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Highlights and observations 

• Challenging economic conditions are expected to persist over the short- to medium-

term due to a difficult environment domestically and slowing global growth. National 

Treasury accordingly revised its growth projections for the South African economy 

downward, setting the scene for an arduous budgetary process. 

• Poor economic prospects and challenges in revenue collection are impacting on 

government finances. Set against the limited room for a meaningful reduction in 

government expenditure at this point in time, the consolidated budget deficit as a ratio 

of GDP will remain uncomfortably high, while the government debt ratio is expected to 

reach the 60% mark by fiscal year 2023/24.  

• Fiscal support required by Eskom, which is set to receive R69 billion over the Medium 

Term Expenditure Framework (MTEF) period, necessitated substantial reductions in 

spending across various other expenditure items. A R20.3 billion reduction in state 

employee compensation will contribute to government spending cuts projected to total 

R50.3 billion. Other struggling SOEs will, however, have to undergo operational and 

financial reviews before further financial support is provided. 

• Continued weak economic conditions are limiting the scope for tax increases, with only 

the fuel levy and excise duties being raised. In order to increase revenue during the 

2019/20 fiscal year, only marginal relief for the impact of inflation is provided to personal 

income taxpayers. On a net basis, however, households in general are likely to be worse 

off. 

• The timing of the introduction of the carbon tax, which will be phased in as from 1 June 

2019 is unfortunate given the subdued economic environment. The tax will impose a 

further burden on companies facing difficult trading and operating conditions.  

• The increase in the employment tax incentive in real terms should bolster efforts aimed 

at addressing the high levels of youth unemployment. 

• Public sector expenditure on infrastructure is expected to total R864.9 billion over the 

three-year period to 2021/22, with mechanisms being put in place to crowd-in private 

sector funding and participation. The emphasis on localisation will be enhanced. 

• A number of initiatives and interventions aimed at supporting re-industrialisation, sector 

development, transformation and small- and medium-sized enterprise development, 

were announced. Collectively, however, the allocations for industrial support measures 

over the MTEF fall short of the quantum possibly needed to reignite investment growth 

in the productive sectors of the economy.  

• The credit rating agencies are likely to view several aspects of the Budget 2019 as credit 

negative, particularly the worse than anticipated projections for the government debt 

and fiscal deficit ratios. Although the form of support to Eskom may be viewed in a 

relatively positive light, the quantum is surely insufficient, thus resulting in continued 

concerns over how the entity’s financial sustainability will be ensured. Furthermore, the 

reconfiguration plans for Eskom are likely to be met with resistance from the labour 

movement. Nevertheless, considering government’s commitment to stabilise the 

economy and the fiscal situation, Moody’s may opt to alter the outlook associated with 

South Africa’s sovereign rating from “stable” to “negative”, without downgrading the 

rating to sub-investment for the time being.   
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Subdued economic outlook  

Growth projections for the economy were revised downward in the 2019 National Budget, 

reflecting the challenging domestic economic environment at present. Domestic and global 

factors are constraining economic activity in South Africa, hence the weaker growth prospects 

over the next three years. GDP growth is forecast at 1.5% for 2019, rising to 2.1% by 2021, 

from an estimated 0.7% for 2018. A lower growth outlook negatively affects revenue 

collections, thus impacting on the fiscal balance and government debt. 

Figure 1: Real GDP growth to remain subdued over the outlook period 

 

 

 

Compared to the 2018 Medium Term Budget Policy Statement (MTBPS) projections, real GDP 

growth was reduced by an average of almost 0.3 of a percentage point annually. This 

effectively translates into real GDP being some 0.9% or R43 billion smaller by 2021, compared 

to the MTBPS forecasts. 

However, the gradually higher pace of expansion is underpinned by an up-tick in household 

consumption expenditure, whereas fixed investment activity is also projected to gain a 

stronger momentum, especially towards the end of the outlook horizon. A revival in 

confidence levels, supported by various government initiatives over the past year, the need 

to invest in the upgrading of plant and equipment, as well as government’s infrastructure 

investment programme are supportive of this up-tick in investment expenditure. Some R300 

billion of investment has been committed at the South Africa Investment Conference 2018, 

providing comfort that South Africa is still regarded as an attractive investment destination. 

In light of the fiscal pressures at present, government’s consumption expenditure is forecast 

to increase by a very modest 0.2% in 2019 and its growth is expected to average 0.6% per 

annum over the next three years, for government remains committed to its fiscal 

consolidation path and debt sustainability. 

