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The October mini budget in brief 
 
The October 2015 mini budget was presented amid student riots and unrest at many of the large 
South African universities. Though some attention was given to the budget, its coverage in the media 
was somewhat muted.  

 
Yet, this budget is of considerable importance. Government’s finances are nearing a crossroads 
where prudency or the lack thereof will be amplified, and the realities of proper or improper fiscal 
management will come increasingly into the open. 
 
The SRI has previously raised concerns about the government budget, especially the growth of 
government debt and the sustainability of government finances. To this end this report serves as an 

analysis of the mini budget and some of the important figures and statements it contains.  
 
Since the economic recession of the late 2000s government’s budget has been underpinned by the 
principles of deficit spending, an attempted “countercyclical policy”, substantial social welfare 
transfers and large state-driven capital projects. None of this has changed.    
 

The National Development Plan (NDP) is mentioned on several pages of the 2015 Medium Term 
Budget Policy Statement (MTBPS), emphasising its importance in government budgeting. While much 

could be said about the NDP, one thing appears certain and that is that the NDP relies on expensive 
state-driven capital projects. To fund the NDP higher taxes seem unavoidable.   

 
The October mini budget shows that growth in capital spending by the government, parastatals and 
public-private partnerships will not be coming to an end any time soon. Four hundred billion rand in 
spending is anticipated among large parastatals over the medium term, and R800 billion across the 

entire public sector.  
 
Up to this point, the real contribution of such projects has been at best uncertain, at worst highly 
suspect. It is even admitted in the MTBPS 2015 document that an improved measure of 
government’s performance in the selection, evaluation, planning and execution of such projects is 
necessary. However, the real contribution of such projects is very difficult to determine outside 

proper market-driven profit/loss economic calculation.  
 

Unfortunately, a parastatal’s or government’s capital project failures will finally amount to increasing 
costs to the taxpayer. This is an all too familiar scenario considering recent affairs at SAA, SABC, 
Eskom and Sanral, with Sanral, for instance, being allocated a further R301 million of the budget to 

shore up the beleaguered e-toll project.  
 

While the expenditure ceiling, among other things, has slightly moderated the current FY2016 
consolidated deficit and the projected medium-term deficits, proportionally large budget deficits are 
still being projected.  
 
The consolidated budget balance’s net deficit forecast for FY2019 is still 3% of projected GDP – an 

estimated negative R158 billion. This estimate in itself is reliant on uncertain and probably overly 
rosy assumptions about slowed expenditure growth, increased revenues and GDP growth.  
 
Since FY2009, debt-fuelled countercyclical spending has led to large deficits and a speedy 
accumulation of debt. In nominal terms the growth of gross government debt has been staggering at 



 
2 
 
 

nearly 17% per annum on a compounded basis. Reflected as a percentage of GDP, gross government 
debt grew from around 29% in FY2008 to 49% in FY2016.  
 
Government’s debt levels are now nearing levels of debt last seen in the mid-90s and this 
accumulating debt is fast becoming very expensive. Debt-servicing costs have grown by nearly 11% 
nominally per annum, making it the fastest growing expenditure item in the current budget.  
 

At nearly 12% of total revenue, debt-servicing costs are already crowding out non-interest 
expenditure, which means government has to spend proportionally more on debt and less on other 
government programmes. 
  
Even more distressing is that higher future debt costs are likely even if interest rates merely revert 

back to the higher averages of the past. Considered in light of the December 2015 actions of ratings 
agencies, with Standard & Poor’s (S&P) revising SA’s sovereign ratings outlook from (BBB minus) 
stable to (BBB minus) negative, and Fitch Ratings’ downgrade from BBB to BBB minus (with a stable 
outlook), this is a very real risk.  
 
SA’s current credit rating is now one notch above speculative (commonly referred to as ‘junk’) 

credit quality. A speculative rating may hold vast implications, such as more expensive future 
government borrowing costs and added losses of investor and business confidence.      
 
Stated simply, the higher one’s debt, the less one’s resilience and ability to weather shocks. Therein 

lies a growing danger, which applies to governments as much as it applies to households. The 
Treasury agrees: 
  

In these unsettled times, growing public debt makes South Africa vulnerable to shocks 
that could set back our prospects for faster growth over the long term [MTBPS 2015, 
page iii]. 
  

