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1. The Budget is the culmination of a Budget process
2. The 5th Parliament will only be commencing its first budget in a regular cycle in 

2015
3. The MTBPS presents a fiscal framework for the medium term
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1. In Budget Review 2009 NT announced an increase in non-interest government 
expenditure of R161bn to stimulate the economy in response to the effects of 
global financial crisis

2. This was possible due to the counter-cyclical policy stance that saw a reduction 
of debt stock pre 2008

3. NT expected that over the medium term the economy would respond to the 
stimulus, as growth and revenue recovered the debt stock would be reduced

4. In response to the counter-cyclical stance, net-debt stock increased from 21.8% 
of GDP (R428m) in 2009/09 to 40.8% of GDP (R1.5 trillion) in 2014/15, when 
contingent liabilities are included this increases to 57.3% of GDP (R2.8tn)

5. The economy only grew by 1.8% since 2008, compared to the average growth of 
4.9% between 2004-2008, whilst growth has been flat in several sectors 
including  mining, manufacturing and agriculture

6. It is estimated that the private sector shed 250 000 jobs, whilst government 
employment increased by 350 000, with the unemployment rate remaining 
around the 26% level.

7. NT noted last week that the “counter-cyclical approach has reached its limits” 
and also noted that the budget deficit is structural – an improvement in revenues 
would not reduce the deficit, other measures are required.

8. IMF recommends debt-to-GDP of 30 – 50% for developing countries
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1. At MTBPS 2014, noting that “fiscal consolidation can no longer be postponed”, a 
fiscal package was announced to narrow the deficit and stabilize debt.

2. In the Budget 2015 it was noted that the counter-cyclical approach has reached 
its limits, and South Africa faced a structural deficit which would could not be 
reduced significantly through improved economic performance, this required 
changes to expenditure and revenue

3. This entailed reducing non-interest expenditure ceiling by R25bn, and increasing 
revenue by R27bn over the following 2 years.

4. The Budget 2015, provides details to the proposed fiscal package
1. Increase in PIT rates
2. Increase in general fuel levy of 30.5 c/litre
3. Increase in RAF fuel levy of 50c/litre
4. 1 year UIF contribution holiday
5. Real spending growth of 2.3% over next three years
6. Contingency reserve expected to increase from R3bn to 45bn
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1. Government spending has supported growth, but this is not sustainable due to 
high debt

2. The budget tabled is a ministry of finance approach to budgeting, wherein the 
funding of priorities is circumscribed by fiscal considerations and possibilities. A 
needs and priorities approach or a legislature-driven approach may look 
different.

3. After the tabling the MTBPS, South Africa’s GDP was rebased reflecting a 
marginally higher GDP. As the country targets a debt levels as a proportion to 
GDP, this allows for marginally higher expenditure levels.

4. In the MTBPS 2014, the Minister of Finance of announced that “the budget 
would not be balanced on the backs of the poor”.

1. It is important to note the effect of revenue and expenditure proposal on 
the poor. e.g. only the employed benefit from a UIF holiday, whilst the 
fuel levy increases are likely to affect the poor through overall inflation 
and on transport costs.

2. Poor may also faced the effects of slower expenditure growth
5. In contrast, business doesn’t appear to have to bear any direct cost of the fiscal 

package.
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Government net debt will grow to 43.8% by 2017/18 based on current plans and 
projections. However, National Treasury have previously indicated that they believe a 
40% debt:GDP ratio constitutes an upper bound to the risk from indebtedness.
The IMF has also produced analysis indicating that the ratio should be kept below 
40%.
There is some subjectivity around such thresholds but this is a major reason for the 
fiscal consolidation that characterises the 2015 Budget and MTEF proposals.
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The graph shows the change in net debt and contingent liabilities, and the 
composition of this (as % of GDP), over the last decade and the forecast for the 
MTEF period.
As already mentioned, net loan debt has grown rapidly due to slower economic 
growth and government’s counter-cyclical policy. Provisions, guarantees and other 
contingent liabilities have also grown in absolute terms, but have actually decreased 
in relative terms. In other words, net debt is a higher proportion of the total than it 
has been in the past.
Note in relation to statements in the Budget, that the Road Accident Fund comprised 
40% of ‘other contingent liabilities’ (at R98bil), almost double its percentage a 
decade earlier.
There are therefore three key points:
1. Total  liabilities have already (in 2012/13) exceeded the self-imposed threshold of 

50% of GDP. The planned fiscal consolidation over the MTEF will prevent the 
total exceeding the SADC threshold of 60%.

