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1. Overview of the 2019 Budget



• The 2019 Budget outlines a series of economic and fiscal
measures intended to move the economy onto a new trajectory

• Confronts a challenging environment in which economic growth
remains weak to achieve higher growth rate

• Ensures sustainable finances by containing the budget deficit
and stabilising and reducing public debt and debt-service costs

• Government remains committed to fiscal sustainability and
gross debt is expected to stabilise at 60 per of GDP by 2023/24

• Advances reforms to improve the quality and quantity of public
infrastructure projects

• Increasing tax collections and efficiencies at South African
revenue services. Spending has been reprioritised to rebuild the
Revenue Service

• Addressing governance and operational concerns at the state-
owned companies (SOCs)

• Tackling the wage bill and introducing a series of interventions
to ensure sustainability and quality of expenditure

The 2019 Budget plants the seeds for renewal and growth at a  time when the government confronts challenging economic and 
fiscal choices. The Budget invests in productive resources, cuts spending and protects against negative contingencies

Six foundations of the 2019 Budget

Increasing tax collection

Reasonable, affordable expenditure

Stabilising and reducing debt

Reconfiguring state-owned enterprises

Managing the public sector wage bill
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Main messages in Budget 2019



2. Macro Economic Developments
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Source: IMF World Economic Outlook, January 2019 and IMF World Economic Outlook database

Region/country 2010-2017 2018 2019 2020 2021-2023

Percentage Post-crisis Average GDP forecast

World 3.8   3.7   3.5   3.6   3.6   

Advanced economies 2.0   2.3   2.0   1.7   1.6   

United States 2.2   2.9   2.5   1.8   1.5   

Euro area 1.3   1.8   1.6   1.7   1.5   

United Kingdom 2.0   1.4   1.5   1.6   1.6   

Japan 1.5   0.9   1.1   0.5   0.5   

Developing countries 5.3   4.6   4.5   4.9   4.9   

China 8.0   6.6   6.2   6.2   5.8   

India 7.3   7.3   7.5   7.7   7.7   

Brazil 1.4   1.3   2.5   2.2   2.2   

Russia 1.8   1.7   1.6   1.7   1.4   

Mexico 3.1   2.1   2.1   2.2   2.9   

Sub-Saharan Africa 4.3   2.9   3.5   3.6   4.0   

South Africa1 2.0   0.7   1.5   1.7   2.4   

1. National Treasury forecast

Global growth outlook has slowed

• Global economy continues to
grow, but signs of slowing growth
have emerged

• GDP growth projections for the
United States, China and Europe
have been revised down

• Monetary policy tightening in
developed economies is becoming
less aggressive

• Financial market conditions, which
stabilised in the middle of last
year, have become more volatile
since the end of 2018

• Short-term uncertainty has added
to concerns about trade tensions
and slower global growth

• Developing countries remain
vulnerable to swings in investor
sentiments

Economic growth in selected countries



Macroeconomic outlook
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Source: National Treasury

2018 2019 2020 2021
Real percentage growth Estimate Forecast

Household consumption 1.5   1.5   2.0   2.3   

Gross fixed-capital formation -0.2   1.5   2.1   3.0   

Exports 2.0   2.3   2.7   2.8   

Imports 3.8   1.7   3.2   3.3   

Real GDP growth 0.7   1.5   1.7   2.1   

Consumer price index (CPI) inflation 4.7   5.2   5.4   5.4   

Current account balance (% of GDP) -3.5   -3.4   -3.8   -4.0   

GDP outlook has been revised down since the 2018 MTBPS

• Global outlook is becoming less supportive of South Africa’s economy. Structural reforms and more
capable state are required to improve confidence and raise growth rate

• Real GDP growth estimated at 1.5 per cent in 2019, down from 1.7 per cent in the 2018 MTBPS,
reflecting weak employment and investment growth

• CPI inflation is projected at 5.2 per cent in 2019 in response to rising food inflation and electricity prices

• CPI inflation projections for 2020 and 2021 remain unchanged from 2018 MTBPS estimates
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Progress on restoring confidence and supporting growth

• Renew economic growth by strengthening private-sector investment, revitalise industrial parks and
townships and support black commercial farmers

