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• Fixed income and currency markets reacted positively to the announcement that government revised its main budget 
deficit ratio narrower by an average of 0.2% between fiscal year (FY)24/25 and FY26/27 since the Medium-term Budget 
Policy Statement (MTBPS), relative to an anticipated widening by investors. Government’s revision to the projected deficit 
was largely owing to moderate proposed tax measures, while a lower government debt ratio was the consequence of a 
change in the funding mix. 

• Currency markets reversed their gains later in the day, a likely reflection of investors being more circumspect about 
longer-term fiscal sustainability, given that the funds from the Gold and Foreign Exchange Contingency Reserve Account 
(GFECRA) were largely used to address the rise in government debt, which was predominantly a function of additional 
expenditure on the civil servant wage bill.

• SA equities moved slightly lower on the budget speech, in line with minor tax announcements for the consumer. 
Government’s proposed tax measures included not fully adjusting medical tax credits for inflation (R1.9 billion in 
FY24/25), not fully compensating tax brackets to counteract the impact of inflation on taxable income (bracket creep 
of R16.3 billion for FY24/25), marginal increases in carbon fuel levies (1c to 11c/l on petrol and 3c to 14c/l on diesel), sin 
taxes (a box of 20 cigarettes increases by 97 cents, a 340ml can of malt beer is 14 cents more expensive, the price of a 
bottle of wine increases by 28 cents, a bottle of spirits will cost an extra R5.53 and excise duties on vaping systems and 
electronic nicotine will increase to R3.04 per millilitre). No adjustment was made in the general fuel levy or the Road 
Accident Levy, effectively equating to R4 billion in tax relief for consumers in FY24/25. 

• Government aims to collect R8 billion in FY26/27 from the implementation of a global minimum corporate tax for 
corporates earning revenue above €750 million annually. Multinationals will be subject to a 15% tax rate regardless of 
where profits are located. Other changes on the revenue side include relief for electric vehicle producers, who will be able 
to claim back 150% of qualifying investment spending in the first year. This is expected to cost government R0.5 billion in 
FY26/27 (the first FY of implementation).  

• Government estimates that the two-pot retirement system will yield R5 billion in tax collected in FY24/25 as fund 
members access once-off withdrawals. In the economist question-and-answer session it was confirmed that government 
estimates a R23 billion withdrawal of funds.

• While Treasury has demonstrated its determination to maintain its commitment to fiscal consolidation by projecting a 
primary surplus for the first time since the global financial crisis, market participants continue to be apprehensive about 
the tough fiscal decisions needed to provide additional support to state entities, address escalating living expenses 
affecting civil servants in future wage negotiation rounds and expand government assistance to the most vulnerable on a 
more permanent basis. 

• Treasury’s medium-term economic predictions look sensible and closely mirror our expectations, as well as the consensus 
estimates put forward by Reuters. Specifically, government’s projected average economic growth rate of 1.6% for the 
period spanning 2024 to 2026 broadly matches our expectation and the Reuters median consensus estimate of 1.5%. 
Moreover, Treasury’s headline inflation projection of 4.7% over the medium term is only marginally lower than our 
expectation of 4.9% but is in line with the Reuters consensus of 4.7%.

Initial impressions



• Gross tax revenue collections are falling short of initial projections made in February last year but slightly ahead of 
projections made in November. Treasury estimates the anticipated revenue undershoot for the current fiscal year at R56.1 
billion relative to the February 2023 estimate, due to a softer commodity price cycle and loadshedding and logistic costs 
weighing on mining and manufacturing tax collections. Mining provisional corporate tax collections are down 50.4% for 
the first 10 months of the current fiscal year relative to FY22/23. Revenue is nonetheless R0.7 billion ahead of November 
projections. Treasury estimates a R44.7 billion and a R52.3 billion tax revenue undershoot in FY24/25 and FY25/26, 
respectively, relative to February’s forecasts last year, but a R9.1 billion and a R15.4 billion overrun, respectively, relative to 
government’s revised November estimates.

• Medium-term non-tax revenue estimates have been raised by R9.5 billion relative to November last year due to mineral 
and petroleum royalties and revenue from the sale of strategic oil reserves.  

