governance challenges exist across the public sector 
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2. Macro economic developments 
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Global outlook less supportive of domestic economy 

Economic growth in selected countries 

Region/country 2000-2008 2010-2016 2017 2018 2019

Percentage Pre-crisis Post-crisis Actual

World 4.3       3.9          3.7       3.7            3.7            

Advanced economies 2.4       1.9          2.3       2.4            2.1            

   United States 2.4       2.2          2.2       2.9            2.5            

   Euro area 2.0       1.1          2.4       2.0            1.9            

   United Kingdom 2.5       2.0          1.7       1.4            1.5            

   Japan 1.2       1.5          1.7       1.1            0.9            

Developing countries 6.5       5.4          4.7       4.7            4.7            

   China 10.4     8.1          6.9       6.6            6.2            

   India 6.8       7.3          6.7       7.3            7.4            

   Brazil 3.8       1.4          1.0       1.4            2.4            

   Russia 7.0       1.9          1.5       1.7            1.8            

   Mexico 2.2       3.3          2.0       2.2            2.5            

   Indonesia 5.3       5.6          5.1       5.1            5.1            

   Chile 4.8       3.8          1.5       4.0            3.4            

Sub-Saharan Africa 5.8       4.5          2.7       3.1            3.8            

South Africa1 4.2       2.1          1.3       0.7            1.7            

1. National Treasury Forecasts

Source: IMF World Economic Outlook, October 2018, and IMF World Economic Outlook database

Average GDP   (forecast)

6 

• Global growth is expected to stay stable at 3.7 per 
cent, while growth in global trade is projected to 
slow 

• Risk appetite is weighed against emerging markets – 
since April 2018, government bond yields have risen 
by around 96 basis points, while the rand has 
weakened by about 21 per cent against the US dollar 

• Mounting trade disputes, tighter financial conditions 
and volatility in commodity prices present risks to 
global growth and investment  



Growth outlook is revised down in the current year 

• 2018 GDP growth has been revised down from 1.5 per cent at the time of the Budget, to 0.7 per cent – reflecting 

the impact of recession 

• Over the medium-term, growth is expected to recover to 2.3 per cent by 2021, on the back of gradually rising 

confidence and investment 

• Despite lower inflation in 2018, the weaker exchange rate, along with rising fuel and energy prices, are placing 

upward pressure on consumer prices 

Macroeconomic performance and projections 

2015 2016 2017 2018 2019 2020 2021

Calendar year Estimate

Percentage change unless otherswise indicated

Household consumption 1.8           0.7           2.2           1.6      1.9           2.3           2.6           

Gross fixed-capital formation 3.4            -4.1 0.4           0.9      1.5           2.1           2.9           

Real GDP growth 1.3           0.6           1.3           0.7      1.7           2.1           2.3           

GDP at current prices (R billion) 4 051.4 4 350.3 4 651.8 4 949.1 5 317.2 5 724.1 6 167.2

CPI inflation 4.6           6.3           5.3           4.9      5.6           5.4           5.4           

Current account balance (% of GDP)  -4.6  -2.8  -2.4  -3.2  -3.2  -3.7  -3.9

Source: National Treasury and Reserve Bank 

          Actual          Forecast
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Progress on economic stimulus and recovery plan 

• Implementation of growth enhancing economic reforms 

• Draft policy direction for licensing high-demand spectrum has been issued 

• Work under way on restructuring options for electricity sector 

• Economic Regulation of Transport Bill now before Parliament  

• Mining Charter has been approved by Cabinet 

• Visa regulations are being amended to boost tourism 

 

• Reprioritisation of public spending to support growth and job creation 

• R32.4 billion over the next three years of which: 

₋ R15.9 billion goes towards faster-spending infrastructure programmes, clothing and textile incentives, and 
the Expanded Public Works Programme 

₋ R16.5 billion allocated to various programmes and entities, including funding for the South African Revenue 
Service (SARS), a minimum wage for community health workers, critical posts in health, and management of 
the justice system 

