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Executive summary 

The Free Market Foundation (FMF) expresses its gratitude for the opportunity to comment on the 

Fiscal Responsibility Bill. 

In 2020, the South African GDP contracted by 7%. Economist Mike Schüssler points out that, “The 

real economy grew at an average 1,2% annual rate for the ten years to 2019.”1 Incorrect ideological 

and policy decisions before the COVID-19 lockdown caused much damage to the economy, the 

middle class, and people’s prospects. However, there exists an opportunity to implement responsible 

and sound government behaviour and expenditure, allowing for the private sector to breathe, grow, 

and create jobs. 

Being fiscally responsible means understanding, and taking the appropriate actions, that will ensure 

an environment that encourages increased wealth creation – as opposed to one where the greater 

focus is on how to redistribute and ever-smaller cake. 

It is imperative for future fiscal stability, responsible government spending, and the country’s very 

prospects for meaningful growth, that current debt and spending levels be substantially reduced over 

time. Given the country’s junk-status credit rating, the government must be seen to take responsible 

steps now; Lukanyo Mnyanda, Business Day editor, explains that, “even within that noninvestment-

grade sphere, there are degrees of ‘junkness’ and that has real consequences for the price SA is 

charged to borrow in financial markets that affects how much money is available for education, 

health and other services.”2 

The FMF supports the Fiscal Responsibility Bill, strongly believes that it should be enacted, and 

further will take this opportunity to recommend additions to the Bill that could aid its intentions of 

putting the government on a more fiscally sound path forward. 

 

Prepared by: 

Chris Hattingh M.Phil. 

Deputy Director 

Free Market Foundation 

With assistance from: 

Martin van Staden LL.M. 

Member, Rule of Law Board of Advisors 

Free Market Foundation 

 

  

 
1 A Different Look At The SA Economy, Brenthurst, May 2021. 
2 Moody’s outlook would have reminded squabbling ANC what governing means, Business Day, 9 May 2021. 

https://www.bwm.co.za/wp-content/uploads/2021/05/MARKET-REVIEW-Mike-Schussler-A-different-look-at-the-SA-economy-May-2021.pub_.pdf
https://www.businesslive.co.za/bd/opinion/columnists/2021-05-09-lukanyo-mnyanda-moodys-outlook-would-have-reminded-squabbling-anc-what-governing-means/
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Free Market Foundation and Rule of Law Project 

The Free Market Foundation (FMF)3 is an independent public benefit organisation founded in 1975 

to promote and foster an open society, the Rule of Law, personal liberty, and economic and press 

freedom as fundamental components of its advocacy of human rights and democracy based on 

classical liberal principles. It is financed by membership subscriptions, donations, and sponsorships. 

Most of the work of the FMF is devoted to promoting economic freedom as the empirically best 

policy for bringing about economic growth, wealth creation, employment, poverty reduction, and 

greater human welfare. 

The FMF’s Rule of Law Project4 is dedicated to promoting a climate of appreciation throughout South 

Africa, among the public and government, for the Rule of Law; continually improving the quality of 

South African law; identifying problematic provisions in existing and proposed laws, and, where 

feasible, advocating rectification. 

1. Introduction 

The Free Market Foundation wishes to take this opportunity to strongly support the drafting and 

presentation of the Fiscal Responsibility Bill (hereafter referred to as the Bill), and the Foundation is 

thankful for the opportunity to present its comments thereon. South Africa’s current accumulation 

of government debt at an ever-upward trajectory presents a serious existential threat to the 

country’s fiscal stability, and could be a potentially massive inhibitor on future economic growth and 

future generations’ economic and quality of life prospects.  

At the current pace, South Africa’s government debt-to-GDP ratio will reach 100% by 2024/25. Debt 

repayments have become more difficult over recent years as the country’s credit rating was 

downgraded to various level of junk status by all the major international ratings agencies. In 

November 2020, S&P placed its assessment of the country’s long-term foreign-currency rating at BB-  

– three notches below investment grade. It kept the country's local currency debt at BB, with a stable 

outlook. At the end of 2020, Moody’s cut the nation’s foreign- and local-currency ratings to Ba2, two 

levels below investment grade, with a negative outlook. At the same time, Fitch cut the country’s 

foreign- and local-currency ratings to BB-, three levels below investment grade, also with a negative 

outlook. 