Deficit spending inevitably requires a reversal at some point. The protracted accumulation of debt 

needs to be reduced and deficits must be significantly narrowed. Yet the current trajectory of the 
economy makes a true reversal of deficit spending appear unlikely.  

  
In reality, large parts of the world are still experiencing a protracted period of economic 
performance weaker than the pre-2008 levels. However, measured in terms of GDP growth, South 

Africa is performing significantly worse than its SADC peers.  
 
For a myriad of reasons, mostly of local making, growth is eluding the South African economy, which 
makes the likelihood of a surplus budget unlikely over the near to medium term. That leaves debt, 
deficits and mounting downside risks to government’s finances as the alternative.   
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Analysis of the October 2015 mini budget 
 

1. Introduction 
 
The following report provides an outline of key figures and assumptions that underpin the October 
mini budget. This analysis is mostly centred on the figures and assumptions presented in the Medium 
Term Budget Policy Statement of 2015 (MTBPS 2015). Where considered necessary, we moved to 
other sources to illustrate certain relevant points.     

2. Global economy 
 

The events of October 2015 regarding universities perhaps prevented many from making the 
important observation that domestic real GDP growth forecasts had again been revised downward 
and that budgeted tax revenues for FY2016 came in below expectations. The MTBPS 2015 itself 
casts light on these difficult realities.  

 
Since then [the 2015 budget speech], the global economy has deteriorated and domestic 

GDP growth has again been revised down. Slower, more volatile growth has become an 
enduring feature of the world economy, raising concerns of a protracted period of 
weakness in global trade, investment and commodity prices [MTBPS 2015, page 1]. 

 
Real GDP growth for the 2015 calendar year is estimated at 1.5%. The previous real GDP growth 
numbers and forecasts are presented in the table below, along with the figures for Sub-Saharan 
Africa.  

Table 1: Real GDP growth forecasts 

Calendar year 2012 2013 2014 2015 2016 2017 2018 

Real GDP growth: South Africa 2.2 2.2 1.5 1.5 1.7 2.6 2.8 

Real GDP growth: Sub-Saharan Africa   5.0 3.8 4.3   

Source: MTBPS 2015, page 7 & 15 

It should be emphasised from the outset of this report that the successful achievement of minister 

Nene’s forecasts of narrowing deficits and reduced debt levels, to be discussed later on, relies 
entirely on three things: firstly, higher GDP growth, secondly, government’s ability to contain 
spending levels in proportion to projected GDP growth, and thirdly government’s ability to 

“mobilise” sufficient tax revenues from higher GDP growth.  
 

If real GDP growth, expenditure and revenues take hold as anticipated, the state of government 
finances relating to debt, expenditure and income is expected to improve relative to previous years; 
if not, the opposite applies.    

 
Nonetheless, it must be noted that even the anticipated improvements in the mini budget will not be 
anything like FY2008 where a budget surplus was generated. The medium-term forecasts still expect 

deficits and rising nominal debt, albeit at a slower pace.    
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3. Anticipated growth in real GDP 
 
The growth in real GDP anticipated by the Treasury for 2017 and 2018 is 2.6% and 2.8% 

respectively. Clearly this would be a substantial improvement over the prior years of 2012 to 2015, 
during which an average growth of 1.8% per annum on a compounded basis was achieved.  (Cf. Table 
1.)  
 
When considering the expected mid-term improvement in growth, one has to carefully consider 
what would underlie such a recovery. In Section 3.2 we consider two main possibilities. The first is 
that the economy is merely experiencing a cyclical downturn which will soon reverse, or, the 
second, that structural impediments to growth are being reinforced, which will further hamper 
growth.  
 
However, the Treasury’s recent poor record of accuracy in GDP growth predictions places the 

likelihood of attaining the mid-term estimates into question.  

3.1  Treasury estimates 
 
Figure 1 outlines the actual rate of real GDP growth contrasted to the Treasury’s one-year, two-

year and three-year mid-term predictions, made in the preceding periods. The blue line indicates real 
GDP growth in each calendar year while the red, green and purple lines indicate the predicted mid-
term GDP growth over the year corresponding with the year of the applicable February budget 

document (red), one year before (green) and two years before (purple).  
 