• Changes to grant structures amounting to R14.7 billion will promote upgrading of informal settlements in 
partnership with communities. Housing subsidies amounting to R1 billion will be centralised to better support 
middle- and lower-income home buyers 

• In the current year: R1.7 billion added to infrastructure spending (including funding for school building 
programmes), and R3.4 billion allocated to drought relief, mostly for water infrastructure 
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• Infrastructure fund 

• Government is working with development finance institutions (DFIs) and private-sector partners on an 
infrastructure project preparation facility 

• To strengthen accountability and transparency, government will publish online expenditure reports of 
current infrastructure projects 

• Government is negotiating access to funding from DFIs, multilateral development banks and private banks. 
These institutions have committed technical resources to help plan, approve, manage and implement 
projects 

• Work is under way to design a fund that supports “blended” finance, combining capital from the public and 
private sectors, and DFIs 

 

• Investing in municipal social infrastructure improvement 

• Consideration is being given to increased infrastructure financing from municipal borrowing and own-
revenue, including development charges 

• Government aims to improve the use of existing municipal infrastructure grants, through incentives and 
stronger national support and oversight 

 

 

Progress on economic stimulus and recovery plan (2)         
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3. Fiscal outlook 
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• Total revenue shortfall for 2018/19 will amount to R27.4 billion, reflecting: 

⁻ R9 billion in upward revisions to the Value Added Tax (VAT) refunds estimate 

⁻ R7.4 billion shortfall in corporate and personal income tax 

⁻ R11 billion to reduce the backlog of VAT refunds. The refunds payment is a once-off 

• Tax buoyancies have been revised down over the medium term, with the revenue shortfall expected to increase 
from R24.7 billion in 2019/20 to R33 billion in 2020/21 

• Earlier this year, a panel of experts was commissioned to investigate mitigating the effect of the VAT rate increase 
on low-income households. Government proposes zero-rating of white bread flour, cake flour and sanitary pads 
from 1 April 2019 

Revised revenue* projections 

Revenue outlook has deteriorated  

R billion 2018/19 2019/20 2020/21 2021/22

2018 Budget 1 345.0 1 454.8 1 581.9

Buoyancy 1.51 1.13 1.13

Revised estimates 1 317.6 1 430.1 1 548.9 1 674.8

Buoyancy 1.21 1.17 1.07 1.04

Change since 2018 Budget -27.4 -24.7 -33.0

Source: National Treasury
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*Gross tax revenue 



Consolidated fiscal framework: expenditure ceiling intact 

• Maintain the main budget expenditure ceiling 

• Avoid increases in the major tax instruments, unless the economic environment requires it 

• Retain national departments’ compensation ceilings which implies continued restrictions on personnel budgets 
and public employment. 

Consolidated government fiscal framework 

  2017/18   2018/19   2019/20 2020/21 2021/22

R billion/percentage of GDP Outcome  Revised   Medium-term estimates

Revenue 1 360.0 1 467.2 1 582.0 1 705.1 1 840.0

28.8% 29.1% 29.2% 29.2% 29.3%

Expenditure 1 549.5 1 669.2 1 808.4 1 950.9 2 091.1

32.8% 33.1% 33.4% 33.4% 33.2%

Balance  -189.6  -202.0  -226.4  -245.8  -251.1

-4.0% -4.0% -4.2% -4.2% -4.0%

Total gross loan debt 2 489.7 2 817.7 3 038.4 3 349.6 3 679.9

52.7% 55.8% 56.1% 57.4% 58.5%

Source: National Treasury 
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*The revenue above refers to the Government’s consolidated revenue 
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Revisions to the 2018/19 expenditure ceiling 

In-year adjustments with maintained expenditure ceiling 
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      R million

Expenditure ceiling: 2018 Budget Review 1 315 002

Upward expenditure adjustments  17 392

Budget Facility for Infrastructure projects and project preparation   870

Schools infrastructure backlogs grant   800

Drought relief  3 412

Financial support to state-owned companies: 

