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The recent Budget was a very 
important one, just like the one the 
year before and the year before and the 
year before…. Yes, we all sit forward 
in our chairs to see whether a dreaded 
wealth tax will be implemented for 
the first time. We also wait with bated 
breath for what will be taken away 
from us - not literally but by way of 
less spending on essential services. 
Normally by the time the Minister 
gets to the second paragraph of his 

speech the rest of the country has seen the other 300-odd 
pages of the full budget process (broken down into various 
chapters).  It is immediately apparent that you are going to: 
pay more for that afternoon/weekend drink; throw the Road 
Accident Fund another lifeline via petrol levies; and fund 
more social grants at the expense of education.  This year 
was no different.

In this issue of Intuition, we are not going to focus on all the 
nuances of the Budget, such as the 
adjustment to tax brackets, increases 
in levies, and the consequent impact 
on your pocket. Most newspapers 
have already copied the nice little 
booklet from the National Treasury 
website to tell you all that. In this 
article we will focus on the longer-
term implications of where SA 
finds itself, and how the Budget is 
projecting we will overcome the 
problem. That is not to say that 
this is not a good budget considering the havoc wreaked by 
Covid. We are not minimizing the “positive underlying tone 
of the budget.” For example, last year the Minister flagged 
R40 billion of tax increases over the ensuing four years. 
That did not materialise! Equally important, it is also not 
hidden in any of the supplementary documents and forecasts. 

Furthermore, the corporate tax rate was reduced by 1% to try 
and boost economic growth. There were no changes to either 
Capital Gains Tax or Dividend Withholding Tax - an attempt 
to boost our poor savings rate.

In summary, it was good news 
from the top down, but weaker 
from the bottom up as some of 
the numbers show that South 
Africa still has plenty of hard 
work to do.

You are probably questioning 
the reference to “hippo” in the 
title? Hippos have huge mouths 
that consist of lips that are 2 
feet wide and teeth that can 
bite a 10-foot crocodile in half. 

Hippos can open their mouths to a massive 150 degrees (or 
4 feet wide) which shows their large tusk-like canines and 
razor-sharp incisors, capable of biting a small boat in half. 
Now study the chart below entitled “How will the hippo’s 
mouth be closed.” First, block the dotted lines (the forecast 
numbers for the next 3-4 years) with your hand, and there, 
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SPEED READ
 � The consensus amongst analysts suggests that 

the Minister of Finance delivered a positive 
budget.

 � A revenue overrun compared to the medi-
um-term budget tabled in October saved the 
day, but could perhaps have been overutilized 
in future budget estimates.

 � Achieving reduced future deficits hinges on 
containing two major expenditure items, name-
ly the wage bill and the cost of servicing the 
huge debt burden.

Reading the Government’s latest Budget was good news from the top down, but weaker from the 
bottom up. The devil is in the detail, published in all the supplementary chapters of the Budget 
Document. One swallow certainly does not make a summer. South Africa still has a hard and long 
road to walk.

“Good news from the top 
down, but weaker from 

the bottom up. ”

Willie
Pelser
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the hippo’s open mouth is revealed. The crux of the Budget 
is captured in the forecasts for the next few years (the dotted 
lines in the chart).

In an attempt to answer the question of whether the hippo 
will be able to close its mouth, the next section will focus on 
the outcome of the revenue and expenditure forecasts.

Revenue
Staying in the animal kingdom, JP Landman, the well-
known political and trend analyst quoted the old saying, 
“one swallow does not make a summer.” The latest revenue 
forecasts were substantially adjusted based on the R100 
billion revenue “overrun” in the current fiscal year. This 
better-than-expected outcome was largely due to better tax 
revenue from the mining industry (refer to Roy’s note last 
week). On the back of strong commodity prices, mining 
companies generated record revenues that flowed straight 
down to the bottom-line. Furthermore, the gradual reopening 
of the economy after the strict lockdown phase also helped 
some businesses to recover faster than anticipated. The 
impact of this “one swallow” was a major upward adjustment 
in the revenue forecasts from the previous year.

There is the potential for a second swallow to arrive to give the 
optimistic forecasts a further boost. A booming agricultural 
sector could deliver some tax “goodies”. South Africa is wet 
(with a few exceptions) and harvest and export statistics have 
already shown record exports in some subsectors.

Expenditure
Listening to a wide speaker base after the Budget the 
consensus was that the expenditure forecasts indicate:

1. More political will than before.
2. Forecasts are achievable, but the “BUTS” were 

highlighted.
a. But #1: lots of forecast risk based on the R100 billion 

“surplus” tax number,
b. But #2: everything hinges on the “cut” in the salary 

bill,
c. But # 3: the real growth driver (infrastructure) is still 

lagging despite all the fanfare.
3. The road back to a recovery of consistent growth can 

only be from structural reform (for example, electricity 
certainty / spectrum / infrastructure).

The forecasts show that government will cut expenditure by 
-1.6% in 2021/22. Now let us pause here for a moment. The 
number expressed here is in nominal terms. If we translate 
this into a real number (adjusting for the impact of inflation), 
this implies that Government will cut expenditure by more 
than 5% over the next financial year. Paging back through 
the various budget speeches since 1990, this is something 
that the government has never achieved. This was not even 
achieved during the applaudable years when Trevor Manual 
was at the helm of the Ministry of Finance. Therefore, it 
raises a question mark over the credibility of the budget, 
especially given the excessive wastage over the past decade.