The graph shows that the Treasury consistently underestimated GDP growth during the 2003 to 
2007 boom cycle. In contrast, apart from the first-year and second-year forecasts for 2010 and 2011, 

GDP growth was consistently greatly overestimated from 2008, the onset of the late 2000s 
recession, to the current year. Since 2011 real GDP growth has declined consistently and the 
estimates were consistently overly optimistic in the February budget documents.  
 

Compared to the actual growth rate since 2010, the mid-term GDP growth forecasts appear 
unlikely to materialise.  
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Figure 1: Treasury real GDP growth estimates 

 

 
 
Since 2008 especially the third-year and second-year Treasury medium-term estimates have been 

greatly overestimated. This brings into question the wisdom of relying on the Treasury’s predictions 
at all. Yet, to be fair, predicting the future state of the economy is a perilous endeavour and it is not 
only the Treasury that often gets it wrong, other analysts do as well.   
 

The Stellenbosch-based Bureau for Economic Research, for example, conducts regular surveys 
among analysts, business people and trade unions. These respondents take part in quarterly surveys, 

where they are asked to predict GDP growth for the current year and the following year.  
 
The combined estimations of these respondents in Q1 of 2005 to 2015 were compared to the 
Treasury’s first-year and second-year medium-term forecasts over the same period. The BER 
current-year estimate compares to the Treasury’s first-year estimate, and the BER’s following-year 

estimate to the Treasury’s second-year estimate. A similar pattern of underestimation of GDP 
growth up to 2007 and overestimation since 2008 to 2015 (apart from 2010 and 2011) emerges 
among the survey respondents.  

 
Both the Treasury’s forecasts and the BER survey reveal the real difficulty in predicting the future 
economy. This difficulty is greatly magnified by business cycle booms and busts. From the chart 
below it appears that neither the Treasury nor the BER respondents in general had any idea in the 

years prior to 2008 that the Great Recession would strike in 2008/2009. This is a clear indication 
that very few people have the ability to foresee the exact timing and severity of looming economic 
downturns.  
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Figure 2: BER survey respondents versus Treasury estimates 

 
 

3.2  Structural or cyclical economic weakness  
 
A cyclical downturn foresees a recovery in line with previous corrections of the business cycle. The 

present extended period of weaker growth has been in place for some time. If weakness is merely 
cyclical, growth should return soon and budget targets will be reached and perhaps even exceeded.    

 
However, if damage to the economy is structural and progressive, impediments to growth will 
mount, which would stifle any recovery. Downward revisions and missed budget targets would 
continue, resulting in a further widening of deficits, mounting debt levels and an overall worsening of 
government finances.  
 
If damage is structural, it becomes a question of the extent, permanence and reversibility of the 

damage. This is hard to determine.  
 
On this point, market analysts ETM Analytics present the following sobering conclusion in the 

October–December edition of the Solidarity–ETM South African Labour Market Report (page 9).  ETM 
Analytics regards the reason for SA’s current poor performance largely as structural, owing to 
economic encroachments, intrusive regulation and growing state control. Evidenced by the following 

quote, they consider the damage done to the economy as substantial.  
 

The reason for South Africa’s poor performance lies in an insidious encroachment of 
over-regulation and state control that manifests in a deterioration of economic freedom. 

Rather than unleashing the creativity of the private sector, the incumbent party, the 
ANC, sees the state entirely as its own domain and the levers of policy as tools in a 
grand social engineering agenda. This has left hugely important areas of the 
economy crippled, and as a result has damaged business and consumer 
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confidence, deterred private sector investment, and seen to a renewed flight 
of skills from South Africa to abroad [own emphasis].     

 
Furthermore, the Solidarity-ETM Labour Market Index (LMI) for Q3 of 2015, a measure of job and 
wage security in the SA labour market, supports the notion of structural economic weakness. The 
index reveals job and wage security fixed in a protracted slump of weakness below the 50 point 
breakeven level.  

 
ETM Analytics explain that: “The LMI has been above 50,0 for only 3 out of 31 quarters since December 
2007, reflecting the structural damage done to the job market in the previous business cycle.” The following 
graph illustrates the LMI.  
 