Adversely affected by an increasingly challenging global economic environment, exports are 

forecast to grow at a relatively subdued pace over the next three years. In turn, the high 

import-intensity associated with fixed investment in South Africa could see demand for 

imports rising at a faster pace, resulting in a widening of the deficit on the current account 

of the balance of payments.  
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Figure 2: GDP growth by expenditure component over 2019-2021 (average annual growth) 

 
 

Cognisant of the fragile economic recovery, government realises the urgency of structural 

reforms, such as addressing the serious challenges facing critical state-owned entities, 

especially Eskom, whilst aiming to restore investor and business confidence.   

 

Fiscal metrics marginally worse  

Despite measures introduced to contain expenditure and efforts to raise revenue collection, 

the fiscal deficit on the Consolidated Budget is projected to worsen over the outlook period, 

remaining consistently above 4% of GDP, after peaking at 4.5% of GDP in 2019/20.  

Table 1: Key fiscal indicators and their performance 
 

Fiscal indicator 
MTBPS and 

Budget 
 2017/18 2018/19 2019/20 2020/21 2021/22 

Gross loan debt of government as 
a % of GDP 

MTBPS 2018 52.7% 55.8% 56.1% 57.4% 58.5% 

Budget 2019 52.7% 55.6% 56.2% 57.8% 58.9% 

Consolidated budget deficit as  
a % of GDP 

MTBPS 2018 -4.0% -4.0% -4.2% -4.2% -4.0% 

Budget 2019 -4.0% -4.2% -4.5% -4.3% -4.0% 

Expenditure (consolidated budget) 
as a % of GDP 

MTBPS 2018 32.8% 33.1% 33.4% 33.4% 33.2% 

Budget 2019 32.7% 32.9% 33.7% 33.5% 33.4% 

Revenue (consolidated budget) as 
a % of GDP 

MTBPS 2018 28.8% 29.1% 29.2% 29.2% 29.3% 

Budget 2019 28.7% 28.8% 29.3% 29.2% 29.4% 

Source: IDC, compiled using National Treasury data       

Of concern is the further increase in projections for the gross-debt-to-GDP ratio, albeit only 

marginally. This is a key metric for the credit ratings agencies, which have been expressing 

discomfort with its rising trend. This ratio is now estimated to rise to 58.9% of GDP by 2021/22 

and to 60.2% by 2023/24.  
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Revenue sources under strain  

The weaker economic growth trajectory forecast by National Treasury is reflected in reduced 

tax revenues, which are projected to be R16.3 billion lower than what was envisaged in the 

MTBPS for the period 2019/20 to 2021/22. Moreover, for the 2018/19 fiscal year, the overall 

revenue shortfall is estimated at R15.4 billion compared to the MTBPS, and at R42.8 billion 

relative to the 2018 Budget, mainly as a result of lower Value-Added Tax (VAT) revenue, as 

well as reduced corporate and personal income tax collections. Administrative weaknesses at 

SARS also affected tax collections. 

Although the VAT rate was increased from 14% to 15% in April 2018, the estimated revenue 

from VAT is now estimated to be R22.2 billion lower than the Budget Review 2018 estimates 

due to accelerated VAT refunds. As the VAT refund backlog is cleared, its drag on overall 

revenue collection will dissipate. 

The scope for increasing government revenue by raising taxes is extremely limited, as further 

tax hikes would impact negatively on the economy’s performance and hence on revenue 

collection. Therefore, no significant tax increases were announced, with the only notable 

increases having been made to the fuel levy (+29c/l) and excise duties on alcohol and tobacco 

products (from +7% to +9%).  

Adjustments to personal income tax were limited to a marginal change in tax rebates. The 

lack of compensation for the effects of inflation is budgeted at R12.8 billion, which increases 

the effective tax burden on households. This reflects the pressure on government to secure 

funding in a weak economic environment and to assist ailing SOEs. 

Figure 3: Main sources of government revenue and respective trends 

  

The tax burden carried by households has increased over time, with total personal income 

tax as a proportion of GDP rising from 8.1% in 2011/12 to 9.8% in the current fiscal year, and 

being projected to reach 10.5% by 2021/22. The tax burden on companies, which includes 

corporate income tax as well as dividend and interest withholding tax, declined from 5.5% of 

GDP in 2010/11 to 4.9% 2018/19, with a marginal drop to 4.7% of GDP projected by the end 

of the Medium Term Expenditure Framework (MTEF) period.   
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The overall tax burden on the South African economy is set to increase substantially over the 

MTEF period from 25.4% of GDP in 2018/19 to 26.1% by 2021/22. The rising tax burden is 

not in itself a negative factor for the economy, provided the revenue collected is spent 

effectively and efficiently. This is especially the case for households, which often turn to 

private sector providers due to the inadequate services received from public institutions (for 

example, healthcare, security services). 