• Progress has been made on growth-enhancing reforms including:

o Preparations to allocate telecommunications spectrum;

o Reforming visa requirements; and

o Removing of barriers to mining investment

• Spending has been reprioritised to support:

o Black commercial farmers;

o Revitalise townships and industrial parks; and

o Rebuild the South African Revenue Service

• Funding has been provided to address urgent matters in health and education, including filling critical
medical posts and completing school sanitation projects

• A series of reforms are under way to improve the quality and quantity of public infrastructure projects

• Government is reforming state-owned companies, with Eskom as its immediate focus
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Improving infrastructure planning and delivery to bolster investment

• The Budget Facility for Infrastructure has already strengthened state capacity to consider and budget for
large infrastructure projects

• The Development Bank of Southern Africa, the Government Technical Advisory Centre and the
Presidential Infrastructure Coordinating Commission will receive R625 million for project preparation
and implementation

• Local government infrastructure grants are being changed to increase flexibility and incentivise private
financing

• Regulation of development charges is being reformed, with the potential to increase local government
capital spending by as much as R20 billion per year

• Seven priority programmes worth about R32.6 billion under way in the metros will generate mixed-use,
mixed-income living environments, attracting substantial contributions from the private sector over the
long term

• Design of a blended-finance infrastructure fund is under way, with government committing a R100
billion to the fund over the coming decade to crowd in private sector, DFI and multilateral funding

Over the next three years, general government infrastructure investment plans amount to R526 billion. Work is under way to 
improve the quality of this pipeline



3. Fiscal Outlook
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Measures to narrow the budget deficit and stabilise the national 
debt-to-GDP ratio 

• Gross tax revenue shortfall estimated at R42.8 billion in 2018/19, a worsening of R15.4 billion since the
2018 MTBPS

• Including the proposed tax increases, gross tax revenue shortfalls total R16.3 billion over the next three
years, compared with 2018 MTBPS estimates

Tax measures amounting to R15 billion in 2019/20 and R10 billion in 2020/21 

• Baseline reductions of R50.3 billion, with about half of this amount relating to compensation

• These reductions are offset by provisional allocations of R75.3 billion over the next three years, of
which:

o Eskom’s support (R69 billion)

o Infrastructure fund (R5 billion) and

o 2021 Census (R1.3 billion)

• The contingency reserve is increased by R6 billion in 2019/20 (to respond to possible requests for
financial support by SOCs), and is lowered by R8 billion in the two outer years

• Any financial support agreed on will be raised from the sale of non-core assets and will be excluded
from the expenditure ceiling

• The above spending adjustments increase main budget non-interest expenditure by
R25 billion over the medium term, compared with 2018 Budget estimates

Expenditure reprioritisation and provisional allocations
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Source: National Treasury

1. Revenue changes are in relation to thresholds that have been fully adjusted for inflation

R million

Gross tax revenue (before tax proposals) 1,407,208  

Budget 2019/20 proposals 15,000  

Direct taxes 13,800  

Taxes on individuals and companies

Personal income tax 13,800  

Revenue from not fully adjusting for inflation 12,800  

Revenue if no adjustment is made 14,000  

Partial bracket creep for personal income tax -1,200  

No adjustment to medical tax credit 1,000  

Indirect taxes 1,200  

General fuel levy adjustment -500  

Introduction of carbon tax on fuel 1,800  

Additional VAT zero-rated items -1,100  

Increase in excise duties on tobacco products 400  

Increase in excise duties on alcoholic beverages 600  

Gross tax revenue (after tax proposals) 1,422,208  

Tax proposals are expected to generate R15 billion in 2019/20

• About 85 per cent of the increase in
revenue to be effected through direct
taxes

• With personal income tax (PIT) brackets
to remain unchanged and no rate
increase, inflationary increases to taxable
income are expected to increase PIT
revenue collection

• No change in monthly medical tax credit
for medical scheme contributions in
order to generate additional R1 billion
revenue

• The introduction of carbon tax on fuel to
raise a further R1,8 billion

• Zero rated items to be expanded thereby
detracting R1,1 billion

Impact of tax proposals on 2019/20 revenue1
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Source: National Treasury