Figure 3: Solidarity-ETM Labour Market Index 

 
 
People as economic actors are able to work around much interference and to do so for extended 
periods of time. For that reason markets are highly resilient. Eventually, however, sustained pressure 
in the form of mounting regulatory encroachments and invasions of property rights will become too 
much for a market economy to bear.  
 
Mounting taxes, regulations, labour controls, deprivations and expropriations place a market 
economy under increasing pressure. If this pressure continues beyond a certain point, the system 
will fracture. That is when structural damage settles and a weaker economy becomes the norm.   
 
If damage to SA’s economy is structural in this way, it can be expected that economic growth and 
government budget targets will come under increasing pressure, resulting in government finances 
worsening even further.   
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4. Countercyclicality  
 
Since the onset of the great recession of the late 2000s, government has been attempting to follow a 
countercyclical fiscal policy.  
 
Such a policy relies on government spending to shore up the economy in periods of economic 
weakness. Perhaps oversimplified, countercyclical state policy assumes that government must save 
resources in the good times in order to stimulate the economy with spending in economic bad 
times.  
 
However, savings as stored up revenues are rarely seen in modern governmental financial 
management. In reality countercyclical policy often plays out as is explained on page 20 of the 

MTBPS 2015:  
 

In good times, spending will grow more slowly than the economy, and in bad times, 
spending will outpace GDP growth.  
 

Clearly, government is not actually saving revenues for a rainy day, what they claim to be doing is to 
increase spending at a rate higher than the GDP growth rate in times of economic weakness. The 
situation is supposed to reverse when the economy recovers, with government spending increasing 
at a rate lower than the GDP growth rate. The latter, however, is not the same as having a budget 
surplus.  

 
Without running large surpluses during “good times”, or specifically directing spending to repayment 

of debt instead of other purposes like social spending, countercyclical policies will result in ever-
growing government debt.  
 
The following graph considers the nominal main budget deficit. It indicates that the accumulation of 

budget surplus over the medium term is out of the question. In the graph the deficit is displayed as a 
percentage of government revenues (displayed by the orange line) instead of GDP, which is typically 
used. This considers the deficit in a different light on the assumption that it is realised tax revenues 
that pay for expenditure, not GDP. 
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Figure 4: Nominal main budget deficit 

 
 
As a percentage of revenue the deficit narrowed by 4.2 percentage points from a more recent high 

of   -20.7% in FY2013 to -16.5% in FY2016. The medium-term forecast expects a further 2.9 
percentage point reduction over the medium-term period – from FY2016 to FY2019. Such a 

reduction is very much dependent on realised GDP growth and the achievement of anticipated 
revenues.  

 
To emphasise, however, a gross deficit of nearly 14% of revenue, translating to R186.1 billion, is still 
foreseen for FY2019. Added together the three-year medium-term period’s deficits amount to 
R529 billion nominally, which is not by any measure small change.  
 

The continuation of wide deficits means that deficit spending is still firmly in place, though to a 
slightly slower degree than before. A substantial reversal of countercyclical spending is clearly not on 
the cards.     

5. Government expenditure growth 
 

From FY2008 to FY2016 main budget expenditure grew at a double digit compounded rate of 11.4% 
per year, while revenue grew at only 9.3%. In the period preceding the onset of the great recession, 
FY2000 to FY2007, expenditure grew at 11.8% while revenue grew at a much stronger 13.5%. 

 
Measured over a longer period from FY2000 to the present, main budget expenditure grew 
nominally at an annual compounded rate of 11.6%, while revenue grew at 11.1% compounded per 

annum. On average, since FY2000, expenditure growth has outpaced revenue growth.     



 
11 
 
 

Figure 5: CAGR revenues and expenditure 

 
 

5.1 Expenditure ceiling 
 

On page 14 of his 2015 mini budget statement Finance Minister Nene emphasised the importance of 
the so-called “expenditure ceiling” in containing government expenditure and debt levels while 
“protecting our [SA government’s] flagship social and economic programmes”.  
 
In his words quoted above minister Nene confirms government’s commitment to substantial social 
spending and large economic programmes. The expenditure ceiling is presented as government’s 

main tool for containing departmental spending and the expansion of government debt. The basic 
idea behind the expenditure ceiling is to set a limit to the amounts the various government 
departments can budget for and spend.1   
 
Table 2 indicates the various variations and adjustments to the expenditure ceiling since the 2013 

Budget Review. Since the introduction of the expenditure ceiling, the growth in expenditure has 
indeed slowed, but as we shall illustrate next, this slowed expenditure growth does not amount to 
real reductions in expenditure.  