• Despite cost-of-living pressures and fears that unemployment and emigration are hollowing out SA’s personal income tax 
base, personal income taxes have shown resilience (expected R9.5 billion overrun relative to February 2023) largely due 
to higher-than-anticipated nominal wage growth. The run-rate in fuel levies (anticipated at a R3 billion overrun) similarly 
remains strong due to increased demand for road bulk transport. Meanwhile, corporate income taxes (CIT) and value-
added taxes (VAT) are anticipated to undershoot February 2023’s estimates by R34.8 billion and R26.1 billion for the 
current FY respectively. VAT refunds exceeded initial projections due to increased investment in embedded generation and 
the use of more expensive road transport.

• R37.8 billion of the R85 billion in proposed expenditure cuts in the medium-term budget are expected to be reversed to 
facilitate wage payments to civil servants in education, health and police/security that were agreed upon in the 2023 
public-service wage agreement. An additional R19.8 billion has been allocated in FY26/27.

• Government predicts that the revenue buoyancy (growth in tax revenue per unit of economic growth) is expected to 
drop to 0.54 in FY23/24 (previously estimated at 0.61 in the MTBPS) on the back of deflated mining revenues, before 
recovering strongly to 1.33 in FY24/25 and averaging 1.11 in the following two fiscal years from a previous estimate 
of 1.06. Government expects tax buoyancy to recover on the back of its proposed tax proposals, stronger-than-
anticipated nominal wage growth and the reversal of the rooftop solar tax incentive for households. Government notes 
that broadening the tax base and further gains in tax administration, including closing tax loopholes and improving tax 
collection, are needed to improve tax revenues going forward. Treasury’s assumptions on key commodity prices are 
marginally weaker than the Bloomberg median consensus forecast for the next three years but persistent structural 
bottlenecks are, in our view, likely to pose a risk to CIT buoyancy ratios. 

• At a projected 4.5% of gross domestic product (GDP), SA’s expected consolidated budget deficit ratio for FY24/25 (and 
3.7% for the next) looks more favourable than the Reuters median consensus estimate of 5% for FY24/25 (and 4.6% for 
FY25/26). This also compares favourably with a 5.5% deficit projected for emerging markets (EM) in 2024 and 5.3% 
in 2025, as estimated by the International Monetary Fund (IMF) as well as the 4.4% and 4.2% projected for developed 
markets (DM) for the same period. Although Treasury expects a significantly narrower government deficit ratio of 3.3% 
in the outer year of the medium-term expenditure framework (MTEF) (FY26/27), the Reuters consensus takes a more 
bearish view on the success of fiscal consolidation efforts and sees the deficit ratio narrowing to only 4.2% in the same 
period.

• Treasury noted we should soon reach a primary budget surplus for the first time since FY08/09, which is expected to 
increase to 1.8% by the outer year of the MTEF. Treasury estimates the gross debt-to-GDP ratio will peak at a lower 75.3% 
in FY25/26 (2.4 percentage points lower than November’s estimate) before declining. This compares with an expected 
debt ratio of 70.1% in EMs for 2024 and 72.3% by 2025, and 112.7% in DMs for 2024 and 113.8% by 2025. Although the 
debt ratio in itself does not compare too unfavourably globally, the rise in debt (an increase of 44.9% (previously 47.2% 
in the medium-term budget) of GDP between FY08/09 and FY22/23) and the associated jump in debt-service costs 
(an increase of 2.3% (previously 2.6%) of GDP over the same period) disadvantageously sets SA apart from its EM peer 
group.  

• Government aims to draw down R150 billion (R100 billion in FY24/25 and R25 billion each in FY25/26 and FY26/27) 
from the GFECRA to reduce borrowing, which will taper the growth in debt-service costs. Although government argues 
that this approach will lower the risk premium, boost investor confidence and improve the appetite for domestic assets, 
we would have preferred a more specific use for the funds (e.g. fixing Transnet) that entailed support for capital rather 
than recurrent expenditure (wage bill).  

• We anticipate that the rating agencies will overlook the short-term decline in growth and maintain SA’s sovereign rating. 
The country’s rating strengths, such as its significant external asset position, minimal levels of foreign currency debt, 
diverse economy, strong financial system, deep and liquid capital markets and freely-floating exchange rate, indicate that 
the threshold for downgrading SA to a single B rating remains relatively high. However, the government must continue 
implementing structural reforms, manage public finances effectively and address socio-economic challenges, while 
adhering to a prudent fiscal policy approach to avoid negative ratings action in the future. 



• The tax burden (ratio of tax revenue to GDP) is projected to lift slightly from 24.6% in FY23/24 to 25.3% in FY26/27. In 
our view, compliance efforts at the SA Revenue Service to improve revenue collections, close tax loopholes and enhance 
growth outcomes could likely contribute to the ratio ticking higher.