2. However, this is primarily due to growth in net loan debt, rather than debt 
guarantees to SOEs. 

3. The contingent liabilities shown here do not include guarantees to SOEs that 
have not been used as a basis for borrowing. E.g. Eskom has guarantees of 
R350bn but has only borrowed against R224.9 bn [see Table 8.5 Budget Review]. 
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As noted, National Treasury is aiming to stabilise net government debt at just above 
40% of GDP. A separate issue is the combination of net debt and ‘contingent 
liabilities’.
A contingent liability is something that may lead to government expenditure in the 
future, but this is uncertain. (If it was certain it would simply be a liability, but it is 
‘contingent’ on some future event).
SADC countries have agreed on a target threshold of 60% for net debt, provisions 
and contingent liabilities. National Treasury has elsewhere indicated that an 
appropriate ‘prudency’ or ‘tolerance’ threshold for South Africa would be 50%.
The main component of contingent liabilities are debt guarantees to SOEs.
In its recent Article IV consultation the IMF conducted a (standard) debt 
sustainability analysis. Part of this was modelling the outcomes of a ‘shock’ in which 
75% of government’s guarantees were called upon. The IMF found that the effects 
on debt would place the country in a ‘high risk’ zone. 
However, the IMF does acknowledge that its modelled scenario is ‘extreme’.
It is important to note that the question of asset sales resolves a different problem. 
Asset sales are a way of obtaining funds to provide direct support to SOEs (in this 
case, Eskom) whereas guarantees are designed to retain the funding burden in SOEs 
themselves with support of government.
There has been little detail on asset sales in Budget 2015 and Parliament has limited 
oversight over these decisions. Nevertheless, the PBO report on SOE funding will 
discuss the issue in greater detail.
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The chart shows the debt guarantees extended to selected SOEs over the last decade 
and for the MTEF period.
There has evidently been a large increase in guarantees to Eskom, SAA and SANRAL, 
but the total amount is dominated by Eskom.
By contrast, Transnet’s guarantees have fallen substantially over the same period. 
This raises the question as to how the size of guarantees for a particular enterprise, 
and changes in this, should be interpreted. 
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The PBO has been requested by the Standing Committee on Finance to produce a 
report on various aspects of SOE financing, which will be presented to the 
Committee next month. The graph above and subsequent table are based on work 
done for that report.
The key point of the graphic is that the financial status of state-owned enterprises is 
affected by a number of factors, some of which are wholly commercial in nature and 
others that are within the influence of the state. 
For example, non-commercial mandates can increase SOE costs, while favourable 
debt financing or guarantees can decrease costs. 
The regulatory framework can be a major determinant of prices and hence revenues. 
All of which can be placed under additional strain by large-scale infrastructure 
projects. 
An obvious problem is if these different influences are not coordinated with respect 
to their net effect on an SOE’s financial status. 
Furthermore, while it may be strategic to shift SOE financing commitments on to 
SOE’s own balance sheets this has implications for the risk levels of total public 
sector debt – as we saw in previous slides.
Similarly, shifting more of the financing burden to customers via tariffs can relieve 
the demands on the main government budget but possibly at the cost of economic 
performance or/and intergenerational equity.
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Among the implications for the current situation:
 Enterprises with stronger balance sheets are not necessarily better run than 

enterprises with weaker balance sheets
 Just because an enterprise has a weak balance sheet does not necessarily mean it 

has been badly managed
 Bottom line: the financial status of an enterprise is a function of a complex, and 

sometimes ill-defined, governance and regulatory framework interacting with the 
political, social and economic environment

 Short-term and long-term measures need to take this into account
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The table above illustrates that government financing of SOEs is more complex than
is often appreciated. 
SOEs that do not receive direct transfers may nevertheless benefit substantially from 
various ‘indirect’ forms of government support, while SOEs receiving direct transfers 
may nevertheless be deprived of other kinds of indirect funding due to other 
government policies.
In times where the fiscus is under pressure it may be desirable to shift more of the 
funding burden to future periods, through borrowing, debt guarantees or increased 
tariffs.
However, this needs to be done with adequate consideration for debt sustainability 
(risk), intergenerational equity and consequences for the broader economy and 
citizens.
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The main issues to consider in selecting a tax mechanism or making a change to tax 
rates are (in no particular order):

