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Introduction 

The MKI Economics Commentary is a brief note intended to provide the Moses Kotane Institute 

(MKI)'s interpretation of key economic events such as the Budget, Medium Term Budget Policy 

Statement (MTBPS), Monetary and Fiscal Policy decisions, Employment, data releases and 

other topical economic events. This commentary looks at the Budget speech delivered by the 

Minister of Finance, Mr Tito Mboweni, on the 24th of February 2021. 

Economic Context 

The recent budget has been touted as the toughest since the advent of democracy. In the 

fourth quarter of 2020, the country’s unemployment came out as the worst since Statistics 

South Africa started the Quarterly Labour Force Survey (QLFS) in 2008. It increased 1.7 

percentage points from the third quarter to 32.5%. The Finance Minister announced that the 

economy is expected to rebound by 3.3% in 2021, after a massive 7.2% contraction last year. 

It will gradually decline for the next two years, 2.2 % in 2022 and 1.6% in 2023. Both household 

consumption and exports are expected to increase in 2021 while imports will also increase, all 

coming from negative territory in 2020. Meanwhile, inflation is expected to remain below the 

mid-point of the 3-6% target range for each of the years 2021 to 2023. The budget comes in 

the wake of an economy battered by the Covid-19 induced lockdowns of various levels since 

March 2020. 

Some Major highlights: 

o Vaccine Funding 

The government has set aside R19.3 billion for Covid-19 vaccines. An amount of R10 billion will 

go towards purchasing and delivery of the Covid-19 vaccines over the next two years. 

o Taxes 

Citizens will not pay more to support the government’s vaccine programme. In fact, the 

personal income tax bracket will increase by on average 5% which is above the current 

inflation (4%).  Citizens will thus pay less this tax year with the lower earners getting more relief. 

Corporate tax has been slashed from 28% to 27%. Sin tax will increase as excise duties on 

tobacco and alcohol rise by 8% for the year 2021/22. Fuel levy will increase by 15c per litre 

while the Road Accident Fund (RAF) levy will increase by 11c a litre. “Super fine” maize meal 

has been added to VAT zero-rated list. 
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o Infrastructure  

The Minister announced that R791.2 billion has been budgeted for the infrastructure investment 

drive. He highlighted that expansion of infrastructure would be more useful if the end user pays 

a cost-reflective tariff for usage. 

o Public Service Wage 

The Minister further stated that savings in public service wages could be achieved through 

postponing the annual cost-of-living adjustment until 2023/24, reduction of head counts, 

natural attrition, early retirement and the freezing or abolishing of non-critical posts. 

o Sovereign Debt 

The country’s debt-service costs will continue to increase at an average annual rate of 13.3% 

to reach R338.6 billion in the year 2023/4. Gross debt has increased from 65.6% to 80.3% of GDP 

for 2020/21 while debt stabilisation initially earmarked for 2023/4 has been pushed out to 2025/6 

where it is expected to stabilise at 88.9% of GDP. 

o State Owned Enterprises 

The distressed Land Bank has been given a bailout of R7 billion. This is after the bank was 

allocated R3 billion in last year’s special adjustments budget. Treasury warned that many SOEs 

face the possibility of defaulting on their debt. Meanwhile, the unbundling of ESKOM into 

generation, transmission and distribution entities is on-going with the transmission division set to 

be in place by December 2021. 

Comments and Conclusion 

It is now widely accepted that economic recovery in South Africa, as elsewhere globally, will 

hinge on the now famous “race between vaccine and the virus spread”. The contingent funds 

set aside for tackling unforeseen developments in the case of Covid-19 are laudable. Not only 

this, but these funds have also been put aside without any further burdening commitments on 

the part of the already stressed citizenry taxwise.  

It is heartening to note that the government has decided not to impose the R40bn of potential 

taxes that were considered at the October 2020 MTBPS due to an improved fiscal position. 

However, the poorest may still feel hard done since social grants will be increased by below 

inflation rate with increases of between 1.0 and 3.4% meaning less money in their pockets. The 

lowering of corporate tax is good for investment. We expect increased corporations' after-

tax returns on investment to induce them to increase spending on real investments. 

Although this budget was considered in many circles as being light on detail regarding State 

Owned Enterprises (SOEs), the bailing out of Land Bank can be viewed in positive light.  The 

Bank plays an important role in economic and social development by advancing loans in the 

agriculture sector.  Having historically supported commercial agriculture, the bank has been 

venturing more into transformation and development since 2019/20. The allocation of R3 billion 

to the South African Revenue Service (SARS) to drive its digital strategy and clamp down on 

non-compliance is another welcome long view strategy which will enhance revenue 
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collection for the fiscus. Efficiency seems to be taking shape at SARS if developments of the 

past few months are anything to go by. 

The most disconcerting aspect in the budget is the seemingly excessive borrowing and 

spending by our government.  The more the state borrows, the more citizens will have to pay 

in interest, leaving less resources for basic services such as health and education. This is a lose-

lose situation for future generations who will have less services to enjoy and more debt to pay. 

It is noted that excise duties have been increasing above inflation in most recent years. As a 

result, there has been a higher tax incidence. This is mostly in line with the World Health 

Organization (WHO) which recognises these measures as some of the most cost-effective 

policy approaches towards reducing overall alcohol consumption and improving population 

health. As a result of the increases in sin tax beer drinkers and smokers are going to pay more.  

Although the Minister noted that this was by no chance an austerity budget, it was equally 

disheartening for many that the temporary relief grant would only be extended until April 2021. 

Most households have by no means recovered from the effects that Covid-19 economic 

restrictions have vested upon the economy. An extension of this economic relief measure 

would have been most welcome. 

In all, the budget seemed to have been well executed considering that it was always going 

to be a tough balancing act. Most welcome was the boosting of provincial health budgets to 

tackle Covid-19. We look forward to the projected debt stabilisation which will likely reduce 

borrowing costs and the cost of capital, thereby attracting much needed investment to 

support the South African economy. 
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