R million 2019/20 2020/21 2021/22 MTEF total

2018 Budget non-interest expenditure 1,434,907 1,543,593 1,651,638 4,630,138 

2018 MTBPS1

Reprioritisation from slow spending programmes -8,176 -10,347 -6,798 -25,321 

Changes to contingency reserve and provisional 
allocations not assigned to votes

-1,779 -603 -5,671 -8,052 

Reallocations to:

National and provincial programmes 4,547 4,730 7,189 16,466 

Infrastructure: grants, build and maintenance 5,408 6,219 5,280 16,908 

Skills development levy adjustment 459 618 706 1,783 

2018 MTBPS non-interest expenditure 1,435,366 1,544,211 1,652,345 4,631,922 

2019 Budget1

Baseline adjustments -9,002 -19,711 -21,568 -50,281 

Changes to contingency reserve 6,000 -2,000 -6,000 -2,000 

Additions to spending 24,000 23,000 28,300 75,300 

National Revenue Fund payments adjustment 135 – – 135 

2019 Budget non-interest expenditure 1,456,500 1,545,500 1,653,077 4,655,076 

Change from 2018 Budget2 21,592 1,907 1,438 24,938 

1. Details of baseline adjustments by department provided in the Estimates of National Expenditure

2. Change in non-interest expenditure differs from the change in expenditure ceiling due to the addition of NRF payments, SDL adjustments and the provision for SOC funding 
in 2019/20

Adjustments to main budget non-interest expenditure since 2018 
Budget
Adjustments to the expenditure ceiling since 2018 Budget
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Source: National Treasury

R million 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

2017 Budget Review 1,074,970 1,144,225 1,229,823 1,323,553 1,435,408 

2017 MTBPS 1,141,978 1,233,722 1,316,553 1,420,408 1,524,222 

2018 Budget Review 1,232,678 1,315,002 1,416,597 1,523,762 

2018 MTBPS 1,225,455 1,314,865 1,416,597 1,523,762 

2019 Budget Review 1,310,156 1,430,595 1,525,052 

1. Non-interest spending financed from the National Revenue Fund, excluding skills development levy, special appropriations in 2015/16 for Eskom and the New Development
Bank, debt management and Gold and Foreign Exchange Contingency Reserve Account transactions and the International Oil Pollution Compensation Fund

Changes to the expenditure ceiling since 2018 MTBPS

Main budget expenditure ceiling1

• The expenditure ceiling excludes the provision of SOCs funding in 2019/20 to be raised from the sale of
non-core assets

• After taking account of the various adjustments to non-interest spending, the expenditure ceiling will
increase by R14 billion in 2019/20, R1.3 billion in 2020/21 and R732 million in 2021/22 relative to 2018
MTBPS estimates

• In 2018/19, the expenditure ceiling has been maintained, and national and provincial compensation is
likely to be lower than budgeted
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Source: National Treasury

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22

R billion/percentage of GDP Outcome
Revised 

estimate
Medium-term estimates  

Revenue 1,215.3  1,285.9  1,353.5  1,455.2  1,583.8  1,696.4  1,836.6  

29.4% 29.1% 28.7% 28.8% 29.3% 29.2% 29.4% 

Expenditure 1,366.3  1,443.0  1,543.8  1,665.4  1,826.6  1,948.9  2,089.0  

33.1% 32.7% 32.7% 32.9% 33.7% 33.5% 33.4% 

Non-interest expenditure 1,227.9  1,288.6  1,374.0  1,476.7  1,617.2  1,716.2  1,833.1  

29.8% 29.2% 29.1% 29.2% 29.9% 29.5% 29.3% 

Budget balance -151.0  -157.0  -190.3  -210.2  -242.7  -252.6  -252.4  

-3.7% -3.6% -4.0% -4.2% -4.5% -4.3% -4.0% 

Consolidated budget deficit projected to narrow in 2021/22

Consolidated fiscal framework

• The consolidated budget includes the main budget framework and spending by provinces, social
security funds and public entities financed from their own revenue sources

• Over the MTEF period, consolidated non-interest spending will grow at an annual real average rate of 2
per cent
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Projected compensation spending likely to be lower than budgeted 
for 2018/19

• Employee numbers are declining
at a rate sufficient to absorb 2018
wage agreement pressures, owing
to natural attrition

• New employees tend to be
younger and lower ranked than
employees who are leaving

• Over the medium term,
government will take additional
steps to manage growth in
compensation, including early
retirement without penalties.