In early May 2021, Moody’s opted not to update its Ba2 rating on South Africa’s debt. Investec 

economist Annabel Bishop indicated that, “SA’s debt burden is still seen to be very high, with risks to 

the achievement of the new budget estimates,” and that, importantly, ratings agencies “will keep 

careful watch this year to see if the new debt and deficit projections can be met”.5 It could be the 

case that ratings agencies want to give government opportunities to take the necessary steps to 

arrest the country’s growing debt and unfriendly investment climate, but one can realistically assume 

that such chances will be become fewer if the necessary steps – such as adopting this kind of Bill – 

 
3 www.freemarketfoundation.com. 
4 www.ruleoflaw.org.za. 
5 Moody’s holds off on SA credit rating review, Business Day, 8 May 2021. 

https://www.businesslive.co.za/bd/economy/2021-05-08-moodys-holds-off-on-sa-credit-rating-review/
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are not taken. In its annual report, Moody’s indicated that, “SA still faced the problems of very weak 

growth structurally and a high government debt burden. The negative outlook for SA reflects risks to 

its economic growth and budget outcomes that could lead to an even larger debt burden in 

future.”6In March 2021, S&P analyst Ravi Bhatia commented on the annual Budget delivered by 

finance minister Tito Mboweni,  

There’s been some new momentum on pushing structural reforms but it’s still reasonably 

thin, and again the budget was more a sort of fiscal control exercise rather than a structural 

reform exercise. So there is no reason to really expect a big, sustained rebound in the growth 

trajectory going forward. So that is concerning.7 

2. Fiscal Responsibility Bill 

The Bill aims to, 

promote fiscal responsibility by obligating the Republic of South Africa to reduce its debt 

levels and its exposure to debt; to introduce fiscal rules for the management of debt and 

government guarantees; to provide for reporting requirements; to provide for the review of 

the fiscal rules; to provide for certain exemptions from the fiscal rules; to increase 

transparency and fiscal responsibility; and to provide for matters connected therewith. 

The Fiscal rules part of the Bill contains specific recommendations that, if properly implemented and 

adhered to, will ‘actualise’ the concept of fiscal responsibility. Once enacted, the Bill will require that 

the Minister of Finance ensure, depending on the amount of net loan debt as a percentage of gross 

domestic product (GDP), that both the “primary balance on the budget” should be in surplus and 

most importantly that “compensation of employees” should either not increase from the previous 

year, or be decreased if net loan debt is 55% or more.  

The “statutory fiscal rules” that this Bill introduces are “aimed at containing national debt and debt 

service costs in South Africa.”  

3.  Burden of public sector wages 

The greater proportion of the economy the state controls – and the more regulations and inhibitors 

to economic activity and job creation there are – the more people are forced to rely on the state in 

both direct and indirect ways. South Africa has around 1.3 million public servants, and their ongoing 

wage battle with the state is arguably the most important matter for the government to resolve if it 

is to arrest its increasing downward fiscal slide. 

The growing public sector wage bill is a massive drain on an ever-more constrained fiscus; along with 

watching what happens in terms of state-owned enterprise (SOE) performance and turnaround 

plans, credit ratings agencies, and investors consistently keep an eye on wage negotiations between 

public unions, employees, and the state. 

 
6 SA’s credit rating still in peril from structurally weak growth, Moody’s says, Business Day, 18 May 2021. 
7 Ratings agency sends warning to South Africa, BusinessTech, 10 March 2021. 

https://www.businesslive.co.za/bd/economy/2021-05-18-sas-credit-rating-still-in-peril-from-structurally-weak-growth-moodys-says/
https://businesstech.co.za/news/business/474562/ratings-agency-sends-warning-to-south-africa/
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The right signals had been sent by government over the last six months, regarding holding the line 

on future wage increases. Government had previously indicated a freeze on salary increases or 

adjustments would be adhered to for the next three years. However, over the weekend of 15 May, 

during negotiations, “the government tabled a ‘once-off’ salary adjustment of 1.5% for public 

servants including doctors, nurses, teachers, police officials and others.”8 Government also offered 

union members a monthly cash gratuity of R978. This kind of vacillating on ‘red-lines’ will not 

adequately arrest the country’s growing debt burden, and will not send the correct signal, to the 

effect that the government is serious about implementing the necessary kind of fiscal structural 

reform. 

The rule of law is supposed to serve as the spirit in which laws and regulations are drafted and 

implemented; that is to say, it is both above ‘laws’ themselves, and also acts as a foundation from 

which laws, of all different spheres, should be conceived. At its most basic, the rule of law serves as 

a principle that no citizen or elected official is above the law. We can tie the rule of law and its 

standards for good governance to fiscal responsibility by understanding that fiscally responsible 

government behaviour does not exceed the given tax revenue that a given society is capable of 

generating, and further that salaries paid to state employees (across all levels, from Parliament to 

SOEs and everything in between) is not unreasonable and egregious. Public servants’ salaries ought 

to be drawn up in a prudent and responsible manner, and ultimately should be never be seen as 

‘blank cheques’ – nowhere is ‘all should be equal in the eyes of the law’ more appropriate than when 

it comes to government employees’ compensation. 

