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South Africa

Much uncertainty about next week’s Budget for FY23/24
Finance Minister Godongwana is due to present the budget for FY23/24 on 22 February. A combination of solid expenditure control and 
robust tax collections suggest the main budget deficit for FY22/23 could ultimately print at 4.6% of GDP, within the 4.9% target in the 
MTBPS. For FY23/24, we forecast that a combination of downside revenue pressures and upside spending risks will cause the deficit to 
widen to 5.1% of GDP. However, we believe the National Treasury (NT) is unlikely to publish a wider budget deficit target for two reasons. 
First, it will not likely pencil in any public sector wage uplift until a deal has actually been negotiated. Second, the NT will not, at this 
stage, pencil in anything specific for SOC bailouts or disaster relief – upside spending risks that are uncertain in terms of timing and 
magnitude. Thus, the budget expenditure envelope for the upcoming fiscal year will need to be scrutinised for realism. Separately, we do 
not expect a full Eskom debt deal to be unveiled at the budget, and thus see some room for market disappointment. 

The 2023 Budget, which Finance Minister Godongwana will present on 22 February, will likely confirm a robust fiscal performance in 
FY22/23. The 2023 Budget document will update the NT’s revenue and expenditure targets for the current fiscal year that were published in the 
Medium Term Budget Policy Statement (MTBPS). So far in FY22/23 (for the period April-December), fiscal progress has been strong, with solid 
expenditure control and robust revenues. Main budget expenditures in the period were up just 3.8% y/y, while revenues were up 7.6%. However, 
provisional financing data for January suggest a big cash deficit in January of about R92bn, some R26bn or 39% larger than a year previously. We 
believe this likely reflects the inclusion of MTBPS special appropriation of almost R24bn for the SANRAL bailout  in the January expenditure data. 
This leaves the MTBPS expenditure target for FY22/23 as a whole looking reasonably realistic. Meanwhile, personal and corporate income tax data 
for November and December were particularly strong, and we believe this will carry forward into Q1 23. SARS Commissioner Edward Kieswetter 
said earlier this month that SARS had noticed a big ‘compliance dividend’ from enhanced scrutiny and enforcement efforts. Additionally, there is 
usually a small degree of underspending at the end of the fiscal year that flatters the budget outcome relative to the adjusted MTBPS targets 
(Figure 1). And in the last couple of years, revenues have overshot the MTBPS target as well, as SARS’s institutional rehabilitation pays a 
‘compliance dividend’ (Figure 2). With these factors in mind, we forecast a main budget deficit of R310bn or 4.6% of GDP, inside the MTBPS’s target 
of R324bn or 4.9% of GDP. However, the NT will probably not show this in its upcoming budget. Instead, it would only be revealed when the 
expenditure data for the full FY22/23 are published at the end of April. 

Figure 1: Spending typically undershoots the MTBPS targets a little

Source: National Treasury, Absa Research

Figure 2: Revenue overshoots have been big the last two years

Source: National Treasury, Absa Research
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We see downside revenue pressure in FY23/24 compared with the MTBPS targets. The MTBPS pencilled in a main budget deficit of R286bn or 
4.1% of GDP for FY23/24. This is unrealistic, in our view. For one thing, it assumes that revenues rise 3.6% with a tax buoyancy assumption of 1.03. 
However, since the MTBPS, export commodity prices have softened materially (down nearly 9% so far this quarter compared with Q4 22) and the 
growth outlook has wilted under intensified load shedding. We concur with Kieswetter’s observation that intensified load shedding will weigh on 
tax receipts in the coming fiscal year. Not only will load shedding slow the real rate of growth of the economy in general (thus contributing to a 
smaller overall tax base), but corporate income tax receipts in particular will suffer as firms’ bottom lines are hit by production disruptions and 
expensive diesel purchases for back-up power generation. Notably, Kieswetter also remarked that SARS and the NT were in agreement that no 
new taxes are needed at this stage, and he explicitly ruled out a wealth tax, saying instead that they would focus on strengthening compliance 
further, with quite a bit of low hanging fruit to be gained there. Overall, we pencil in a tax buoyancy assumption of just 0.8 for FY23/24 and thus 
forecast a R15bn undershoot in tax collections relative to the MTBPS target of R1789bn. Given the big hit to growth from loadshedding, there will 
be a lot of focus on the realism of the NT’s macroeconomic assumptions. 