Struggling state-owned-entities exerting severe pressure on the fiscus  

Pressure on government finances increased during 2018. The precarious financial position of 

some state-owned entities (SOEs), particularly Eskom, necessitates government intervention 

and support. With some of the easier options for reducing expenditure basically exhausted 

(for example, public sector travel and catering costs), more politically sensitive expenditure 

items had to be reviewed.  

The reprioritisation of expenditure in the Budget 2019 has tended to be away from 

government programmes that have been under-spending, and largely towards Eskom 

support (refer to payments for financial assets in Figure 4) as well as to infrastructure grants 

for municipalities and provinces, albeit to a lesser extent. In addition, the roll-out of future 

programmes, such as the extended child support grant, which is earmarked for orphans that 

lost both parents, has been delayed. 

Figure 4: Changes in government expenditure for the next two fiscal years: Budget 2019 compared 

to Budget 2018 

 

Expenditure reductions amounting to R50.3 billion are budgeted for the MTEF period, relative 

to the MTBPS 2018. The high level of total compensation to state employees was identified 

as an area where overall government expenditure could be reduced by an estimated R20.3 

billion. These savings will be realised by encouraging older government employees to retire 

early, with younger employees set to fill the vacancies. Where early retirement takes place, 

departments will have to permanently reduce the cost of such a vacancy by 50%. The budget 

assumes that 30 000 of the 126 000 government employees between 55 and 59 years of age 

will take up early retirement over the MTEF period. Of concern is the potential impact of such 

an approach on governmental capabilities and efficiencies due to the premature loss of highly 

skilled and experienced individuals.  

-15

-10

-5

0

5

10

15

20

25

30

Compensation

of employees

Other current

payments

Transfers and

subsidies

Payments for

capital assests

Payments for

financial

assests

Contingency

reserve

Total

consolidated

expenditure

R
 b

il
li

o
n

2019/20 2020/21

Source: IDC, compiled using National Treasury data

Eskom’s need for fiscal 

support translated into 

significantly reduced 

government spending 

plans 

Expenditure reductions 

amount to R50.3 billion 

over MTEF, relative to 

MTBPS 2018 



 

6 

 

National Budget 2019  

State employee compensation will be further reduced through the phasing out of bonuses 

paid to government employees, while active management of overtime and progression 

payments are also under consideration. In addition, wage increases will be frozen in 2019/20 

for members of Parliament and provincial legislatures, while public entities are encouraged 

to adopt similar compensation savings by freezing the salaries of employees earning R1.5 

million or more per annum, and to contain salary adjustments for those earning between  

R1 million and R1.5 million to 2.8%, which is below the prevailing average inflation rate. 

Despite the reductions in expenditure earmarked in the budget, overall government spending 

is set to be R16 billion higher over the MTEF period compared to the MTBPS, due to the 

provisional allocation of R69 billion towards supporting the reconfiguration of Eskom. This 

process will be overseen by a Chief Reorganisation Officer to be appointed by the ministers 

of Finance and Public Enterprises.  

The reconfiguration of Eskom will entail splitting it into three operating entities responsible 

for the principal functions, namely generation, transmission and distribution. The first stage 

will involve the establishment of a subsidiary of Eskom Holdings with an independent board 

to be appointed by mid-2019. This entity will comprise the transmission network assets of 

Eskom, the national control centre and system operator assets, and will be responsible for 

the power planning, procurement and buying functions. The initial focus on the transmission 

entity is strategic as it could allow the introduction of an increasing number of independent 

power producers to be contracted with. It is likely to be relatively attractive for potential 

investors, with a future strategic equity partner expected to provide business capital and 

strengthen oversight. 

The requests for government support from other SOEs are partly provided for in the total 

contingency reserve allocation of R13 billion in 2019/20, and R6 billion in each of the fiscal 

years 2020/21 and 2021/22.  

The stance towards struggling SOEs has altered, for such entities will be required to undergo 

structural changes in order to obtain further fiscal support. For example, SOEs requiring 

government guarantees to obtain financing for operational expenses will be required to 

undergo a full operational and financial review under the guidance of a Chief Reorganisation 

Officer, who will be appointed in concurrence with National Treasury and the entity’s 

bondholders. This requirement will increase the urgency of implementing the required 

structural reforms at a number of SOEs, while reducing the need for governmental support.  

