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Post-GFC growth consumption & services-led

Sectoral GDP growth
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*Household + general government consumption expenditure
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Imports exceeding total output and exports...
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Fiscal intentionally counter-cyclical

Fiscal stance

g i Countercyclical
= 4,0 P.rocyclllcal . fiscal tightening
8 ’ fiscal tightening 2007
o ® 2008
©
.g 3,0 .
s
I 2,0
2
S 1.0 2009
q; 4 .
2 00 2017
4] ’
2 90162018 2022
® o 2021 @
> -1,0 2019 20920 ® ®
S 2014 @ %2015
o
> -2,0 2013 - @P2012
2011
'310 2010
Countercyclical [ Procyclical
fiscal expansion

-4,0 fiscal expansion

-3,0 -2,0 -1,0 0,0 1,0 2,0 3,0
Output gap

Note: Labels are for fiscal years ending 31 March

4 | 2020/09/19



Gov/GDP rose significantly; spending composition sub-optimal

National gov. total expenditure Real growth in selected items
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Austerity of tax policy not just perception

Total revenue and expenditure National gov. tax revenue
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State downsizing not an obvious priority

EM size of governments (2019)
EM size of governments (2019)
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Was getting inflation wrong the biggest fiscal problem?

Nominal GDP growth Difference:
2000s less 2010s
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MP in best position since introduction of IT to deal with crisis

Growth and inflation over the inflation targeting era

5,0
Overheating economy
a 2007 2008
© 2,5 2006 ® °
©
E 7005 2001 2000
-
- 00 2015
o ’ 2018 .20130 e 2016 © 2009
R 2019 o © @ % A P
o o
%" 22,5 2022 Low growth, high inflation
o °® 'stagflation’
B Low growth,
o low inflation 2021
o
-5,0
2020
([
-7,5
3,0 4,0 5,0 6,0 7,0 8,0 9,0 10,0 11,0

Inflation rate (%)
Sources: Stats SA and SARB

9 | 2020/09/19



Some concluding observations...

* Realistic repo cuts won’t solve fiscal problems, nor will shifts in inflation... indexation weakens price signals.

* Focus on determinants of real growth =K, L, A, + institutions + policy

* Network industries... weak supply, lots of demand.

e Low growth has become endogenous in fiscal policy:
* If our discussion is about short-run distribution, then zero-sum.
 |f discussion about long-run development, then about growth and financing.

* How to increase efficiency of spend & channel income pressures into development?
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