Special Appropriation Bill: South African Airways  5 000

South African Express Airways  1 249

South African Post Office  2 947

Commissions of inquiry into tax administration and state capture   409

Self-financing1  1 777

Roll-overs and unforeseeable and unavoidable expenditure   927

Downward expenditure adjustments - 17 529

Declared unspent funds -  329

Contingency reserve - 8 000

Provisional allocation for contingencies not assigned to votes - 6 000

National government projected underspending - 2 700

Local government repayment to the National Revenue Fund -  500

Revised expenditure ceiling 1 314 865

1. Spending financed from revenue derived from departments' specific activities

Source: National Treasury



Consolidated Spending  

• Compensation has grown from 32.8 per cent of total spending in 2006/07 to 35.2 per cent in 2017/18, putting 

pressure on goods and services and capital investment 

• The 2018 public-service wage agreement exceeds budgeted baselines by about        

R30.2 billion through 2020/21. National and provincial departments are expected to absorb these costs within 

their R1.8 trillion compensation baselines over the same period 

• Government is working on options to manage these pressures over the medium-term. 

Compensation is a major driver of spending 
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2006/07 2017/18

R billion

Current payments  317.3 939.7                 10.4% 61.2% 60.6%

Compensation of employees 170.3 546.2                 11.2% 32.8% 35.2%

Goods and services 91.5 223.5                 8.5% 17.7% 14.4%

Interest and rent on land 55.5 170.0                 10.7% 10.7% 11.0%

Transfers and subsidies 171.2 507.7                 10.4% 33.0% 32.8%

Payments for capital assets 28.5 81.7                   10.1% 5.5% 5.3%

Payments for financial assets 1.4 20.3                   27.2% 0.3% 1.3%

Total 518.4 1 549.5 10.5%

GDP 1 911.0 4 721.0 8.6%

1. Consisting of national and provincial departments, social security funds and public entities

Source: National Treasury

Outcome

 Annual 

growth

% of 2006/07 

Spending

% of 2017/18 

Spending

1 



4. Financing of borrowing requirement 
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Government gross borrowing requirement and financing edging up 
over the medium-term 

Financing of national government borrowing requirement, 2017/18– 2020/21  
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Overall increase in foreign currency flows in 2018 

Holdings of domestic government bonds,  Dec 2012 – Sep 2018 

Source: Share Transaction Totally Electronic LTD(Strate) 

Non-residents domestic government bond holdings, Dec 2017 – Sep 2018 
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Pension funds Foreign investors Monetary institutions

• Foreign investor holdings decreased from 
42.7 per cent in April 2018  to 39.4 per cent 
in September 2018 while domestic financial 
institutions increased their holdings 

• Nominal holdings are at R729 billion 
with a net outflow of R28 billion 
during this period  

• Global developments and domestic 
factors led to depressed foreign 
investor sentiment and outflows 

 

• However, nominal holdings are up           
R22.2 billion for the year 



5. State-owned companies and other state institutions 
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Initial steps to reform state-owned companies 

• Over the past year, new boards and executives have been appointed at Denel, Transnet, South African Express 
Airways and the Passenger Rail Agency of South Africa 

• South African Airways has found R400 million in procurement savings, begun turning profits on most domestic and 
regional routes, and removed several senior officials linked to malfeasance 

• The Auditor-General is working with private firms to audit several state-owned companies. To date, previously 
unreported irregular expenditure amounting to R27 billion has come to light 

• The boards of state-owned companies have initiated forensic investigations into allegations of corruption 

• The Eskom board is preparing a long-term turnaround strategy to be presented to government in November 2018, 
and several other entities have recently updated their turnaround strategies. 
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 Rebuilding state institutions  

• Some national, provincial and municipal departments are in financial disarray. Latest Auditor-General findings 

show increasing levels of irregular spending 

• Government has begun the process of rebuilding important state institutions 

⁻ Judicial Commission of Inquiry into Allegations of State Capture 

⁻ Commission of Inquiry into Tax Administration and Governance by the South African Revenue Service 

• National Treasury’s efforts to strengthen financial management include:  

⁻ Assisting SARS to regularise VAT refund payments and rebuild capacity 

⁻ Working with the Auditor-General and law enforcement agencies to reduce irregular expenditure in 
government, while improving transparency to curb corruption 

