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1. Core message of the 2018 Budget 
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Core message of the Budget 

• Following a difficult year for the economy and fiscus, a renewed sense of optimism has taken hold. 
The 2018 Budget outlines a series of measures to rebuild economic confidence and return the 
public finances to a sustainable path. 

• The budget responds to revenue shortfalls presented in the 2017 Medium Term Budget Policy 
Statement (MTBPS), and the announcement of fee-free higher education and training. Budget 2018 
also accelerates government’s efforts to narrow the budget deficit and stabilise debt. 

• New tax measures raise an additional R36 billion in 2018/19, mainly through a higher VAT rate and 
below-inflation adjustments to personal income tax brackets. 

• The expenditure ceiling is revised down marginally over the next three years compared to the 
MTBPS. Underlying this change are major reductions and reallocations including: spending cuts 
amounting to R85 billion, an allocation of R57 billion for fee-free higher education, and additions to 
the contingency reserve of R10 billion. 

• Together with an improved growth outlook, the revenue and spending measures reduce the 
consolidated deficit from 4.3 per cent of GDP in the current year, to 3.5 per cent by 2020/21. The 
main budget primary deficit closes, helping to stabilise debt at 56.2 per cent of GDP in 2022/23. 

• Risks to the public finances include an uncertain growth outlook, wage pressures, and the weak 
finances of state-owned companies. 
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2. Macro economic developments 



Global recovery provides a supportive environment for South Africa 

• The world economy continues to 
strengthen supported by tax reforms in 
the US, strong domestic demand and 
trade in Europe, and accommodative 
monetary policy in developed 
economies 

• Growth in developing economies is 
supported by external demand and a 
recovery in commodity prices 

• As the world economy recovers, 
tighter financial conditions could 
reduce capital flows to developing 
economies 

• Commodity prices have rebounded 
over the past year resulting in an 
improved near-term outlook for 
commodity exporters like South Africa  

• The recovery in commodity prices is 
from the low reached at the end of 
2015, responding to higher demand 
from China and India 

 

 

IMF growth projections 
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Region/country 2000-2008 2010-2016            2017            2018            2019

Percentage Pre-crisis Post-crisis

World 4.3              3.8              3.7              3.9              3.9              

Advanced economies 2.4              1.9              2.3              2.3              2.2              

   United States 2.3              2.1              2.3              2.7              2.5              

   Euro area 2.0              1.1          2.4              2.2              2.0              

   United Kingdom 2.5              2.0              1.7              1.5              1.5              

   Japan 1.2              1.4              1.8              1.2              0.9              

Developing countries 6.5              5.4              4.7              4.9              5.0              

   Brazil 3.8              1.4              1.1              1.9              2.1              

   Russia 7.0              1.8              1.8              1.7              1.5              

   India 6.8              7.3              6.7              7.4              7.8              

   Chile 4.8              3.9              1.4              2.5              2.7              

   Mexico 2.6              3.1              2.0              2.3              3.0              

   Indonesia 5.3              5.6              5.2              5.3              5.5              

   China 10.4            8.1              6.8              6.6              6.4              

Sub-Saharan Africa 5.9              4.5              2.7              3.3              3.5              

South Africa1 4.2              2.0              1.0              1.5              1.8              

           Average GDP forecast

Source: IMF World Economic Outlook, October 2017 and IMF World Economic Outlook Update, 
January 2018 

1. National Treasury forecast 



The domestic economic outlook has improved since the 2017 MTBPS 

• The economy has benefited from strong growth in agriculture, higher commodity prices and, in 
recent months, improving investor sentiment 

• The medium-term growth outlook has improved since the 2017 MTBPS, mainly due to an 
expected increase in private investment as a result of improved confidence 

• The SACCI business confidence index reached its highest level since October 2015, while the 
Absa PMI is at its highest level since January 2010 

 Macroeconomic outlook 

Source: National Treasury 
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2017 2018 2019 2020

