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MTBPS Snapshot: a further ramp up in debt to GDP projections confirms Moody’s & 
Fitch credit rating downgrades in November, S&P is a risk, bringing universal single 
B ratings closer. The MTBPS banks on growth & expenditure cuts  

  
 

 

 

   
 

   

   
  



 

   

   
  

 

•   2020’s Medium–Term Budget Policy Statement (MTBPS) has projected a further 
deterioration in government’s debt to GDP projections and fiscal deficits. Over the 
medium-term, gross debt is projected to now stabilise at 95.3% of GDP in 2025/26, 
from 87.4% of GDP for 2023/24 that was outlined in June’s Supplementary Budget 
Review (SBR). 

•   The rating agencies are likely to downgrade SA on the back of this budget, as the key 
objective of any credit rating agency is to assess ability to repay debt, and SA is evincing 
even further fiscal slippage from the June SBR estimates. The deficit is now expected at 
15.7% of GDP this year, from 6.4% of GDP last year in 2019/20. 

•   The 2020 MTBPS has outlined substantial cuts to its non-interest expenditure 
projections (R300bn over three years) with the majority of the cuts to be applied to the 
wage bill (not social welfare or infrastructure), while acknowledging that there will be 
likely legal consequences to cutting the wage bill, and to its proposed three year wage 
freeze. 

•   While these expenditure cuts are largely in line with the expectations from the markets, it 
does not nullify the massive rise in South Africa’s future debt quantum announced in June, 
and with a further elevation of debt projections to even closer of 100% (above 100% with 
SOE debt the state guarantees) this is not seen as sustainable for an EM. 

•   The rand has weakened in response, to R16.50/USD, as SA’s credit risk, which is the 
perceived risk of default, has risen further, as the sheer quantum of debt issuance is 
projected to just climb further, which will increase borrowing costs (interest expenditure), 
and likely lift bond yields, with foreign appetite for SA debt dwindling. 

•   That said, the budgeted figures today do present more realistic projections for SA both on 
the debt and fiscal deficit side, as does the realism that severe tax hikes will cause slower 
economic growth, and not yield what is needed to plug the revenue gap given the very low 
tax buoyancy ratio. 

•   Today’s budget is not a full austerity budget, but it certainly contains austerity with very 
substantial expenditure cuts detailed over the MTEF (2021/22 to 2023/24), and there is a 
notable shift in expenditure from consumption to infrastructure for the purpose of 
enhancing growth. 

•   However, investors and rating agencies will worry over the ability of government to 
implement the cuts, which detail a R60bn cut in the first year of the MTEF, a R90bn cut in 
the second year of the MTEF and a R150bn cut in the third year of the MTEF, a staggered 
approach which will require departments to adjust spending. 

•   Union opposition is likely to be strong, as the voracity persist, but SA needs to reign 
in expenditure which has not had a material multiplier effect on GDP, and instead has 
seen GDP growth decline over the past decade, despite higher and higher public 
sector renumeration in total. The rating agencies will view the planned expenditure 
cuts positively. 

• National treasury has revised down its growth forecast to -7.8% y/y for this year (previously 
-7.2% y/y), and 3.3% y/y next year from 2.6%. Tax revenues are expected to be R312.8bn 



lower than in February, deteriorating further from the SBR, while tax increases of R5bn 
are scheduled for next year, but likely will mainly be raised by failing to adjust for fiscal 
drag.   

• Eskom receives an allocation of R23bn and SAA R6.5bn for settling debt and interest and 
R10.5bn for SAA to implement its business plan, while ICSA is detailed R84.7m for the 
licensing of spectrum due  March next year. Eskom is a priority for economic growth, but 
the allocation to SAA, which is more than the level of taxes to be raised next year, was 
met with market dissatisfaction as it is not needed for economic growth.       