I. Impact on economic activity (individuals and firms)
II. Impact on distribution of income and wealth (‘tax 

incidence/progressivity’)
III. Efficiency and feasibility in terms of collection

National Treasury have suggested that the proposed changes and mechanisms 
maintain or enhance the progressivity of the current tax system but have not 
substantiated this with any particular estimates or background analysis.
In future it may be helpful if Treasury provide a clear definition and estimate of 
progressivity. (The PBO may also be able to develop a measure in future).
The subsequent slides present some preliminary analysis and discussion of these 
issues. Unfortunately the depth of analysis is limited due to the time available 
between tabling of the Budget and this presentation.
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[Animated]
The diagram shows the main revenue proposals, with their impact on the 
consolidated budget. The overlapping circles indicated overlapping groups of 
taxpayers.
First: increased personal income tax rates add R8bil to the fiscus
Second: UIF reductions reduced consolidated budget revenue by R15bil, shared by 
employers and employees
Third: Consumers of alcohol and tobacco contribute more through higher excise 
duties
Fourth: Direct and indirect users of petrol pay a total of R6.49bil more due to the 
higher RAF and fuel levies
Not shown are the effects of: medical credit changes (R920mil decrease), changes in 
property transfer duties (R100mil increase) and the energy-efficiency tax incentive 
(R150mil reduction).
The most important point is that the net effect of the proposals is complex. A crude 
assessment suggests that individual taxpayers may be bearing a significantly higher 
burden than businesses. 

19



NT Budget review 2014, shows contribution by three (individual tax, corporate tax 
and value added tax) main tax instruments towards RSA tax revenue over time. 
These three instruments makes up to more than 80% of RSA tax revenue. 

For the past 7 years  individual tax has on average contributed 33.5 % towards tax 
revenue while Vat and Corporate Tax averaged 26.39 % and 22.26% respectively.
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Government has in recent years embarked on providing incentives to promote 
various economic activities, in particular to encourage private investments. Even 
though such incentives could be seen as revenue forgone or sacrificed in 
government expenditure programmes, there are strong argument that private 
investment in the economy among others create jobs, grow economy and other 
benefits.

During the 2015 Budget speech the Minister announced further incentives to 
business as a continued initiative to boost economic growth. However important it is 
to provide incentives, it is also important to determine whether has there been any 
evidence that the government incentives to business are indeed growing the 
economy (increasing taxes), creating Jobs and dealing with inequality.

It is not straight forward to link jobs creation, economic growth to government 
incentives, but it is key to know whether there mechanisms in place to measure the 
success over time. This is more relevant to those incentives been in place for longer 
time.
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One way of trying to get a sense of the effect on the progressivity of the proposals is 
to look at the effect on the percentage of income an individual earning a particular 
amount pays, before and after the proposals.
The black dotted line shows that the percentage change (in the percentage paid) 
increases steeply after the initial threshold (R181 900) but gradually levels-off for 
incomes of R350,000 and higher.
The red dotted line examines the same thing, but taking the once-off UIF reduction 
into account. That has a significant effect, reducing the % of income paid in income 
tax and UIF for individuals earning less than R300,000 but marginally increasing it for 
those earning incomes above R350,000.
This basic analysis suggests that these proposals on their own may indeed be 
progressive. It does not account, however, for the numbers of taxpayers at each level 
or the other tax proposals (fuel levy, etc).
An important question is whether the intention is that these PIT rate increases will 
be maintained in subsequent years.
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The UIF reduction is one of the more important innovations of this year’s Budget, 
significantly changing the net effect of the revenue proposals.
This has been enabled by the fact that the UIF has accumulated a very large surplus, 
but the interesting question for policy is why this is the case, what should be done 
about it and what lessons can be learned.
It’s useful to understand that the effect of the UIF reduction on the consolidated 
budget balance is simply a way of drawing-down the UIF’s surplus.
There are three main reasons why the surplus has accumulated to such an extent:
1. Mandated contributions in excess of what is required
2. Under-claiming of benefits
3. Collection/accumulation of surplus in expectation of future shock(s)
One concern is that an excessive contribution unnecessarily increases the cost of 
labour at a time when unemployment is high and job creation a major priority.
Another is that returning the UIF surplus in this way is a relatively crude remedy 
since it may ‘compensate’ employers and employees different to those who made 
the original contributions.
The evidence shown below suggests that there is a fundamental disconnect between 
collections and claims/payouts, though to rule-out the possibility that the surplus is 
justified by some possible future economic shock would require consideration of the 
actuarial models and rationale for the original level of the UIF contribution.
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The bar graph shows the change in UIF payouts over time (from 2004/5 to 2012/13), 
broken down by claim type.
The black line shows the total number of claims in a given year.
This shows that the UIF did ‘respond’ to the economic downturn, with a large 
increase in claims from 2007/8 to 2009/10.
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However, the above graph shows that total revenue (primarily from collections but 
also reflecting investment and other revenues) has consistently exceeded payments
In recent times the extent of the gap has actually increased, contrary to what one 
might hope or expect for a social security scheme.
This appears to support the view that mandated UIF contributions are excessive 
relative to the mandated benefits.
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Most of these strategic priorities could be linked to Outcome 4: Decent employment 
through inclusive economic growth, which depends on a coordinated government 
strategy of cross-cutting policies. 