Real percentage growth Estimate Forecast

Household consumption 1.3                       1.7     1.9     2.3     

Gross fixed-capital formation 0.3                       1.9     3.3     3.7     

Exports 1.5                       3.8     3.4     3.5     

Imports 2.7                       4.4     4.6     4.5     

Real GDP growth 1.0                       1.5     1.8     2.1     

Consumer price index (CPI) 5.3                       5.3     5.4     5.5     

Current account balance (% of GDP)  -2.2  -2.3  -2.7  -3.2



The domestic economic outlook has improved since the 2017 MTBPS 

• South Africa’s GDP grew by 3.1 per cent q/q in the final quarter of 2017, from an upwardly 
revised 2.3 per cent q/q in 3Q 2017 

• The agricultural sector emerged as the strongest positive contributor to quarterly GDP growth, 
contributing 0.8 percentage points from 37.5 per cent q/q growth 

• The key negative contribution to quarterly GDP growth stemmed from the mining sector 
following the strong broad-based decline in mining output in 4Q 2017 

• Full year real GDP growth in 2017 surprised to the upside of National Treasury’s 2018 Budget 
Review estimate of 1.0 per cent y/y.  

 
Macroeconomic outlook 

Source: National Treasury 
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2015 2016

Percentage change Q1 Q2 Q3 Q4 Year 

Agriculture, forestry and fishing  -6.4  -10.2 26.2  36.8  41.1  37.5  17.7  

Mining and quarrying 3.1     -4.2 12.6  7.8    6.2     -4.4 4.6    

Manufacturing  -0.4 0.9       -4.1 2.9    3.7    4.3     -0.2

Electricity, gas and water  -1.7  -2.3  -5.6 8.1     -6.1 3.3    0.2    

Construction 1.8    1.1       -1.2  -0.7  -1.2  -1.4  -0.3

Trade, catering and accommodation 1.9    1.7       -5.6 0.9     -0.1 4.8     -0.6

Transport, storage and 

communication

1.4    0.8       -1.3 2.6    0.8    2.8    1.5    

Finance, real estate and business 

services

2.6    2.3       -0.5 3.1    1.9    2.5    1.9    

General government services 1.0    1.4       -0.5  -1.9 1.1    1.4    0.3    

Personal services 1.0    1.5      0.3    1.7    1.2    1.0    1.2    

GDP 1.3    0.6       -0.5 2.9    2.3    3.1    1.3    

2017



Towards faster economic growth 

• Translating the cyclical upturn and improved investor sentiment into more rapid economic growth 
requires government to finalise many outstanding policy and administrative reforms, particularly in 
sectors with high growth potential.  

• The National Treasury estimates that, if the international environment remains supportive, 
effective implementation of these reforms could add two to three percentage points to real GDP 
growth over the coming decade. 
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3. Fiscal Outlook 
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Summary of 2018/19 budget proposals 

Revenue adjustments: 

• Raise an additional R36 billion in tax revenue through an increase in the VAT rate, limited personal 
income tax bracket adjustments and other measures 

 

Expenditure adjustments: 

• Reduce MTBPS baseline expenditure by R26 billion 

• Allocate R12.4 billion for fee-free higher education and training 

• Set aside an additional R5 billion for the contingency reserve 

• Provisionally allocate R6 billion for drought management and public infrastructure 

 

The baseline spending reductions and tax measures feed through to the outer years of the framework, 
while allocations to higher education increase sharply.  
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Tax proposals are expected to generate an additional R36 billion in 
tax revenue for 2018/19 
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Source:  National Treasury  