Fiscal deficit remains substantial 

According to the Main Budget framework, government expenditure is estimated to rise by 

8% per annum, on average, over the next three years, although the momentum slows from 

9.9% in 2019/20 to 7.4% by the end of the period. By 2021/22, overall government 

expenditure is forecast at R1.9 trillion, with the government wage bill accounting for 38.4% 

of all current expenditure.  

The Main Budget revenue is forecast to expand from R1.29 trillion in 2018/19 to R1.63 trillion 

by 2021/22, an increase of 27% over the outlook period. Although the budget shortfall is 

estimated to rise by 19.2% to R267.6 billion by 2021/22, compared to its 2018/19 level, the 

relative share of GDP declines. Revenue collections could, however, disappoint going forward 

as the economy remains under pressure. Should this be the case, the fiscal situation is likely 

to worsen unless expenditure is contained.  

For the 2018/19 fiscal year, the deficit-to-GDP ratio on the Main Budget is estimated at 4.4% 

(or a shortfall of R224.5 billion), rising to 4.7% in 2019/20, before declining to 4.3% by 

2021/22.   
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Substantial drop in 
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Figure 5: Budget deficit narrows only later in MTEF period 

 

 

 
 

From an international perspective, South Africa’s fiscal deficit as a ratio of national GDP is 

slightly larger than the average for emerging markets and developing economies as a group, 

although it is much smaller than those of Brazil, India and Turkey, among others.  

Figure 6: South Africa’s budget deficit is roughly in line with the average for emerging markets 
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rise by almost 31%, from R2.81 trillion in 2018/19 to R3.68 trillion in three years’ time. Hence, 

as a ratio of GDP, this will increase from 55.6% to 58.9% over the aforementioned period.  

This trend is substantially worse than anticipated in the 2018 Budget. Should government 

guarantees (only the exposure value) also be included in the debt calculations, this ratio rises 

quite substantially to just over 65% by 2021/22. 

The stabilisation of debt ratios is only expected to set in beyond the current outlook period, 

with National Treasury’s projections indicating a ratio of 60.2% of GDP by 2023/24.   

 Figure 7: Government’s gross loan debt-to-GDP ratio on the rise 

 

 

 
 

The domestic market will remain the principal source of government borrowings, but 

international markets will also be tapped. Although government debt is quite substantial, 

South Africa has a relatively small external exposure, considering that domestic debt accounts 

for approximately 90% of overall debt. 

Rising debt levels result in higher debt-servicing costs over the outlook period, with the latter 

remaining the fastest growing expenditure item. As a ratio of GDP, debt-servicing costs are 

estimated to rise from 3.6% in the current year to 4% by 2021/22. Furthermore, these will 

account for 12.6% of overall Main Budget expenditure, on average, over the next three years 

and will measure R247.4 billion by the end of the outlook period. 

South Africa’s gross loan debt ratio is on the high side and has been widening relative to 

many emerging markets and developing economies. This highlights the urgency of adopting 

measures to ensure fiscal consolidation and debt sustainability. Nevertheless, South Africa 

compares favourably vis-à-vis the advanced economies as a group.  
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Figure 8: South Africa’s debt situation from a global perspective 

 

Although most of South Africa’s debt is domestic, it is noteworthy that foreign investors have 

become increasingly involved in the domestic bond market, having accounted for 37.7% of 

government bonds by the end of 2018.  

Figure 9: International investors accounting for a large portion of government’s domestic debt 
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Impact on individuals 

Limited adjustment to tax brackets 

Limited adjustments will be effected to personal income tax brackets. These result in a R153 

tax reduction across all tax brackets, which equates to a 12.4% reduction for the lowest 

bracket and a reduction of less than 1% for individuals with a taxable income of R200 000 or 

more. The primary, secondary and tertiary rebates increased by 1.1% (well below inflation). 

Table 2 - Income tax payable in 2019/20 (taxpayers below age 65) 

Taxable income 

(Rand) 

2018/19 rates 

(Rand) 

Proposed 

rates for 

2019/20 

(Rand) 

Tax reduction 

(Rand) 

% change 

(2019/20 vs 

2018/19) 

Average 

tax rate 

(2018/19) 

Average 

tax rate 

(2019/20) 