However, spending growth on economic affairs will slow over the medium term.
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The graph shows the proportion of the total budget allocations towards some of the 
departments within the economic affairs function group. The line shows the original 
budget allocation for 2014/15. The next data point for 2014/15 shows the revised 
estimates numbers and then the MTEF trends.  Fuel and energy increased from the 
original budget, but over the medium term the reduction in the proportion of the 
allocations can be seen.
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The revisions are mainly in terms of:

• Reduction in the number of vacant posts: In some instances ENE does not reflect 
any reduction in numbers 

• Reduction in outputs in selected key performance indicators are noted
• Number of posts filled: more than number of funded posts
• Number of positions estimated to be filled still increases over the MTEF, however, 

compensations budgets only increase by inflation rates.
• Training and development budgets reduce
Mineral Resources increased over the 2015 MTEF in specific to Enforcement of the 
Minerals and Petroleum Resources Development Act (2002) and for Shale gas 
exploration: 
• Number of consultations and promotional and monitoring activities on shale gas 

exploration conducted (outputs reduced from 20 in 2014/15 to 10 in 2015/16)
• Catering for departmental activities grows by 11.1 % on average per year, 
• Venues and facilities grows by 17.6%
• Training and development -5.8%
These are the kind of realities in departmental budgets that needs to be flagged and 
if necessary to be recommended for amendments!
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1. Who are the poor?
2. Analysis of poverty in South Africa still at a very general stage.
3. The country hasn’t committed to an official poverty line, and there is no official definition of poverty
4. It is difficult to say exactly who is poor at any one time, but it is clear that there are particularly vulnerable

groups, among them rural women, children, people living with HIV/AIDS and other diseases, the disabled
and the elderly.

5. National and provincial welfare programmes target some of these vulnerable groups, either with particular
grants or through geographical targeting of resources (Indigent policy).

6. Indigent policy seeks to address the problem of institutional exclusion by facilitating the reform of the
systems of local government in ways that ensure the inclusion of the poor in ways that will guarantee their
access to affordable basic services.

7. Social protection grew by 7.9% of the budget
8. To protect the poor households against poverty and to cater for a large number of beneficiaries Social

protection grew by 7.9% of the budget. The system supports around 16.4 million beneficiaries and is
expected to support about 17.5 million people by 2017/18.

9. There is uncertainty about the number of grant recipients. If we are uncertain about the number of grant
recipients, how certain are we that the grants are reaching all the vulnerable people? This could affect the
sustainability of grants.

10. Major grants increase by 4.4% and 4.8%
11. With the economic outlook, will the recipients of grants be better off or not with this value increase?
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1. Pro-poor elements:
1. Social grants  increase in nominal values
2. The increase will be reviewed in October in case inflation picks up again.
3. Tax relief for low- to middle-income earners and increase income tax burden for middle- to high-

income earners
4. NT left VAT rate unchanged, shifting the tax burden away from the poor and working class. VAT is 

a regressive tax, meaning that consumption declines as a percentage of income as income 
increases. A regressive tax is generally a tax that is applied uniformly. This means that it hits 
lower-income individuals harder as lower income groups spend a higher percentage of their 
income on food.

