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US survey raises overall policy rating

SA has

RicH MxHo

Washington DC — South Africa’s
economic policies improved
slightly this year and could be
rated as “mostly free,” an influen-
tial US foundation and the coun-
try’'s biggest financial newspaper
said in a survey.

In the 1998 Index of Economic
Freedom unveiled on Sunday, the
Washington-based Heritage
Foundation and Wall Street Jour-
nal gave South Africa an overall
2,90 points rating, down from 3,00
in the 1997 Index released last De-
cember. The country received an
overall three-point rating in 1996
and 1995.

After being ranked 73 in the
1997 index, South Africa has
improved its ranking to 66 out of
156 countries of the world's 190
nations surveyed.

The 408-page Index scores the
relative freedom of economies
based on 50 criteria divided into
10 factors — trade policy, tax poli-
cy, government consumption of
gconomic output, monetary poli-
cy, foreign investment, wage and
price controls, property rights,
regulation and the size of the
black market.

In each category, a country is
assigned a score on a scale from
One (best) to Five (worst).

The Index is often used by US
lawmakers to decide how to
allocate foreign assistance. Econ-
omists, investors and trade repre-
sentatives also use the rating
when considering couniries they
should do business with.

The Wall Street Journal and

c7(17K)1/1A] 97

A
, mostly
free’ econo

Y47

Heritage Fo tion’s index of
economic freedom gave South
Africa an overall score of four in
its taxation, after combining the
average income taxation score of
four, which means the country
has stable but high tax rates; and
three points in corporate taxa-
tion, meaning that South Africa
has stable but moderate tax rates.

South Africa received the
worst score in its trade policies,
four plus (4+). Researchers said
the country has a high level of
protectionism.

However, the 1998’s overall
four-plus rating was an improve-
ment from last year’s worst score
of five.

The country’s best scores of
two points were in capital Inflows
(low barriers), wage and price
controls, government’s regula-
tion of economic activity and
foreign investment.

The Pretoria government re-
ceived three points in governmernt
intervention in the economy, mon-
etary policy, banking and proper-
ty rights and the black market.

Only 11 countries and ter-
ritories earned scores of “free”.
The country enjoying the most
economic freedom is Hong Kong,
followed by Singapore, Bahrain,
New Zealand, Switzerland, the
US, Luxembourg , Taiwan, the
UK, Taiwan, Bahamas and
Ireland.

Of the 38 sub-Saharan |
African countries evalunated in
the annual survey, not one |
received a score of free, Seven,
including South Africa, received |
scores of “mostly free”.




STAFF REPORTER

Cosatu celebrated its 12th
birthday with vet another
stinging attack on the
Government’s economic policy,
and warned that its strength
should not be taken lightly.

In a statement yesterday marking
its founding in 1985, the federation
charged for the second time in a week
that the Government's Growth
Employment and Redistribution

(Gear) strategy was directly responsi-
ble for the loss of jobs.

“Though we have praised the lim-
ited economic growth, that srowth
has been jobless growth. Most of our
industries continue to shed jobs. The
current macro-economic policy has
not put an end to the carnage of job-
less growth or continuing job losses
despite promises by its authors and
big business,” Cosatu said.

Cosatu also called on the tripartite
alliance, which includes the ANC and

Cosatu fires broadside on job

the SA Communist Party, to “as a
matter of urgency conclude the
debate on Gear and arrive at an ami-
cable solution to the current differ-
ences’’.

It warned the finance ministry to
stop blocking the health ministry’s
attempts to start a national health
insurance system and the labour
department’s proposals for a training
ey ARG B/12 (9

Cosatu critidised the Govern-
ment’s trade liberalisation policies.

SS€S

saying W«mem costing jobs.

Cosatu said its concerns should
not be ignored.

“Cosatu is a reality. We have a
constituency both employed an
unemployed. We are committed to
play a meaningful role in the shaping
the future of our country.

“Just as we triumphed over
apartheid we will win the war for
Jobs, houses, good governance, train-
ing, industrial restructuring and
poverty,” it said.
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New way to divide §

Minister of Finance Trevor Manuel
says that 1n one of her desk drawers
his director-general, Marna Ramos,
_keeps a pile of bones Like all econo-
“mists, he claims, she throws the
bones to determine trends in the
economy for the years ahead.
. Nonsense, says Ms Rames. she has
_other ways of working out the figures
‘for the finance department’s new
Medium Term Expenditure Frame-
work (MTEF)— and anyway, she's a
vegetarian

The MTEF might not seem like the
stuff of which headlines are made
But behind the unwieldy name 1s a
budget reform plan which will make
huge differences to the way the coun-
fry 1srun
" " Ugly fights between provincial
and central government about Just

_who 15 to be blamed for the retrench-

"' ment of teachers or for cutbacks In
hospital beds will be a thing of the
past if the plan works properly.

The MTEF is the first attempt 1n
South Africa - and one of the first in

‘the world - to look beyond the one-

-year national budget and to prepare a
set of spending guidelines for the
years ahead .

It 1s designed to put policy priori-
ties back in the centre of the stage,
making the budget 1nto a tool for
change, rather than a numpers game

The plan will glve national
departments and the provinces a

Jonger nimeframe in which to pro-
gramme spending, minimising the
roll-over of money left over from one
year to the next.

[t also will place the long-term
responsibility for each province’s
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A budget reform plan
aims to change the
way the country Is
run. Business Editor
ALIDE DASNOIS
explains how it will work

financial affairs squarely in the
hands of the provincial legislatures. If
the MTEF 15 successful, the Western
Cape government or that of KwaZulu
Natal, for instance, will ne longer be
able to blame teacher cutbacks in
their province on the central govern-
ment each province will have 11s own
budget envelope, based on careful
planning and lengthy consultation at
all levels of government.

National departments and the
provinces have been working on
three-year plans with Department of
Finance officials since the tabling 1n
Parliament of the 1997-98 Budget in
March.

Instead of basing their plans on
previous years' spending, as inthe
past, they all have been asked to go
back to square one and start budget-
mg from zero

Zero-based budgeting 1s designed
to filter out wasteful spending, so that
each rand of taxpayers money 1s used

as efficiently as possible At least
that's the theory, although 1nh prac-
tice, the Department of Finance
admaits, some government depart-
ments and provinces are struggling to
comply with the new rules.

The MTEF process starts from the
total amount of money available for
spending, based on estimates of eco-
nomic growth over the budget period.

Here the Government’s room for
manceuvring 1s imited by two policy
decisions the decision to reduce the
budget deficit each year and the
promise that tax, as a percentage of
the country’s total income, will not
rise above the present level of about
25%

Once the size of the cake has been
determined, the Government will
take a slice to repay the country’s
debt - which at the moment accounts
for a staggering 20% of the total Bud-
get - and anocther shice to set aside for
a “policy reserve’.

This 15 a sort of cushion against
the unexpected and could be used to
counter the effects of a weather phe-
nomenon or natural disaster, for
mstance.

The next step is to settle on a fair
division of the rest of the cake be-
tween the national Government and
the provinces {roughly 58°% to the
pational departments and 42% to the
provinces in the 1997-98 Budget)

Finally, the provincial share is
divided between the nine provinces.