• There has been ongoing fiscal slippage in SA’s public finance figures deteriorate each 
year, and fiscal consolidation remains elusive as South Africa moves ever closer to an 
unsustainable debt trap. Some fiscal consolidation is planned by closing the budget 
deficit  to 7.3% of GDP by 2023/24 and stabilising the debt to GDP ratio by 2025/26. 

• This however is not marked fiscal consolidation, and does not bring the fiscal deficit down 
to the accepted 3.0% of GDP, or the debt projection down to around 50% of GDP, and so 
will not likely be seen as a game changing positive factor, and so not allay rating 
downgrades in November.   

• Today’s budget has however taken a much more significant step than has occurred in the 
two earlier this year, and those over the past decade by focusing heavily on expenditure 
cuts, and the correct methodologies to raise economic growth and so repair its finances 
over the long haul. 

• The rating agencies may avoid downgrading SA by two notches at their country reviews 
on 20th November this year, but not enough has been done overall to comfortably avoid 
a one notch downgrade, especially as both Moody’s and Fitch already have SA on 
a  negative outlook. 

 

  
 



 

 

  
 

  

•   The crux of this budget from a market positive perspective has been the cut in 
planned expenditure, but higher debt projections has had a negative impact on the 
currency, although it has since recovered to R16.33/USD, and the actual rise in debt and 
deficit ratios as % of GDP are negative on their own as it weaken the starting base for 
fiscal consolidation. 

•   National Treasury highlights that “(s)ince 2008, the real cost of the public-service wage 
bill has risen by 51 per cent. … the main reason for this growth is an increase in unit 
costs, rather than headcount…with much state borrowing funding consumption, the wage-
setting process has become divorced from economic reality.” 

•   On employee compensation, the MTBPS shows that as a share of total spending will 
decreases from 32.7% as estimated in the 2020 Budget Review to 31.3% over the 
medium term, with “(s)alaries for civil servants have grown by about 40 per cent in real 
terms over the past decade”. 

•   Government recognises that “(n)arrowing the deficit and improving the composition of 
spending requires reductions in the growth of the wage bill, which accounts for about 
one-third of the consolidated budget”, and that it is likely to be taken to court by the unions 
for not implementing prior wage agreements. 

•   However, given the extreme collapse in the economy this year, the force majeure of the 
2020 Covid-19 crisis may have a good chance of success in the courts, and as such is 
the only hope to repair government finances with “state-owned companies and 
municipalities struggling to pay salaries.” 

•   Specifically, “Government proposes growth in the public-service wage bill of 1.8 per cent 
in the current year and average annual growth of 0.8 per cent over the 2021 MTEF period. 



To achieve these targets, which are essential for fiscal sustainability, government has 
not implemented the third year of the 2018 wage agreement.” 

•   Furthermore, the Budget Guidelines propose a wage freeze for the next three years to 
support fiscal consolidation. Additional options to be explored include harmonising the 
allowances and benefits available to public servants, reconsidering pay progression rules 
and reviewing occupation-specific dispensations. 

• The next round of wage negotiations is due to start soon and work is underway to formulate 
government’s position. In addition, government is coordinating work relating to developing 
a comprehensive public-sector remuneration strategy for the medium to long term …to 
better balance … fairness, equity and affordability.” 

 

  
  

 

  



 

 

  
  

  

•   Specifically on expenditure, “(m)ain budget non-interest spending has increased by R36 
billion in the current year compared with 2020 Budget estimates. This reflects net additions 
made for the COVID-19 fiscal relief package, as discussed in the June special adjustments 
budget. …(n)ew proposed allocations of R34.3 billion in 2020/21, …are financed through 
reallocations and baseline reductions.   

  Government proposes downward adjustments to main budget spending plans over the 
next three years. Relative to the 2020 Budget, total main budget non-interest 
expenditure is projected to decrease by R62.9 billion in 2021/22, R92.9 billion in 
2022/23 and R150.9 billion in 2023/24. 

