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projected to equal -5.3% of GDP. This will be exactly the same 
percentage as the deficit achieved during this past year, which 
came in better than expected after having previously been 
projected at 6.2%. 
 
Social Spending

The total cost to Government in providing social protection to its 
more vulnerable citizens has been projected at R146.9bn, 5% of 
GDP and an increase of 10.6% from last year. This focus on social 
welfare has provided the country with great stability and gives 
dignity to less fortunate individuals by addressing poverty and 
disparity. With effect from April, the State’s Old Age Pension has 
been raised by R60 per month to R1,140 per month. For the first time 
this year, this grant will rise by a further R20 per month for pensioners 
over the age of 75. Government’s Child Support Grant will also be 
increased by R10 per month to R260 per month. An additional R10 
per month increase will take effect from October 2011. Finally, foster 
care grants have also been set to increase by R30 per month to 
R740 per month. Social grants now cover almost 15 million South 
Africans, of which the vast majority make up pensioners and 
children.

Tax Proposals

At a time when most countries emerging from the global recession 
have cut Government expenditure while implementing significant 
tax increases, the South African Government has announced 
individual tax savings worth R8.1bn. This shows the stability created 
by Government’s focus on sustainable, long-term policy framework. 

The tax threshold, or the maximum annual income an individual 
may receive without having to pay income tax, has been 
increased from R57,000 to R59,750 for individuals under the age of 
65 and from R88,528 to R93,150 for individuals 65 and older. The 
tax-free lump sum benefit upon retirement, or the portion of your 
retirement savings that you won’t be taxed on once you retire, has 
further been increased from R300,000 to R315,000. From a business 
perspective, a new dividends tax will take effect on 1 April 2012 to 
replace the secondary tax on companies.

Indirect taxes have continued to rise and there were increases 
noted across various levies. The general fuel levy increases by 10 
cents per litre for both petrol and diesel in April, while the Road 
Accident Fund levy will increase by 8 cents to 80 cents per litre. The 
total fuel levy hike therefore amounts to 18 cents per litre. “Sin 
taxes” have also seen an increase. From a tobacco perspective, a 
packet of 20 cigarettes will now cost smokers an additional 80 cents 
while excise duties on alcoholic beverages will increase between 
4.5% and 10.3%. In addition, with effect from April 2012, 
Government has introduced a withholding tax of 15% on gambling 
winnings. 

Financial Sector Reforms

In line with global developments, further steps will be taken to 
enhance the regulatory framework and improve financial services. 
The proposed reforms include a shift to a “twin peak” system of 
financial regulation, with regulation by both the Financial Services 
Board and the Reserve Bank. Government is also looking at 
improving the tax treatment of retirement funds. From March 2012, 
employers’ contributions to employees’ retirement funds will be 
taxed as a fringe benefit. In addition, employees will be allowed to 
deduct up to 22.5% of taxable income for contributions to 
approved retirement funds, with a maximum of R200,000 a year 
being deductible. With a view to protecting workers’ savings, it is 
proposed that the one-third lump-sum withdrawal limit applicable 
to pension and retirement annuity funds should also apply to 
provident funds.

Modernising the Economy
    
Government has indicated a focus on addressing climate change 
challenges that confront the long-term global outlook by 
promoting research into energy-efficient technologies and 
promoting “green economy” initiatives. This will not only provide 
benefits to the environment but also to the South African economy, 
as the drive towards a sustainable growth path will foster innovation 
and enable the country to mitigate future shocks from energy price 
increases. In adapting to the challenges posed by climate change 
and encouraging environmental protection, Government has set 
aside R800 million over the next three years.

Conclusion

In its 2011 Budget Speech, Government has reaffirmed a long-term 
focus on education and training, on creating meaningful 
employment for a much larger portion of its population and on 
modernising the economy to drive sustainable growth. This will not 
only create economic security and confidence, but will also 
improve the quality of life for the South African population as a 
whole, in affording all its citizens dignity and greater equality. In the 
words of Mandisa Motha-Ngumla, as quoted by Minister Gordhan in 
the delivery of this Budget: “Government must teach its people to 
fish, not to be suppliers of fish. The latter is not sustainable; the 
Government pond will never be able to supply more fish in twenty 
years than it is doing now to the ever growing masses of people in 
this country. Let’s work to reduce dependency and give back 
dignity that was eroded by our past.”
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In a global environment where many countries and economies have 
been forced to take drastic measures to address their fiscal and debt 
imbalances, South Africa enters 2011 in a relatively sound position. 
Government debt is well-managed and significantly lower than that 
of our global peers, which has afforded Government the opportunity 
to increase its expenditure and focus on key areas in the South 
African economy. In addition, the results if the international Open 
Budget Survey for 2010 recently ranked the South African Budget 
process as the best out of 94 countries across the globe. This ties into 
the fact that South Africa has a world-class financial sector, wherein 
its financial services and banking sector was also recently ranked 
6th out of 133 countries in the World Economic Forum Global 
Competitiveness Index. It is against this backdrop that Finance 
Minister Pravin Gordhan delivered the second Budget of President 
Jacob Zuma’s administration on 23 February 2011.
 