 
The table contains the Treasury’s figures found in MTBPS 2015 (page 47) together with a calculation 
of compound average annual growth (CAGR) for each of the four budget forecast periods, as well as 
for the realised figures of FY2013 to FY2016. This allows for a comparison of government’s 

anticipated past and future compounded expenditure growth rates against the actual growth in 
expenditure for FY2013 to FY2016.  

                                                           
1 Government’s eventual intention is to link the expenditure ceiling to long-term economic growth projects. This will only 
come into force in the outer year of the MTBPS 2015 period. 
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Table 2: Expenditure ceiling 

 
 
The table above shows, for example, that in the 2013 Budget Review government projected 
spending of R1.093 trillion in FY2016. In the most recent MTBPS 2015 the figure for FY2016 came 
down to R1.078 trillion. This represents a R15.2 billion reduction in estimated expenditure, which is 
a 1.4% nominal reduction in anticipated spending.  
 
Such reductions in spending budgeted for versus actual spending are often mistakenly regarded as 
proof of government austerity or reductions in actual spending. This is not the case.  
 

A 7.6% CAGR is realised for FY2013 to FY2016 when the actual figures for the period are used. This 
is less than the 8.1% CAGR anticipated over the 2013 Budget Review period. However, this half a 

percentage point improvement is not a real cut in spending. It merely represents a slower increase in 
spending than was previously anticipated. Expenditure over this period still outpaced CPI inflation 

and two of the previous medium-term expenditure estimates listed above.    
 
For the three years in the MTBPS 2015’s medium-term projection, the main budget expenditure 
growth is still estimated to increase faster than the rate of consumer price inflation and faster than 
three of the previous budget forecasts. The following graph provides a visual representation. 

Figure 6: Estimated expenditure growth over different three-year Treasury forecasts  

 
 
Of further importance is that the expenditure ceiling can also be revised, and revised upwards, 
should the need arise. The MTPBS 2015 explains on page 20-21 that: “The expenditure ceiling should 

be sufficiently flexible to accommodate large shocks and structural changes to the economy. The ceiling could 
be adjusted in two scenarios […].”  
 

Expenditure ceiling 2012/'13 2013/'14 2014/'15 2015/'16 2016/'17 2017/'18 2018/'19 GAGR

2013 Budget Review 864.6 942 1015.7 1092.7 8.12%

2014 Budget Review 935.1 1014.2 1091.3 1168.3 7.70%

2014 MTBPS 1008.3 1081.2 1152.8 1250.1 7.43%

2015 Budget Review 1006.9 1081.2 1152.8 1250.1 7.48%

Current - MTBPS 2015 1077.5 1152.8 1250.1 1354.4 7.92%

Realised FY2013 to MTBPS 2015 864.6 1077.5 7.61%

* The actual compound average growth per annum for the period 2012-’13 to 2015-’16 is 7,61%; a slight improvement of 0.51 of a 

percentage point over the initial 2013 Budget Review forecast. 
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The two scenarios referred to are 1) structural improvements in revenue and 2) large inflation 
shocks. Especially relevant to us, if inflation shocks do arise, is that government’s expenditure can be 
revised, likely to the upside. 
 
In summary, the expenditure ceiling has not by any means amounted to real reductions in spending, 
it has merely limited expenditure growth by slowing actual expenditure in comparison to previous 
anticipations of expenditure growth. 

6. Government incomes 
 
The following table outlines government’s revenue estimates over the 2015 MTBPS period along 
with a CAGR estimate over the MTBPS 2015 period.  

Table 3: Government revenue versus expenditure 

 
Outcome Revised MTE_1 MTE_2 MTE_3 CAGR 

 
2014/'15 2015/'16 2016/'17 2017/'18 2018/'19 

 

Main budget revenue 963.6 1070.7 1147.7 1249.1 1365.0 8.4% 

Main budget expenditure 1132.0 1246.9 1313.1 1426.9 1551.1 7.5% 

 
Over the medium-term period, compounded annual revenue growth is expected to outpace similar 

growth in expenditure. For this to happen GDP growth and tax revenue estimates must realise as 
expected and government expenditure also needs to be adequately controlled.  
 