• The one-year extension in the Social Relief of Distress (SRD) grant announced in November comes at a cost of R33.6 
billion to the fiscus. Government made provisional allocations for a continuation of SRD grant for the estimated 9.2 million 
recipients (by FY24/25) beyond March 2025 for FY25/26 (R35.2 billion) and FY26/27 (R36.8 billion). With Treasury 
previously estimating that social grants will rise to 3.8% of GDP by FY40/41 (inclusive of the SRD grant), a permanent 
revenue stream will likely have to be considered.

• A contractionary budget in the medium term, contingent on government sticking to its path towards fiscal consolidation, 
shifts our asset allocation preference towards fixed income assets as opposed to SA listed companies, whose primary 
business is in SA (SA Inc. shares). A contractionary budget implies that government extracts more from the economy 
through taxes than it injects back through spending over the medium term. This is shown by an estimated decrease in 
the main budget deficit as a percentage of GDP (0.2% smaller over the MTEF relative to November). In absolute terms, 
the main budget is expected to narrow by R44.2 billion between FY23/24 and FY26/27 (relative to an expected R19.4 
billion previously estimated in November 2023), while nominal GDP increases by 19.5% (relative to an expected 20.1% 
previously estimated in November last year) over the same period. During this period, government projects an average 0% 
change in real consolidated expenditure growth and a 1.9% increase in real consolidated revenue growth.

• Government’s gross borrowing requirement is anticipated to fall from R553.1 billion in FY23/24 (estimated at R563.6 
billion in November last year) to R428.5 billion (previously R478.2 billion) by FY26/27. In 2024/25, the gross borrowing 
requirement will be financed through domestic short- and long-term loans, foreign currency-denominated instruments 
and cash balances. SBG Securities notes that domestic long-term bond issuance is forecast to remain steady in FY24/25 
from FY23/24, with weekly bond issuance lowered, while higher T-bill issuance fills the funding gap in FY23/24. In 
the post-budget call with Treasury, government noted it is still considering whether to tap another Sukuk issuance for 
FY24/25 but confirmed that switch auctions and floating-rate notes would continue. Treasury further voiced its preference 
for concessional financing or funding from the New Development Bank in FY24/25 over a Eurobond. 

• Government plans to use R150 billion of the valuation gains in the GFECRA to help mitigate fiscal risks by reducing 
borrowing over the medium term. RMB Morgan Stanley notes that if this allocation was treated above the line, the R100 
billion allocated for FY24/25 would have reduced the fiscal deficit by an estimated 1.4 percentage points. An additional 
disbursement of R25 billion each has been allocated for FY25/26 and FY26/27. 

• Treasury noted the implied foreign exchange buffer is R256 billion. The use of further GFECRA funds would be determined 
by foreign exchange fluctuations and the amount of interest on excess reserves (determined by the repo rate) as a 
result of the additional amounts held in the tax and loan accounts, which sit with commercial banks. As such, further 
disbursements may be possible in the future but largely depend on these two requirements. Treasury did not divulge any 
details about whether or not future disbursements would become formula-based. 

• Disappointingly, the GFECRA funds are largely used to fund the wage bill overrun, that represents recurrent expenditure 
and have not been utilised to facilitate an increase in capital spending, which would have supported trend growth (which 
government estimated at 2.1% in the November 2023 medium-term budget). 

• The use of GFECRA funds is guided by a set of principles, while the GFECRA Amendment Bill will enable Treasury to cover 
sterilisation costs. The market awaits further comprehensive details on this funding mechanism.

• Government aims to introduce new financing models to support infrastructure spending, including infrastructure bonds, 
special purpose vehicles and concessional loans, but no further details were divulged in the budget.

Effect on the economy and financial markets 
over the medium-term expenditure framework 
(MTEF)

Use of GFECRA in the funding mix reduces 
government’s borrowing requirement



• Despite substantial expenditure reductions, the budget continues to emphasise redistribution, with 60.2% of total 
expenditure allocated to health, education, housing, transport, social protection, employment and local amenities over the 
MTEF. 

• Pension and child grants are expected to increase by 0.1% and 0.3% in real terms in FY24/25, thereby protecting the 
vulnerable of society against inflationary pressures.