2. Non pro-poor elements:
1. The annual increase in grant values is low this year and will not make up for inflation since 

February last year.
2. NT says this beats its inflation prediction of 4.1% this year, that is not particularly helpful for grant 

beneficiaries, who have seen their buying power eroded.
3. Increase in electricity tariffs, fuel and RAF levies will hit the poor more, the cost of consumption 

will increase making it difficult for poor households to survive. 
4. The one year reduction in UIF contribution is positive but only benefits those who are employed. 

Those that are vulnerable, poor and unemployed wont derive any benefits from this proposal.

33



1. Sustainable based on the condition of that the economy grows by 3% a year.
2. Risks to sustainability

1. About 11% of registered tax payers bring in 61% of the total personal income tax payable in SA,
yet the lower income earners get to take more home on a monthly basis. How much longer will
the 11% tolerate this?

2. Over half of the country’s children are poor enough to qualify for the CSG. If it were to rise three
quarters or more, a shrinking minority of the population would foot the bill. A trend that clearly
cannot be sustained.

3. Rate of economic growth: NT acknowledges that the economic outlook of SA is not looking good,
forecasting a growth rate of only 2% in 2015.

4. IMF forecasts economic growth for South Africa of only 2.1% for 2015 and 2.5% in 2016.
5. If the economy continues to expand at a sluggish pace, debt to GDP levels may rise faster than

expected, pushing more households into low income brackets. This could make the grant and
other social programmes an unbearable strain on the national budget.

34



1. The major cost drivers of the public wage bill are: 1) Employment level growth of 
the public service 2) Cost of living adjustments in excess of inflation 3) Policy 
initiatives including the OSDs.

2. We identified three distinct periods in which the government appears to have 
adopted different strategies around the size of the public service. In some cases 
these strategies have been deliberate whilst in other cases the trends may be the 
outcome of circumstance.  

3. Post the global financial crisis in 2007/2008, economic growth decreased 
substantially which lead government to adopt a counter-cyclical response which 
results in a substantial increase in the size of the public service relative to the 
shrinking private sector. This growth was also likely the outcome of the 
implementation of the Occupational Specific Dispensation (OSD) in 2007, which 
lead to highly skilled workers being attracted and recruited into the public 
service. The OSD was implemented with the intention of ‘levelling the playing 
fields’ so as to retain and recruit highly skilled people to the public service. It was 
implemented after a substantial number of highly skilled public service workers 
left the service in favour of higher paying overseas or private sector positions. As 
of 2011, approximately 50 per cent of public service employees were linked to 
OSDs.   

4. This intervention has had a significant impact on the unemployment rate and 
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most likely assisted in supporting economic growth through an increase in 
household income and consumption. In fact, 62.4 per cent of the growth that 
has been achieved in overall employment since 1994, has been driven by the 
growth in the public service. Post 1994 the share of the public service has grown 
steadily to a peak of 25.56 per cent  of overall employment as of June 2014. 

5. However, growth in the public service appears to have reached a turning point as 
of late 2014. The announcement of a freeze in the funded headcount and the 
potential scrapping of non-essential vacant posts may further serve to deter 
further growth over the medium-term.
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1. Typically, government budgets for a CPI plus 1 per cent adjustment in wages for 
public servants each year. The distance between the red diamonds on the graph 
and the purple line (representing the avg inflation rate for the year) shows the 
extent to which the cost of living adjustments in the public service have 
exceeded government’s inflation plus 1 per cent assumption. 

2. Clearly, government’s budgets are often exceeded (in particular, we found that 
this tended to be the case when single-year wage adjustment agreements are 
concluded), this suggests that the bargaining power of public sector labour 
unions exceeds that of government. The DPSA has found that this has led to the 
strong protection of workers against performance-related dismissals and the 
non-consideration of labour productivity in negotiating public service wage 
adjustments. This raises the risk of government failing to meet future budgeted 
for compensation expenditure limits should the existing balance of power remain 
as is. 

3. Furthermore, the methodology of linking adjustments to wages to the consumer 
price index (CPI) (also known as indexation), used in negotiating public wage 
settlements, may also need to be reconsidered as it promotes pro-cyclicality 
under normal circumstances.  In other words, governments boost the average 
pay per worker during good economic times when inflation is higher but are 
unable to decrease it during bad economic times as this is often not politically 
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feasible. This has a negative effect on the budget balance which leads to either 
growing debt levels or the switching of expenditure allocated to goods and 
services towards the compensation of government workers. 

