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Dear Member, 
  
Mr. Gordhan’s budget speech was the most important and anticipated event for February 2016. South Africans 

were not the only ones watching this from the edge of their seats, but international rating agencies as well as 

investors globally, were also glued to their TV’s to see how the minister was going to balance the budget. This 

was probably the most important budget speech since South Africa became a democratic society in 1994. 

Not only were investors looking for stability following the disrupting events surrounding his reappointment in 

December 2015, but they also wanted confirmation that expenditure will be curbed and income increased to 

lower the budget deficit. In our country’s current economic environment, this in itself is a nearly impossible 

task. South Africa is on the verge of a recession and raising taxes on already struggling individuals and 

companies, will further impede growth and finally push the economy over the edge into a recession.  

  

To the Treasury’s credit, the budget proposes a plan to fast-track fiscal consolidation over the next three fiscal 

years, with as little as possible strain on short-term growth. Despite a significant downward adjustment to the 

GDP growth outlook, the budget deficit is expected to average 0.4% lower than was expected in October 2015. 

This can be achieved by raising taxes and expenditure cutbacks. However, against the expectation of many 

analysts, only moderate tax rises are on the cards for 2016, while the major expenditure cutbacks are planned 

for the 2017/18 and 2018/19 financial years. On the up side, Mr Gordhan did not introduce VAT or personal 

income tax hikes. To curb expenditure, the Treasury proposes to reduce government’s expenditure ceiling by 

R25bn over the latter years of the MTEF (medium term expense framework). In a welcome and overdue move, 

the focus of these cutbacks will be on the public sector wage bill. 

While the minister made the right noises, the budget contained no major announcements on, for example, the 

privatisation of state-owned enterprises (SOES) or crucial growth-enhancing structural reforms. 

The question is; will this budget appease rating agencies? I fear not. Notwithstanding the fact that Treasury has 

significantly lowered their growth forecast, we think the risk for growth is to the downside. If growth 

disappoints, it will lead to lower revenue than budgeted, which in turn will lead to a higher than planned budget 

deficit. For this reason, we believe that South Africa’s foreign currency denominated debt rating will be 

downgraded to sub-investment grade or so called junk. Having said that, the good news is that even after a 



downgrade our local currency denominated debt rating will still be investment grade, which will allow offshore 

bond funds that track the World Bond Index, to remain invested in South African government bonds. 

 

Although extremely volatile during February both the Rand as well as local and international equity markets 

ended the month relatively unscathed. 

The table below reflects the February 2016 returns of the various asset classes: 

 

 
 

 

Kobus Sadie 
Principal Officer 

Consolidated Retirement Fund for Local Government 

 
Board of Trustees: Mr SA Mokweni (Chairperson), Mr AJ Smith (Deputy Chairperson), Mr JP Beukman, Ms AH Cawood, Cllr AP Gqabi, Cllr IR Iversen, Cllr PJF 

Louw, Cllr C Meyer, Mr ET Scott, Mr WW van Gass, Mr TA Loko, Mr JJ Wagner, Mr AM Owen. 

 

Indemnity Statement: The CRF for Local Government does not accept liability for any loss, damage or expense that may be incurred as a direct result or 

consequence of reliance upon the information in this document. If there is any conflict between the information in this document and the actual Rules of the 

Fund, the actual Rules of the Fund will prevail. 

 

Copyright © 2015 SASH, All rights reserved. 

CRF 