• Proposed reductions to
compensation budgets amount to
R5.3 billion in 2019/20, R11 billion
in 2020/21, and R10.7 billion in
2021/22

Number of personnel (excluding SANDF)*
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Source: National Treasury
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4. Financing of Borrowing Requirement



Source: National Treasury
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2017/18 2018/19 2019/20 2020/21 2021/22

R million Outcome Budget Revised Medium-term estimates 

Main budget balance -208,587 -191,054 -224,472 -255,243 -264,449 -267,560 

Redemptions -28,375 -33,192 -15,060 -80,088 -63,215 -64,256 

Domestic long-term loans -24,254 -31,084 -13,019 -30,596 -51,075 -59,964 

Foreign loans -4,121 -2,108 -2,041 -49,492 -12,140 -4,292 

Total -236,962 -224,246 -239,532 -335,331 -327,664 -331,816 

Financing

Domestic short-term loans 33,407 14,200 14,000 25,000 35,000 36,000 

Treasury bills (net) 43,350 4,200 14,000 15,000 35,000 36,000 

Corporation for Public Deposits -9,943 10,000 – 10,000 – –

Domestic long-term loans 198,692 191,000 180,500 216,000 244,000 254,000 

Market loans 200,200 191,000 181,000 216,000 244,000 254,000 

Loans issued for switches -1,508 – -500 – – –

Foreign loans 33,895 38,040 54,198 28,520 43,050 43,560 

Market loans 33,895 38,040 54,198 28,520 43,050 43,560 

Loans issued for switches – – – – – –

Change in cash and other balances2 -29,032 -18,994 -9,166 65,811 5,614 -1,744 

Cash balances -31,538 -23,085 -47,498 71,644 930 -6,268 

Other balances3 2,506 4,091 38,332 -5,833 4,684 4,524 

Total 236,962 224,246 239,532 335,331 327,664 331,816 

Percentage of GDP 5.0% 4.5% 4.7% 6.2% 5.6% 5.3%
1. A longer time series is presented in Table 1 of the statistical annexure at the back of the Budget Review
2. A positive value indicates that cash is used to finance part of the borrowing requirement
3. Differences between funds requested and actual cash flows of national departments

Government gross borrowing requirement and financing edging up 
over the medium-term
Financing of national government borrowing requirement, 2017/18– 2021/221
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Source: Share Transaction Totally Electronic LTD(Strate)
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Foreign investors remain the largest single category holders of 
domestic government bonds
Holdings of domestic government bonds, Dec 2015 – Jan 2019 (%) • Foreign investor holdings  remain 

relatively high at 38 per cent

• Foreign holders have assisted in 
increasing liquidity in the local 
currency debt market, whilst 
lowering the general level of 
yields, and thereby lowering the 
cost of borrowing for the 
government

• However, NT is cognisant of the 
fact that foreign flows exposes 
government’s financing operations 
to global economic conditions

• Negative domestic economic 
factors and global risk 
developments towards the end of 
2018, depressed foreign investor 
sentiments

• The latter, is evident on Non-
resident holdings which fell to 
R730 billion by Jan 2019 from a 
high of R758 billion in April 2018

Non-residents domestic government bond holdings, Dec 2017 – Jan 2019 (R bn)



5. State-owned Companies and Other State Institutions
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State – owned companies current landscape/status

• The deteriorating financial position of state-owned companies has put additional pressure on the public
finances

• Government is initiating a series of major reforms at state-owned companies aimed at adjusting
business models and response to changed economic conditions, restore good governance, bolster
operational efficiency and strengthen financial controls and planning

• Guarantees to some state-owned companies remain a major risk to the fiscus, and government is
committed to reducing its guarantee exposure