•   These downward adjustments reflect:  

   - Reductions of R60 billion in 2021/22, R90 billion in 2022/23 and R150 billion in 2023/24, 
mostly falling on compensation. Other noninterest spending items are also reduced, while 
funding for buildings and other fixed structures, provincial and local capital grants, and the 
Infrastructure Fund is protected. 

  - Lower estimated spending by the National Skills Fund and sector education and training 
authorities of R2.8 billion in 2021/22, R2.7 billion in 2022/23 and R0.9 billion in 2023/24, 
reflecting the decline in skills development levy projections. 



   - Early retirement savings anticipated in national departments of R109 million in 2021/22 
and R118 million in 2022/23. Main budget non-interest expenditure is projected to contract 
in real terms in each year of the MTEF period. 

•   As a share of GDP, non-interest expenditure will moderate from a peak of 32.4 per 
cent in 2020/21 to 26.4 per cent by 2023/24. This includes a contingency reserve of R5 
billion per year over the medium term. Due to a wider deficit, weaker currency and higher 
interest rates, debt-service costs will continue rising over the medium term. 

• The main budget expenditure ceiling provides an upper limit within which departments 
prepare their budgets. Expenditure exceeded the 2019/20 ceiling … due to early payment 
of social grants. In the current year, expenditure breached the ceiling by R45.2 billion … 
(on) the emergency response to COVID-19. 

• Compared with the 2020 Budget, the (expenditure) ceiling (in the MTBPS) is lower 
by R58.9 billion in 2021/22 and R89 billion in 2022/23. 

 

  
 

   
 

  
 

 

  
   

  

•   The gross tax revenue estimate for 2020/21 has been revised down by R8.7 billion 
compared with the projection in the June special adjustments budget. This deterioration is 



aligned with revised economic growth projections and the expected performance of the 
major tax bases. 

•   Gross tax revenue is expected to be 17.9 per cent lower than collections in 2019/20, or 
R312.8 billion below the 2020 Budget forecast. The tax-to-GDP ratio is expected to 
decline substantially, dropping from 26.3 per cent to 22.9 per cent. A strong and sustained 
rebound in economic growth is required for the tax-to-GDP ratio to return to levels seen in 
2019/20. 

•   Tax revenues, which fell sharply during the first several months of the coronavirus 
pandemic, have begun to recover. However, monthly collections remain well below 
2019/20 levels in many tax categories. For example, domestic value-added tax (VAT) 
collected in the first six months of 2020/21 was 6.7 per cent lower than the same period 
in 2019/20. 

•   Improved tax collection and administration continues to be an important element in 
achieving fiscal consolidation. The South African Revenue Service continues to rebuild 
its capacity following several years of mismanagement. Near-term objectives include: 

   - Finalising the tax gap study in December 2020 to quantify the difference between how 
much tax should be collected and how much is collected. 

  - Remaining focused on international taxes, particularly aggressive tax planning using 
transfer pricing. • Increasing enforcement to eliminate syndicated fraud and tax crimes. 

   - Continuing to use third-party data to find non-compliant taxpayers. 

   - Collecting pay-as-you-earn and VAT debt, and ensuring that outstanding taxpayer 
returns are filed and liabilities paid. 

• Medium-term revenue outlook – tax revenue is expected to increase to R1.5 trillion, or 
25.2 per cent of GDP, by the end of the MTEF period. The extraordinary shock to 
economic output in 2020/21 translates into large revenue shortfalls that will persist 
over the medium term.  

• The improvement in revenue collection over the next four years includes the revenue 
proposals announced in the June special adjustments budget, including tax increases of 
R5 billion in 2021/22, R10 billion in 2022/23, R10 billion in 2023/24 and R15 billion in 
2024/25. It does not include any additional revenue from more effective collection. 

• The Southern African Customs Union (SACU) common revenue pool forms part of the 
National Revenue Fund and main budget calculations. Payments to SACU partners 
have been revised down sharply over the next two years compared with 2020 Budget 
estimates. 