Importantly, GDP growth does not automatically convert to tax revenues. Among other things 

revenues depend on SARS’s collection efficiency and the health of the tax base.  For FY2016, taxes 
already appear under pressure with gross tax revenues being revised downwards.  

 
In 2015/16, gross tax revenue has been revised downwards by R7.6 billion. This is 
attributable to weak performance of corporate income tax collection in the year to date 
due to the steep decline in commodity prices and the slowdown in economic activity 

[MTBPS 2015, page 22]. 
 
ETM Analytics previously noted in the October–December 2014 edition of South African Labour 

Market Report that SARS’s collection efficiency relative to GDP was already elevated in 2014, 
meaning that the prospects of squeezing additional revenue from the tax base were limited. There is 
little to indicate that this has changed substantially since then.    

 
Personal income tax (PIT), value-added tax (VAT) and corporate income tax (CIT) are the three 
largest contributors to tax revenue. CIT is currently subdued, while PIT collections were better than 
expected (more on this later in this section). VAT came in at a compounded growth rate of 9.3% per 
annum for FY2013 to FY2016.  
 
The following table outlines realised and projected growth rates for the three main tax categories. 
Relative to PIT and VAT, CIT collections appear lower.    
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Table 4: Tax revenue forecasts 

 
 
The Treasury expects an 11.6% CAGR in personal income taxes over the 2015 MTBPS period. This 
is higher than the growth forecasts for both corporate tax and value-added tax.  

Figure 7: Tax revenues estimates of compounded growth 

 
 
The attainment of the higher PIT estimate, however, rests in large part on a rather unstable 
foundation of higher than CPI inflation salary increases paid to public servants, and continued high 
private sector wage settlements. The 2015 public sector wage agreement amounts to a hefty 10% 
increase in compensation and benefits for government employees, with continued salary and wage 

increases higher than consumer inflation projected for the following two years. The Treasury 
highlights the importance of PIT in the budget.  
 

Gross tax revenue for 2014/15 came in R7.3 billion above projections in the 2015 
Budget, led by strong growth in personal income tax. Factors contributing to the 
increase included moderate relief for the effects of inflation, high growth in public-
sector compensation and fairly high private-sector wage settlements [MTBPS 

2015, page 22, own emphasis]. 
 
High public sector remuneration may very well buoy income tax revenues over the short to medium 
term to some degree, but, we argue, it will do so at an increasing cost to the economy. Taxes taken 
from government employees actually originate in the private sector. These taxes represent ‘phantom 
revenues’. While taxes are levied on both private sector and public sector employees, taxes on 
public sector salaries are merely previous tax revenues being returned to government. Such tax 
revenues may lift overall government revenues on the books, but, for obvious reasons, such an 
‘improvement’ cannot be sustained without adequate tax inflows from the private sector.  
 
Moreover, a growingly expensive public sector extracts resources from the private sector at an 

increasing rate. Other things being equal this leads to a continual relative decrease of private sector 
capital investment, which in itself is detrimental to sustained economic progress. 

Estimate MTE 1 MTE 2 MTE 3

R billion 2012/'13 2013/'14 2014/'15 2015/'16 2016/'17 2017/'18 2018/'19

CAGR 

forecast 

CAGR 

Realised 

Personal income tax 276 310 353 396 442 494 550 11.6% 12.8%

Corporate income tax 159 177 185 189 197 215 234 7.4% 5.9%

Value-added tax 215 238 261 281 305 334 366 9.2% 9.3%

Gross tax revenue 814 900 986 1074 1165 1277 1401 9.3% 9.7%

Outcome
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Private sector taxes are then fundamental to the health of government finances. The relatively lower 
current collection of CIT indicates subdued private sector economic activity. The ability of a 
subdued private sector to maintain higher than average private sector wage settlements is highly 
questionable.  
 
One may then question where the much higher rates of economic growth, often referred to by the 

ANC, the NDP, and others, might originate from: the government sector presently buoyed in part 
by ‘phantom revenues’, or the private sector currently in an apparent period of structural decline?     