4. Recently, South African inflation has been less determined by economic growth 
and the demand for goods and services and more by a weakening exchange rate 
and higher input costs such as for fuel, electricity and food. Essentially, in the 
current South African context, the practice of indexation promotes a growing 
public wage bill regardless of the phases of the business cycle (also known as a 
wage-price spiral). This is problematic as during periods of weak economic 
growth, revenue collection slows and so the likely outcome of an increase in the 
public wage bill is a larger budget deficit. Furthermore, once this period of 
abnormal inflation drivers subsides, the increases in the public wage bill incurred 
in recent years are likely to be difficult to reverse.  
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1. Whilst the public service wage bill has increased in real terms from 1994/95 to 
2014/15 (by approximately 122 per cent), the growth in the overall budget has 
been higher (approximately 151 per cent). This is why you see both the blue 
(wage bill as a % of total expenditure) and the green line (wage bill as a 
percentage of GDP) declining from 1994 up until 2008. 

2. However post 2008, the substantial increase in the size of the public service 
(partially the outcome of the implementation of the OSDs) accompanied by 
persistent cost of living adjustments, in excess of the CPI plus 1 per cent assumed 
by National Treasury in the Fiscal Framework, has led to a marked increase in the 
size of the public wage bill. This has had a multiplying effect on the public wage 
bill and worsened the budget deficits incurred. Over the past decade, the 
average remuneration per public-sector worker has increased by more than 80 
per cent in real terms, with an average annual growth rate of more than 6 per 
cent above inflation. 

3. The literature suggest that upward adjustments in the public wage are very 
difficult to reverse which suggest that the recent increases are likely to have 
become entrenched, which effectively equates to a growing government sector 
as proportion of total expenditure and GDP. From a public finances perspective, 
this has had the effect of worsening the budget balance and reducing the fiscal 
responsiveness of the state to future downturns in economic activity. Research 
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by the DPSA finds that the increases in the average pay per worker in the public 
service have not been met by increases in productivity, which poses a threat to 
the fiscus. It is however important to note that it is difficult to determine the 
accuracy of measures of productivity in the public sector and as a result, public 
sector productivity measures are highly contested. 
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1. Data from the World Bank shows that South Africa’s public wage bill pre-2008 
was higher (as a % of total expenditure, revenue and GDP) than the average’s of 
low, middle and high income countries. 
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1. In attempting to contain the wage bill, it should be noted that NT have limited 
powers. Their power is effectively limited to controlling the compensation 
budgets for government departments and entities. Through doing so, they can 
stop the transfer of funds to departments and entities with previously funded 
vacant positions no longer considered essential. It is proposed that non-essential 
is likely to mean managerial and administrative positions however assessments 
will be made on a case-by-case basis. Where NT has less control over the wage 
bill is in the case of cost of living wage adjustments agreed upon with public 
sector unions. 

2. With these limitations in mind, the PBO have put together a simplified analysis in 
which we consider three possible scenarios, each with a different wage bill 
outcome. It’s purpose is to give members a sense of the potential impact of the 
wage bill on the fiscus under various scenarios. 

3. Scenario 1, we refer to as “walking the talk”. Under this scenario, government 
mostly sticks to its commitment to freeze the personnel headcount with the 
recent average vacancy rate of 10 per cent maintained. Further, we assume that 
government sticks to its budget by agreeing a cost of living adjustment of CPI 
plus 1 per cent with public sector unions.    

4. Scenario 2 we’ve called “moderate compliance”. This scenario entails 
government growing the size of the public service beyond existing funded posts 
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and filling existing vacancies so as to marginally reduce the vacancy rate. Under 
this scenario, government agrees to a CPI plus 1.6 per cent wage settlement with 
public sector unions.    

5. Finally scenario 3 we refer to as “business as usual”. Under this scenario, 
government continues to grow the size of the public service in-line with growth 
in the previous years. Vacant posts are filled bringing the vacancy rate down to 8 
per cent and government concludes a CPI plus 2 per cent wage settlement with 
public sector unions.