• The expenditure projections presented in the budget suggest a cut in capital expenditure. Real growth in capital outlays 
is expected to average 5.4% (previously estimated at 6% in November 2023) in the next three fiscal years, while real 
growth in the compensation of employees is expected to decline on average by 0.1% (previously estimated at negative 
1% in November 2023) during the same period. Nevertheless, there was a R57.6 billion upward adjustment made to 
the civil servant wage bill over the medium term, which will send the share of employee compensation to non-interest 
spending higher from 37.9% (previously estimated at 42.8% in November 2023) in FY23/24 to 38.3% (previously 
estimated at 42.1%) by FY26/27. With allowances nearly accounting for a third of civil servant remuneration, the IMF has 
recommended scaling these back to more effectively rein in government’s outsized wage bill as well as ensuring that pay 
matches productivity.

• Since FY13/14, interest payments on debt have surpassed economic growth, indicating that the economy is failing to 
generate adequate revenue to cover rising interest expenses. As a result, a significant portion of government resources 
is allocated to servicing the interest bill instead of being utilised for providing essential services to SA citizens. Growth 
in debt-service costs of 2.7% (previously estimated at 4.2% in November last year) in real terms on average in the 
medium term is expected to outpace the average anticipated real growth in (consolidated) revenue of 1.9% (previously 
projected at 1.5% last year November) due to a weaker currency, a sizeable deficit and high borrowing costs. The interest 
bill is expected to peak at 5.2% of GDP (17.1% of expenditure and 21.3% of revenue) in FY25/26. Debt-service costs will 
on average consume 21c of every rand government collects in the MTEF. Alarmingly, by FY26/27, government will be 
spending R1.21 billion a day to service its growing debt pile. 

• At 7.3%, debt-service costs are the fastest growing expenditure item in nominal terms between FY24/25 and FY26/27, 
with spending on health and peace and security expected to grow at a mere 3.4% (negative 1.2% real) and 4% (negative 
0.6% real), respectively, over the same period. Government spends more on debt-service costs than on basic education, 
social protection and health. 

Balancing spending demands with 
revenue pressures

State entity financial struggles act as a barrier 
to fiscal stability

• Despite a 9.6% hike in tariffs, Eskom reported a R23.9 billion net loss after tax for FY23 from R11.9 billion in FY22 and 
expects a R23.2 billion loss for FY24. Recent reforms in the energy sector include the appointment of a board of the 
National Transmission Company in January this year. 

• The budget speech announced that the independent review of Eskom’s coal-fired power stations would be publicly 
released in the coming week. 

• As Eskom will fail to dispose of the Eskom Finance Company by the agreed timeframe of 31 March 2024, government 
proposes to reduce the allocations of R78 billion in FY23/24 and R66 billion in FY24/25 by R2 billion in each year.

• Pilot projects will test short-term off-balance sheet financing options for accelerating private sector investment in 
electricity transmission. The request for proposals will be out by the end of July 2024.

• Transnet has been offered a financial support package consisting of a R47 billion guarantee facility, which is conditional 
on Transnet focusing on its core activities and introducing private sector partnerships. R14 billion has been approved to 
address urgent liquidity concerns, including the settlement of maturing debt. Third-party access will be introduced to 
the freight rail network by May 2024, while Transnet is expected to finalise its partnership with a private consortium by 
April 2024 to upgrade Pier 2 of the Durban Container Terminal. No further financial support measures were outlined by 
government.



Treasury explored three economic scenarios (asymmetrical in magnitude to the downside) around its current 
base case:

• Upside scenario in which the National Logistics Crisis Committee resolves the problems in port and rail: GDP would be 
0.9% above baseline by 2031 due to higher investment and trade.

• Upside scenario in which the quality and level of public investment spending improves involving partnerships with the 
private sector: More reliable infrastructure would place GDP 1.6% above baseline by 2031. 

• Downside scenario in which the conflict in the Middle East escalates leading to higher food and energy costs: Global 
monetary policy would tighten further, while economies with weak fundamentals would experience an increase in capital 
outflows. Headline inflation would reach 5.5% in 2024 (0.6 percentage points above baseline), while the GDP shortfall 
would amount to 0.8% by 2031.

Treasury noted progress on structural reforms in a number of areas in the economy:

• Fiscal anchors: A debt-stabilising primary surplus strategy to be used in the MTEF until a more binding anchor is agreed 
upon. Despite an additional allocation to the civil servant wage bill to facilitate the 2023 wage agreement, the expenditure 
ceiling has been reduced by R21 billion in FY24/25 and R28.1 billion in FY25/26 (relative to February last year).