Impact of tax proposals on 2018/19 revenue1 

R million

Gross tax revenue (before tax proposals) 1,308,965    

Budget 2018/19 proposals 36,000         

Direct taxes 7,310           

Taxes on individuals and companies

Personal income tax 7,510           

Revenue from not ful ly adjusting for inflation 6,810           

Revenue if no adjustment is made 14,155        

Partial bracket creep for personal income tax  -7,345

Medica l  tax credit adjustment 700              

Corporate income tax  -350

Specia l  economic zones   -350

Taxes on property 150              

Estate duty increase 150              

Indirect taxes 28,690           

Increase in va lue-added tax 22,900         

Increase in genera l  fuel  levy 1,220           

Increase in excise duties  on tobacco products 420              

Increase in excise duties  on a lcohol ic beverages 910              

Increase in ad va lorem excise duties 1,030           

Increase in environmental  taxes 280              

Introduction of health promotion levy 1,930           

Gross tax revenue (after tax proposals) 1,344,965    

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

• Increasing the VAT rate to 15% 

• At 14 per cent, the current VAT 
rate is lower than the global and 
African average.  

• VAT is an efficient tax provided 
that its design is kept simple, and 
will have the least detrimental 
effects on growth and 
employment  

• Ad valorem excise duty increases 
support progressive nature of tax 
system  

• Estate duty will increase to 25 per 
cent for estates worth R30 million 
and more  

• Six special economic zones to 
benefit from additional 
incentives, boosting growth and 
jobs  

 

 



Baseline reductions by sphere of government before 
reallocations 

• Spending cuts, and other small adjustments, reduce budget baselines by R85.7 billion over the 
medium term.  

• The reductions fall on large programmes, transfers to government entities, and conditional grants 
to subnational government 

• All national and provincial departments have been instructed to reduce spending on admin 

• Allocations of R67.2 billion to higher education fall within the baseline reductions  

Baseline reductions by sphere of government before reallocations 

Source:  National Treasury  

R million

2018/19 2019/20 2020/21 MTEF total % of 

baseline

National government  -18,048  -17,221  -18,177  -53,446 -2.1%    

Goods and services  -5,165  -5,525  -5,834  -16,523 -7.6%    

Transfers to public entities  -10,402  -9,393  -9,917  -29,712 -7.7%    

Other national spending items  -2,481  -2,304  -2,427  -7,211 -1.1%    

Provincial government  -5,182  -6,387  -6,797  -18,366 -1.0%    

Provincial equitable share  -1,437  -1,584  -1,684  -4,705 -0.3%    

Provincial conditional grants  -3,745  -4,803  -5,113  -13,661 -0.9%    

Local government  -3,152  -5,212  -5,499  -13,863 -3.5%    

Local government conditional 

grants

 -3,152  -5,212  -5,499  -13,863 -9.3%    

Total baseline reductions  -26,382  -28,820  -30,473  -85,676 -1.8%    

13 



Consolidated fiscal framework 

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

 
Consolidated fiscal framework 
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Source:  National Treasury  

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

R billion/percentage of GDP

Outcome Revised 

estimate

 Medium-term estimates  

Revenue 1,095.3   1,215.3   1,285.7   1,353.6   1,490.7   1,609.7   1,736.9   

28.3% 29.5% 29.2% 28.8% 29.7% 29.9% 29.9%

Expenditure 1,235.0   1,366.3   1,441.8   1,558.0   1,671.2   1,803.0   1,941.9   

31.9% 33.1% 32.7% 33.2% 33.3% 33.4% 33.4%

Non-interest expenditure 1,113.6  1,227.8  1,285.0  1,387.6  1,483.4  1,596.9  1,718.0  

28.8% 29.8% 29.2% 29.5% 29.5% 29.6% 29.6%

Interest payments 109.6      121.4      136.3      153.4      169.3      187.6      206.4      

3.0% 3.1% 3.3% 3.5% 3.6% 3.7% 3.7%

Budget balance  -139.7  -151.0  -156.1  -204.3  -180.5  -193.3  -205.0

-3.6% -3.7% -3.5% -4.3% -3.6% -3.6% -3.5%

Primary balance  -25.8  -13.2  -5.9 5.5          20.3        45.7        60.6        

-0.7% -0.3% -0.1% 0.1% 0.4% 0.9% 1.1%



Debt-to-GDP ratio stabilises over the coming decade 

Gross debt-to-GDP 
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Source:  National Treasury  