6. If government walks the talk, SA’s budget deficit will be more or less in line with 
what has been estimated by NT over the medium-term, with the wage bill. 
Moderate compliance would see the budget deficits over the next weeks years 
increase relatively substantially with the wage bill growing to 36.4 per cent of 
overall expenditure. Business as usual would result in a budget deficit in the next 
financial year of 4.1 per cent compared with the 3.9 per cent estimated. Should 
either scenario 2 or 3 materialise, it’s important to recognise that either 
government funds the increase in the deficit by borrowing more and increasing 
government debt or it chooses to maintain its debt levels in which case it has to 
cut spending in other areas, perhaps goods and service or capital expenditure.    

7. Whilst there appears to be broad agreement that the growth in the public wage 
bill in SA should be contained, it is important to ensure that it is done 
responsibly. It will therefore be important to watch the personnel headcounts 
and compensation budgets of departments and entities to ensure that the 
withholding of budgets does not compromise on their capacity to deliver on 
their mandates (assuming they are aligned to government policy). This is 
particularly the case for departments performing functions that serve the most 
vulnerable populations, as is the case with health and education services. 
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1. One of the central themes of the 2015 budget review and mentioned as part of 
the government’s 9 point action plan to boost growth and create jobs, is the 
encouragement of private investment. 

2. Capital investment by the private sector has contracted in the last two quarters, 
this is the first time that this has happened since the 2nd quarter of 2010. Whilst 
the latter was the result of the global recession in 2008, the reasons behind the 
more recent contraction is less obvious. NT proposes that this is the result of a 
loss in business confidence (they explicitly mention the recent energy constraints 
but offer no other explanation) and that a recovery in investment growth by 
general government (the dark grey bar) will lead private sector investment higher 
(also known as a the crowding-in effect). 

3. The evidence suggests a more structural trend in which private sector businesses 
have reverted to investing in only what is necessary to maintain current 
operations. This is reflected in the rate of increase in the cash held by corporates 
and close corporations. The rate of increase of these bank deposits in the last 
few years has been in excess of the inflation rate, reflecting the accumulation of 
cash. The most recent figure (Jan 2015) from the SARB shows that the balance 
sheets of private businesses currently reflect a cumulative cash balance of 
R653.1 billion or 17.18% of GDP. 

4. Common explanations for a lack of investment include a loss of business 
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confidence from deteriorating industrial labour relations, weaker than expected 
global growth, a slow down in household expenditure, electricity constraints, a 
reluctance by banks to lend and policy uncertainty. This despite the range of 
incentives offered to businesses (the most recent being the improvement to the 
turnover tax regime). 

5. A contraction in investment by private sector is a problem for a number of 
reasons:

1. Government proposes that several economic infrastructure projects 
should be carried out in partnership with the private sector to leverage 
private capital and skills. Without the rolling out of critical infrastructure 
projects and the expansion in the production capacity of the private 
sector, structural bottlenecks to economic growth are likely to remain. 

2. On the job creation front, the increase in the size of the public service 
post 2008 has propped up employment levels in the country. This 
intervention has had a significant impact on the unemployment rate and 
most likely assisted in supporting economic growth through an increase 
in household income and consumption. In fact, 62.4 per cent of the 
growth that has been achieved in overall employment since 1994, has 
been driven by the growth in the public service. Given NT’s intention to 
freeze the funded headcount of the public service, any future job 
creation is going to have to come from the private sector, which may 
prove difficult if labour intensity (number of workers per unit of output)
continues to decline. 

3. Finally, NT has likely worked in an increase in private sector investment 
and it’s effect on growth, job creation and revenue into its models to 
produce the estimates for the fiscal framework. If however the private 
sector does not respond to general government’s lead, as suggested, and 
as has been the case in the last two quarters, the impact on the fiscus 
and debt is likely to be significant.  

6. If NT assume a substantial pick-up in private sector investment over the medium-
term, how is it proposing to encourage businesses to invest in expanding 
operations and what basis does it have for believing that these plans will be 
effective?

43



44



In 2015/16 after providing for debt-service costs and the contingency reserve, 47.9 
per cent of nationally raised funds are allocated to national government, 43.1 per 
cent to provincial government and 9 per cent to local government. 
• Allocations to provinces and municipalities will grow more slowly than in the past. 
• Provinces have to focus on finding efficiencies and cost savings in goods and 

services, personnel costs, and allocations to provincial entities. 
• Funding for free basic services through the local government equitable share has 

been protected. 