 

  
   



 

  
 

 

  
  

  

•   The consolidated budget includes the main budget and spending financed from revenues 
raised by provinces, social security funds and public entities. In 2020/21, the consolidated 
budget deficit has been revised from 6.8 per cent of GDP projected in the 2020 Budget 
to 15.7 per cent of GDP. 



•   Public entities, social security funds and provinces are projected to have a 
combined cash surplus over the medium term, partially offsetting the main budget 
deficit. Over the next two years, the consolidated budget deficit is projected, on average, 
to be 3.4 percentage points of GDP wider than the 2020 Budget estimates. 

•   The main budget balance and the primary balance will narrow to stabilise debt in 2025/26. 
Compared with the 2020 Budget Review estimates, both metrics have deteriorated. 

•   As a result of this year’s steep economic contraction, government’s gross borrowing 
requirement – the sum of the budget deficit and maturing loans – has increased by R342 
billion to R774.7 billion, relative to the 2020 Budget. This is a marginal decline from the 
June estimate of R776.9 billion in 2020/21. 

•   In the current year, short-term borrowing has increased by R95 billion to R143 billion, 
relative to the 2020 Budget estimate. This is marginally lower than the June estimate. 
Short-term borrowing will average R66.7 billion per year over the next three years. Long-
term borrowing in the domestic bond market will be kept at R462.5 billion, 
unchanged from June 2020, and average R469.9 billion per year over the medium term. 

•   In the special adjustments budget, government announced borrowing of US$7 billion from 
international finance institutions. This has been revised to US$7.3 billion, (R121.4 
billion), of which US$5.5 billion has been disbursed, with the remainder expected by 31 
March 2021. 

•   Gross loan debt is expected to increase from R3.97 trillion, or 81.8 per cent of GDP, in 
2020/21 to R5.54 trillion, or 92.9 per cent of GDP, in 2023/24. The key drivers of this 
increase remain the budget balance and fluctuations in the interest, inflation and exchange 
rates. 

• Compared with the 2020 Budget estimate, debt-service costs will increase by R3.8 
billion to R233 billion in 2020/21. These costs will reach R353.1 billion, or 5.9 per cent 
of GDP, by 2023/24. As a share of expenditure, debt-service costs will increase from 
12.9 per cent in 2020/21 to 18.3 per cent in 2023/24. 

• Large fiscal adjustments and an improving economic outlook will narrow the budget 
deficit by 7.3 percentage points of GDP over the medium-term expenditure framework 
(MTEF) period, and by an additional 1.8 percentage points in the subsequent two years. 

• The aim is to reach a main budget primary surplus by 2025/26. This target is expected 
to result in debt stabilising at 95.3 per cent of GDP in the same year.” These targets will 
only be achieved if governent is successful in cutting the wage bill’s previous projections.  

 

  
 

   



 

  

  

•   The State details that “(a) sharp drop in public infrastructure investment, mostly driven 
by declines in spending by state-owned companies (has occurred). Between 2016/17 
and 2019/20, total public infrastructure spending fell from R250 billion to R183 billion, or 
from 5.7 to 4 per cent of GDP. 

•   The financial position of state-owned companies and public entities was weak before 
the onset of the pandemic. The current increase in requests for recapitalisation largely 
reflects the in-year deterioration in their operating environment. 

•   Lenders have called the guarantees of South African Express and the Land Bank, with a 
negligible effect on the fiscal framework. Larger calls on guaranteed debt are expected 
unless steps are taken to turn around the most indebted state-owned companies.” 

•   National Treasury forecast “(r)eal GDP growth is forecast at -7.8 per cent in 2020, revised 
down from -7.2 per cent projected in the 2020 special adjustments budget. The economy 
is expected to recover to a real GDP growth rate of 3.3 per cent in 2021, with growth 
averaging 2.1 per cent over the medium term. 

•   A range of immediate and short-term measures will be taken to rebuild confidence, kick-
start the economy and continue to mitigate the effects of the pandemic. And structural 
reforms will promote faster, more inclusive growth and employment over the medium to 
long term.” 

