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Dear Members of the Standing Finance Committee, Select Finance Committees, and Committee
Secretaries,

The Institute for Economic Justice (IEJ) wishes to make a written submission on the 2023
Budget Review tabled by the Minister of Finance on 22 February 2023.

We thank the Committees for the opportunity to provide constructive written and oral
submissions.
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1. The need for a new macroeconomic framework: New targets and resourcing
for rights realisation

1.1. In 2022, the Institute for Economic Justice made a submission that argued that the
National Budget should be underpinned by pro-growth macroeconomic policy
measures. This entails a shift from targeting only debt and inflation to also targeting
unemployment, poverty, inequality, and structural transformation of the economy.

1.2. National budgets have systematically undermined this objective, cementing a
regressive macroeconomic policy framework and prioritising debt stabilisation through
a rush to reach a primary budget surplus. As a result, cuts have been made to public
goods such as public services while tax windfalls have been used to pay down debt.

1.3. In line with this strategy, the tabled National Budget and Medium-Term Expenditure
Framework (MTEF) propose a reduction in non-interest expenditure of R162 billion in
real terms over the medium term. This is a real decrease of 2.65% and comes on top of
previous budget cuts.

1.4. Cuts to real non-interest expenditure continue to undermine the provision of public
services. This has a disproportionate impact on the poor who rely on public services. In
addition, it increases the burden of unpaid care work mostly undertaken by women.
Moreover, as women are overrepresented in public employment, cuts in public services
increase unemployment.

1.5. The Budget Review states that reaching a “primary budget surplus in the current
financial year marks a significant achievement”. However this year, the levels of private
and public investment are the lowest since 1994, while the growth forecast has been
revised downwards to 0.9% for 2023. The record low levels of investment and poor
economic growth projection should be understood as outcomes stemming from
austerity measures.

1.6. At the same time, the South African Reserve Bank (SARB) continues to hike interest
rates as part of its inflation-targeting regime. In the context of supply-side inflation
driven by external factors, the inflation-targeting policy response is inappropriate.

Submission:

IEJ Submission | 2023 Fiscal Framework and Revenue Proposals PAGE | 2

https://iej.org.za/wp-content/uploads/2020/02/The-cost-austerity-lessons-for-South-Africa-IEJ-30-10-2019.pdf
https://www.ohchr.org/sites/default/files/Documents/Issues/Development/IEDebt/WomenAusterity/GenderDevelopmentNetwork.pdf
https://www.cnbc.com/2022/07/05/hiking-interest-rates-the-wrong-solution-to-inflation-problem-analyst.html


1.7. South Africa’s fiscal strategy must be guided by developmental priorities, the country’s
Constitution, and international human rights obligations set out in international treaties
such as the International Covenant on Economic, Cultural, and Social Rights (ICECSR).

1.8. The state has an obligation to progressively realise socio-economic rights within its
available resources. As a party to the ICECSR, South Africa also has an obligation to
mobilise the maximum available resources for the realisation of social and economic
rights. This involves raising, allocating, and spending money in a way that prioritises
people’s rights. By contrast, budget cuts are likely to lead to retrogression.

1.9. A range of developmental policy measures would flow from revising fiscal and
monetary policy to targets from debt stabilisation and inflation. Some examples include
unlocking catalytic sums of long-term real concessional developmental finance,
targeted capital management techniques, lower real interest rates, reduced cost of
debt, and more active exchange rate management.

1.10. Importantly, there should be a recognition of how different groups are impacted by
persisting inequality and budgets should be allocated in line with the needs of different
groups. The Budget, for example, has not accounted for how women, especially in rural
areas, are impacted by its austerity measures. Beyond recognition, National Treasury
must publish assessments of the implications of all budget policies and then work to
reduce inequality and any negative and regressive budgetary impacts.

1.11. Government must expand carefully-selected public expenditure, coordinated with
monetary and industrial policy, to address the country’s biggest and most immediate
challenges and mobilise financing for developmental reindustrialisation. Budget
expenditure must be used to raise aggregate demand in the economy and grow the
economy’s ability to supply goods and services (aggregate supply) with the aim of
ensuring structural transformation over the medium term.

1.12. Budget expenditure must also support industrial policies – which aim to achieve
changes in the size and composition of different sectors in the economy.

1.13. Fiscal consolidation must not be prioritised above all else, and policymaking must be in
line with evidence and the Constitution.