85 000 1 233  1 080  -153 -12.41% 1.5% 1.3% 

90 000 2 133  1 980  -153 -7.17% 2.4% 2.2% 

100 000 3 933  3 780  -153 -3.89% 3.9% 3.8% 

120 000 7 533  7 380  -153 -2.03% 6.3% 6.2% 

150 000 12 933  12 780  -153 -1.18% 8.6% 8.5% 

200 000 22 265  22 112  -153 -0.69% 11.1% 11.1% 

250 000 35 265  35 112  -153 -0.43% 14.1% 14.0% 

300 000 48 265  48 112  -153 -0.32% 16.1% 16.0% 

400 000 78 972  78 819  -153 -0.19% 19.7% 19.7% 

500 000 113 807  113 654  -153 -0.13% 22.8% 22.7% 

750 000 210 473  210 320  -153 -0.07% 28.1% 28.0% 

1 000 000 312 973  312 820  -153 -0.05% 31.3% 31.3% 

1 500 000 517 973  517 820  -153 -0.03% 34.5% 34.5% 

2 000 000 742 973  742 820  -153 -0.02% 37.1% 37.1% 

Source: National Treasury 
      

 

Tax rebates Tax-free thresholds Tax-free annual interest income 

Primary: R14 220 (2018: R14 067) Age < 65: R79 000 (2018: R78 150)  Age < 65: R23 800 (2018: R23 800) 

Secondary: R7 794 (2018: R7 713) Age 65 and over: R122 300 (2018: R121 000) Age 65 and over: R34 500 (2018: R34 500) 

Tertiary: R2 601 (2018: R2 574) Age 75 and over: R136 750 (2018: R135 300)  

Source: National Treasury 

 

Transportation related tax adjustments 

South Africans will again be hard-hit by another increase in the general fuel levy and Road 

Accident Fund levy as from 3 April 2019. Government proposes to increase the general fuel 

levy by 15c/litre to R3.52 per/litre of 93 octane petrol and the Road Accident Fund levy by 

5c/litre to R1.98/litre.  

In addition, a carbon tax of 9c/litre on petrol and 10c/litre on diesel will become effective 5 

June 2019. Diesel refunds may not be claimed against the additional carbon tax.   
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Sin taxes 

Specific excise duties on alcoholic beverages and tobacco products will increase by between 

7.4% and 9%. Some of the most notable increases are: 

• Malt beer: 12c per 340ml can; 

• Unfortified wine: 22c per 750ml bottle; 

• Sparkling wine: 84c per 750ml bottle; 

• Cigarettes: R1.14 per packet of 20.  

Health promotion levy (sugar taxes) 

The health promotion levy which was implemented on 1 April 2018 applies to beverages with 

a sugar content of more than 4 grams per 100ml. A tax of 2.21 cents (2018: 2.1 cents) per 

gram, for every gram of sugar beyond the first 4 grams which are levy-free, will apply. The 

increase, which will be effective on 1 April 2019, aims to avoid erosion in the value of the tax 

due to inflation. 

Medical tax credits adjustment below inflation 

Medical tax credits will be adjusted below inflation over the next three years to fund 

additional expenditure for National Health Insurance (NHI). Monthly medical tax credits for 

medical scheme contributions will remain at R310 (2018: R310) for the first two beneficiaries 

and R209 (2018: R209) for each additional one. 

Expansion of zero VAT rating 

The increase in the VAT rate from 14% to 15% with effect from 1 April 2018 adversely affected 

low income households. The list of zero-rated items will be expanded as from 1 April 2019 to 

include white bread flour, cake flour and sanitary pads. 

Gambling tax 

The Government intends to implement the 2012 budget proposed gambling tax in the form 

of a 1 per cent levy to fund rehabilitation and awareness-raising programmes to mitigate the 

adverse effects of excessive gambling. Draft legislation will be published for comment during 

2019. 

 

Impact on companies 

Employment tax incentive 

In 2018, government extended the employment tax incentive by 10 years. In addition, the 

eligible income bands will be adjusted upwards to partially cater for inflation. From 1 March 

2019, employers will be able to claim the maximum value of R1 000 per month for employees 

earning up to R4 500 monthly, up from R4 000 previously. The incentive value will taper to 

zero at the maximum monthly income of R6 500. 

Energy-efficiency savings tax initiative 

The energy-efficiency savings tax incentive, which provides companies with a tax deduction 

for energy-efficient investments and expires on 31 December 2018, will be extended for 

another four years to 31 December 2022. During 2019, government will review the design 

and administration of the incentive to improve its ease of use, effectiveness and economic 

impact. 
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Carbon tax 

Carbon tax will be implemented on 1 June 2019. The tax will assist in reducing emissions and 

ensuring that South Africa meets its commitments under the 2015 Paris Climate Agreement. 

SARS and the Department of Environmental Affairs will jointly administer the tax. To ensure 

a smooth administration, SARS will publish draft rules for consultation by March 2019. These 

rules will complement three sets of regulations: 

• A draft regulation on the Carbon Offsets was published in June 2016. A consultation 

workshop will be held in March 2019 to finalise the regulation. 