The basic rules for the division
between provinces are set by the
Financial and Fiscal Commaission,
which has developed a formula tak-
Ing 1nte account population size and

s finance cake

(+4

soclo-economic criteria such as the
numbers of doctors or teachers per
head of population in each province

The aim 1s to reduce the yawning
gap hetween the richest provinces,
such as the Western Cape and Gaut-
eng, and the poorest, such as the East-
ern Cape.

But the MTEF also allows for some
exira money to go to the provinces via
“conditional grants”, which ¢an be
usad to fund teaching hospitals which
are ised by more than one province,
or to reward provimces for progress i
implementing the Reconstruction
and Development Programme (RDP),
or to fund better conditions of service
for public servants

Each provinhce gets a resource
envelope and. 1n terms of the consti-
tution, can spend the money as 1t
chooses, on condition that does not
overspend.

One of the MTEF goals is to make
the budgeting preocess more {ranspar-
ent, at least on the spending side

The Budget Council {made up of
the minister and deputy minister of
finance and the provincial ministers
of finance), Parliament and local gov-
ernment are being drawn into the
process.

The MTEF won't mean moere
money to spend — Mr Manuel and his
colleagues are as determined as ever
to meet budget deficit targets.

But if it works, it should mean that
taxpayers money is - visihly — being
spent on the things the Government
was elected to do.

The proof of the pudding, as the
saying goes, will be in the eating
Even for vegetarians

Dem bones, dem bones: Anance Director-General Maria Ramos throwing the bones, according to Finance Minister Trevor Manuet

aims to stop provincial shortfalls
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SA'S s securlty to be bolstered wrth more funds to fight cnme

R10-bn reserve fund to buffer econom agalnst dlsasters

By iﬂmmmm RaveEB:
Political Staff

he Government would
raise an extra R15,3-bil-
Iion in taxes next year,
build a reserve fund of R10-bil-
lion, and boost spending on so-
cial services and crime-fight-
ing, Finance Minister Trevor
Manuel said yesterday
Providing the first-ever pre-
view of a Budget, which he will
table in Parliament on March
11, Manuel lifted the lid on the
Government’s plans as part of a
move towards openness and the

adoption of a three-year, rather
than a one-year, budgeting cycle.

In years past, the Budget re-
mained secret until the minis-
ter addressed a joint sitting of
Parliament on Budget day.

“This is a hugely significant
step in increasing transparency,
openness and co-operative gov-
ernance,” Manuel said in Preto-
ria at the release of the Medium-
term Budget Policy Statement.

Inereased income would
come from the combination of
better collection procedures,
bracket creep, inflation and
economic growth. He warned
that the figures he was giving
were subject to change, but said
they provided a framework for
planning.

Interest and pressure groups
as well as individuals were now
weicon,. t0 comment +n his
prepesa]s he said.

General administration: & ok
R6,7bn DS

Ecenumlc SEWIEES
R14, 5hn
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He predicted that govern-
ment revenue would increase
from R161,9-billion this year to
R178,1-billion next year, and
that government expenditure
would increase from R186,7-bil-
lion to R202,1-billion.

The Government remained
committed to reducing its defi-
cit before borrowing from 4%
this year, to 3,5% next year and
to 3% by 2000.

Manuel was upbeat about
the country’s economic pros-
pects in the three years ahead
and was confident the Govern-
ment was operating within the
targets it set itself when it
adopted the Growth, Employ-
ment and Redistribution (Gear)
programme last year.

Real growth in the economy
as a whole, estimated at 2% this
year, wowld rise to 3% next year
and to 5% in 2000.

He expected inflation to “re-
main firmly on a downward
trend” well into next year:

He even hinted at the possi-
bility of a reduction in the over-
all tax burden, saying “Govern-
ment plans to limit the share of
national income taken by tax to
around 25%’'(of gross domestic
product).

He conceded that the level
was now higher than that, but
said further cuts in defence
spendmg and the paring of

“subsidies to reseaiy .. organi-
sations and education or health
facilities that mainly serve

R171bn
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higher-income communities”
would help to balance the books.

More funds would be chan-
nelled to the justice, police and
prisons departments.

Spending on crime fighting
would increase by about 9,5% a
year, from R18,3-billion this Vear
to R24,1-billion in 2000. Other
areas 1dentified for increased
government spending in real
terms were education, welfare
and health.

Manuel said he would estab-
lish a R10-billion “reserve” in
fwo parts - a “contingency re-
serve” to “deal with any cost
arising from unforeseen natural
or other disasters” and a “policy
reserve” to meet “specific policy
priorities”. The reserve would
be launched with a R5-billion
allocation next year.

“This is not a slush fund:
rather, it is being established to
address changing price trends,
unforeseen emergencies and to
help fund key policy initiatives.”

Manuel conceded that job
growth was lagging, saying
“job creation in not keeping
pace with the growth of the la-
bour force”.

He said a “structural reori-
entation” across several eco-
nomic fronts such as spatial-
investment projects, tourism
ant. export support pro-
grammes, were initiatives in-
tended to “put longer-term em- _
ployment and productivityona
sound feutmg".
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By Shadrack Mashalaba

EEREIH - coonomy 15 expected to show

@ negative growth this year when
statisncs are released before the
B ond of this month, and this
could be exacerbated by the El Nino
weather pattern, FutureBank economist
Michael Schussler said yesterday.

Schussler, who was addressing the
South African Railway and Harbours
Workers Union (Sarhwu) strategy con-
ference 1n Sandton, said because of El
Nino — a weather phenomenon accom-
panied by devastating drought — South
Africa will struggle to reach the 1.5 per-
cent forecast this year.

“South Africa has been getting more
portfolio investment instead of fixed
investments to stimulate economic

L

%@5 313197
Economist says SA will struggle 10
reach 1,5 percent growth this year

growth. Adding to the declining eco-
nomic growth rate is the appreciation of
the rand in relation to the currencies of
countries we compete with, making our
products more expensive in the world
markets,” Schussler said.

Restraints

He said the continuing low savings ratio
was a restraint on economic growth and
investment. The rand, he said was likely
to fall to RS,25 to the dollar in the short
term.

The interest rates, Schussler said,
would not decrease in the next three to

four months.

However, the inflaoon rate was on
the decline and will in the short term hit
the five percent mark.

The South African economy has 1n
recent years been experiencing jobless
growth. Schussler argued that there was
a threat of more job losses which sig-
naled the general slowdown in world
economic growth,

The balance of payments — which 1s
the difference in trade with the rest of
the world - was showing signs of
improvement. “This improvement can
be attributed to South Africa’s own

enforced policies such as high interest
rates.”

A one percent increase in growth
rate was possible next year, and this
would be followed by a 3,4 percent in
1999,

“The reason is that privatisation will
be accelerating, and some of the foreign
direct investment in the country, which
has not been utilised so far, will be put
into use thereby creating jobs.”

Future growth managing director
Michuel Leeman said an interesting
trend was emerging in the financing of
black empowerment deals with dis-
counts being lowered.

Leeman said the ability to ramse
funds by black empowerment groups in
the market was giving more credibility
to their deals.

onomist Michael

FutureBank ___m
Schussler.