Economic Overview

Minister Gordhan highlighted encouraging signs of stronger recovery 
in the global economy as 2011 progresses and noted that faster 
global growth, accompanied by low domestic interest rates and 
strong commodity prices, also drove economic recovery in South 
Africa. The real Gross Domestic Product (GDP) growth rate, or the 
total value of all goods and services produced within the country 
after considering inflation, increased from -1.8% in 2009 to 2.8% as at 
the end of 2010. Real GDP growth is further projected to reach 3.4% 
in the year ahead. This improvement is expected to be driven by 
improved household consumption and accelerating investment, 
both by Government and public enterprises such as Eskom, as well 
as by the private sector. 

Government’s focus for 2011 will be on “igniting the flame of higher 
inclusive growth” and sustaining it, so that this growth can translate 
into job creation, can cut back poverty and can shrink inequality so 
all South African citizens may benefit from it. With the creation of 
employment having been set as Government’s priority in the year 
ahead, Minister Gordhan set out several measures by which to 
tackle unemployment. Government’s New Growth Path will target 
labour-absorbing activities in agriculture, mining, manufacturing, 
construction and services. Further initiatives to drive job creation 
include a jobs fund of R9bn that has been allocated over the next 
three years to co-finance innovative public and private sector 
employment projects as well as a R5bn youth employment subsidy, 
the details of which have been set out in a discussion paper. In 
addition, the manufacturing sector, which has seen export volumes 
and profits decline as a stronger Rand erodes international 
competiveness, has been granted substantial tax breaks to 
encourage employment opportunities. To promote investments, 
expansions and upgrades in this important sector of our economy, 
President Zuma announced R20 billion in tax allowances for 
qualifying projects.

While our economy has delivered positive growth, the past year saw 
the inflation rate fall to historically low levels and, currently sitting at 
3.7%, inflation is well within the Reserve Bank’s target range of 3-6%. 
While the inflation rate is expected to remain within this range for the 
foreseeable future, Government does expect it to edge towards the 
upper end of the range towards 2013. Food inflation and higher 
international oil prices in particular are expected to pose risks to the 
inflation outlook and, as such, the Reserve Bank will continue to 
target low and stable inflation to provide a predictable economic 
environment.

Government Expenditure

Education has been allocated the largest portion of Government’s 
spending budget, with R189.5bn set aside for improving access to 
educational facilities and the quality of tuition received. As a part 
thereof, further education and training colleges have been 
allocated R14bn to provide for expansion and greater financial 
assistance to students. An additional R8.3bn has been set aside to 
develop schools infrastructure and a total of R24.3bn will be added 
to education and skills spending over the next three years. This focus 
on educational expenditure will be a key driver of sustainable 
economic growth over the next decade. With a focus on training 
and skills development, over R20bn has been set aside for the Sector 
Education and Training Authorities and R5bn has been allocated to 
the National Skills Fund as both these entities have the key 
responsibility of training work seekers.

Healthcare has further received R113.4bn, which includes over R8bn 
for specific health interventions that lay the foundation for National 
Health Insurance (NHI). This expenditure will be put towards 
improving the quality of health facilities and infrastructure and 
expanding the capacity to train medical staff. Minister Gordhan has 
noted that the phasing in of the NHI programme will require 
substantial reforms and added that these are in the process of being 
addressed in conjunction with the Department of Health. The focus 
on its implementation will ultimately ensure that all citizens have 
access to adequate and dignified healthcare and will bridge the 
existing gap between private and public healthcare in working 
towards equality for all. The funding of this will, however, be 
significant and could be funded through various options which 
include a payroll tax (payable by employers), an increase in the VAT 
rate and a surcharge on individuals’ taxable income. The total 
expenditure on HIV/Aids will amount to R26.9bn.

Total spending on economic and social infrastructure over the next 
three years is expected to amount to over R800bn, while a new 
urban settlements development grant will contribute R21.8bn to 
upgrade 400 000 homes in informal settlements by 2014.

Government’s total budget deficit, or the difference between 
Government’s total expenses and its total revenue, is therefore 

Backdrop

2010/11 2011/12
Old Age Pension Grant            R1,080     R1,140
Old Age Pension Grant (individuals over 70 years)    R1,080     R1,160
Child Support Grant            R   250     R   270
Foster Care Grant             R   710     R   740