• Project Vumela: The Development Bank of SA introduced a new financing system which blends municipal revenue, 
financing from development finance institutions and commercial finance. 

• Private sector involvement: Government acknowledged the need for “massive investment” by the private sector to create 
growth and jobs.

• Water reforms: National Water Resources Infrastructure Agency to be set up by March 2025. Raw water pricing strategy 
to be agreed upon this year. 

• Disaster risk financing strategy being finalised: To boost state capacity to fund disaster recovery efforts. 

• Small business support: To cater for 120 000 rural and township enterprises. Piloting projects to enable digital payments in 
these areas where connectivity is low.

• Rationalising government departments: In the economist question-and-answer session it was confirmed that no 
government programmes have been closed but the way of implementation has changed to increase efficiencies. Moreover, 
departments are rationalising spending through the cost containment guidelines that were announced in August last year. The 
budget document noted that rationalisation of provincial and national entities could reduce the number from 281 to 264.

• While insufficient energy supply and logistics constraints cripple SA’s growth trajectory, Operation Vulindlela (OV) has 
made significant strides in the energy and transport areas of the economy suggesting that growth in the medium-term 
could approach a 2% handle. Over 70% of OV’s reforms (including broadband spectrum, water quality and security and the 
country’s visa regime) have been completed or are on track to be finalised within the next year. 

Challenges in rebuilding fiscal reserves amid 
structural economic limitations

• The Financial Intelligence Centre (FIC) has until May 2024 to show enhanced oversight of Designated Non-Financial 
Businesses and Professions, including real estate agents, legal practitioners and dealers in precious metals and stones, 
as mandated by the Financial Action Task Force (FATF). Moneyweb reported that to date, only 52% of c.16 000 legal 
practitioner offices had submitted risk and compliance reports while compliance was lower at 42% for SA’s c.9000 estate 
agents. Moreover, despite various economic and political reform initiatives, SA has made no progress in its comparative 
ranking in the World Justice Project Rule of Law Index particularly on the order and security measure, where the country 
continues to trail the global average by a significant margin, highlighting risks to SA being removed from the greylist in the 
2025 review by the FATF. 

Budget likely credit neutral in the interim but 
financing risks threaten the longer-term rating
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• The FATF formally re-rated 15 of the 20 deficiencies as no longer deficient at its October 2023 plenary. SA needs to 
address five outstanding technical deficiencies (the country is only partly compliant), with government aiming to address 
these by end of October 2024.

• In the past, government recognised that SA’s projected economic growth, limited by energy and logistics deficiencies, was 
inadequate to tackle the significant challenges of poverty and inequality. Despite the resurgence of economic activity to 
pre-pandemic levels, SA’s growth consistently trails behind that of its peers. Consequently, per capita growth has largely 
stagnated since the global financial crisis. While growth in GDP on a per capita basis averaged 1.4% for DMs over the past 
decade and 2.7% for EMs, growth in per capita GDP has declined by 0.4% on average for SA.

• South Africa’s debt burden remains substantial (R82 711 on a per capita basis) and the threats to control spending and 
provide additional funds to troubled state entities and struggling municipalities are still significant in the medium to long 
run. 72 municipalities have applied for debt relief for arrears debt owed to Eskom amounting to R56.7 billion (96.9% of the 
total municipal debt owed). To date, 70 (=R55.2 billion) have been approved. 

• The pace of reform efforts continues to be disappointingly slow, particularly given the backdrop of sluggish economic 
growth, highlighting the urgent need for more vigorous implementation. Low growth poses fiscal risks, compounded by a 
dwindling support for the ruling party, a more splintered voter base and growing socio-political demands on government 
resources. SA’s journey toward fiscal consolidation and debt stabilisation continues to be challenged by constrained 
growth prospects and escalating expenditure pressures, especially in addressing insufficient employment opportunities 
and aspirations for upward mobility.

• Consequently, while credit ratings are likely to stay stable in the short term, higher financing needs due to potentially 
weaker growth and higher social demands present potential medium-term downside risks to SA’s sovereign rating outlook 
down the line. Treasury highlighted a number of long-term fiscal risks, which include lower potential growth, difficulty in 
executing government’s borrowing strategy and spending pressures (particularly at local government level and at the state 
entities), funding for social programmes such as the National Health Insurance plan and a basic income grant.