Also, there are various upside spending pressures for FY23/24, which were not written into the MTBPS and are unlikely to be written into 
the 2023 Budget. Chief amongst these is public sector wages settlement. The MTBPS pencilled in a mere 1% uplift in the envelope for public 
sector compensation, implying a 0% cost of living adjustment, with the uplift in the overall pay envelope mostly reflecting automatic pay 
progression (Figure 3). We believe the NT is likely to follow the same approach in the Budget (i.e., pencilling in no wage adjustment) so as to set a 
low base from which to commence wage negotiations with unions. Ultimately, of course, the government and organised labour are likely to settle 
higher. (Even last year when negotiations were deadlocked, the government imposed a 3% pay hike on top of the 1.5% automatic pay 
progression.) For FY23/24, we assume a 5.5% all-in rise in public sector pay as public sector unions push to recover at least some of the real income 
loss suffered over the past year due to the below-inflation wage adjustment. Each 1pp adjustment in public sector pay is worth about 0.1% of GDP 
onto expenditure and the deficit, everything else being equal. In the MTBPS framework, there was no unallocated reserve in FY23/24 that could 
cover a reasonable wage increase, just a R6bn continency reserve (Figure 4).

Figure 3: MTBPS compensation forecast* for FY23/24 is not realistic

* For consolidated government. Source: National Treasury, Absa Research

Figure 4: The MTBPS pencilled in no unallocated reserve for FY23/24

Source: National Treasury, Absa Research

 

State-owned companies (SOCs) also pose another big upside spending risk. It is possible that the NT will pencil into the 2023 Budget some 
further allocations to SOCs but this is not our base case scenario. Instead, we believe that the NT will only make allocations for SOCs when specific 
bailout demands are received and the NT decides whether or not to extend some fiscal support. This could perhaps lead to mid-year adjustment 
allocations similar to the 2022 MTBPS for SANRAL, Transnet and Denel, amounting to R30bn in total. With newspaper reports suggesting that 
Transnet asked for a R40bn bailout at the MTBPS but got just shy of R6bn (News24, 7 February), the transport logistics SOC could come back at 
some point in the future for further fiscal support, given its deteriorating operational performance and consequent pressure on its revenues 
against a backdrop of big capital expenditure needs. Other loss-making SOCs could also ask for further support, although Finance Minister 
Godongwana seems committed to a tough love approach, e.g., with the South African Post Office. Moreover, it is possible that the NT could raise 
the annual fiscal transfers of R21-23bn already embedded into the fiscal plan, pending a final solution on Eskom’s over indebtedness.

We do not expect a full Eskom debt deal to be unveiled and implemented at the Budget next week, because of its complexity and Eskom’s 
apparent lack of progress on the NT’s conditions for granting big debt relief.. For example, Eskom seems to have made no headway on 
lowering its internal cost base and its hands seem to be tied in terms of the NT’s demand that it resolves the problem of growing municipal debt 
arrears. Additionally, it is seemingly proving quite difficult to secure creditor consent for a formal debt exchange. An easier approach would be for 
the NT to allocate additional funds to Eskom to cover some portion of Eskom’s debt servicing obligations, but the amount of relief actually needed 
is contingent on actions that Eskom is yet to take. President Ramaphosa’s comments in the State of the Nation Address (SONA) on 9 February that 
the ‘National Treasury is finalising a solution to Eskom’s R400bn debt burden in a manner that is equitable and fair to all stakeholders’ seems to 
confirm that a final solution will not be presented in the Budget. because Finance Minister Godongwana promised at the MTBPS that a solution 
would be unveiled at the Budget, we believe the government will have to provide some further details on the likely approach to avoid 
disappointing the market. 
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One thing which will be included in the Budget, in our view, is the fiscal support package to households and/or businesses to help them 
cope with load shedding. However, it is unclear (to us at least) what the modalities and magnitude of the relief will be. Probably the support 
package will focus on accelerated tax depreciation allowances to encourage the installation of solar PV (and possibly other back-up forms of 
electricity generation) but it is possible that the budget could go further, perhaps with a rebate for businesses that are buying diesel for generation 
(because after all, why should they have to pay the road accident fund levy in the diesel price) or perhaps some allocation to Eskom to fund more 
diesel purchases to run the OCGTs next fiscal year. Furthermore, in the SONA, President Ramaphosa said that the Social Relief of Distress grant 
would be increased to offset the impact of inflation. If the Minister of Finance grants a full inflation offset on the R350 per month grant since it was 
implemented in early 2020, it would have to be increased by 15%, which would cost an additional R5bn or so, given the 7.8mn current recipients. 

