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Some were calling it the most important Budget Speech 

to date by a South African Finance Minister. However, just 

about every budget over the past few years was seen as 

make-or-break, and yet we are still standing. This is not to 

downplay the critical long-term nature of South Africa’s 

debt problem. In the short term, however, the market shows 

little interest in promises and wants to see action. In that 

sense, the setting out of plans in a speech is of secondary 

importance to delivery and the day-to-day improvement 

of the economy. 

This includes an agreement with public sector unions on 

the proposed wage freeze, since this is where the bulk of 

the projected expenditure savings will come from. The 

Finance Minister is not the one conducting those negotiations, 

nor is he the one making the political calculations that will 

inform the talks (with next year’s municipal elections 

looming). 

At any rate, the market reaction to last week’s Medium Term 

Budget Policy Statement (MTBPS) was completely 

overshadowed by US pre-election jitters and the jump in 

coronavirus cases in the northern hemisphere that led to 

increased restrictions on movement and economic activity.

GLOBAL DEBT NARRATIVE HAS CHANGED 
Before getting to the specifics of the MTBPS, it is worth 

looking at the global context. Global government debt levels 

are surging due to the pandemic. The recent annual autumn 

meetings of the IMF and World Bank concluded with a very 

strong call for further fiscal support given the potential for 

long-term economic scarring from the Covid-19 pandemic. 

This is in contrast to the stance taken in the aftermath of 

the Global Financial Crisis, when by 2010 the call was for a 

return to more balanced budgets after government debt 

blew out. The consequence of fiscal tightening (less 

government spending) was that the recovery stalled in 

many countries. Much of Europe was in recession again by 

2012. 

This time round, that mistake won’t be made again. 

Governments in the rich world, and in poorer countries to 

a lesser extent, are still borrowing and spending in an 

attempt to fill the gap left by the contraction of private 

demand. Irrespective of the outcome of tomorrow’s US 

election, a further $1 to $2 trillion of federal government 

spending is expected. 
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Chart 1: Government debt levels as % of GDP

Source: International Monetary Fund

The South African government’s commitment to fiscal 

consolidation is therefore somewhat out of kilter with the 

prevailing global trend. The big difference, of course, is that 

rich countries can borrow at interest rates below long-term 

expected inflation, whereas the South African government’s 

long bond yields trade at multiples of domestic inflation 

and long-term economic growth. The increase in government 

debt in advanced countries will most likely be gently inflated 

away in the years ahead, but no such option exists for South 

Africa. We will have to do the hard work of reining in spending, 

raising taxes or both. Doing so is a short-term headwind 

for the economy. Probably for this reason, the consolidation 

path proposed in the MTBPS is less aggressive than in the 

June Supplementary Budget. The extent of spending cuts 

proposed then would have been more than the typical IMF 

austerity plan, as pointed out by Professor Burger at the 

University of the Free State, and is therefore unrealistic. 

The MTBPS projects the gross government debt-to-GDP 

ratio to peak at 95% in the 2025/26 fiscal year, while in June 

the Treasury projected an earlier and lower peak at a level 

of 87%. 

INTEREST BURDEN
The interest burden will continue snowballing as long as 

the combination of substantial borrowing and high interest 

rates persists. It is a vicious cycle, since high interest rates 

reflect market concerns around debt sustainability, but the 

debt is unsustainable as long as rates remain high. Something 

needs to break the spiral. Evidence of progress on spending 

discipline (particularly a wage deal) and economic reform 

is needed and, of course, the global interest rate environment 

needs to remain favourable. 
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The criticism from left-leaning commentators is that we 

should be spending more to support the economy. Clearly, 

however, government spending increased dramatically in 

recent years without much impact on economic growth. 

It was not productive spending, in other words, including 

bailouts to inefficient SOEs. The R10.5 billion allocation to 

SAA is further evidence that SOEs remain the Achilles heel 

of state finances and the economy in general. The continued 

support of SAA in particular was a missed opportunity to 

build reform credibility. Private airlines would very quickly 

fill any gap in the market left by SAA.

Moreover, a large and growing portion of government 

spending includes interest payments to bondholders. As it 

stands, interest payments are already 12% of total spending, 

or around 5% of national income (GDP). That is expected 

to rise to 18% and 6% respectively over the next three years. 

More than two thirds of government debt are held by South 

Africans. So the interest payments largely eventually flow 

back into the economy. Still, something needs to be done. 

The bulk of the adjustment will fall on the spending side 

of the equation, with only modest additional increases in 

tax revenue pencilled in. There is a reluctance to hike tax 

rates since the economy is still weak, but also because 

taxpayer trust in government is low. Trying to squeeze more 

out of taxpayers could result in more tax avoidance rather 

than more revenue.

Tax revenue is expected to be R312 billion less in the current 

fiscal year compared to what was projected in February. 

The decline in tax revenue bottomed in May and has 

improved in the past few months. However, the government 

expects total tax revenue to return to 2019 levels only by 

2022. 