None of my research on hippos indicated whether the upper 
or lower jaw of the hippo does more work than the other 
when the hippo closes its mouth. The dotted lines in the graph 
above, being the forecasts for both revenue and expenditure, 
suggest that much depends on the upper jaw (expenditure) to 
close the hippo’s mouth. The chart below shows the current 
breakdown of expenditure and we will analyze the forecasts.

HOW WILL THE HIPPO’S MOUTH BE CLOSED?”
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The widening gap between revenue and expenditure is akin to a 
hippo’s open mouth.
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As we have said so many times before, we are not spending our 
precious tax revenue in the right places.
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South Africa has been running a deficit as a percentage of 
GDP well above 3% - the rule of thumb for an economy such 
as ours. In fact, since 2010 our annual deficits have been 
closer to -5% and this has deteriorated further over the past 
three years: -4% in 2019, -6.4% in 2020, and -14% in 2021. 
Unfortunately, the forecasts are not encouraging: -9.3%, 
-7.3% -6.3% for the next three years respectively. For this 
reason alone, the cost to service debt has become an ever-
larger component of overall expenditure. The chart reflects 
the current composition of expenditure categories  - or votes 
as some like to refer to it. The categories that raise the most 
alarm bells for the likes of rating agencies and economists 
are shown in red(ish) colours.

Next, let us consider the growth in expenditure of these 
categories over the forecast period. The chart below highlights 
several discussion points. For example, expenditure on social 
protection will decline by 7.4% and expenditure on housing 
will only grow by 2% over the next 3 years. However, we 
are going to focus on the debt service cost and wage bill as 
both of these categories raise red flags in both the above and 
below charts.

Debt servicing cost
Thirteen cents of every Rand spent is just to service our 
outstanding debt and it is forecast to grow by a further 13% 
over the next few years. As Minister Mboweni noted, “We 
owe a lot of people a lot of money”. This category is still the 
fastest-growing expenditure item in the government’s budget, 
even after incorporating the improved deficits compared to 
the two previous budget proposals.

I have borrowed the following chart from an old study 
acquaintance, Nicky Weimar, Group Chief Economist at 
Nedbank. This highlights the problem that will need to be 

addressed soon, very soon. The data shown is the Rand value 
of the debt servicing cost (interest paid on loans) and that 
value is then expressed as a percentage of total expenditure 
and revenue respectively. I have already mentioned how large 
a part of expenditure this is. What is even more alarming is 
that by 2024/25, this cost will gobble up 21% of revenue. 
(Or if you would like to look at it differently, 21% of the 
taxes we pay cannot go to productive services like schooling, 
infrastructure, and the basic upkeep of South Africa.)

Wage Bill
The most alarming chart I have compiled for some time is the 
chart below. Suffice it to say, with a history of an exploding 
unproductive government workforce inflation-busting 
historical salary adjustments, the government’s entire 
financial position now depends on whether the next 3 years’ 
projections are achievable. At 14.8% of GDP, South Africa’s 
wage bill is just below far richer countries such as Denmark 

THE WAGE BILL
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This has grown to unsustainable levels. The government’s entire 
fiscal position now hinges on controlling the growth in this 
component.
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Most spending categories will be subject to significant cuts.

DEBT SERVICING COST: CONSEQUENCE OF LARGE DEFICITS
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The cost of servicing our debt will rise exponentially over the 
next few years. By 2025, it will gobble up 22% of revenue.
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(±14.9%) and Norway (± 15.2%).

Assuming that this is going to be partially achieved, South 
Africa will need a super GDP growth cycle – more than 
double the rates that are currently being forecast by National 
Treasury. As mentioned in the opening paragraph, it was 
a good budget - but not so great when analyzed from the 
bottom up.

Despite all the hype around the government’s investment 
drive, the devil is once again hidden in the detail. There is 
a consensus amongst most role players in the economy that 
investment in infrastructure should be one of the top priorities. 
More and more, we are being forced to rely on public/private 
partnerships to get infrastructure off the ground. As the chart 
shows we cannot only rely on the government to kickstart an 
investment cycle. For any economy to move forward more 
than 20% of GDP should be invested in infrastructure. We 
are a far cry from there and government is not forecasting 
any acceleration from their side yet.

Conclusion
In all the webinars I attended most of the presenters were 
asked whether the latest budget is achievable. All answered 
in the affirmative and based their answer on signs of more 
willpower from the government. I agree. By number-
crunching, I also think we can. We need the hippo to close 
its mouth and eat its normal quota of 40kg per night. The 
expenditure tap flowing into the unproductive side of 
government spending must be turned off very quickly.

Will national government strike first by sticking to its 
forecasts, or will the recipients of the excessive wage bill 
draw first blood? The battle lines have been drawn. Only 
time will tell, and hence we remain concerned that the hippo 
will continue to “yawn” until we have more clarity on the 
wage bill.

INFRASTRUCTURE SPEND
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Despite the hype and promises, public sector infrastructure 
spending is forecast to remain weak.

South Afric’as debt is too high but the Government appears to be intent on tackling the issue.



Given the uncertainty over a second wave of Covid, 
we cannot predict with any certainty when we will be 
allowed to resume our seminars. Until we have clarity, we 
will continue with our online videos and presentations. 
Please ensure that you subscribe to our Facebook page 
and YouTube channel to be kept up to date. 

Please RSVP to Clare Mitchell on 033 3302164 or clarem@
hhgroup.co.za.
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