We now forecast a main budget deficit for FY23/24 of 5.1% of GDP. In our modelling of the likely fiscal outcome for FY23/24 – as opposed to 
what the NT can confidently write into the Budget at this stage – we have pencilled in a modest R15bn above the MTBPS baseline in non-interest, 
non-wage spending for each year from FY23/24 to account for some combination of disaster relief, load shedding fiscal support and SOC bailouts. 
Our main budget deficit forecast for FY23/24 stands at 5.1% of GDP, but we may need to rework this forecast when the Budget is published and 
we can see specific spending items and revenue projections. We stress that this is probably not the deficit target that the NT will pencil in for 
FY23/24, unless it departs from the parameters of the MTBPS and includes a big unallocated reserve for the next fiscal year. 

t
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DISCLAIMER
This publication has been produced and distributed by Absa Bank Limited (Registration No.: 1986/004794/06.) acting through its Corporate and 
Investment Bank division, a member of Absa Group Limited (“Absa”). Absa is an authorised financial services provider, a registered credit provider 
Reg No NCRCP7. Absa is regulated by the South African Reserve Bank. Absa distributes this material in South Africa. This publication is not, nor is it 
intended to be, advice as defined and/or contemplated in the (South African) Financial Advisory and Intermediary Services Act, 37 of 2002, or any 
other financial, investment, trading, tax, legal, accounting, retirement, actuarial or other professional advice or service whatsoever. Where this 
publication states on the front page that it is intended for institutional investors, distribution to retail investors is strictly prohibited. Any other 
persons who receive this communication should not rely on or act upon it. Absa accepts no liability for use of the contents of this report by 
unauthorized recipients. The information contained in this publication has been obtained from sources that Absa believes to be reliable, however, 
Absa does not represent or warrant that it is accurate or complete. Prices shown are indicative and Absa is not offering to buy or sell or soliciting 
offers to buy or sell any financial instrument. Absa is not responsible for, and makes no warranties as to the information or opinions contained in 
any written, electronic, audio or video presentations of third parties that are accessible via a direct hyperlink in this publication or via a hyperlink 
to a third-party web site (‘Third-Party Content’). Any such Third-Party Content has not been adopted or endorsed by Absa, does not represent the 
views or opinions of Absa, and is not incorporated by reference into this publication. Third-Party Content is provided for information purposes only 
and Absa has not independently verified its accuracy or completeness. The views in this publication are those of the author(s) and are subject to 
change, and Absa has no obligation to update its opinions or the information in this publication. If this publication contains recommendations, 
those recommendations reflect solely and exclusively those of the authoring analyst(s), and such opinions were prepared independently of any 
other interests, including those of Absa and/or its affiliates. This publication does not constitute personal investment advice nor does take into 
account the individual financial circumstances or objectives of the clients who receive it. The securities discussed herein may not be suitable for all 
investors. Investors must independently evaluate each issuer, security or instrument discussed herein and consult any independent advisors they 
deem necessary. Any South African person or entity wishing to effect a transaction in any security discussed herein should do so only by contacting 
a representative of Absa Bank Limited acting through its Corporate and Investment Bank division in South Africa,15 Alice Lane, Sandton, 2196. 
Person or entities which are domiciled outside of South Africa wishing to effect a transaction in any security discussed herein must ensure that such 
transaction complies with the local regulations of its home jurisdiction. The value of and income from any investment may fluctuate from day to 
day as a result of changes in relevant economic markets (including changes in market liquidity). The information herein is not intended to predict 
actual results, which may differ substantially from those reflected. Past performance is not necessarily indicative of future results. Absa or its 
employees may, from time to time, maintain a long or short position in securities referred to in this publication or in related futures or options; 
purchase or sell, make a market in, or engage in any other transactions involving such securities or issuers, earn brokerage or other compensation 
in respect of the foregoing; and provide investment banking, credit or other services to any party referred to in this publication. Absa may have 
acted as manager or co-manager of a public offering of securities discussed in this publication in the past three years. We disclaim any liability for 
any direct, indirect or consequential damage or losses that you may suffer from using or relying on the information on contained in this publication 
even if notified of the possibility of such damage or loss and irrespective of whether or not you have obtained independent advice.

In the event that this publication is distributed to client/s or potential client/s in Mauritius by Absa Bank (Mauritius) Limited,  a registered bank in 
the Republic of Mauritius with business registration number C10068913 and with its registered office at Sir William Newton Street, Port Louis (ABML); 
for all intent and purpose this publication is not, nor is intended to be, an advice, opinion or otherwise as defined and/or contemplated in the 
Banking Act 2004, the Financial Services Act 2007, the Securities Act 2005 or other pieces of legislation, as applicable or any other financial, 
investment, trading, tax, legal, accounting, retirement, actuarial or other professional advice or service whatsoever. You have to obtain your own 
advice prior to taking any action whatsoever based hereon. ABML disclaims all liability for any direct, indirect or consequential damage or losses 
that you may suffer from using or relying on the information contained herein. This publication is neither an offer to sell nor a solicitation of an offer 
to buy any of the securities and/or financial or investment products or services (the Products). Any pricing included in this publication is only 
indicative and is not binding on ABML. All the risks and significant issues related to or associated with the Products are not disclosed in this 
publication. ABML does not predict actual results, performances and/or financial returns and no assurances, warranties or guarantees are given in 
this regard.