• Trade exposure regulations, which provide for higher allowances based on trade 

intensity, will be published before the end of February 2019, following extensive 

consultations on methodology. 

• Benchmarking regulations will be published in March 2019 for further consultation. 

A review of the proposed benchmarks will be undertaken in consultation with 

stakeholders under the Partnership for Market Readiness.  

Tax exemption for certified emissions reduction 

The tax exemption for income generated from the sale of certified emissions-reduction 

credits will be repealed. Emissions reduction credits can still be used to reduce carbon tax. To 

avoid a double benefit scenario where the same emissions reduction leads to both an income 

tax exemption and reduced carbon tax liabilities, the tax exemption will be repealed from 1 

June 2019. 

Urban development zone tax incentive 

The incentive aimed at encouraging urban development zones in sixteen municipalities is due 

to expire on 31 March 2020. Government will review the incentive to determine whether it 

should be extended. 

Fuel levy goods 

The fuel levy is currently imposed on petrol, diesel and biodiesel. Fossil fuels such as mineral 

ethanol, illuminating paraffin, aviation kerosene, liquefied petroleum gas, compressed natural 

gas, as well as biofuels such as bioethanol and biogas, are not subject to fuel levies. However, 

when used as transport fuels, claims are being made to the RAF for damages arising from 

accidents involving motor vehicles operating on such fuel sources.  Hence, government will 

review the scope and definition of fuel levy goods in the Customs and Excise Act (1964) in 

order to address this anomaly.  

Review of tax treatment of oil and gas activities 

The Government intends to review its oil and gas tax regimes in 2019.  

Future environmental taxes 

National Treasury will publish a draft Environmental Fiscal Reform Policy Paper in 2019. It will 

outline options to reform existing environmental taxes to broaden their coverage and 

strengthen price signals. The paper will also consider the role new taxes can play in 

addressing air pollution and climate change, promoting efficient water use, reducing waste 

and encouraging improvements in waste management. Government will also investigate a 

tax on “single-use” plastics including straws, caps, beverage cups and lids, and containers to 

curb their use and encourage recycling. It will also review the biodiversity tax incentive. 
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Collective Investment Schemes 

In 2018, amendments were proposed in the Taxation Laws Amendment Bill to tax the profits 

of some collective investment schemes as revenue instead of capital. After reviewing the 

public comments on this draft, government decided that more time is needed for it to work 

with industry to find solutions that will not negatively affect the relevant groups. This study 

is proposed for the 2019 legislative cycle. 

Refining the Special Economic Zones regime 

Qualifying companies deriving taxable income from within the special economic zone regime 

can benefit from a reduced corporate tax rate of 15%. To counter potential profit-shifting, a 

qualifying company cannot claim this benefit if more than 20% of its deductible expenditure 

or its income arises from transactions with connected persons. However, this anti-avoidance 

measure may harm legitimate business transactions as some business models in special 

economic zones were accepted before the anti-avoidance measure was introduced. 

Venture capital company tax regime 

In 2018, changes were made to the venture capital company tax regime to prevent abuse of 

various aspects of the system. It has come to government’s attention that some taxpayers are 

attempting to undermine other aspects of the regime to benefit from excessive tax 

deductions. It is proposed that these rules be reviewed to prevent this abuse. 

Refining the VAT treatment of foreign donor-funded projects 

The VAT Act provides relief for foreign donor-funded projects if they meet specified criteria. 

However, the criteria and the type of projects that qualify are unclear, especially if the project 

is sub-contracted to different contractors. It is proposed that these provisions be amended 

to clarify the policy intention. 

Transfer pricing 

Government intends to review the “affected transaction” definition in the arm’s length 

transfer pricing rules. The “affected transaction” definition relating to arm’s length transfer 

pricing rules in the Income Tax Act applies to transactions between connected persons as 

defined in the act. However, in the OECD Model Tax Convention, the transfer pricing rules 

apply to transactions between associated enterprises. Government proposes to review the 

scope of these rules to determine whether the definition in the act should be changed in line 

with the OECD definition. 

 

  



 

14 

 

National Budget 2019  

Supporting the renewal of economic growth by improving 

efficiencies in infrastructure development 

Efforts are underway to improve the planning, quality, efficiency and delivery of infrastructure 

projects in South Africa. This includes the strengthening of partnerships with key stakeholders 

such as the private sector and development finance institutions, amongst others. Some of 

the salient initiatives are listed below. 