•   There will be “focus on rolling out infrastructure, expanding energy generation 
capacity, creating mass public employment and supporting rapid industrialisation. At 
the same time, government will implement structural reforms such as 
modernising network industries, reducing barriers to entry, and increasing 
regional integration and trade.  

•   The National Treasury estimates that reforms in these areas can raise growth to 
over 3 per cent over the next 10 years and create more than 1 million jobs. The plan 
is accompanied by a detailed implementation schedule that will be overseen by a council 
chaired by the President. It will be supported by a leadership team that coordinates 
reporting and identifies areas where more effective partnerships are required. 



• The Infrastructure Fund will complement the plan’s focus on capital investments. 
Government has committed R100 billion over 10 years (of which R18 billion is 
over the medium term) to this blended finance fund, which is designed to crowd in 
private-sector finance and expertise to support infrastructure delivery. To improve 
infrastructure planning and fast-track a project pipeline, an Investment and 
Infrastructure Office has been created in the Presidency. 

 

  
 

   
 

  
 

   

  



  

•   Government spending remains too high for the tax base – and this gap has likely 
increased as a result of the 2020 recession. Recent tax increases have generated less 
revenue than expected, and evidence suggests that tax increases can have large 
negative effects on GDP growth 

•   Without a major reduction in public spending, debt will continue to accumulate and interest 
payments – which already consume 21 cents of every rand of main budget revenue – will 
crowd out other spending. 

•   Consolidated government spending will grow below inflation at 1.6 per cent, increasing 
from R2.04 trillion in 2020/21 to R2.14 trillion in 2023/24. Nevertheless, spending levels 
remain near historic highs both in nominal terms and as a proportion of economic activity. 
Main budget spending averages 33.2 per cent of GDP over the MTEF period. 

•   More than 80 per cent of the total compensation reductions occur in the learning and 
culture, health, and peace and security functions. These labour-intensive functions 
account for the majority of personnel in the public service. 

•   Consistent with government’s aim of shifting spending from consumption to investment, 
payments for capital assets grow above inflation, increasing from R88.9 billion in 2020/21 
to R111.5 billion in 2023/24, at an annual average rate of 7.8 per cent. Little was mentioned 
on the NHI. 

•   Over the medium term, government will phase in the principles of zero-based budgeting – 
supported by comprehensive expenditure reviews that are underway – to analyse and 
justify departmental spending. These initiatives will help to streamline bureaucracy, 
eliminate programmes that no longer add value and reform those in need of improvement. 

•   South Africa’s public spending levels are not matched by high levels of quality or efficiency 
in the services delivered by the state. This has led to an over-emphasis on incremental 
changes to annual budgets – and rising allocations – without adequate analysis of 
programme effectiveness. 

• To address this problem, some reforms to the budgeting process are necessary, and 
government proposes to implement the principles of zero-based budgeting. Since June 
2020, the National Treasury has been reviewing government spending to improve 
efficiency. 

• More than 30 spending reviews across all functions have been conducted. The reviews 
make use of large data systems to understand service-delivery outcomes, and how these 
might change under different scenarios. Preliminary findings indicate that:  

  - Many policies are designed and adopted without considering their total costs and 
affordability. • Multiple institutions share overlapping responsibilities or mandates, leading 
to duplication of work. 

  - In several high-spending procurement areas, including information and communications 
technology, and infrastructure, it appears that government is overpaying for goods and 
services. The spending reviews will be used to inform the zero-based budgeting approach 
that government will use to review baseline allocations in the 2022 MTEF period. 

• The 2020 MTBPS delivered on expectations around cutting expenditure, but  markets 
were disturbed by the elevation yet again by government planned borrowings. This 
ongoing, escalating fiscal slippage was a hallmark of the Zuma Presidency, and has 
leached into the Ramaphosa Presidency, with severe fiscal consolidation now needed.   

 

  
 

   



 

  
 

 

  



 

   

 

  

 

  

  

  

 