SPENDING CUTS
As mentioned, the spending adjustments are heavily 

concentrated on the public sector wage bill, with a wage 

freeze proposed. There is an obvious risk that the unions 

will force the government into backing down. However, 

even then, increases are likely to be modest. It will be very 

difficult to argue that public sector workers, who are shielded 

from job cuts, deserve salary increases when their counterparts 

in the private sector are exposed to salary and benefit cuts. 

Unions are unlikely to have much sympathy from the 

broader public if they go on strike.

Beyond the wage bill, in the phased introduction of zero-

based budgeting and procurement reform should improve 

spending discipline from 2022 onwards.

The magic ingredient to making the numbers work is clearly 
faster economic growth. The MTBPS assumes a 7.8% 
contraction this year, a 3.3% rebound next year (off a depressed 
base), followed by growth of 1.7% and 1.5% in the subsequent 
two years. These are realistic numbers, and suggest the 
Treasury is taking a conservative view of how the economic 
reforms announced in recent weeks will boost growth. In 
a nutshell, the electricity and infrastructure roll-out will take 
time to get going and impact the economy.

CRISIS RISKS
The obvious question is what will happen if these fiscal 
challenges are not addressed? Several commentators have 
stated that some sort of crisis is inevitable. What could it 
look like and how can investors protect themselves?

Some speak of a fiscal cliff, but as a metaphor it is misleading, 
since a cliff is a fixed destination. It is perhaps better to think 
of a heart attack. An unhealthy lifestyle will greatly increase 
the risk of cardiac arrest, but the timing is always unpredictable 
and can be triggered by external factors such as stress. A 
country can run unsustainable deficits as long as the market 
allows it to, and that can be longer than you think. The 
market can also cut you off sooner than you imagine. 

Chart 2 : South African government debt-to-GDP ratio, 

actual and projected
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Though a debt-to-GDP ratio approaching 100% sounds 
scary, it does not by itself matter a great deal. Several 
countries have crossed this line already. What matters is 
that its rapid increase is halted and the ratio stabilises. After 
all, unlike households or businesses, a government doesn’t 
need to ever repay all its debt. It just needs to be able to 
repay maturing bonds by issuing new bonds in the market. 
So far, despite everything that has happened this year, 
including massive foreign selling, downgrades and exclusion 
from a key global bond index, the government has not had 
any difficulty in selling its bonds at weekly auctions. 
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There is no specific level of debt where a default becomes 
more likely. Countries sometimes default even with low 
levels of debt. In fact, a low level of debt might be a signal 
that no one wanted to lend you money in the first place. 
South Africa defaulted on its hard currency loans in 1985 
when total debt was quite low, but US banks refused to roll 
the loans. They were under pressure to cut ties with the 
apartheid regime, but also responded to unfavourable 
global market conditions in the form of rolling emerging 
market crises. 

A fiscal crisis doesn’t have to manifest itself in financial 
markets. If government services have to be scaled back, it 
is a crisis for those who rely on it, particularly the poor. But 
thinking in purely financial terms, there are a number of 
important mitigating factors. 

Firstly, South Africa is one of the few emerging markets 
that can borrow large sums in its own currency, and in its 
own large domestic capital market. This point cannot be 
overstated. It has happened that countries default on local 
currency debt (most infamously Russia in 1998), but in most 
cases, including the recent examples of Argentina, Ecuador, 
Lebanon and Zambia, it has been hard-currency bonds 
that were defaulted on. 

In a worst case scenario, the Reserve Bank can step in to 
provide some cover. After all, it can provide as much rand 
as needed though there would be side effects. Given that 
domestic banks hold almost a quarter of South African 
government bonds, it will be well within its mandate of 
ensuring financial stability to act.  

Alternatively, the government could raise the tax on interest 
earned (previously pension funds paid tax on interest earned) 
or reduce exemptions such that a larger share of its interest 
payments flow back to its coffers. From the point of view 
of investor returns, this could feel the same as a haircut, but 
without the nasty side effect of a market seizing up.

Forcing local pension funds to buy bonds (prescribed assets) 
seems unworkable. Investors will find a way around it 
including by pulling money out of the retirement industry 
the government wants to grow. Moreover, the trend of the 
past two decades has been to remove restrictions on capital 
allocation and relax exchange controls. The minister 
announced further such changes. 

Finally, the preferred option for defaulting on local currency 
bonds has historically been through higher inflation. However, 
the ability for governments to conjure up inflation has all 

but disappeared globally. Moreover, since about a fifth of 
locally issued government debt is inflation-linked, this would 
be counterproductive. 

Chart 3: 10-year government bond yields, local currency

Source: Refinitiv Datastream

INVESTING IMPLICATIONS
In summary, the fiscal risks are real, but also well known. 
Our government consistently sits near the top three of the 
annual budget transparency index (joint number one in 
2019). Everyone can see where the holes are, in other words. 
The market compensates for these risks by charging our 
government a large spread over less risky governments 
such as the US when lending it money. The net result is 
that government long bond yields are much higher than 
inflation (which printed 3.1% in September and is likely to 
remain below 4.5% for some time) and money market yields 
around 4%.