Greta Steyn

FISCAL policy entered a new era of
transparency yesterday when Finance
Minister Trevor Manuel unveiled bud-
get projections for the next three years.

The release yesterday of the medi-
um-term budget policy statement was

an important step towards realising
the goal of three-

year. Revenue would rise 9,9% to
R178,1bn; gross domestic product was
forecast to grow 3%; and inflation was
put at 7,5%.

The document failed to revise the
firures for the present fiscal year,
sticking to the budgeted numbers ex-
cept to say that GDP growth had been
scaled down to 2% from 2,5%. Manuel

statement sagf the annual rate of in-

crease over the three-year period 1n
noninterest expenditure would aver-
age 2,7%. Spending on interest would
decline in real terms, partly as a result
of a fall in bond yields to an average of
12% by 2000/01.

“The acceleration of expenditure ...
is dependent on the performance of the
economy,” the

year rolling bud-
gets. The new ap-
Eruach means

etter planning,
more checks and
balances, as well

THE MAIN POINTS

1 A deficit of 3,5% of GDP next year, and 3% thereafter
-1 Economic projections of 3% growth in the nextfiscal year
i1 Afallin state debt costs fromb,

4% of GDP this yearto 5,7% in 2000/01

document said. If ;
the economy did
not grow fast
enough, then ex-
penditure growth
would have to be |
contained below
the projected lev-
els. The economy
was projected to
grow 3% in the

next fiscal year,

as wider partici- (7 Thecreation of areserve, increasing to R10bnin 2000/01, to provide for

pation in the bud- policy priorities and to allow for contingencies

gel process. 1 Noninterest expenditure will increase 9% a year in the next three fiscal years
For too long, [ Averageannual growth overthe nextthreeyears in spending on justice,

budgets have police and prisons of 9,5%; education spending of 8,7%; and defence of 4,6%.

been made be-

hind closed doors. | ‘ | )

These are important decisions which
affect all our futures,” Manuel said.

Much of the usual speculation about
the next budget was taken away with
the release of spending and revenue
projections.

According to the policy statement,
government spending in the next fiscal
year would rise to a projected R202,1bn
from R186,8bn in the present fiscal

said lower GDP need not mean that
revenue would lag behind budget, as
much depended on beefing up tax col-
lections. “We believe we can still do
more by way of efficiency gains, and at
this stage it is still too early to revise
the deficit targets.”

Government planned to cut interest
expenditure to free up resources for
spending on essential services. The

Continued from Page

D

ment’s capital expendi
comment that capex W ]
about 8% of poninterest expenditure.

A new feature would be the intro-
duction of areserve, which would make

room for emerging new
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ly than total expendit
creases must be held at fiscally respon-
sible levels,” the document said.

There was little detail
ture, except the

ould remain at

4% in the follow-
ing and 5% in 2000/01.

A key element of the strategy was to
keep a lid on government’s wage ball.
Almost 50% of noninterest expenditure
was budgeted for personnel costs. The
total wage bill was projected to In-
crease by an average of 8,4% a year
over the period, marginally more slow-

{Continued on Page 2
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it showed

“Pay 1n-

The chapter on

n govern-
b ing for their share

the total.

riorities and  grants would have

The document did not contain a de-
tailed spending breakdown.
government intended to
spend more on fighting crime and to
keep cutting back on defence.
andp education could also expect sub-
stantial spending Increases.

However,

Welfare

the provinces

showed that government was budget-
of I‘EEELIJIEEBBE% rei_
main broadly stable at about 6 O

Hu}:vever, transfers would be
made to the provinces over and above

their share in the form of grants. These
strings attached;

€ ] deal unlike the rest of their budgets, the
ﬁvniilﬁ?}n{;:ummgl:ngg: - 1able o ~ provinces would not have discretion
The reserve would consist of two el-  over how these allocations welrl'lea 8 Elﬁie
ements — a policy reserve and a con- The revenue sharin funﬁl duirl; b
tingency reserve. The policy reserve Provinces would be fully iEEtO ; tﬂ
would be allocated to spending pro- 2002/03. The provinces tha dEMDum—
grammes between now and budget gain most were Gauteng and Mp

dav. The contingency reserve would re-
mgin unallocated in this ygar’s budget,

alanga,

with their shares of the total
resources to provinces projected to rise

] ively once the for-
deal with any costs ariging from un- 10% and 20% respectively :
E‘gr:seen disasgers without breaching mula had been Ixj-th ased H%’r fully. Nm;l;}lld
the overall expenditure celling. ern C&PE’ No dlﬁmth nmntce

" The contingency reserve would be North West would lose the most.

R%bn in the next fiscal year and the

policy reserve R3bn.

SeePage9




o longer will the six
weeks before D-day in
the middie of M be
taken up with a frenzy of
WWmnEmEcF rumours and leaks on
‘he contents of the budget. Now
the rumour mill will just about
have to grind to a halt as the bud-
get process has become much
rore transparent.

The move towards greater
transparency started last year
with the growth, employment and
redistribution (Gear) strategy,
which gave future deficit targets.
The release yesterday of the med:-
uam-term budget policy statement
took openness much further b

making availahle projected spena-._. _mestic produc

ing and revenue figures for the
next three fiscal years, as well as
the macroeconomic assumptions
on which these projections are
based.

“We are publishing today the
same information that is before
mo,quEmmﬁ as we finalise the

udget. Every citizen, every
stakeholder will be able to read
this statement and see what we
are trying to achieve, and the re-
sources we have available....
There is a level of transparency
here that I would hazard you
would not find anywhere else,” I'i-
umMnm Minister Trevor Manuel
said.

But Manuel seemed irritated
that the document’s cover was

mw_.wmll like the EmHnE h budget.

e did not want people to co e
the two; to _&EW this discussion
document was a firm budget.

The policy statement is far
from a vﬁm.mmn — it does not con-
tain a breakdown of spending, or
any inkling of possible tax
changes. Even with regard to the
overall figures, much could still
nvmuﬂm between now and next
March 11. s

Nevertheless, it is the best in-
formation available at the mo-
ment about fiscal policy, and will
therefore be scrutinised by local
and foreign investors. The latter,
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Budgets will never be the same ag
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‘Finance Minister Trevor Manuel deserves full marks for transparency and credit for

mmﬁm&mbu,. have an interest in gov-
ernment s finances as it is the one
area where SA lags behind other
emerging markets.
Unfortunately, the most imme-
diate information on the 1997/98
fiscal year is not encouraging.
Government has scaled down its
growth forecast for the gross do-

year to 2% from the budget’s as-
sumption of 2,56%. The downward

revision implies that revenue will .

be less than budgeted, and that
the GDP number used to calculate
the deficit as a percentage of GDP
will also be less. That can only
mean that the deficit will probably
exceed 4% of GDP,

Manuel downplayed the impor-
tance of the GDP revision, and de-
clined to be drawn on talk that
gpending overruns were &also

eatening the deficit. In this
new age of transparency, some
more information on the looming
provincial spending overruns
would not have gone amisgs. Itis no
gecret that at least two provinces
have applied officially to have
their overdrafts turned into loans.
The situation begs for more than
Mmmwmunm%m vague comments that
it was too early to give up on the
4% target.