• The revenue measures and spending 
adjustments outlined above are 
expected to reduce the budget deficit 
over the medium term 

• Baseline reductions and reallocations for 
new spending commitments expected 
to result in main budget non-interest 
expenditure remaining stable at 26.6 per 
cent of GDP 

• Tax increases  expected to result in main 
budget revenue growing to 25.4 per 
cent of GDP, with primary balance being 
reached in 2020/21 

• The combination of higher GDP growth, 
a narrower deficit, a stronger currency 
and lower borrowing rates results in an 
improved debt-to-GDP outlook  

• Debt to GDP peaking at 56.2 per cent of 
GDP in 2022/23.  
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4. Financing of borrowing requirement 



   2016/17 2017/18 2018/19 2019/20 2020/21

R million Outcome    Budget   Revised

Main budget balance  -167,589  -166,798  -217,345  -191,054  -204,785  -214,797

Redemptions  -73,040  -54,078  -28,698  -33,192  -96,762  -67,480

Domestic long-term loans  -57,350  -49,514  -24,577  -31,084  -51,347  -56,228

Foreign loans  -15,690  -4,564  -4,121  -2,108  -45,415  -11,252

Total  -240,629  -220,876  -246,043  -224,246  -301,547  -282,277

Financing

Domestic short-term loans 40,507        21,000        33,000        14,200        22,700        30,000        

Treasury bi l l s  (net) 40,502        21,000        43,000        4,200          22,700        30,000        

Corporation for Publ ic Depos its 5                 –                  -10,000 10,000        –                 –                 

Domestic long-term loans 174,034      191,500      193,800      191,000      200,500      208,900      

Market loans 175,070      191,500      195,274      191,000      200,500      208,900      

Loans  i ssued for switches  -1,036  –  -1,474  –  –  – 

Foreign loans 52,070        29,600        33,895        38,040        39,210        40,650        

Market loans 50,959        29,600        33,895        38,040        39,210        40,650        

Loans  i ssued for switches 1,111          –                 –                 –                 –                 –                 

Change in cash and other balances
2  -25,982  -21,224  -14,652  -18,994 39,137        2,727          

Cash balances  -26,216  -25,443  -22,071  -23,085 35,099         -1,286

Other balances
3 234          4,219          7,419          4,091          4,038          4,013          

Total 240,629      220,876      246,043      224,246      301,547      282,277      

Percentage of GDP 5.5% 4.7% 5.2% 4.5% 5.6% 4.9%

Medium-term estimates
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Financing of national government gross borrowing requirement1  

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 
increasing over the medium-term 
 

Source:  National Treasury  



Foreign investor bond holdings at a high 

Holdings of domestic government bonds, 2009 - 2018 

Source: Share Transaction Totally Electronic LTD(Strate) 

Non-residents domestic government bond holdings, 2016 – Jan 2018 
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• Foreign flows to emerging markets 
remains strong in 2017 and early 
2018, driven by “’risk-on” trades: 

 Foreign investor holdings 
remain above 41 per cent, a 
multi-year high first hit in 
June 2017 

 Looking at the trend, foreign 
holdings have been on the 
rise in the recent years 

• Absolute holdings by non-residents 
hit a high of R706,08 billion in 
January 2018: 

 This is consistent with the EM 
capital inflows as investors 
are searching for yields. 

 The positive outlook on SA 
growth and stronger than 
expected revenues have 
reduced the credit rating risk 
to foreign investor flows 
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5. State Owned Companies 
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SOC Reforms expected to results in financial sustainability  

• Costing of developmental mandates 

– The template was presented to various SOCs, with the remainder of the consultations 
set to be complete in August 2017. National Treasury (NT) to give consideration to 
how this will be effected in Corporate plans.  

• Private Sector Participation Framework 

– Framework was shared with responsible departments to share with their entities,  NT 
will schedule a workshop for those SOCs and Departments that require further clarity. 