Local government share (only 25 % of total spending in this sphere):
• 50 % LES
• 39 % CG

Provincial government share (more than 95 % of total spending in this sphere):
• 82% PES
• 18 % CG

Equitable Share Spending
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Provincial governments are responsible for implementing national policies for 
education, health, social development, agriculture, roads and human 
settlements. They are also responsible for their own governance and administration, 
including being answerable to the legislature and coordinating service delivery with 
local government. 
Local governments are responsible for providing basic services such as water and 
sanitation, electricity reticulation, refuse removal, storm water management, 
municipal transport and roads, community services (such as parks, sport and 
recreation) and street lighting. They also provide free or subsidised basic services to 
poor households. 
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Reasons for changes on a Provincial level:
Conditional Grants review:
• Consolidation
• Function shifts
• Average 2 % general decrease in respect of fiscal adjustments

In 2015/16, the port health and further education and training (FET) colleges 
functions are moved from provinces to the national Departments of Health and 
Higher Education and Training respectively. 
Responsibility for the Moloto Road is expected to be transferred to the South African 
National Roads Agency Limited (SANRAL) in 2015 to form part of its non-toll portfolio 
of roads. 
A change in funding arrangements for the National Health Laboratory Services 
(NHLS) will also affect transfers to provinces. The NHLS functions for training and 
research, previously funded through fees charged to provinces, will be funded 
directly by the national Department of Health from 2015/16. 

Reasons for changes on a local level:

• The reductions in 2015/16 range between 0.9 per cent and 5.5 per cent of the 
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allocation for each grant, with larger reductions on slow-spending and non-
infrastructure grants. To maintain planned outputs, grant administrators and 
municipalities need to spend funds efficiently

The first phase of the Local Government conditional grant review identified two 
necessary reforms:
• The rules in the municipal infrastructure grant will be amended to allow funds to 

be used to refurbish and replace infrastructure, but only if municipalities 
demonstrate that assets have been maintained on a regular basis

• While the grant continues to provide for new infrastructure, there is also a need 
to make major improvements on systems and equipment nearing the end of their 
lifespan. 

• The number of conditional grants will be reduced to ease the burden of grant 
reporting. 

• Two public transport grants will merge in 2015/16 into a single public transport 
network grant. 

• The number of water and sanitation grants is also likely to be reduced from 
2016/17. 

The next phase of the review, in 2015, will take the principles and broad outline of 
the grant system already agreed to in the first phase and use these to implement 
detailed changes to individual grants. It is likely that there will be additional 
consolidation of infrastructure grants to municipalities, and that these grants will be 
restructured to respond to the challenges facing different types of municipalities –
from poor rural areas to major cities. 
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The review of conditional grants commenced in 2014/15 and will continue in 
2015/16, however, the status report on conditional grants, analysing the technical 
and practical aspects of the 2014 provincial conditional grants, compiled by the PBO, 
showed that:

• The purposes of conditional grants are diverge.
• The goals and objectives deviate from the purposes of the programmes it fund.
• The grant purposes are not aligned to the purpose of the national programmes 

from which it is transferred. 
• The national programme name and purpose from which it is transferred are not 

aligned to the provincial programme name and purpose, which is responsible for 
the implementation.

• The grants are not allocated to the same provincial programme in different 
provinces.

• The outputs are not aligned to the purpose of the grants. 
• The number of outputs per grant are not regulated. Currently between 1 and 24 

outputs/performance indicators are presented in the grant frameworks.
• Outputs are not well defined or measurable.
• The outputs of the grant are a duplication of the sub-programme performance 

indicators on a provincial level, which leads to the duplication of reporting.
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• The composition of some grants are very diverge or duplicate existing functions. 
• The terminology in the grant frameworks are not aligned to other performance 

management frameworks in government.
• In addition to outputs the grant frameworks also include conditions (up to 50 in 

some cases), which are, however, not monitored.
• As a result of the complexity of the grant frameworks and the heavy 

administrative burden on provincial departments some provincial departments 
created additional sub-programmes within each programme to manage the 
grants.

• Contributing to the complexity of grant management and oversight, is the 
different process flows between the initial transfer and the implementation of the 
grant. These different process flows together with the structure and operations of 
Parliament, identify further challenges in terms of oversight.
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