The South African SOEs – and the debt they currently hold, especially Eskom’s R464 billion9 – are one 

of the biggest burdens on the fiscus, the state and, ultimately, the South African citizen. 

For much of the talk of viewing some of the SOEs as ‘national strategic assets,’ arguably the country’s 

most important strategic asset is its debt credit rating. Foreign investors and governments can take 

the rating (as an important indication, amongst others) as indicative of whether they should take on 

the relevant amount of risk to invest in the South African state, environment, and businesses. Or, 

perhaps not. 

According to the United Nations Conference on Trade and Development (Unctad), foreign direct 

investment flows into South Africa in 2020 almost halved to US$2.5-billion from US$4.6-billion in 

2019 – a 15% decline from around US$5.4-billion in 2018.  

Over the past three calendar years, around $12.5-billion was brought in, in total – far short of the 

$100-billion in new investment over five years that the government targeted in 2018. A global 

pandemic would have played a role in this very disappointing return, of course, but the government’s 

own policy choices and financial behaviour would have been the biggest warning lights for investors 

considering the country as a possibility. 

In a nutshell, without serious capital investment and formation, nothing really happens on the ground 

– social compacts and plans and summits mean very little without the capital to implement and 

 
8 State bows to trade union pressure and offers public servants a salary adjustment and cash bonus, Daily Maverick, 17 
May 2021. 
9 Treasury may seek lesser of two evils with Eskom debt, Business Day, 24 March 2021. 

https://www.dailymaverick.co.za/article/2021-05-17-state-bows-to-trade-union-pressure-and-offers-public-servants-a-salary-adjustment-and-cash-bonus/
https://www.businesslive.co.za/bd/national/2021-03-24-treasury-may-seek-lesser-of-two-evils-with-eskom-debt/#:~:text=The%20Treasury%20directed%20inquiries%20to,by%20about%2064bps%20to%20244.
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realise them. Capital formation can entail the building of a new factory, the sinking of a new shaft for 

a mine, or even setting up a call centre or ‘small’ corner shop; all of these demand first that the long-

term economic future of the country is relatively clear and understandable, and further that erratic 

government behaviour in terms of policy and taxation won’t hit businesses out of the blue. 

4. Accountable fiscal management 

Fiscally responsible government-spending and -actions support long-term, inclusive economic 

growth. With ever higher tax demands on the private sector, investors, businesses, and 

entrepreneurs have less incentive to operate in the country, and in turn less economic activity takes 

place. Further, less dynamic economic activity means lower tax revenue collection for the 

government, with the downstream effect that the government needs to cut social services and 

welfare programmes. 

In his 2021 Budget, finance minister Mboweni indicated cuts to the departments of Education and 

Healthcare – these cuts will hurt those who need these services for bare survival the most.  

The last few months have delivered at least some good news regarding the country’s strained 

finances; Treasury will receive around R57 billion more than was projected in the 2021 February 

Budget. But Peter Attard Montalto, head of Capital Markets Research at Intellidex, explains that this 

is “likely a one-off or very short-term (two to three years) boon,” and further that,  

The “excess” cash has some use though — to reduce debt levels now and to lower the risks 

of redemption of bonds at the start of 2023. The need to flatten the yield curve through 

better debt management strategy is a public good in and of itself to reduce the “crowding 

out” effect of banks’ lending to the private sector.10 [emphasis added] 

Sections 213–230 of the Constitution provide what the Constitution demands from government in 

terms of fiscal behaviour. Section 215 provides: “National, provincial and municipal budgets and 

budgetary processes must promote transparency, accountability and the effective financial 

management of the economy, debt and the public sector.” While good that such expectations form 

part of the law of the land, this particular Bill can give substance to section 215. 

5. Recommendations  

The FMF supports the spirit of this Bill and believes that, if enacted, it will set government fiscal 

behaviour on a relatively more stable, economic growth-friendly path. The Foundation wishes to take 

this opportunity to recommend the following additions/suggestions that could strengthen the Bill 

and lead to more sound government fiscal behaviour: 

1. Any excess surplus funds must be returned to citizens through tax rebates. 

 

2. Empower municipalities, and ensure they are more responsible for their long-term behaviour. 

Provincial and municipal governments must ensure that their main budgets are balanced at 

the end of every fiscal annum. Competition between municipalities will spur better 

 
10 Recovery needs to be fast and vast enough to support Big safety nets, Business Day, 16 May 2021. 

https://www.businesslive.co.za/bd/opinion/columnists/2021-05-16-peter-attard-montalto-recovery-needs-to-be-fast-and-vast-enough-to-support-big-safety-nets/
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governance and delivery of services as well, as the potential of losing rate payers to other 

more attractive and better-run locales will encourage that provincial and municipal 

governments improve their financial standing and professionalism. 