• Land Bank repaid its debt –reducing government guarantee exposure

• Eskom used an additional R50 billion of its R350 billion guarantee in 2018/19

• R155 billion(R61 billion government guarantee) in debt falls due over the medium-term

• Government has revised the contingency reserve upwards to R13 billion for 2019/20 to respond to
possible requests for financial support

• The three largest institutions – the DBSA, the IDC and the Land Bank increased their total net asset
value to R133.1 billion in 2017/18, owing to subdued economic growth, a reduced repurchase rate and
delayed infrastructure projects



SOC reform commitments (2018) Intervention/plan proposed Progress update

SOC governance and operational  
support

• Appoint new boards, fill urgent vacant SOE positions
• Fast-Track the Shareholder Management Bill to 

empower DPE  to carry out its oversight 
responsibilities

• Development of Optimal Corporate structure for the  
realignment of state-owned airlines

• New boards at Transnet, SA Express, Denel.  New CEO 
at Eskom & Denel. New CFO at Eskom

• Cabinet approved Terms of Reference of the 
Presidential SOE Council (PSEC) which will oversee 
SOE reforms

• Governance structures includes Technical Task Teams 
(e.g. DGs) to support PSEC

• Airlines' Optimal Structure being considered currently

SOC finances; auditing 

• Private sector participation framework for SOEs 
approved by cabinet

• A review of funding models
• SOE Audit Committee Forum (risks and mitigation) 
• Implement Remuneration Guidelines and Exec Board 
• Appointment Guidelines (DPSA) 
• Ensure punitive  measures for underperformance vs 

targets for board  members/execs/contractors of 
SOEs                                         

• Minister regular interactions with boards or chairs of  
committees

• Remuneration Guidelines developed
• Implementation is underway  with all SOE to review 

and submit New Remuneration Policies
• Non-negotiable targets to  align performance with 

incentives

Eskom financial stability
• Government to address outstanding debt 
• Commitment to accelerate cost compression to more 

than R20bn  per year by 2023

• Interministerial Task Team members to deal with:                                                         
⁻ Funding & framework for revenue collection 
⁻ Establish independent centralised  collection 

model 
⁻ Management of default;
⁻ Programme to deal with culture of non-payment
⁻ Government to support, with amounts of R23 

billion per year provisionally allocated over the 
medium term

Source: Department of Public Enterprises
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Plans are in motion to strengthen the Companies
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Optimizing primary 
energy costs

Growing revenue 
with price 
incentives

Improving 
workforce 
efficiency

Refining capital 
efficiency

Driving operational 
and cost efficiency

Government Financial Support Energy Sector

• The financial support will help Eskom service its debts 
and meet redemption requirements, while also 
providing resources for urgent operational 
improvements

Objective

• The government is aware that in finding a solution to 
the current electricity challenges it faces tough 
choices

Objective

Plans

• The initial focus will be on establishing an independent 
transmission company, combined with the system 
operator, under the Eskom holding company 

• 9 point generation recovery plan that has been 
developed to deal with escalating unplanned 
breakdowns and coal shortages 

• The expansion of renewable energy sources in the 
country’s energy mix

Source: National Treasury
1. There are ZAR9bn of baseline adjustments in FY19/20, ZAR19.7bn in FY20/21, and ZAR21.6bn in FY21/22.

Conditions

• Fiscal support conditional on the appointment of an 
independent Chief Reorganisation Officer by the 
ministers of finance and public enterprises to deliver 
on the recommendations of the presidential task 
team

• Chief Reorganisation Officer reports to Board

Plans

• To partially fund the budget support for Eskom, a set 
of spending adjustments to save R50.3bn over the 
next three years (1)

• Partly to be delivered through a reduction in the 
government wage bill (supported by natural attrition) 
and active measures to reduce compensation 
budgets that include scaling up early retirement and 
a change to performance bonus payments

Contextualizing Eskom: The way forward, driving efficiency and 
reducing costs
Eskom turnaround strategy
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2016/17 2017/18 2018/19 2019/20 2020/21 2021/22