The government’s fiscal credibility has been eroded to such 
an extent that the market will only reward actual progress, 
not promises. A big rally in bonds is therefore unlikely 
anytime soon, but investors will earn high interest in the 
meantime. 

However, if things do go wrong, the rand is likely to take 
the first blow (the forex market being much more liquid 
than the bond market). A substantial rand-hedge exposure 
in a diversified portfolio remains prudent. 
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Source: I-Net, figures as at 30 October 2020

EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Global MSCI World US$  2 318.0 -4.25% -2.07% -1.70% 3.85%

United States S&P 500 US$  3 310.0 -4.14% -1.58% 2.45% 8.99%

Europe MSCI Europe US$  1 504.0 -6.41% -5.76% -15.70% -11.37%

Britain FTSE 100 US$  7 217.0 -4.65% -4.80% -27.84% -23.24%

Germany DAX US$  1 276.0 -9.05% -9.44% -9.46% -4.28%

Japan Nikkei 225 US$  223.0 -0.34% 1.43% 4.55% 5.71%

Emerging Markets MSCI Emerging Markets US$  1 120.0 -1.50% 3.51% 0.45% 7.28%

Brazil MSCI Brazil US$  1 374.0 -8.34% -0.07% -42.10% -38.82%

China MSCI China US$  104.8 1.27% 7.42% 23.04% 35.64%

India MSCI India US$  565.6 -3.01% 1.18% -4.46% -2.48%

South Africa MSCI South Africa US$  366.0 -5.91% -0.81% -23.43% -18.67%

EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Share (Capital Only) All Share (Capital Index) Rand  51 897.0 -5.29% -4.36% -9.09% -6.86%

All Share All Share (Total Return) Rand  8 077.0 -5.29% -4.33% -6.74% -4.16%

JSE Capped SWIX Capped SWIX (Total 
Return)

Rand  20 094.0 -5.49% -3.38% -12.83% -11.04%

TOP 40/Large Caps Top 40 Rand  7 372.0 -5.37% -4.93% -3.97% -1.14%

Mid Caps Mid Cap Rand  13 198.0 -4.93% -1.07% -25.49% -20.90%

Small Companies Small Cap Rand  14 277.0 -5.01% 1.36% -17.09% -17.22%

Resources Resource 20 Rand  3 394.6 -9.45% -10.41% 0.60% 8.86%

Industrials Industrial 25 Rand  14 641.0 -1.96% -0.66% 6.24% 8.34%

Financials Financial 15 Rand  6 088.0 -5.98% -3.13% -35.19% -36.83%

Listed Property SA Listed Property Rand  939.1 -5.84% -6.65% -49.97% -50.29%

FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

US Aggregate Bond 
Index

Bloomberg Barclays US$  541.8 -0.35% 0.15% 5.88% 6.50%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Bond BESA ALBI Rand  717.9 -0.54% 0.93% 2.77% 3.00%

Government Bonds BESA GOVI Rand  709.1 -0.52% 0.91% 2.65% 2.80%

Inflation Linked Bonds BESA CILI Rand  260.1 0.02% 1.14% 0.04% -0.96%

Cash STEFI Composite Rand  461.6 0.07% 0.32% 4.71% 5.95%

COMMODITIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Brent Crude Oil Brent Crude ICE US$  37.7 -11.33% -10.36% -42.95% -39.27%

Gold Gold Spot US$  1 881.0 -1.98% -0.37% 23.43% 25.90%

Platinum Platinum Spot US$  872.0 -2.13% 0.23% -10.20% -4.80%

CURRENCIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

ZAR/Dollar ZAR/USD Rand  16.40 -1.14% 2.18% -14.62% -10.78%

ZAR/Pound ZAR/GBP Rand  21.20 0.00% 2.12% -12.45% -11.23%

ZAR/Euro ZAR/EUR Rand  19.14 0.11% 2.61% -18.02% -15.10%

Dollar/Euro USD/EUR US$  1.17 0.85% 0.17% -4.19% -5.13%

Dollar/Pound USD/GBP US$  1.29 1.19% -0.22% 2.87% -0.22%

Dollar/Yen USD/JPY US$  0.01 -0.26% -0.78% -3.75% -3.92%



Whilst every care has been taken in compiling the information in this document, the information is not advice and Old Mutual Multi-
Managers and/or its associates, do not give any warranty as to the accuracy or completeness of the information provided and disclaim 
all liability for any loss or expense, however caused, arising from any use of or reliance upon the information. Please note that there are 
risks associated with investments in financial products and past performances are not necessarily indicative of future performances.

THE WEEK AHEAD

SOUTH AFRICA
• New vehicle sales

• Absa Purchasing Managers’ Index

US
• Federal Reserve interest rate decision

• Non-farm payrolls and unemployment

• ISM manufacturing index

EUROPE
• Eurozone retail sales

• Bank of England interest rate decision

CHINA
• Caixin Purchasing Managers’ Indices
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