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A SMART, SOBER AND RESPONSIBLE BUDGET   
 
There was very little to critique about the 2020/2021 Budget, a strong budget in our estimation, because it sets out a concrete set of 
actions to address the expenditure adjustments and revenue constraints that need to be addressed to get South Africa back on the 
road to fiscal recovery.  
 
Below we share Prescient Investment Management Head of Bonds Reza Ismail’s take on what we consider the top five 2020/2021 
Budget highlights:  
 
1. Government’s consolidated Budget deficit declines to 14% of GDP versus the previously expected 15.7% of GDP 

The outperformance of the consolidated deficit relative to 2020 MTBPS expectations is a pleasing development, but what was more 
laudable was the demonstration of political will to stabilise the fiscus over the medium-term expenditure framework (MTEF). 
Specifically, (a) the use of excess cash to reduce debt issuance over the MTEF (ultimately lowering debt servicing costs), and then 
(b) maintaining a firm stance on public sector compensation. 

 
2. No increase in taxes but corporate taxes will come down 1% in April 2022 

There was somewhat of positive surprise on taxes: due to a recovery in consumption and wages in recent months, and mining sector 
tax receipts, 2020/21 revenue collections are expected to be R99.6 billion higher than estimated in the 2020 MTBPS.  
 
As a result, government will not introduce measures to increase tax revenue in this Budget, and previously announced increases 
amounting to R40 billion over the next four years will be withdrawn. The main tax proposals that were announced included an above-
inflation increase in personal income tax brackets and rebates, which is a tax relief for employed individuals, and an 8 per cent 
increase in alcohol and tobacco excise duties. 

 
3. SARS collected R99.6 billion more for the fiscal year than projected in October last year.  

The best news of the Budget was the tabling of the decision to reduce debt issuance over the medium-term expenditure window, 
using cash balances that had been buffered by revenues performing better than MTBPS expectations, as well as the current funding 
program outperforming its targets. Reducing the borrowing requirement will, by extension, reduce debt servicing costs, and ultimately 
assist in lowering the sovereign’s cost of capital. 
 
4. The 2021 Budget proposes measures to narrow the main budget primary deficit from 7.5 per cent of GDP in the current 

year to 0.8 per cent in 2023/24.  

It is an ambitious target, and it is difficult to be definitive and deterministic about outcomes for the outer year deficits because there 
are so many interacting variables at play.  
 
Any scenario that models the narrowing of our deficits (both main and consolidated) inevitably rests on the following core pillars:  

o Credible evidence of the political will to make hard choices related to curtailing public sector expenditure and 
stabilising the debt trajectory 

o Related to this, and dependent on this, a lowering of the long-term sovereign cost of capital  
o Policy certainty on issues such as land reform and asset expropriation 
o Related to this, and dependent on this, a revival in business confidence and capital formation, which would 

together ultimately guide SA back onto a path of sustainable, demand-led growth. 
 
The main hurdle that could stand in the way of achieving government’s deficit target by putting these core pillars in place is the very 
real prospect of slippage with regards to expenditure priorities. Curtailing public sector wages is bound to be met with resistance, and 
the ruling party’s voter base could well become antagonized and fractious if they feel “sold out” by ruling party elites. 
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5. 1 percentage point cut in corporate tax from April 2022. 

Many aspects of a budget may have importance more due to a “signaling effect” rather than an “absolute financial effect”. The cut in 
corporate tax is small in absolute terms, but it is an encouraging signal to the business community that the government is aware that, 
beyond a certain point, incrementally taxing the private sector produces negative marginal revenue effects. 
 
Budget’s financial market impact 

The Budget was unambiguously market friendly, with the rand, sovereign bonds and those equities indexed to the government’s 
health (such as banking stocks) all rallying meaningfully in the immediate aftermath of the speech. 

 
Most proximately, bonds and yield assets stand to gain if the government can lower its long-term cost of capital. Other assets, namely 
those more cyclically sensitive to overall aggregate demand, may well also benefit from a meaningful turnaround in business 
confidence and capital formation on the back of the political will for reform shown in the Budget. 
 
Looking further out, there are aspects of the budget – such as the reduction in debt issuance and the curtailing of the public wage bill 
- that will undoubtedly continue to be positive for a range of financial assets in the longer term.  

 
From a PIM perspective, our investment views remain the same. But what could change is the “time to payoff”, with some of our 
positions possibly paying off earlier than expected! 
 
 

Disclaimer: 
The information contained herein is provided for general information purposes only. This information does not constitute a solicitation, recommendation, guidance or 
proposal, and the service provided is not intended nor does it constitute financial, tax, legal, investment or other advice. Whilst reasonable steps are taken to ensure the 
accuracy and integrity of information contained herein, Prescient accepts no liability or responsibility whatsoever if any information is, for whatever reason, incorrect. 
Prescient further accepts no responsibility for any loss or damage that may arise from reliance on information contained herein. Prescient Investment Management Ltd, is 
an authorised financial services provider (FSP 612). There is no guarantee in respect of capital or returns in a portfolio and provided for illustrative purposes. Please note 
that there are risks involved in buying or selling any financial product, and past performance of a financial product is not necessarily indicative of the future performance. 
The value of financial products can increase as well as decrease over time, depending on the value of the underlying securities and market conditions. 
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