In Manuel’s defence, an admis-
gion now that the target is out of
reach might send completely the
wrong message to the provinces.
Also, too much discussion on the
present year’s budget would have
taken attention away from the
overall package that was being
presented yesterday. However, it
goes without saying that if thin
go wrong in this fiscal year, the
rosy projections for the future

the general direction fiscal
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Noninterest spending will rise....-

Fren

4 Real % change

t{GDP) for the fiscal . _}

)

-.and ﬁmxmw will stay high |

| 1998-1999

1999-2000

Revenue as % of GDP|
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might have tobe toned down. -~

On the projections for-future
fiscal years, there are two ques-
tions that need to be discussed.
Firstly, how realistic are the
macroeconomic assumptions on
which fiscal projections are based?
Secondly, what do the projections
for spending and revenue in fu-
ture years tell us about the direc-
tion of fiscal policy?

The first thing that strikes one
gbout the macroeconomic as-
sumptions is that they do not re-
flect the Gear targets, which put
GDP growth at 6% by the turn of

the century. Obviously govern-
ment had to use more conserva-
tive estimates than Gear’s growth
projections if it wanted to budget
realistically. Manuel, quite rnght-
1 Tmm.umwmﬁmﬁw _wwmmﬁ the mﬂMm of Hcﬁmwu
gures did not 1mply
that %MMH.WN& been discarded.

In fact, government could come
under fire for not being conserva-
tive enough in its budgeting. The
assumption of GDP growth in the
1998/99 fiscal year of 3% might be
a bit too high — many econormsts
are scaling down growth forecasts
for next year to little more than

policy is taking, writes economics editor Greta Steyn

91

2% . The inflation assumption for
next year also seems a bit high at

helps government through fiscal
drag and making the real increase
in spending look less. )

ranted, the growth forecasts
have to take into account the dif-
ference between the calendar and
the fiscal year. Also, the jury 1s
still out on the effects on GDF of El
Nific and of next year’s interest
rate cuts. So it is too early to start
erying foul on the macroeconomic
assumptions.

What of the fiscal policy direc-
tion? The deficit targets were al-
ready known and widely applaud-
ed as essential to get SA more 1n
line with other mEmwm.Em markets.

The spending and revenue tar-

ts for future vears were not
own; the first point to make on
the spending side is that it 1s not
austerity budgeting. The cartoon
that was drawn of uel at the
time of Gears release, dressed as
aret Thatcher complete with
handbag, should be tossed into the
dustbin for good.

As the graph shows, noninter-
est expenditure is projected torise
in real terms, reaching a growth
rate of 5% by the 2000/01 fiscal
year. At the same time, taxes will
remain high.

On taxes, Gear set a target of
95% of GDP — which will still be
exceeded at the end of the three-
year period. Even though the ratio
will not be massively out of line
with the targeted 25%, Manuel
clearly does not regard lower tax-
es as a priority.

7 5%. Ironically, higher mﬁﬁmﬂcﬂw

If he had wanted to reduce tax-
es, he would have had to cut
spending by more. By opting for a

1]

ain

little bit more spending and some-
what higher taxes, he is tAking a
more redistributive approach
without sacrificing fis pru-
dence. And rightly so — SA’s so-
cial backlogs are simply too big to
justify huge cutbacks in spending
and experiments with supply-side
economics.

The surge in real noninterest
expenditures at the end of the
three-year period reflects the fall
in debt service costs, and higher
economic growth. Debt servicing
costs are projected to rise on av-
erage by less than 7% in nominal
terms over the three-year period.

An important aspect of lower-
ing the cost of servicing govern-
ment’s debt will be a decline in in-
terest rates. As infiation falls, cap-
ital market yields are projected to
decline to an average of 12% by
2000/01.

Interestingly, no mention 18
made of using privatisation to re-
duce debt and hence the cost of
gervicing debt. It is an unfortu-
nate omission which foreign in-
vestors will not fail to notice.

How likely is it that this sce-
nario of rising real spending on es-
sential services and less spending
on interest will materialise?

There are a number of reasons
why it could %n wrong. The first
problem could be lower economic
growth. Even though government
accepts the Gear targets will not
be reached, it iz still expectin m
fairly robust growth of 3%, 4% an
5% for the next three fiscal years.
A harsh drought, or another run
on emerging markets could spoil
things. The second problem could
be high interest rates. The docu-
ment is assuming a major rerating
of the SA bond market, with yields
falling substantiaily. Again, this
will depend to some extent on the
vagaries of international markets.
It also depends on Reserve Bank
governor Chris Stals. =

Government has to assume
that things will keep going right,

‘until the opposite is proved.
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Pretoria — The radical over-
haul of South Africa’s bud-
getary process was fleshed out
vesterday by Trevor Manuel,
the finance minister, who pre-
sented South Africa’s first
medium-term budget policy
statement.

“Tt is a significant step In
increasing the transparency,
openness and also co-operative
government required by the
constitution,” he said.

The policy statement ush-
gred in certaidty for long-term
planning purposes and a cul-
ture of expenditure prioritisa-
tion at all levels of government.

“We cannot achieve all our
reconstruction and develop-
ment goals in a single year ... so

we have to choose what to put
first,” he said.

This was not the Budget, did
not contain detalled spending
plans or tax proposals and was
not a new policy statement
Rather it set out “"the opera-
tional plan to give effect to ex-
isting policies”, explained
Manuel. The projections in the
statement were clear guidelines
and not a “thumbsuck”, he
added.

Among the major points of
the statement were the govern-
ment’s reaffirmation of its
commitment.io the RDP and
Gear, and to bringing the deficit
down to 3 percent of gross
domestic product before 2000.

The Budget would be based
on “more cautious” projections
than spelt out in Gear, and it

1
TR
g
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CLARITY RULES A smiling Trevor Manuel is flanked by deputy finance minister Gill Marcus,
left, and Nkosazana Zuma, the health minister

anuel flesh t budeet policy
uel fles escggw &1{1‘3\ ég% policy
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contemplated a more equitable
distribution of funds between
national, provincial and local
government government.

Total public expenditure
was expected to grow at 9 per-
cent over the next three years,
enabling real Increascs in
spending on public services

The statement effectively
opened the previously closed
doors on budgetary policy-mak-
ing, Manuel said.

One analyst welcomed the
statement, saying it sent a mes-
sage that the finance depart-
ment was serious about manag-
ing the country’s finances and
would boost investor confi-
dence locally and overseas.

| | Business Watch, Page 20,
also Page 21
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Own CORRESPONDENT
Cape Town

inister of Finance
gewmﬂcw Manuel says
that in one of her desk

drawers his director-general
Maria Ramos keeps a pile of
bones. Like all economists, he
claims, she throws the bones to
determine trends in the econ-
omy for the vears ahead.

Nonsense, says Ramos: she
has other ways of working out
the figures for the Finance De-
partment’'s new Medium Term
Expenditure Framework
(MTEF). (And anyway, she's a
vegetarian.)

The MTEF might not seem
like the stuff that headlines
are made of But behind the un-

Ugly fights hetween provin-
cial and central government
about just who is to be blamed
for the retrenchiment of teach-
ers or for cutbacks in hospital
beds will be a thing of the past
if the plan works properly.

