
IS GOVERNMENT TOO BIG 
YES    NO

● Reallocation of expenditure e.g. front line services
● Decrease civil wage bill e.g. removal of OSD's
● Privatize SOC's
● Adopt digital platforms to realize i

ncreased accountability, efficiency and effectiveness

● Large government requires increased resources to fund its 
operations. This would include spending on civil service remuneration, 
education and social assistance. As such, this increased spending 
crowds out private investment and negatively impacts economic 
growth. For example, government borrowing to fund its expenditure 
(as is the case currently with the budget deficit), increases the long 
term real interest rates. This causes the private sector to invest in 
bonds rather than infrastructure and business undertakings. 

● Increased government expenditure on social protection 
such as old age and child support grant indirectly 
disincentivises the potential willingness to work and 
adversely generating income.

● The significant wage bill, has the potential to crowd out 
other components of government expenditure. For 
example; goods and service provision, infrastructure 
spending and transfers. 

● Increased taxation to finance greater government 
expenditure distorts market incentives and may result 
in decreased business activity.

● Government expenditure contributes to the national GDP, both directly and 
through multiplier effects. An effort to reduce government spending will 
therefore have a negative effect on the size of GDP, and as a result will 
decrease the tax revenue collected in a financial year. Because the fiscal 
cliff is calculated as the point at which social assistance spending, plus 
public sector wages, and debt service obligations; exceeds all revenue, a 
decline in total revenue will accelerate the occurrence of the fiscal cliff.  

● Public sector investment can promote crowding in of private sector 
investment in instances where the private sector might otherwise be 
reluctant (due to high risk). Private-public-partnerships like South 
Africa's renowned Renewable Energy Independent Power 
Procurement program; incentivise the private sector's participation 
and collaboration through collaboration of the stae and private 
business.

 ● Social protection is an important policy tool for the South African government, not just 
for alleviating poverty and reducing vulnerability but for promoting inclusive growth 
through the multiplier effects of increased local consumption and improving labour 
market outcomes by promoting investment in and diversification of livelihoods and 
employment. Social protection allows the government to bring about other economic 
reforms that have positive effects on economic growth, such as a reduction in inefficient 
commodity subsidies.

● The Child Support Grant has increased more than tenfold since 2000, and today more 
than 10 million children receive it. Evidence shows that the grant cushioned the blow of 
the global economic recession on South Africa by preventing a rise in child poverty levels 
and keeping families and children from sliding into deeper poverty. Child support Grant 
provides evidence that social grants yield positive impacts that include, amongst other 
things, the reduction of poverty and hunger, promoting job searches and increasing school 
attendance.

    GTAC 

● The global technological trend towards AI, robotics and digitalisation will result 
in increased structural unemployment among low and medium skilled labour. 
This will result in complicated social, economic and political issues that the free 
market is ill-equipped to resolve. Therefore, the government will have an even 
larger role to play in the redistribution of wealth and the development of 
relevant skills among the workforce.

Policy Recommendations 

● South Africa is heading for a fiscal cliff wherein revenue is 
declining and public expenditure  (which includes social 
payments, civil wages and debt obligations) is rising. The 
fiscal position is under pressure from both sides of collection 
and spending.  Government has to manage its spending 
more effectively, such as re-allocating expenditure on  state 
departments to capital projects in the goal of improving 
productive capacity. 