⁻ Enhancing capacity-building in local government by deploying skilled professionals to manage and recover 
revenue 

⁻ Introducing a strategic framework to support more efficient, cost-effective and transparent procurement 
efforts, particularly in the health sector 

⁻ Developing a framework that will include financial recovery plans to address    non-performing departments 
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6. Monetary policy 
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Monetary policy stance 
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Nominal and real repo rate 
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Real repurchase rate* Repurchase rate

Source: SARB, Reuters 

• By March 2018 the Monetary Policy Committee (MPC) noted 
a general improvement in inflation outcomes, a less 
depreciated exchange rate as well as the lower inflation 
expectations with a subdued growth outlook. The 
Committee, thus cut the repo rate by 25 basis points. The 
March cut helped further moderate the real repo rate 
trajectory 

• At the time, demand pressures were assessed to be benign, 
with core inflation pressures relatively contained 

• Household consumption expenditure was expected to be 
constrained by the tax increases, the lack of compensation 
for fiscal drag, weak employment growth as well as subdued 
growth in credit extension to households 

• At the September 2018 MPC meeting, the MPC assessed the 
risks to the inflation outlook to be on the upside, amid 
exchange rate risks related to both domestic and external 
factors elevated international oil prices and the possibility of 
higher electricity tariffs 



ZAR exchange rate 
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Exchange rate movement 

Rand movements and inflation 

Source: Stats SA, SARB 

• For most part of 2017, the SA rand has been on a depreciating 
trajectory mainly due to political uncertainty, weak domestic 
growth and risk of further sovereign credit rating. However, SA 
rand appreciated significantly in December following the 
outcome of the ANC’s elective conference which was viewed 
positively by the markets. The rand exchange rate continued its 
strong run in the first quarter of 2018 as the US dollar 
weakened amid fiscal concerns in the US. Moody’s Investor 
Services affirmed SA’s investment-grade rating, which further 
boosted the rand 

• From the second quarter of 2018, the SA rand has been on a 
depreciating path as risk appetite towards EM assets waned on 
potential impact of escalating trade tensions between US and 
its trading partners, as well as expectations of higher US 
interest rates 

• Poor local economic data, particularly contraction in GDP in 
both 1st and 2nd quarters of 2018 also weighed on the SA rand 



Sound and stable banking system 
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Selected South African banking sector trends  

Source: SARB 

• The South African banking system is sound and stable 

• The annual growth in total assets and gross loans and 
advances amounted to 8.07 per cent and 6.08 per 
cent respectively in August 2018 

• The banking sector is efficient and profitable, however 
the growth in profit slowed down in 2018, resulting in 
a slight deterioration in the profitability ratios 

• The liquidity coverage ratio of 131.50 per cent in 
August 2018 is well above the Basel III minimum 
requirement of 90 per cent in 2018 

• The South African banking sector remained 
adequately capitalised - with capital adequacy ratios 
well above the minimum statutory requirements 

• Impaired advances grew by 33.70 per cent year-on-
year due to the increase in specific impairments, 
following the implementation of IFRS 9 at the 
beginning of 2018. The ratio of impaired advances to 
gross loans and advances deteriorated slightly during 
2018 



7. Conclusion 
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Conclusion 

• Public resources cannot be substantially expanded without faster economic growth and job creation. Over the 

period ahead, government is focusing on reforms that support growth, stabilise state institutions, and improve 

service delivery 

• In-year growth outlook has been revised down sharply, and revenue shortfalls for 2018/19 — 2020/21 remain 

significant 

• Despite spending pressures materialising, the expenditure ceiling remains intact as the anchor of fiscal policy. Real 

non-interest spending grows by 1.9 per cent per annum prioritising education, social welfare, and health 

• The weaker growth outlook, medium-term revenue shortfalls, and weaker rand result in debt stabilising at  

59.6 per cent of GDP in 2023/24 

• Key fiscal risks in the period ahead include weak economic growth, uncertainty in the revenue outlook and the poor 

financial position of state-owned companies. 
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End 
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