• Framework for disposal of non-core assets 

– National Treasury has crafted the first draft of this framework. This framework still 
needs to go through the necessary consultative process i.e. Technical task team and 
IMC on SOCs reforms.  

• Governance and financial sustainability  

– The appointment of boards will be changed to ensure that only people with 
expertise, experience and integrity serve in these vital positions.  

• Guarantee framework   

‒ Guarantees should not be issued for social projects and for operational purposes.  

‒ Will include incorporating guarantee conditions in performance agreements of SOCs’ 
boards, executive management and relevant Ministers.  
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Firm initiatives to ensure sustainability of SOCs have been put in 
place 
• Denel  

– Reconstitute the Board of Denel with credible and appropriately qualified members 
with relevant experience. 

– Board to be given mandate to appoint competent executive team, which will be 
tasked with leading the entity to financial sustainability.  

– Restructure the business, at an affordable pace, in order to reduce cost base. 

 

• South African Airways 

– Engagements with potential financiers to provide alternative funding as the entity 
implements initiatives to return to financial sustainability. 

– Minister will be engaging counterparts in Angola and Zimbabwe to repatriate 
approximately R1 billion in cash.  

 

• Eskom 

– Board was overhauled to include experienced and highly respected executives to 
manage turnaround process. 

– Officials implicated in corruption allegations have been swiftly removed. 

– Discussions with lenders ongoing to ensure liquidity pressures are addressed. 

21 
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SOC borrowing expected to be higher in 2017/18 on pre-funding 

Borrowing requirement of selected state-owned companies1  

• SOCs expected to raise R118.8 billion in 2017/18, R17.1 billion higher than February 2017. 

• Increase reflects prefunding for future debt redemptions in light of liquidity challenges. 

• Funding objectives were met notwithstanding undersubscribed auctions experienced by a number 
of SOCs. 

• Borrowings expected to reach R360 billion over medium term, with Eskom accounting for 56 per 
cent. 

• Funding sources expected to include commercial banks, development finance institutions, multi-
lateral development agencies and export credit agencies. 

 

 

 

 

 

 

 

 

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

R billion       Budget     Outcome Revised

Domestic loans (gross) 51.8            54.6            53.9          60.2            62.2            72.3            

Short-term 23.3            26.9            16.2          15.0            14.2            22.2            

Long-term 28.5            27.7            37.7          45.2            47.9            50.1            

Foreign loans (gross) 49.5            43.5            64.9          56.4            54.8            54.8            

Long-term 49.5            43.5            64.9          56.4            54.8            54.8            

Total 101.3          98.1            118.8        116.6          117.0          127.1          

Percentage of tota l :

Domestic loans 51.1% 55.6% 45.3% 51.6% 53.1% 56.9%

Foreign loans 48.9% 44.4% 54.7% 48.4% 46.9% 43.1%

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

2016/17

Medium-term estimates

22 
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6. Risks to the economy and fiscus 



Risks to the economy and fiscus 

• The recovery in economic growth is not yet broad-based. Much depends on continued 
improvements in political and policy certainty, and a supportive global environment. Tax buoyancy, 
which declined over the past two years, may not increase as quickly as projected 

• Talks on a new public-service wage agreement are in progress. An agreement locking in salary 
increases that exceed consumer price index inflation would make expenditure limits difficult to 
achieve 

• While decisive action by government to strengthen governance at Eskom has staved off the 
likelihood of near-term default, the financial positions of the power utility and several other large 
entities pose risks to the economy and the fiscus 

• The costs associated with fee-free higher education and training are uncertain. The Department of 
Higher Education and Training will need to ensure that its plans are aligned with allocations 

• A sub-investment downgrade for local- and foreign-currency debt by Moody’s would result in South 
Africa’s exclusion from the Citi World Government Bond Index, triggering a sell-off of South African 
debt. This would raise future borrowing and debt-service costs 

• The deteriorating financial position of the social security funds is a serious risk, owing to growing 
liabilities at the Road Accident Fund 
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7. Monetary policy 



ZAR exchange rate 

• The South African rand strengthened in 2016 as 
result of, amongst others, investors’ hunt for high 
yield amid expectations that interest rates in 
advanced economies would remain low for longer, 
a recovery in commodity prices as well as positive 
credit ratings outcomes. Domestically, the 
improved current account balance also 
contributed. 