Public-sector infrastructure spending 

Public sector expenditure on infrastructure is expected to rise to a total of R864.9 billion over 

the three-year period to 2021/22, compared to an estimated R741.2 billion over the three-

year period to 2018/19, implying a decline in real terms. Nevertheless, with almost 70% of 

the total public sector spending on infrastructure aimed at boosting transport, energy and 

water infrastructure, this still bodes well for localisation efforts and other growth-enhancing 

objectives.  

Table 3 - Public-sector infrastructure expenditure and estimates 

  
 

Investment area 
2018/19 

estimate 
MTEF forecasts (R billion)  MTEF period 

  R billion 2019/20 2020/21 2021/22 
Average 

annual growth 

Total R 

billion 
% of total 

Transport and logistics 78.0 94.8 103.8 115.3 14.1 313.9 36.3 

Energy 50.6 52.6 52.8 52.8 1.4 158.1 18.3 

Water and sanitation 38.3 42.8 41.8 47.4 7.7 132.0 15.3 

Education 18.5 18.2 19.0 19.8 2.2 56.9 6.6 

Human settlements 18.2 18.8 19.0 19.7 2.8 57.5 6.6 

Other economic services 16.7 15.1 14.2 15.2 -3.0 44.5 5.1 

Administration services 12.3 11.7 12.2 13.1 2.3 37.0 4.3 

Health 12.1 11.8 11.1 11.5 -1.6 34.3 4.0 

Other social services 10.6 10.3 9.9 10.4 -0.3 30.6 3.5 

Total 255.1 276.1 283.8 305.1 6.2 864.9 100.0 

% change on previous 

year 
  8.2 2.8 7.5       

Source: IDC, compiled using National Treasury data and IDC calculations 

 

The transport and logistics sector is set to be the largest capital expenditure item at 

R313.9 billion over the MTEF period, with investment spending in this sector expected to rise 

at the fastest pace (an average of 14.1% per annum). Capital spending by Transnet accounts 

for nearly one-third of this sector’s total spending at R102 billion, with major investments 

planned for the acquisition of locomotives, construction of new pipelines and the 

maintenance of rolling stock.  

The upgrading and maintenance of non-toll roads by SANRAL, as well as the provision of 

new trains through PRASA’s rolling stock fleet renewal programme, alongside upgrades of 

signals and refurbishment of coaches and other rail-related infrastructure improvements, also 

underpin the major investments envisaged for the transport and logistic sector. 

Capital outlays in the energy sector are expected to stabilise at relatively lower levels than 

previously, as more units of the Medupi and Kusile power plants are being commercialised 

and thus reaching completion.  

Public sector spend on 

infrastructure to total 

R864.9 billion over MTEF 
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Government remains committed to the Renewable Energy Independent Power Producers 

Procurement Programme (REIPPPP). Renewable energy projects have added about 3 876 MW 

to the grid, while a total of 6 422 MW has already been procured through seven bid windows. 

More renewable energy projects are expected to be rolled out, given government’s 

commitment to procure some 14 725 MW in the transition to a low-carbon economy.  

Investment spending on water and sanitation infrastructure is expected to rise at an average 

rate of 7.7% per year over the MTEF period. New bulk water infrastructure projects, 

maintenance projects such as an acid mine drain project, as well as spending on the Lesotho 

Highlands water project will form the bulk of spending in this sector.  

As part of improving its capacity to better deliver on large, complex infrastructure projects, 

government set up the Budget Facility for Infrastructure, which began operating in 2017.  

Various projects were assessed through this facility and those that met the criteria have 

received funding, with more projects in the pipeline being considered for further funding 

over the MTEF period. To further enhance the capacity in the infrastructure value chain 

process, government plans to establish a Project Preparation Facility that will assist in 

identifying and developing ‘good projects’, with a special focus on education, health, water, 

energy and communication infrastructure projects.  An allocation of R625 million has been 

made for the new facility, with the Development Bank of Southern Africa (DBSA) being 

allocated R400 million to lead the process, while the Government Technical Advisory Centre 

and the Technical Management Unit of the Presidential Infrastructure Coordinating 

Commission (PICC) will receive R60 million and R165 million, respectively. Projects prepared 

through the Project Preparation Facility will be considered for potential funding by the 

Budget Facility for Infrastructure.  

In addition to this, government aims to establish an Infrastructure Fund in partnership with 

the private sector, development finance institutions and other multilateral development 

banks. Governments plans to inject about R100 billion into this fund over the next ten years 

or so, to fund some of the planned projects, including those that have been or will be 

approved under the Budget Facility for Infrastructure process. With an envisaged R526 billion 

worth of general government infrastructure projects planned for the next three years, 

government is considering the use of blended finance mechanisms, which could be applied 

to various wastewater treatment, public transport and broadband connectivity.  The process 

of drafting a legislation for these forms of financing is under way. 