The MTEF is the first at-
tempt in South Africa — and one
of the first in the world — to logk
beyond the one-year national
budget and to prepare a set of-
spending guidelines for the
years ahead. It’s designed to put
policy priorities back in the
centre of the stage, making the
budget into a tool for change
rather than a numbers game.

The plan will give national
departments and the provinces
a longer time frame in which to
programme spending, min-

province’s financial affairs
squarely in the hands of the
provincial legislatures.

If the MTEF is successful,
the Western Cape government
or that of KwaZulu Natal, for
instance, will no longer be able
to blame teacher cutbacks in
their province on the national
government: each province will
have its own budget envelope,
based on careful planning and
long consultation at all levels of
government,

National departments and
the provinces have been work-
ing on three-year plans with
Department of Finance offi-
cials since soon after the
tabling in Parliament of the
1897-98 Budget in March. In-
stead of basing their plans on

time reducing

the yawn

A
Zero-based wﬁnw%

signed to filter out wasteful
spending, so that each rand of
taxpayers’ money is used as ef:
ficiently as possible. At least
that’s the theory, though in
practice, the Department of Fi-
nance admits, some govern-

ment  departments and
provinces are struggling to
comply with the new rules.

The MTEF process starts
from the total amount of
money available for spending,
based on estiinates of economic
growth over the Budget period.

Here the Government’s
room for manoeuvre is limited
by two policy decisions: the de-
cision to reduce the Budget
deficit each year and the
promise that tax, as a percent-

LT

etermined, the Govern-
ment will take a slice to repay
the country’s debt — which at
the moment takes a staggering

20% of the total Budget - and .

another slice to set aside for a
“policy reserve”.

This is a cushion against the
unexpected and could be used
to counter the effects of a
weather phenomenon or nat-
ural disaster for example.,

The next step is to settle on
afair division of the rest of the
cake between the national Gov-
ernment and the provinces
(roughly 58% to the national de-
partments and 42% to the
provinces in 1997-98).

Finally, the provincial share
is divided between the nine
provinces, The basic rules for
the division between provinces
are set by the Financial and
Fiscal Commission, which has
developed a formula taking

i wieldy name is a budget reform  imising the rollover of money  previous years' spending,asin age of the country’s fotal in-
Trevor Manuel ... moving his  Plan which will make huge dif-  left from one year to the next.  the past, they have all been come, will not rise above the
ministry towards both greater  ferences to the way the country It will also place the long- asked to go back to Square one  present level of roughly 25%.
efficiency and transparency. is run. term responsibility for each and start budgeting from zero. Once the size of the cake has
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Three-year rolling Budgets facilitate long-term

inister of Finance
Trevor Manuel has tak-
en all the fun out of
. | Budget day. No more
anxious scanning of the Budget book
in search of revenue and expendi-
ture targets: they are now freely
available for the next three years.
Some elements do survive
Manuel’s Budget revolution, how-
ever; tax changes will still be an-
nounced only in March, as will the
breakdown of expendifure by sector.
But judging by the revenue pro-
jections made this week, there isnot
much room for manoeuvre. Better
revente collection and broadening
the tax base are the priority; politi-

planning, writes Madeleine Wackernagel

cal considerations make a hike on
value-added tax, for example, un-
palatable.

Customs & Excise, Manuel ad-
mitted, is still the biggest problem,
but with the autonomy granted the
South African Revenue Service ear-
lier this year, efficiency gains should
be achievable.

At this stage, expenditure is fore-
cast to increase at a rate of 9,5% an-
nually over the next three years,
while the Budget deficit as a per-
centage of gross domestic product
(GDP) falls from a projected 4% in
199798 to 3,0% in 2000-01.

Economic growth for this year
has been revised to a more realistic

evolution’ !

it 5-1lA03

2%, although the department still
thinks 3% is possible next year. Most
economists are aiming for 2,5%.

While these targets are indeed
more conservative than those set
out in the growth, employment and
redistribution strategy released last
year, they may still be tco opti-
mistic. Already there are doubts
that the 4% deficit projection will
be achieved in this fiscal year un-
less the provinces drastically rein
in their spending.

Economic growth at 3%, 4% and
5% for 1998-2001 respectively could
easily be knocked by the effects of E1
Nifio or a worldwide slump sparked
by this year’s crisis in the financial
markets. Asia has yet to recover its
spirits and while recession is un-
likely, a slowdown is imminent.

But Manuel is adamant that the
Budget deficit will be cut to 3% by

Thumb up: Trevor Manuel with Minister of Health Nkosazana Zuma
and finance director general Maria Ramos announcing the Budget
plans. PHOTO: SIDDIQUE DAVIDS

the end of the decade, in turn cur-
tailing the interest bill and freeing
up resources. The tax burden will al-
s0 be limited to around 25% of GDP,
something business has been urging
for a while.

In addition, the reprioritisation
of spending is firmly on track: de-
fence is down to 1,7% of GDP, while
social security and welfare is up
from 2% to 3%: and public order and
safety is up from 2,4% to 3%.

|




Economic think-tank

scales down GDP
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Samantha Sharpe

CAPE TOWN — The Bureau for Eco-
nomic Research has scaled down its re-
al gross domestic product (GDP) fore-
casts and shifted its projections for ex-
pected economic recovery outwards
towards the middle of next year, fol-
lowing the recent fall in the gold price
and East Asian economic adjustments.

However, in its latest economic
brief, the bureau said the strength of
the anticipated revival was not at risk,
with its major impact expected beyond
the present horizon of the fourth-quar-
ter of next year.

“The year-on-year real GDP growth
rate is unlikely to decline significantly
below the recently released third-quazr-
ter level for this year — that is 1,1% —
over the immediate term until the mid-
dle of next year. Thereafter, real GDP
growth is projected to accelerate to 3%
by the end of next year, averaging 2,8%
for the year cumpared to slightly below
2% this year,” the bureau said.

It 5&1{1 the SA economy wasin a con-
solidation phase, softened by a rela-
tively stable financial climate and

CSS
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buoyancy in industrial exports, a fea-
ture reflected in declining 1nﬂatlur1
improving liquidity, lower interest
rates and a relatively stable trade-
weighted value of the exchange rate.

“Producer inflation could dip below
5% towards the end of this year and
early next year and money market and
long-term interest rates could ap-
proach a 13% level during the second
quarter of next year. Prime overdraft
and mortgage rates are projected to de-
cline by two percentage points during
the first half of next year, remaining at
that level,” the bureau said.

On the rand, the bureau said the ex-
change rate could be at risk due to the
sensitiwty of the capital account of the
balance o fpayments following large in-
ward portfolio investments this year.