R billion Budget Outcome Budget Outcome Revised Medium-term estimates

Domestic loans (gross) 52.8 56.2 70.1 54.4 61.8 39.5 49.5 39.3 

Short-term 35.0 22.7 17.9 29.4 20.1 14.8 21.5 16.5 

Long-term 17.8 33.5 52.2 25.0 41.7 24.7 28.0 22.8 

Foreign loans (gross) 49.5 43.5 65.0 48.8 52.0 43.4 34.2 39.8 

Long-term 49.5 43.5 65.0 48.8 52.0 43.4 34.2 39.8 

Total 102.3 99.7  135.1 103.2 113.8 82.9 83.7 79.1 

Percentage of total:

Domestic loans 51.6% 56.4% 51.9% 52.7% 54.3% 47.6% 59.1% 49.7%

Foreign loans 48.4% 43.6% 48.1% 47.3% 45.7% 52.4% 40.9% 50.3%

1. Airports Company of South Africa, Eskom, SANRAL, SAA, Transnet and Trans-Caledon Tunnel Authority

Source: National Treasury

Financing requirements of selected SOCs

• Medium-term borrowing estimates have been revised lower in light of state-owned companies’ funding
difficulties.

• Increased credit risk has contributed to the high cost of funding for state-owned companies

• In 2017/18, state-owned companies could raise only 76 per cent of the R135.1 billion they expected,
mostly from domestic sources

• Financing of long-term capital investments should ideally attract long-dated debt

• Interest rates payable on short- to medium-term debt range from 8.4 per cent to 9.8 per cent

Borrowing requirement of selected state-owned companies1



6. Monetary Policy
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Consumer price inflation and expectations

Consumer price inflation (%) • Headline consumer price inflation 
moderated from 5.3 per cent in 
2017 to 4.7 per cent in 2018

• Fuel prices added inflation 
pressure in the second half of 
2018, but this has since faded –
helping inflation reach 4 per cent 
in January 2019, from 5.2 per cent 
in November 2018

• Goods price inflation has been 
volatile; it is currently well below 
services price inflation due to 
cheaper fuel, food and core goods

• Services price inflation steady 
around 5 per cent, while inflation 
expectations are lower, but still 
above midpoint of target range

Inflation expectations (%)
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Monetary policy stance

Nominal repo rate and  projection • The repurchase rate projection is 
roughly stable from here to the 
end of the forecast period, close 
to 7 per cent (current repo is 6.75 
per cent)

• The real repo stance, defined as 
the real rate relative to the real 
neutral rate (r*), is close to neutral 
across the forecast period, with a 
slight bias towards being 
expansionary

o This is consistent with 
inflation close to the 4.5 per 
cent midpoint of the 
inflation target range 
alongside a negative output 
gap (about -1.5 percentage 
points of GDP

Real repo rate gap
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Source: SARB

Dec 17 Sep 18 Oct 18 Nov 18 Dec 18

Number of banks in South Africa

Registered banks 19 19 19 19 19

Mutual banks 3 4 4 4 4

Co-operative banks 3 3 3 3 4

Local branches of foreign banks 15 15 15 15 15

Foreign branches with approved representative offices 31 29 29 29 31

Assets

Total assets (R billions) 5 157 5 415 5 472 5 469 5 517

Gross loans and advances (R billions) 3 800 4 023 4 020 4 020 4 115

Equity

Total equity (R billions) 456 451 451 458 468

Profitability

Cost-to-income ratio (smoothed) (%) 56.66 57.58 57.50 57.43 57.30

Return on equity (smoothed) (%) 15.94 15.47 15.62 15.87 15.99

Return on assets (smoothed) (%) 1.31 1.28 1.29 1.30 1.31

Liquidity

Liquid assets held to liquid asset requirement (%) 227.8 245.9 243.4 246.4 241.0 

Short-term liabilities to total liabilities (%) 55.5 54.3 54.4 54.7 54.9 

Liquidity coverage ratio (%) 117.1 126.7 128.7 134.0 127.8 

Capital adequacy

Common equity tier 1 capital adequacy ratio (%) 13.0 12.8 12.6 12.5 12.5 

Tier 1 capital adequacy ratio (%) 13.5 13.3 13.1 13.1 13.2 

Total capital adequacy ratio (%) 16.3 16.5 16.3 16.1 16.1 

Leverage ratio (%) 6.8 6.5 6.4 6.5 6.5 

Credit risk

Impaired advances (R billions) 455.8 450.8 450.7 458.4 467.8 

Impaired advances as a percentage of gross loans and advances (%) 2.8 3.7 3.7 3.7 3.7 