1.14. The National Treasury must instruct the SARB to pursue a broader range of
socio-economic and development targets. Monetary policy should be used, for instance,
to reduce the cost of debt, address the lack of competition in the banking sector and to
reduce the very high spread between the repo and prime interest rates which makes
the cost of credit unacceptably high.
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2. Impact of cuts to public services

2.1. The table below shows losses in real allocations to public services - in other words
National Treasury’s under-allocations to public services compared to if allocations had
risen in line with inflation. The medium-term shortfall in healthcare amounts to R47
billion, the shortfall to basic education is R39 billion, and the loss to social protection
R37 billion.

2.2. In healthcare, the allocations do not keep up with the growth in the number of
uninsured users relying on the public healthcare system. The allocations fall from R5
028 to R4 605 between 2022/3 and 2023/24. This means that continued overcrowding
and the ratio of nurses to the population will increase. Between 2015/16 and 2021/22,
the number of nurses per 100 000 population decreased from 299 to 294 while the
population was increasing. This will be worsened by the cuts.

2.3. Women will be the shock absorbers of these cuts as they traditionally undertake care
roles. In the long term, women’s participation time to participate in the labour market
and other activities will be taken up by care work.

2.4. The quality of education for learners in no-fee-paying schools will deteriorate. In line
with the trend in public healthcare, the number of learners to teachers will increase,
affecting learning outcomes.

Table 1: Changes in consolidated government expenditure by function
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2.5. Protecting and advancing human rights cannot be traded off against austerity.
Expenditure towards public services should be in line with population growth, the
levels of need on the ground, and inflation.

2.6. Sufficient funding must be allocated to ensure vacant posts in front-line delivery
services are filled.

2.7. All public sector workers should be protected from retrenchments resulting from
austerity measures.

3. Social grants

3.1. We welcome an increase of R30 billion in order to ensure that existing social grants
keep pace with headline (overall) inflation. However, two social grant allocations (the
Social Relief of Distress (SRD) and the foster care grants) are not in line with inflation.

3.2. Although grant amounts are set to increase by inflation this year, this ignores the
erosion that has occurred over the last 12 months. Increases to social grants are
prospective, that is, they are made in line with the expected inflation of the forthcoming
year. What this hides is what may have happened the year before. In this instance, the
increase given in last year's budget was 5% for most grants, 4.3% for CSG, and 1.9%
for foster care, based on the expected inflation of the 202/23 financial years. This was,
in the end, much lower than the actual inflation of 7.1% that occurred. That means that
by the start of this year, OAP and CSG had lost R40 and R13 in value respectively
before the year even started. Therefore, the baseline amount upon which this year’s
increase is applied is already of lower real value than the year before.

3.3. In addition, as shown in Figure 1 below, the number of grant recipients the National
Treasury has budgeted for falls drastically in 2024/25. No allocations are made for 8.5
million SRD grant recipients for the two outer years of the MTEF. Additionally, while the
value of the foster care grant increases to recipients over the MTEF, the number of
beneficiaries budgeted for, and the associated total allocations fall. An average 7.5%
fewer foster care grant recipients are provided for each year, amounting to more than
55 000 beneficiaries who will no longer receive the grant.

Figure 1: Number of grant recipients expected
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3.4. It is also important to note that increases made rely on headline / overall inflation,
whereas social grants are meant to help with the subsistence needs of the poorest.
Food-price inflation and inflation experienced by the poor and low-income earners is
consistently higher than headline inflation, meaning a real erosion in spending power. In
the context of rising hunger and food inflation reaching a nine-year high (13.4%), the
government has reneged on its Constitutional obligation to provide for those who
cannot support themselves.

3.5. The DSD has stated that 18.3 million people live below the food poverty line in South
Africa. Furthermore, the President stated that protecting people from the rising cost of
living was a priority in his 2023 State of the Nation Address. However, this budget will
exacerbate inequality by not sufficiently allocating resources to ensure that grants can
be protected from inflation levels experienced by the lowest expenditure quintiles.

Submission

3.6. All grants should be protected against headline and food inflation.

3.7. Existing social grants should not be pitted as a trade-off with the SRD grant or any
future grant that may replace it.

3.8. No grant should be below the Food Poverty Line (FPL) of R663.
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3.9. Grant allocations should be informed by evidence on the level of need by beneficiaries
and projected growth over time.

4. Social Relief of Distress grant

4.1. In 2022/23 Budget allocated an insufficient R44 billion to cover only 10.5 million
beneficiaries for the SRD grant. The latter was a figure based not on any evidence or
measurement of need, but rather, loosely on the number of recipients of the grant in
March 2022 (10.9 million).