“In an uncertain financial environ-
ment: a weak gold price; speculative
pressure against the emerging-market
currencies in the wake of the southeast
Asian currency meltdown and volatil-
ity 1n the major industrial country
stock exchanges, balance of payments
problems could arise should net capital
inflows not be sustained.”
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IN ITS customary cau-
tious tones the »outh
African Reserve Bank has
criticised TN eTEmerit
spending habits in its lat-
et darteriy Bulleng
writes SYEN LUNSCHE

Reterring 1o the trend
as “ominays ', the Bank
says that a substantal
part of the R24 %-hilllon
hudgeted deftcit for the
£997 98 fisc al year had al-
ready been absorbed in
the first hall “This over-
shoot of the projected
defic)t was particutarly
acute 1n the provinces,”
the Bank says

The report also high-
hights a rise in total pub-
lIic sector debt levels At
the end of September to-
tal debt rose to R334 7-
billion, or 57 4% of GDP
This 1s 1its highest level
ever and has forced SA
tnto a debt-trap situation,
economists claim

Being in a debt trap im-
plies government has to
borrow merely to service
its debts In its Maast-
richt critena for admis-
sion to the European sin-
gle market, the EU has set
60% of GDP as a maxi-
mum debt level allowed

The rising debt runs
counter to this week's
three-year budget expen-
diture framewaork

The framework pro-
Jjects that softer infiation
and lower wvields 1n the
capital markets would re-
sult i lower financing
co5ts for government

It estimates the nation-
al debt burden will fall to
57% of GDP by 200001
from 6 4% 10 1997/98 To-
tal public sector debt wall
fallto 50% by 2000/01. the
Finance Department
says The mimstry said it
planned to continue bor-
rowing mamniy in long-
dated domestic securs-
ties, but would supple-
ment this programme
with imited foreigh bond
1ssuance and domestic
short-term securities

Government spends
21 2% of its Budget on
servicing debt The nun-
15try wants to see this cut
to 20', by 2000/01 “Not
current trends contin-
ue,” 1s the velled message
by the Reserve Bank

V.anue.
sobers up
spending  yw1th realistic
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The medium=term Budget plan,

however transparent, is still short on
details, writes SVEN LUNSCHE

HE ANC government
broke new ground
this week when 1t out-
lined a wide-ranging
three-vear Budget plan — a
plan that also underlined its
commitment to sound mo-
netary policies and fiscal
stringency
Finance Mimster Trevor
Manuel cannot be faulted on
his policies The Medium
Term Expenditure Budget
statement, a model in trans-
parency, takes a more reats-
tic view ol economic pros-
pects, the growth forecast
contamned 1n his Gear palicy
are adjusted downwards in
his new document
But, as Manuel has expen-
enced over the past one-and-
a-half years since he launched
Gear, sething economic guide-
lines, not to mention precise
targets, is an exercise fraught
with difficuities when yvou lack
the means to implement 1t.
Ltke Gear, the medium-term
budget plan s short on details
on how to achieve the ambi-
tious budget targets
In terms of the targets —
termed operational guide-
lines by Manuel — total gov-
ermment spending would n-
crease 9.50% a year from
R186 8-bithon n 1997/98 to
R241 5-billion in 2000/01
This 1s probably a reatistic
assumption
Revenue over the same pe-
ned would increase from
R162-ikion to R216-billion, a
decline 1n real terms
The budget deficit targets
remained on track with Gear
forecasts — 4% of GDP thes
vear, falling gradually to 3%
by 2000
Despite fears that the
provinces would overrun
their 1997/98 budgets by as
much as R&-billion this year,
Manuel said there was no rea-
son “at this stage to revise the
4% deficit target”

His longterm Budget plan
contains few detaills on the
structural problems facing
the three spheres of govern-
ment — national, provinciat
and local

In particular, two issues re-
quire urgent action how to
substantially trim the bloated
public service at national lev-
el and how to tackle the cnit-
tcal shortage of manageral
capacity in the provinces and
at local level

The document makes refer-
ence to “dismantiing over-
centralised and bureaucratic
controls .. and affordable
right-s1izing instruments” but
beyond these frameworks few
details are offered.

Public Services Minister Zo-
a2 Skweyiya was equally ret-
Icent at the presentation of
the medium-term spending
framework “We really can't
give you the destred staff
numbers -—- we would like a
more realistically staffed and
better trained civil service,”
Skweyiva said

Skweyiya and Manuel both
indicate that without a signif-
icant reductlon 1n staff bud-
gets, dehcit targets are prob-
ably out of reach

{Ethis year's budgetary pro-
cess is anything to go by
Manuel will have a tough task
ahead of him in meeting three-
year guidelnes without sacn-
ficing certain social services,

With funds rapidiy running
out, provinces are asking
Manuel for more funding So
far. he has stuck to s guns
admirably and turned them
down, leaving the provinces
with little option but to slash
spending sharply

Education and health are
likely to be the departments
largeted for cuts, precisely
those departments already
experiencing  shortages of
nurses and teachers

Manuel said the provinces
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had been extensively in-
voived i drawing up the
three-year spending plan.
They had to submut their of-
ficial three-year budgets to
him early next year.

This mught bhave focused
the minds of provincial fi-
nance MECs on achieving
their budgeted targets, but
they are nevertheless likely to
ask for more funds judging
from this year's expenence

Over the three-year penod,
the provinces’ share of total
spending  would barely
change from 53.5% n this fs-
cal yvear to 53.7% in 2000701

Social services would by
and large receive a larger
share of the budget in three
years' time Spending on ed-
ucation was projected to rise
from 26.2% of the budget at
present to 27 1% 1n 2000/01

Slmitarly, welfare and the
police and justice depart-
ments would recetve a bigger
slice, while health spending
would remaln steady

[n addition. conditional
grants would be avallabie for
provinces for specialised
health services and chinical
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tralning, and for the continu-
ation of the primary school
autrition programme.

The increases once again
come at the expense of the 8A
National Defence Force,
which is faced with a cut of 2%
a year in real terms over the
next four years

A polley reserve of R3-bil
llon a year has been set aside
to enable government to meet
specific pnorities, and a con-
tingency reserve — R2-billion
in  1998/99, R4bilhon In
199972000, and R7-billion In
2000/01 — for unforeseen
costs ansing from dlsasters.

One of the most disappoint-
ing aspects of the forecasts is
that Manuel does not foresee
an increase In government
spending on capital projects,
but 15 projected to remain at
8% of total spending over the
three-year period.

On the other hand, 50% of
the budget will continue to be
spent on personnel costs,
with the total wage bill pro-
jected to ﬁﬂ.mﬁm 8 4% a year
over the € period

“Since most consumption
spending 15 wages and sa-

*
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laries of public servants, this
means that pay Iincreases
must be held at fscally re-
sponsible  levels,” says
Manuel, only too aware that
50 far, government has not
managed to cormvince public-
sector unions of the merits of
fiscal stringency.

What makes Manuel's
three-year planning exercise
even more difficult ts the un-
certain economic outlook

The finance department
has already cut its forecast for
economic growth to 2%
for1397/98 In its Emwmz bud-

et, the miatstry said 1t ex-
wmﬂ_ﬁ growth of 2.5%, while
it predicted 2.9% [or calen-
dar1997 in the Gear strategy

“If our numbers are conser-
vative it is to ensure we don't
project beyond what we wall
have available,” Manuel said

He emphasised that the
docurment was not meant to
replace Gear but that it was an
operational plan setting out
government's position

Inflation was projected as
falling to 7 5% in 1998/99 from
9% in 1997/98 and reaching 6%
in flscal 2001/01.