Specific credit impairments as a percentage of impaired advances 
(%)

42.6 45.2 45.3 45.2 45.6 

Sound and stable banking system

• The South African banking system is sound
and stable

• The sector is on track for full
implementation of the Basel III
requirements by January 2019

• The annual growth in total assets and gross
loans and advances amounted to 7 per cent
and 8.28 per cent respectively in December
2018.

• The banking sector continues to be
relatively cost efficient and profitable.

• The sector is liquid and met the minimum
Basel III liquidity coverage ratio
requirement of 100 per cent before 1
January 2019.

• Impaired advances increased following the
implementation of the new expected credit
loss accounting standard (IFRS 9) on 1
January 2018

o The ratio of specific credit
impairments to impaired advances
increased from 42.59 per cent in
December 2017 to 45.64 per cent in
December 2018

Selected South African banking sector trends
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Risks to the economic and fiscal outlook

Global risks 

• Global growth risks are biased to the downside. A more pronounced cyclical slowdown, further
escalation of trade frictions among major countries, and weaker growth in China, can all weigh on
global demand and consequently, South Africa’s export and investment outlook

• Global financial market volatility rose at the end of 2018 and remains high. While monetary policy
normalisation in advanced economies is expected to be more gradual, short-term uncertainty has
increased

o The main sources of uncertainty include the way by which the United Kingdom leaves the
European Union (Brexit), and the potential for financial and sovereign risks in certain European
countries to escalate

o The rand is vulnerable to sharp changes in risk sentiment, and a depreciation of the currency may
lead to higher inflation

• The trajectory of commodity prices remains uncertain, and dependent on supply dynamics and global
growth. If global growth weakens, it is likely that demand for industrial metals could ease, weakening
the outlook for exports
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Risks to the economic and fiscal outlook (Cont’d)

Domestic risks

• A deterioration in Eskom’s financial situation, and the potential effect of this on contingent liabilities, is
the main domestic source of uncertainty and risk. Should this materialise, this would significantly raise
the risk of a downgrade of South Africa’s sovereign rating, which could lead to a much higher risk
premium, nominal yield, and weaker exchange rate than we have projected in this forecast

• The risk of prolonged constrained electricity supply has the potential to reduce growth, due to the
effect on production in energy-intensive sectors and more generally productivity through out the
economy

• The possibility of prolonged industrial action can affect production

• Adverse weather conditions in early 2019 could pose downside risks to the production of agricultural
field crops

• Policy uncertainty remains elevated. However, government has made progress on implementing the
President’s economic stimulus and recovery plan. More traction on the reform agenda can boost
investor confidence and encourage a faster take-off in investment

• Long-standing fiscal risks can be negatively affected by low growth. If this requires further cuts to
government spending, or increases in taxation, then this can cause negative indirect effects on growth
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Conclusion

• The environment remains challenging. The medium-term economic outlook has been revised down,
with GDP growth forecast to reach 1.5 per cent in 2019, rising to 2.1 per cent in 2021

• Weak economic performance and residual problems in tax administration have resulted in large
revenue shortfalls. The deteriorating financial position of state-owned companies has put additional
pressure on the public finances

• The 2019 Budget prioritises narrowing the budget deficit and stabilising the national debt-to-GDP ratio,
restructuring the electricity sector and reduce the immediate risks Eskom poses to the economy and
the public finances and renewing economic growth and rebuilding state institutions

• The 2019 Budget proposes large-scale expenditure reprioritisation and tax measures that narrow the
deficit over the medium term and stabilise gross national debt at 60.2 per cent of GDP in 2023/24

• While progress is being made on various short-term initiatives, South Africa needs to implement a
range of structural reforms that will bolster confidence, investment and economic growth

• The state’s capacity to implement policy also needs to be strengthened

• Significant risks to economic and fiscal projections remain
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