4.2. Since then, the number of grant approvals have fallen drastically to 7.5 million in
January 2023, with only 6.3 million of those actually being paid. Again, this is not an
indication of existing needs. Rather, it is a result of new barriers being put in place for
people applying for, and receiving the grant. These include complex application,
verification, and payment systems, as well as a low means-test. Despite this, the
artificially reduced beneficiary numbers appear to have been taken as an impetus to cut
funding for the grant.

4.3. This year’s Budget cuts the SRD grant by R8 billion (18%) from 2022/23 to R36 billion,
with the transfer value remaining at R350. While that sum was insufficient to cover
basic necessities in 2020 when the grant was introduced, inflation since then has
eroded. If it had increased in line with headline inflation it would now be R413.

4.4. There is no allocation for the SRD in 2024/25 and 2025/26 financial years, and no clear
plans have been put in place to replace the grant with permanent Basic Income
Support. Thus, despite commitments by the President that the priority remains
protecting households from poverty and the rising cost of living, many more
unemployed adults between the ages of 18-59 will be without any form of income.

4.5. Cuts to the SRD grant budget, and the failure to fund it beyond 2024 is a reversal of the
rights and expectations of people in South Africa, based both on policy commitments
made by the President in the State of the Nation Address, as well as on the principle of
progressive realisation of social assistance in the Constitution.
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4.6. In the context of existing and potentially available fiscal space (see below), the SRD
grant quantum should be raised to at least the FPL. In addition, the grant must be
immediately extended to all those who need it. One method to achieve this is to raise

IEJ Submission | 2023 Fiscal Framework and Revenue Proposals PAGE | 7



the means-test to the upper-bound poverty line. Finally, the grant must be provided
continually until it can be replaced by a permanent system of basic income support.

4.7. The Budget Review states that any permanent income support will mean that other
social priorities may not be funded or taxes will increase. We urge the Committee to
consult ample evidence showing that a universal basic income grant does not need to
come at the expense of other social priorities and is feasible and sustainable through
progressive taxation. Investment into social security will help to stimulate demand in
the economy to support growth, and generate revenue for the government. Evidence on
investment into social protection shows that an investment of “1% of GDP in social
protection policies has a multiplier effect on GDP of between 0.7 and 1.9”. This means
that countries that invest in social protection have a return on investment.

4.8. A progressively funded UBIG should be implemented after the SRD expires in 2024.
The implementation must be done in collaboration with experts and civil society.

4.9. The IEJ reiterates its concern that critical decisions on social protection policy will
continue to be constrained by Treasury, rather than those who have a mandate and
expertise in this area.

5. Eskom

5.1. The conditions attached to Eskom's debt relief (R254 of R423 billion) prohibits Eskom
from investing directly in new renewable generation capacity, and tacitly assigns this
task to the private sector through Independent Power Producers (IPPs) and embedded
generation. Instead, the R168 and R86 billion for capital and interest payments,
respectively over the next three years, are limited to investments in transmission and
distribution.

5.2. Locking South Africa into this system of energy provision will negatively impact the
affordability of energy for the majority of the poor as private profit margins of IPPs drive
up prices.

5.3. There is also a risk that IPPs will not deliver the capacity necessary to address the
load-shedding crisis and widespread energy poverty.

5.4. The restriction that Eskom should only invest in transmission and distribution
infrastructure to facilitate private participation in energy generation undermines the
debt relief. This will burden Eskom with additional “wheeling” costs while the IPPs who
will generate profit from using the grid are left to pay nothing. Worse still, if Eskom
charges costs for transmission, private investors will still benefit as they will recover
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these costs by raising tariffs and thus compounding the entrenched energy
poverty.Viewed as a whole, these conditions create the necessary conditions for the
privatisation of Eskom through the backdoor.

5.5. The Budget intends to resolve the R53 billion municipal debt owed to Eskom by
pressing municipalities to undertake a range of regressive and anti-poor measures to
reduce non-payment, including the installation of pre-paid metres. These cut off access
to basic services for impoverished households and result in poor households having to
pay a higher tariff rate (as prepaid electricity is often provided at a higher tariff rate).

5.6. The R1.1 billion increase for free basic electricity (FBE) only offsets the recently
approved 18.7% electricity tariff increase and does not expand the pool of FBE
beneficiaries. The budget also fails to address the question of the amount of electricity
provided under FBE – the 50 kWh per household per month which is far below the
estimated 350 kWh per month needed to meet the most basic of needs. The
contributing factors to high tariffs especially at municipal level, namely, cuts in the
equitable share grant meant to be used for basic services, which forced municipalities to
hike their rates to compensate for the shortfall, are also not addressed. Similarly no
measures are put in place to deal with municipalities that, due to a profit motive, find it
more attractive to sell electricity than to register indigent households for FBE. 