Scurce DEPARTMENT OF FINANCE 3
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Asked whether slowing

owth would pressure deficit
orecasts, Manuoel sad there
was no plan to revise the min-
Istry’s predictions but sig-
nalled he was optimmstic that
the country could ease pres-
sures on the public purse by
improving on its poor rev-
enue collection.

“We can do more through
efficiency gains,” he said,
adding that present revenues
were roughly m line wath
expectations.

The three-year framework
also confirmed prewious work
done by the Fiscal and Finan-
clal Commisston on the allo-
cation of government grants
to the provinces.

In terms of the formula, the
allocation ta the Northern
Cape would fall 118% be-
tween 1997/98 and 2002/03
Over the same period, North-
erm Province would receive
8.9% less and Western Cape
3.8% less.

The provinces whose share
of the budget would rise the
largest were Mpumalanga
{20%), Gauteng (10 4%) and
KwaZulu-Natal (5 9%)
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VER the past year non-governmental
organisations (NGOQOs), churches,
Human Rights Commissions, the
South African National Civics
Organisation and trade unions have raised
concern about the resources that go towards
servicing the debts incurred by the apartheid
government.

In 1997 more than one-fifth of our national
Budget was allocated to debt servicing. Our
national debt. which now stands at R305 bil-
lion, costs almost R40 billion a year to service.

There have been discussions with the
Ministry of Finance on how the apartheid debt
could be better managed. These proposals
emanate from studies commissioned by NGOs
and churches and are backed by some of the
country’s leading economists.

Al parties, however, agree that it is immoral
for those who suffered under apartheid to be
expected to repay the very loans that were
made to oppress them. Sadly, unless we are
abte to deal with the debt in a creative manner,
future generauons will carry the burden.

It is untrue that nothing can be done because
the structure of the debt is too complex. The
submission to the Truth and Reconciliation
Commission (TRC) on the apartheid debt has
proposed specific actions that could be taken.

Firstly, with regard to the five percent debt
that 1s owed to European banks, we propose
that an appeal be made by President Nelson
Mandela, civil society leaders such as
Archbishop Desmond Tutu and civil society
and government leaders in Europe for banks to
voluntary forgive this debt.

We believe the weight of moral pressure and
the embarrassment associated with making
these loans should motivate these banks to
comply.

Biggest opportunity

Secondly, the biggest component of the debt,
some 40 percent, is owed to the Public
Investment Commission, which nvests civil
servants’ pensions. This is where the biggest
opportunity lies and the reluctance of the
Ministry of Finance to reverse an act of
apartheid by the National Party (NP) 1s puz-
zling.

In 1989 the NP, seeing the inevitability of
democratic rule, changed the structure of the
civil servants’ pensions from a “pay-as-you-go”
to a “fully funded” system. This was probably
done partly to ensure that the incoming govern-
ment will be unable to meet 1ts electoral
promises

Crudely put, companies need to have a full
pension fund smnce they might go bankrupt and
might need to pay off all the workers at one go.
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the country have to pay it?

Kumi Naidoo considers various

ways of getting rid of it...

Governments on the other hand, as 1s the
case in many parts of the world, need to hold
only enough funds to cover the annual pay-
ments of those who have retired. Usually the
Incoming penston contributions of the younger
workers subsidise the older workers.

There 15 no reason for the civil servant pen-
sion fund to be fully funded. The fund in South
Afnica 15 almost 70 percent funded and grow-
ing. This is substantially more than is needed
for government to meet its pension obligations.

The fund was about R10 brllion in 1989,
Today it holds a whopping R135 biliion. To
have such huge reserves means that govern-
ment has to borrow further and therefore the
debt grows even more.

It 1s proposed that we revert to the pre-1989
formula by allowing government to reduce its

-debt burden as well as to release money for

poverty eradication programmes.

The arguments of the Ministry of Finance
against these proposals are unconvincing. They
say these proposals will interfere with the civil
servants’ pensions. We are not advocating a
path that will see civil servants — notwithstand-
ing their loyal support for the apartheid regime
in most cases — losing their pension benefits

The Constitution guarantees a fair and just
pension to all civil servants but does not say,
however, that we must use the current formula
which does not make any difference to the pen-
sion payouts received by individual pensioners.

The argument advanced by the finance
director-general has been that many govern-
ments in Europe who currently use the pay-as-
you-go system are now considering changing to
a fully funded system.

The demographic realities of Europe, with a
growing ageing population, night necessitate
such a shift but it remains to be seen whether
such changes will be effected. However, we
have a disproportionately large young popula-
tion and this is reflected strongly in the civil
service. The third component of the debt is
owed to Jocal commercial institutions such as
Sanlam and Old Mutual. There are mechanisms

with a
galling R305 million debt left by
the previous government. Does

available here to government which need to be
explored.

We need to know how much was loaned, by
whom and when and mainly how the interest
payments are currently structured.

Here we are talking, In part, about the pen-
sions of citizens and we need to be sensitive
about how we proceed. It 1s wrong, however, to
accept a position that our hands are tied and we
have no options, particularly 1n the political
context of the TRC business hearings.

Extent of profiteering

We would need to understand more clearly how
the choice to lend to the apartheid government
was made. We will need to take into account that
there were certain regulations that required a cer-
tain level of lending to government,

Given the levels of actuarial competency
available, we should be able to ascertain the
extent of profiteering that occurred as a result
of these loans,

The options available here, which also apply
to the other parts of the debt, include long-term
interest hohidays (no payment of interest for a
negotialed period), negotiated cancellation of
certain portions of this debt, a complete forgiv-
ing of the interest portion of the debt and other
forms of restructuring.

The burden of course shouid not be borne
by individual policy holders but by the institu-
tiontal shareholders wherever possible.

Right now, when future generations ask
whether we gave thorough consideration to all
the various options regarding these unjust
debts, we will have to answer with a reSound-
ing “No!”

At 1ts conference next week the African
National Congress, and indeed all political
organisations, should add their voices to that of
civil society organisations which argue that
there are many possible solutions that must be
pursued vigorousty and rationally as a matter of
national ureency

(The writer 18 executive dirvector of the

Sonith African Nanonal NGO Coalition )






SA not alone in quest

for com
pb

Lucia Mutikani

SA COMPANIES had to get to grips
with implementing performance man-
agement systems if they were not to
fall further behind in the race for glob-
-al markets, FSA-Contact MD Olof van
Schalkwijk said this week.

Van Schalkwijk’s human resources
consultancy recently conducted a sur-
vey involving 80 businesses across the
economic spectrum about the organi-
sational challenges facing them as the
new millennium approaches.

He said SA was not alone in its
quest to become globally competitive.

“The rush 18 on by businesses
throughout the world to boost their
competitiveness.”

“f ocal businesses ranked the need
to become a more effective global com-
petitor among their tn% eight organi-
sational challenges for the future.

“This is in line with international
research which shows that organisa-
tional change has become a Fermanent
feature in the business world respond-
ing to the pressures of international
competition.”

. A survey of more than 1 800 busi-

fiesses in Canada, France, Germany,
Japan the US and Britain found that
all had undergone some kind of
organisational change in the past two
years, including downsizing and
reorganisation.

Two-thirds of all respondents be-
lieved that their current restructuring
activities would continue at the same

97

etitive%g

)

rate or increaseinto the 2Istcentury.