• Between March and November 2017, the SA rand 
has been on a depreciating trajectory mainly due 
to political uncertainty, weak domestic growth, 
risk of further sovereign credit rating downgrades 
and expectations of further US rate hikes. The SA 
rand appreciated significantly in December 2017 
following the outcome of the ANC’s elective 
conference which was viewed as positive for the 
economy. 

• The rand exchange rate continued its strong run in 
the first quarter of 2018 on positive domestic 
political and economic developments. 
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Exchange rate movement 

Rand movements and inflation 

Source: Stats SA, SARB 



Source: SARB, Reuters 

Monetary policy stance 
• Improved inflation projections during 

2017, amidst stagnant growth, allowed 
the Monetary Policy Committee to first 
signal a pause, and then an end to the 
policy tightening cycle. In July 2017, the 
repo rate was cut by 25 basis points. The 
July cut helped moderate the real repo 
rate trajectory.   

• At the January 2018 MPC meeting, 
demand pressures were assessed to be 
benign, with core inflation pressures 
relatively contained 

• Household consumption expenditure was 
expected to be supported by positive 
wage growth, nevertheless, remaining 
constrained 

• The economic outlook was also assessed 
to be more positive, but fragile 

• At the January 2018 MPC meeting, the 
risks to the inflation forecast were 
assessed to be on the upside, though the 
degree of the upside risk had subsided  
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Nominal and real repo rate 



Source: SARB 

Sound and stable banking system 

• The South African banking system is sound 
and stable. 

• The banking sector is efficient and profitable 
- banks continue to post healthy profitability 
ratios.  

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

• The liquidity coverage ratio of 120.27% in 
January 2018 is well above the Basel III 
minimum requirement of 90% in 2018. 

• The ratio of impaired advances to gross 
loans and advances remained slightly below 
3% during 2018. However, this ratio 
deteriorated slightly in January 2018. 
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Selected South African banking sector trends  

Jan 2017 Oct 2017 Nov 2017 Dec 2017 Jan 2018

Number of banks in South Africa

Registered banks 19

Mutual banks 3

Co-operative banks 3

Local branches of foreign banks 15

Foreign branches with approved representative offices 31

Assets

Total assets (R billions) 4 890 5 124 5 107 5 158 5 140

Gross loans and advances (R billions) 3 726 3 856 3 849 3 802 3 801

Equity

Total equity (R billions) 407.20 439.23 444.36 455.78 449.01

Profitability

Cost-to-income ratio (smoothed) 55.23% 55.99% 56.53% 56.64% 56.71%

Return on equity (smoothed) 17.45% 16.35% 16.04% 15.98% 15.98%

Return on assets (smoothed) 1.32% 1.33% 1.31% 1.31% 1.32%

Liquidity

Liquidity assets held to liquid assets requirement  221.87% 221.12% 223.14% 227.82% 230.56%

Short-term liabilities to total liabilities 55.53% 54.89% 55.24% 55.48% 54.65%

Liquidity coverage ratio 110.30% 118.52% 115.95% 118.96% 120.27%

Capital adequacy

Common equity tier 1 capital adequacy ratio 12.52% 13.25% 13.27% 12.92% 12.81%

Tier 1 capital adequacy ratio 12.90% 13.82% 13.84% 13.48% 13.32%

Total capital adequacy ratio 15.88% 16.83% 16.78% 16.27% 16.12%

Leverage ratio 6.25% 6.66% 6.70% 6.63% 6.74%

Credit risk

Impaired advances (R billions) 107.53 107.56 108.02 108.01 117.44

Impaired advances as a percentage of gross loans and advances 2.89% 2.79% 2.81% 2.84% 3.09%
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End 