7. Debt and debt-service costs 
 
Government’s debt levels are presently nearing levels last seen in the middle 1990s. The rise in debt 
as a percentage of GDP is directly attributable to the dramatically accelerated deficits which 
followed the onset of the great recession of the late 2000s.  

7.1 Gross and net government debt 

 
The MTBPS 2015 shows that government debt will continue to grow nominally over the medium 
term. Calculations based on estimates of CPI inflation suggest growth in real terms will occur as 

well. Any improvements in debt-to-GDP levels then depend on real GDP growth and not actual 
reductions in the amounts of debt.  

 
During the 2015 Budget in February, total public debt, which includes gross government debt, the 
debt of state-owned companies and local government debt was a hefty 60% of GDP.2 For FY2016 
gross government debt, the portion on which the state pays interest, represents 49% of nominal 
GDP, while net government debt represents nearly 44% of GDP. Nominally, gross government debt 
is expected to increase from R2 trillion in FY2016 to R2.6 trillion in FY2019. 
 

Figure 8 shows gross government debt has increased by 2.2 percentage points from 46.8% in FY2015 
to 49% in FY2016. The flattening of the red line indicates that this ratio is expected to stabilise over 

the medium term; increasing by only by 0.4 percentage points (for FY2016 to FY2019). This 
forecasted stabilisation of debt-to-GDP largely rests on the attainment of optimistic GDP growth 

targets, not real reductions in debt.  

                                                           
2 New figures for total public debt are not available in the MTBPS 2015 and could not be updated. 
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Figure 8: Gross and net government debt as a percentage of GDP 

 
 
In summary then, the debt-to-GDP levels will stabilise if the economy as measured by the growth in 

GDP recovers, but if real GDP growth misses the Treasury’s estimates (as has been happening since 
2011), the debt-to-GDP ratio will worsen. In any case, gross government debt is expected to 

increase in both nominal and real terms.         

7.2 Debt-service costs 

 
The government’s mounting debt is becoming expensive. The MTBPS 2015 itself admits that debt-
service costs are the fastest growing expenditure item in the budget. This is disturbing, especially 
when one considers that since 2007 interest rates have reached their lowest levels in decades. 

 
Rising interest rates present a three-fold danger to the budget. One, rising interest rates could make 
future debt prohibitively expensive; two, growing debt-service costs could substantially crowd out 

non-interest expenditure; third, weaker than expected revenues will compound the impact of rising 
debt-service costs. 

 
The following graph indicates that debt-service costs as a percentage of revenue are already rising. 
That sets the stage for the possibility of rapidly expanding future debt-service costs, should any one 

of a variety factors, including interest rates and revenues, turn unfavourable.  
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Figure 9: Rising debt-service costs  

 
 

8. Exports 
 
Lastly, we consider the impact of the presently weaker rand on the economy. The MTBPS 2015 
suggests the following:  
 

During 2015, exports benefited from the weak rand and reduced labour-market 
tensions. To sustain this improvement in the face of a weak global outlook requires 

South Africa to maximise the benefits of real exchange-rate depreciation and build on its 

comparative advantages.  
 

Much could be said about the broader idea that a relatively weak currency benefits an economy. This 
is a prevailing economic fallacy that suggests a weaker currency will bolster exports or the sectors 

that manufacture goods for export.   
 
While it is true that a weak currency might result in a brief upsurge in total exports, broad 

economic benefits are doubtful. The benefits to a country’s overall manufacturing are even more 
doubtful.  
 

In the July–September 2015 edition of the South African Labour Market Report, ETM Analytics 
compared the rand-dollar exchange rate to manufacturing output. ETM Analytics concluded that 
very little evidence exists to support the notion that a weaker currency bolsters manufacturing. This 
is illustrated by the following chart.    
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Figure 10: Weak rand and manufacturing 

 
 
Economic law does dictate that, all other things being equal, the lower the price of a product or 
service, the more of the product/service people will tend to buy.  Foreigners suddenly finding local 

goods relatively cheaper in their own currencies may be tempted to import more of these 
products/services from local producers – this, the idea goes, should benefit local exporters and 
manufacturers.   

 
On the other hand, many local people will find their depreciated rand buying less than it used to 
precisely because of a weaker currency. It follows then that a substantial portion of any surges in 
exports, driven by a weak currency, could at an aggregate level be offset by damage done to 
individuals or sectors not in the position to export.  