In the event that this publication is distributed to client/s or potential client/s  by Absa Bank Tanzania Limited, a registered bank in the United 
Republic of Tanzania with company registration number 38557 and with its registered office at Absa House, Ohio Street, P. O. Box 5137, Dar es 
Salaam, United Republic of Tanzania (ABT). The report is distributed in compliance with the Statistics Act, Cap 351. The publication is not targeted 
at individual investors, retail clients or the general public and is intended for specified institutional clients, policymakers, regulators and relevant 
financial professionals at appropriate corporate entities. 

ABT disclaims any liability for any direct, indirect or consequential damage or losses that you may suffer from using or relying on the information 
contained herein. This commentary is neither an offer to sell nor a solicitation of an offer to buy any of the securities and/or financial or investment 
products or services (the Products). ABT does not predict actual results, performances and/or financial returns and no assurances, warranties or 
guarantees are given in this regard. Any pricing included in this commentary is indicative and is not binding on ABT. You are required to obtain your 
own advice prior to taking any action whatsoever in respect of the Products. You further acknowledge that there may be risks associated with the 
Products and accept that not all the risks and/or material issues related to or associated with the Products are disclosed in this publication.

Important Information for EU & United Kingdom Persons

This report is a non-independent marketing communication and does not constitute, nor should it be interpreted as, investment advice or 
investment research.

Important Information for U.S. Persons
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Disclaimer

This communication is issued and approved by Absa Bank Limited (“ABL”), which is solely responsible for its content.  
This communication may be distributed in other jurisdictions by other entities within the Absa group of companies, which includes companies 
directly or indirectly owned by Absa Group Limited (“Absa Group”).  Absa Group Limited is incorporated in the Republic of South Africa.  Registration 
number: 1986/003934/06.  Authorized financial services and registered credit provider (NCRCP7), JSE share code: ABG; ISIN: ZAE000255915.

The opinions expressed in this document reflect the viewpoint of ABL as of the date of its release and may be subject to change without prior notice.  

ABL does not assure the update of this document. ABL has no obligation to update, modify or amend this document or to otherwise notify a reader 
thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently 
becomes inaccurate.  The content is informational only and based on information available when created.  Prices and availability of financial 
instruments are also subject to change without notice.

This document is not a research report. Nor does this material constitute a recommendation. This communication may refer to information 
covered in research material published by ABL.  This material should not be construed as on offer to sell, or a solicitation of an offer to buy 
any security or other financial instrument or to develop an ongoing securities business relationship. The prices of any instruments described 
in this document are indicative prices only and do not constitute firm bids or offers. Distribution to individual persons in the U.S. is 
prohibited.

Members of the Absa Group may choose to make a market for any instrument referred in the document but are not obligated to do so.  Any such 
market-making activities may be discontinued at any time without notice.  The prices of any financial instruments described in this document are 
indicative prices only and do not constitute firm offers or bids.

Members of the Absa Group may trade for their own account or for the account of their clients in any instruments that may be referred to in this 
document and may have a business relationship with the entities referred to.  Members of the Absa Group may act as placement agent, advisor or 
in other capacities with respect to financial instruments or issuers referenced in this document.

Members of the Absa Group may also engage in securities transactions in a manner inconsistent with this document and with respect to information 
or opinions covered in this document.

This document is provided for informational purposes only.  Members of the Absa Group will not accept any responsibilities for any loss resulting 
from the use of the information or opinions referred in this document.

The financial instruments discussed in this document may not be suitable for all investors and investors must make their own investment decision 
using their own independent advisors as they believe necessary and based on their specific situations and investment goals.  If a financial instrument 
is denominated in a currency other that an investor’s currency, a change in exchange rates may adversely affect the price or value of, or the income 
derived from the financial instrument, and such investor effectively assumes currency risk.  In addition, income from an investment may fluctuate 
and the price or value of the financial instrument described in this communication, either directly or indirectly, may rise or fall.  Furthermore, past 
performance is not necessarily indicative of future results.

This document is confidential and addressed to a restricted number of entities.  If you are not an addressee of this communication, you should 
immediately destroy it.  The dissemination or copy, in whole or in part, of this document is strictly prohibited.

This communication is not a research report and is not intended as such.  This material has not been prepared in accordance with U.S. rules 
regarding the preparation of research reports.

This communication is not intended for distribution or use by individuals or persons. It is intended for distribution to entities only.  It is not subject 
to all of the independence and disclosure standards applicable for research reports prepared for retail investors.

Recipients should assume information in this document is may not be independent of Absa Group’s proprietary interests. Members of the Absa 
Group may trade in the securities referenced in this communication for their own accounts and on a discretionary basis on behalf of certain clients.  
Such interests may be contrary to, or entered, into in advance of this communication.

© Copyright Absa Bank Limited (2021). All rights reserved. No part of this publication may be reproduced or redistributed in any manner without 
the prior written permission of Absa. Additional information regarding this publication will be furnished upon request.
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