
The scramble by governments to keep their economies 
going resulted in a massive ramp-up in public sector debt 
in most of the world’s major economies. South Africa was 
no exception, with general government debt as a 
proportion of GDP rising from 28% in 2007 to an estimated 
43% in 2013, moving above the emerging market average 
in the process. 

The boost to aggregate demand that came with the 
fiscal stimulus, in the consensus view, probably 
saved many economies from deeper and longer 
periods of recession. However, in a world of rising 
interest rates, the deleveraging process is going to 
require a far more disciplined stance on both 
government revenues and expenditure. In addition, 
amid the household-driven GDP growth 
disappointments that our economy has 
experienced his year, the South African public 
sector will need to be particularly savvy in order to 
avoid putting further unnecessary pressure on the 
economy at large.  

One area where there is significant potential for 
improvement is in the mix of public expenditure. To put the 
argument in context, according to the most recent GDP 
figures from Stats SA, the general government services 
sector accounts for 17% of total economic output. Despite 
this, employees working in this sector account for 29% of 

total employee compensation in the country. A part of this 
discrepancy may be accounted for by the fact that 
government services are typically conducted in areas 
where it would be unprofitable for private sector firms to 
operate, so that gross operating surpluses are low and a 
higher proportion of revenues are paid to employees. 
Nevertheless, the sheer size of this difference suggests 

that the link between pay and productivity in 
government services is the weakest of all the key 
sectors within the broader economy. Indeed, the 
sector with the second highest discrepancy – 
manufacturing – produces 16% of total output and 
pays its employees 12% of total compensation. 

Importantly, recent budget statements identify the 
unsustainable trend in current expenditures as a key 
threat to medium term budget stability. Spending 
projections to 2016/17 reflect this fact, with employee 
compensation budgeted to grow by 6.8% per year, on 
average, so that growth in real terms could hover 

around just 1%. In the February budget, it was announced 
that social grants would increase by between 4% and 5% 
in nominal terms this fiscal year, which in real terms means 
that those who rely exclusively on these grants have 
experienced negative growth in their income. 

Implementing these policies over the 
medium term will clearly require a very 
delicate balancing act. To counter the 
negative impact on economic activity and 
social welfare, the government needs to 
ensure that it generates more economic 
value for each Rand that it does spend. In 
this regard, there has been recent progress 
as well. Investment expenditure – crucial for 
the development of infrastructure – is 
budgeted to grow by 10.3% per year over 
the next three years. Our state owned 
enterprises, including Transnet and Eskom, 
are playing a key role in ensuring that South 
Africa has the capacity to grow at the 
required 5% to reduce the unemployment 
rate to 6% by 2030. These projects, 
sustained by the overarching vision of the National 
Development Plan, are central to our country’s economic 
future. Ultimately, however, our economic prosperity 
depends more critically on a robust private sector, able to 
compete in a globalised world while driving investment and 

containing inflationary pressures. If 
government succeeds in its drive to develop a 
stronger infrastructure base over the medium 
term, private sector confidence will pick up, 
creating a virtuous cycle of capacity 
investment and growth in demand. If it 
successfully manages the process of weaning 
a massive section of society off of its reliance 
on the social grant system, savings rates will 
rise in the country, allowing the country to 
invest more, without a heavy reliance on 
foreign capital. These developments will put 
South Africa in a position to flourish on the 
global stage. To achieve them, government’s 

role needs to start shifting from protector to enabler of the 
South African people.  
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Following the global financial crisis of 2008/09, governments around the world ramped up 
expenditure. This was in line with popular Keynesian economic theory, which holds that the public 
sector should play an important countercyclical role in the economy, raising the demand for goods 
and services when the private sector is least willing to do so, and conversely, cutting back when 
confidence and private activity is booming.  
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