5.7. The Budget includes substantial subsidies for private renewable investment - a rebate
of 125% (with no cap) for businesses and 25% for households (capped at R15,000).
This is good news for the rich few households and bigger businesses that can afford to
make this investment. However, for the majority of poverty-stricken South Africans
battling the high cost of living and widespread unemployment, the installation of
rooftop solar through tax breaks is out of reach. Further, encouraging wealthier
households off the grid jeopardises Eskom's future revenue and reduces the ability to
subsidise poor households. This will likely worsen existing energy inequality and
energy poverty.

5.8. The Budget is also notable for its omissions. Support to reduce input costs, for example
for diesel, coal, and the energy bought from IPPs, the biggest justification for Eskom’s
tariff increases, which entrenches energy poverty, are not discussed.
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5.9. Debt relief should be only one part of a wider debt restructuring that should include a
reduction in repayments to private debt holders (“haircuts”) and the over capitalised
Government Employees Pension Fund (GEPF) writing off its share of Eskom’s debt.

5.10. To address non-payment of electricity, prepaid electricity should be charged at the
same price as normal access and at a rate that enables consumers to comply (and not
resort to illegal connections).

5.11. If FBE is to reach more people then new Budget allocations need to do more than
merely offsetting new tariff increases. Funding should cover the expansion of the
subsidy from the 50 kWh per household per month to at least 350 kWh per month
needed to meet the most basic of needs, while also allowing municipalities to provide
other basic services.

5.12. Funding for increasing solar generation should consider socio-economic objectives, for
example, through installing solar systems in low-cost housing. Otherwise, these funds
could have been spent on community or publicly-owned renewable capacity.

5.13. To address the high input costs, the Government should allow Eskom to purchase
diesel from wholesalers instead of retailers, buy coal cheaply, and renegotiate the
expensive, yet under-delivering, REIPP contracts.

6. Tax

6.1. In the context of widespread social need attempts to raise additional revenue have not
been made. At the same time, a number of tax relief measures that accrue to the
well-off.

6.2. Tax relief through adjustments to tax bands equates to R15.7 billion. At the same time,
the brackets for transfer duties, retirement fund lump sum benefits and retirement fund
lump sum withdrawal were adjusted upwards by 10%, also reducing revenue. R9
billion is directed towards rooftop solar for big business and wealthier households

6.3. At the end of this tax year companies will also be eligible for the reduced 27%
corporate income tax rate. There is little credible evidence that such reduction helps
boost growth and much that it reduces tax income and increases inequality.

6.4. In addition, we are entering a period of structurally higher tax intake. Revenue is R93
billion higher than estimated in the 2022/23 Budget, while compared to the MTBPS,
revenue estimates have been adjusted higher by R10.3 billion. This is driven by the
commodity price rises lasting longer than expected, a trend likely to continue due to the
transition towards a greener economy, the re-opening of China’s economy, and
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persistent war in the Ukraine which are driving prices for energy and food commodities.
Further, SARS appears to be recovering with increased capacity to ensure higher tax
receipts.

6.5. It is encouraging that the Budget Review states that work is underway to tackle base
erosion and profit shifting. The IEJ is looking forward to commenting on the draft
position and plans for the implementation of the global minimum effective tax rate of
15% on Multinational Corporations (MNCs)s.

6.6. The context is therefore one of increased fiscal space, due to both the possibility of
carefully-targeted tax increases and higher-than-planned receipts (a trend likely to
continue). In such a context, violent budget cuts, of an estimated R162 billion, are
unjustified and unconscionable.
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6.7. Progressive taxation should be used to create fiscal space, redistribute income, and
invest in public services and social protection. This should include, at least:
- Immediately returning the corporate income tax rate to 28%.
- Introducing a wealth tax.
- Raising funds for basic income through a social security tax.
- Reducing, or removing, tax breaks through pension and medical aid rebates for

higher-income earners.
- Raising tax rates on income from wealth, for example, through estate duty and

dividend taxes.
- Interrogate the implications of the introduction of the global minimum tax on MNCs.

Conclusion:

Budget 2023 is anti-poor. This is because it is based on a macroeconomic framework that has
prioritised debt stabilisation at the expense of service provision. The continued policy of
austerity has also undermined levels of public and private investment and failed to grow the
economy. We reiterate that the committee must reject this Budget and call for one that
prioritises addressing unemployment, poverty, and inequality.
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