 

3. Any and all borrowed funds must be ring-fenced for specific purposes – with concomitant 

deadlines and appropriate levels of expectations in the event borrowed funds are not used 

for specified purposes. 

 

4. The increasingly long list of SOEs must be whittled down. Those of greatest national 

importance, such as Eskom, must be limited in their scope and provision of services, allowing 

the private sector to deliver better-priced services to those citizens who choose to buy from 

them. 

 

6. Conclusion 

There has been sustained talk, commentary (both in media and in academic circles), and analysis that 

South Africa must implement structural reforms as quickly as possible. More importantly, the right 

kind of structural reform must take place. The concept – and accompanying policies – of ‘state-led 

growth’ has not brought about the radical economic growth needed. An unemployment rate of over 

42% percent requires that meaningful policy shifts occur, and this Bill is precisely the kind of the step 

in the right direction that can, if adopted and adhered to, set the country on a better path over the 

long term. 

The benefits of fiscal responsibility accrue over years and decades and, while the temptation is to 

keep on spending ad nauseum in the interest of placating and appearing to ‘do something,’ that 

temptation must be resisted at all costs. Fiscal prudence can act to both reign in spending on all 

manner of projects – many of which will never deliver the lofty amount of goods and services they 

promise in the first place – and further indicate to businesses and investors of all shapes and sizes 

that the environment in which they want to operate will not be stifled by insatiable hunger on the 

part of a big-spending state in future years. Having access to ‘unlimited’ funds also does not 

guarantee that said funds will be used efficiently; as just one example, more than R6 billion was lost 

over the past two years due to material irregularities at the Department of Social Development.11 

If the government wishes to play a reliable role in citizens’ lives and help to improve their lives in a 

responsible manner, it must make the necessary, difficult decisions now to reign in unnecessary 

spending. Providing an element of welfare and social assistance for indigent citizens is something 

that can be supported – but it can only exist in a consistent, reliable form if government does not 

continue to try and bail out all SOEs currently on the payroll. South African Airways, for example, 

could be let go, and the competitive private aviation sector left to cater to the needs of customers 

and bring tourists to the country to spend money. Parts of Eskom, too, could be spun off and the 

state could focus on repairing that SOE’s ailing power stations, leaving mining companies, businesses, 

 
11 Social development department bled R6 billion due to 'irregularities' – AG, News24, 5 May 2021. 

https://www.news24.com/news24/SouthAfrica/News/social-development-department-bled-r6-billion-due-to-irregularities-ag-20210505
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and towns to generate their own electricity (regardless of what form this would take, renewable 

energy or not). 

There will be increasing pressure over the next few months and years for government to spend wildly 

to fix the damage caused by government’s own COVID-19 lockdown. But no government can 

stimulate real, meaningful economic growth into existence. This Bill should be supported by all those 

members of Parliament, no matter their political affiliation, who realise that the country’s past policy 

choices are untenable. If one of Parliament’s priorities is truly for the state to provide assistance to 

those citizens who need it then fiscal responsibly in general – and regarding the country’s SOEs 

especially – must be pursued immediately. Failure to do so will ensure the general decline of all forms 

of social assistance and welfare over coming years. 

There is an ever-stronger temptation and belief that, for South African citizens to have a better life, 

the only choice is for the state to spend and spend. In The Myth of the Entrepreneurial State, Alberto 

Mingardi and Deirdre McCloskey explain that,  

The enriched modern economy was not, however, a product of State coercion, whether 

difficult or easy. It was a product of the happy chances of a change in political and social 

rhetoric in northwestern Europe from 1517 to 1789. People - regular people, the hobbits of 

the Shire and not the almighty warriors from afar - began to perceive themselves in a new 

and dignified light (Aufklarung), and, crucially, came to feel their artisanal and commercial 

undertakings to be more appreciated socially. They were permitted to “have a go,” as the 

British say, and proceeded then to innovate on a massive scale. 

There is no more fiscal room to waste; on the current path South Africa will join other failed states, 

and ultimately poorer citizens will suffer the most, while those with the necessary means can head 

overseas. It is time for the South African government to get its house in order, focus on improved 

service delivery in clearly defined, narrow avenues, and let the people “have a go.” 

 