 

Industrial development and transformation support 

Various allocations and initiatives were announced or elaborated upon in support of sector 

development, industrialisation and economic transformation, including: 

• Special economic zones 

- Government has made allocations over the MTEF period for a number of incentives 

aimed at improving industrial capacity, enhancing competitiveness and 

complementing growth initiatives. R1.6 billion has been allocated to revitalise 

industrial parks. These initiatives include plans to designate an additional special 

economic zone in Mogwase, North West province, to focus on renewable energy 

and technology, agro-processing, logistics and mineral beneficiation. 

• Manufacturing 

- Manufacturing incentives within the budget of the Department of Trade and 

Industry’s Incentive Development and Administration programme will total R10.6 

billion over the MTEF period. The respective allocations will, however, decline by 

8.3% per year, on average, from R3.5 billion in 2018/19 to R2.7 billion by 2021/22. 

REIPPPP set to continue 

New Project Preparation 

Facility to be established 
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This is somewhat disappointing in light of the stated objective of re-industrialising 

the economy through the expansion and diversification of production capacity in 

manufacturing.  

• Clothing and Textiles Competitiveness Programme 

- R600 million allocated over the MTEF period to increase investment, enhance 

competitiveness and promote exports in the sector.  

• Agriculture and land reform 

- Allocations totalling R18.4 billion for accelerating land restitution claims and land 

redistribution.  An additional R138 million allocated to resettled farmers to purchase 

equipment and develop farms. 

- According to the Minister of Finance’s Budget speech, R1.8 billion has been 

allocated for the implementation of 262 priority land reform projects over the MTEF 

and R3.7 billion has been made available for land acquisition by emerging farmers. 

- Black Producer Commercialisation Programme: R887 million of blended finance 

allocated to support emerging black farmers under this programme. 

- R400 million allocation to the Agricultural Research Council over the MTEF period 

to finalise the establishment of a foot and mouth vaccine facility at Onderstepoort 

to help minimise repeat outbreaks of the disease. 

• Tourism 

- Tourism incentive programme: R576 million has been allocated to facilitate 

conformity to quality standards through wider participation in the tourism grading 

system, enable black -owned businesses to access foreign markets and to unlock 

investments in viable tourism projects by reducing funding gaps. 

Black industrialists, SME and entrepreneurial development 

• Over the medium-term, the Department of Trade and Industry plans to attract R60 billion 

in private sector investment in support of the Black Industrialists Programme. 

• In support of small- and medium-sized enterprises (SMEs), as well as to promote 

entrepreneurship, various measures are being put in place, while those previously 

announced are being implemented, including: 

- A R3.2 billion allocation to launch a Small Business and Innovation Fund in 2019/20, 

which will lend to small business intermediaries such as fund managers and 

incubators to support ideation and start-up companies especially those focusing on 

innovation. 

- The Black Business Supplier Development Programme has been allocated R906 

million. The programme offers a cost-sharing grant for small businesses to acquire 

tools, machinery, equipment and training. Over the medium term, 2 630 small 

enterprises are expected to benefit from this programme. 

- Transfers to the Small Enterprise Finance Agency (sefa) will amount to R764.9 million 

over the MTEF period. 

- A Township and Rural Enterprise Fund of R600 million is provisionally allocated. 

National Health Insurance 

Over the MTEF period, the allocation to the National Health Insurance (NHI) fund is set to 

increase from R1.2 billion in 2018/19 to R3 billion in 2020/21 to strengthen health systems 

and ideal clinics initiatives aiming to address deficiencies in the quality of primary health care. 
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However, due to slow spending in 2018, R2.8 billion has been re-prioritised to a new human 

resource capacitation grant to enable the provincial departments to fill critical posts in health 

facilities. Considering the ambitious intent of the NHI, this therefore represents very limited 

progress on this front.  

Reforming governance of SOEs to ensure sustainability  

Government is working on a broad reform programme to strengthen the governance, 

financial management and operations of SOEs. These reforms are intended to adjust business 

models in response to changing economic conditions, bolster operational efficiencies, 

enhance investment activity and maximise their impact on the economy at large.  

Eskom will be the immediate focus in order to reduce the risks it poses to the economy and 

public finances. It is hoped that Eskom’s reconfiguration will lead to a more competitive 

electricity sector that will benefit from the participation of numerous players, improve 

business and consumer confidence, encourage private investment and reduce upward 

pressure on electricity prices.  
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