 
Even then the relatively small group of local producers fortunate enough to export often have to 
rely on imported goods, such as expensive machinery manufactured in a foreign country, as inputs to 

enable their operations. Higher input costs, owing to a weaker currency, eventually place many 
exporters’ margins under pressure. 

 
On page 11 of the MTBPS 2015 document the Treasury appears to allude to these negative 
consequences of a weaker currency:   
    

The ability of businesses to continue absorbing higher input costs may narrow if rand 

depreciation and shrinking profit share continue. In addition, inflation in services, which 
constitute 67 per cent of the core inflation basket, may be more affected by currency 
weakness. Given the weakness of the rand, higher global oil prices may pose a further 

upside risk to the outlook. 
 
A weak currency, therefore, has very definite downsides which are often underplayed, one being 

more expensive imports for a great many people who consume imported goods, another being the 
eventual margin pressures on exporters who find imported production inputs more expensive. 
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9. Conclusion 
 
This report considered the MTBPS 2015 mini budget in context of the Treasury’s predictions and 

assumptions. In large part, the improvements foreseen in the mini budget rest on rather optimistic 
assumptions about GDP growth and accompanying strong tax revenues, and sufficient limits to state 
expenditure. 
 
The Treasury’s projected improvements occur within a continuation of business as usual, where 
deficits, debt and large-scale government expenditure are set to continue. Since real reductions in 
debt, deficits and expenditure are not on the cards, fiscal improvements require GDP growth targets 
to be met.  
 
In that case, an improvement of government’s finances will depend on the health of the economy. A 
cyclical economic recovery is implied, but any hope for one is likely to be misplaced. The economy is 

currently weak. Business activities by various measures, including subdued corporate income tax 
collections, are under strain. Consumer confidence, in light of for example vehicle sales data, are also 
pointing towards a decline. Among certain commentators allusions to higher taxes are being made.  
 
Renewed concerns about a looming national credit downgrade have now been confirmed with SA’s 
national sovereign credit ratings heading one step closer to junk status. In December 2015, credit 

ratings agency S&P revised SA’s outlook from BBB minus stable to BBB minus negative. Another 
agency, Fitch Ratings, downgraded SA’s credit quality from BBB with a negative outlook to BBB 

minus with a stable outlook. This sets South Africa’s sovereign credit quality one notch above junk 
status. If the junk status barrier is breached, it could significantly compound the existing difficulties 

pertaining to government borrowing and the loss of investor and business confidence. 
 

Yet, within this volatile setting, government continues to pursue intrusions into the economy. 
Invasive BEE codes, a numbers-driven approach to affirmative action, expropriation legislation, more 
red tape for businesses and ordinary people, an impending national minimum wage and higher taxes 

all form part of a host of costly intrusions which are undermining the confidence of investors, 
businesses and people in the economy.  
 

All of these draw away from the notion of voluntary free market interactions and hold a myriad of 
potentially damaging consequences.  
 

Our contention is that structural impediments to growth, brought on by government intrusions and 
economic encroachments, are mounting. These could expand further and overturn the likelihood of 
benefits from a (now unlikely) short-term to medium-term cyclical recovery. In turn, this will 
prevent any significant improvement in government finances.  
 
Even if significant damage has already been done to the economy, damage could be reversed if 
market friendly reforms are considered and implemented. In the most recent October–December 
edition of the Solidarity–ETM South African Labour Market Report economist Russell Lamberti offers a 
suggestion for the reversal of the present decline. Lamberti argues that “South Africa needs to follow 
the example of its successful peers and establish firm protection for property rights and let wealth-creators 

freely decide where and how to deploy capital and who to hire on mutually acceptable terms.” 
 
Without a reversal, a continual worsening of government finances will reach a crisis level at some 
point. This will be another crossroads situation for people in South Africa. The danger of a crisis is 
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obvious. It provides a further opportunity for the consolidation of state power and totalitarianism, 
which may destroy the economy completely.  
 
Yet a crisis also holds opportunity to consider free market reforms, which could set in motion the 
creativity and energy of free human interaction and collaboration. This is what underlies true 
economic progress. Our hope is that this option will be considered and implemented.  
 