The survey was carried out by FSA-
Contact’s international affiliate Wat-
gon Wyatt Worldwide.

Van Schalkwijk said SA compames
had adopted numerous strategies to
enhance their competitiveness includ-
ing restructuring, reducing their staff
complement and installing new equip-
ment with the aim of improving pro-
ductivity and profitability.

“It is clear that business people
around the world believe they can
flourish only in an environment con-
ducive to competitiveness, and that im-

lies limited government regulation,”
e gaid. .

Vean Schalkwijk said another factor
harming productivity in SA as well as
overseas was the shortage of qualified
employees. -

Local executives, like their over-
seas counterparts, have recognised
that the best way to overcome the prob-
lems of low productivity is to employ
people with the right competencies for
the job, develop their abilities and then
reward them appropriately,” he said.

Van Schalkwijk said the FSA-Con-
tact survey had found that most SA
companies were concerned about their
ability to measure and reward perfor-
mance fairly, and many erience
problems implementing periormance
management systems etfectively.

“SA companies will have to get to
grips with tYlEEE igsues if they are not
to fall even further behind in the race
for global markets,” he said.
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Don’t repay

unjust debts

Relieving the debt burden is a matter of @GD
national urgency, writes Kumi Naidoo

(g (>R [I&|9F

F South Africa is serious about

reconciliatien and justice, we

need to look creatively at the

hurden of debt 1ncurred by the
PICy 100s Bover niment

Over the last year, non-govern-
mental orgamsations (NGOs),
churches, the Human Rights Com
missiun, Sancoe and trade unlans
have raised concern about the re
sources that go towards SCIVICIng
the debts inctrred by the apartheid
government [n 1997, more than one-
fitth of vur national Budget was al-
located to debt servicing Qur na-
tional debt, which now stands at
R305-b1llion, costs society almost
R40-billion a year
There have been discussions with

the Ministry of Finance about how
the apartheid debt could be better
managed. These proposals emanate
from studies commassioned by non-
governmental organisations and the
churches and are backed by some of

the country’s lvading economists
Some media reports have carried
fuctual errors: and contestable com-
metits from the Ministry of Finance
have created 1 uulusion and pes-
simism about the i-sue

All parties, huwever, agree that
1t 15 immuorai for those who suffered
under apartheid to be expected to re
pay the very loans taken to oppress
them Sadly, unless we are able to
deal with the debt 1n a creative man
ner, future genet ations will have to
carry the burden

It 1s untrue that nothing can be
done because the structure of the
debt is too complex. The submission
to the truth commission on the
aparthetd debt has proposed specif:
ic actians that could be taken

First, with regard to the 5% of the
debt owed to European bhanks, we pro-
pose that an appeal be made by Pres-
ident Nelson Mandela, South Aft1ean
civil society leaders and c1vil society

PHOTO: THEMBA HADEBE

in the respective European countries,
for these banks to voluntary forgive
this debt. We are not suggesting a uru-
lateral cancellation We believe that
the weight of moral pressure and the
embarrassment assoriated with mak-
ing these loans should motivate these
banks to comply

Secondly, the biggest component
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of the debt, some 40% _ is owed 1o the
Public Investment Commission
(PIC) which invests c1vi) servants’
pensions This 15 where the biggest
Opportunity lies and the reluctance
of the Mmisoy of Finance to reverse
an act of apartheid keeping under-
taken by the Nationa) Party 15 puz
zling In 1589, the NP, seeing the in
evitability of democratic rule,
changed the structure of the civil ser-
vants’ penstons from a “pay-as you-
go" towards a “fully funded” systemn

Crudely put, companies need to
have a full pension fund stock since
they might go bankrupt and might
need to pay off all the workers at one
Bo Governments, on the other hand,
&s 158 the case 1n many parts of the
warld, only need to held enough
funds to cover the annua)l payments
of thuse who have retired Usually,
the incaming pension contributions
of the younger workers subsidise the
older workers

There is no reason for the c1vij
servant pension fund to be fully
funded The fund in South Africa 1s
almoat 7¢% funded and growing
This is substantially more than iz
needed for government to meet 1ts
pension obligations The fund sat at
about R10-billion in 1989 Today it
holds a whopping R135-billion To
have such huge reserves means the
government has to borrow further
and, therefore, the debt grows even
maore. It is proposed that we change
back to the pre 1989 formula, allow-
ing the government to both reduce
its debt burden and release money
for poverty eradication programmes

The arguments advanced by the
Ministry of Finance against these
proposals are unconvincing They
have said that the proposals being
made will hurt civil servants' pen-
sions, We are not advoeating a path
that will see civil servants, notwith-
standing in most cases thelr loyal
support for the apartheld regime,
lose their penslon benefits

The Constitution guarantees g
faw and just pansion to all civid ser
vants, but does not say, however,
that we must use the current for-
mula, which does not make any dif
ference to the pension pavouts re-
ceived by individual pensioners The
fact that there 1s an excess amount
s1tt1ng with the PIC does not 1n
crease or decrease the current pen-
sion payouts,

The director general of finance has
argued that many governments in
Europe which currently use the “pay

a5-YOuU-go System” are now consider
ing changng to a fully fundoed system

The demographic realities of Eu
rope, with a growing ageing popula-
tion, might necessitate such a shift,
but 1t remains to be seen whether
such changes will be effected How-
ever, we have a disproportionately
young population and this reftects
itself strongly 1n: the ci1vil servies

The third component of the debt
is owed to local commereial institg
tions such as Sanlam and Old Muty
al There are mechanisms avallable
te government that need to be oy
plored We need to know how much
was loaned, by whom and when, and
mainly how the mierest payments
are structured Here we are talking,
1n part, about the pensions of citizens
and we would need to be sensiitve
about how we proceed

It 1s wrong, however, to accept
{hat our hands are tied and we have
no eptions The options available
here, which also apply to the other
parts of the debt, include long term
interest holidays (no payment of In-
terest for a negotlated period), no-
gotlated cancellatlon of certain por-
tions of this debt, a complete fi orgiv-
ing of the interest portion of the deht,
and other forms of restructuring
The burden, of course, should not be
horne by the individual policy hold-
ers but by the mstitutional share-
holders wherever possible,

As Reverend Molefe Tsele of the
South African Councll of Churches
{SACC) notes, this is not only about
righting previous wrongs, but also
about the future, since this historical
burden will be with us for decades to
come We owe it to those who pertshed
fighting apartheid and to future gen
erations to responsibly explore every
possible avenue to hring down the bur
den of the debts Incwred by the pre
vious government

Right now, when future genera-
tions ask If we gave thorough con
sideration to all the options regard
ing these unjust debts, we will have
to say a resounding ae' The African
Natlonal Congress conference, and
all political organisations, should
add thelr voices to that of civil sori
ety organisations, which argue that
there are many possible solutions
that must be pursued vigorously and
rationally as & matter of national ur

gency

Kumi Naidoo is executne director of
the Sonth African Natwnal NGO
Coualition
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Unions cool
on iianuel’s
new budget

frg ﬁeyor
Cali 12//3 /97

Three of the country’s trade
union federations have welcomed
Finance Minister Trevor
Manuel’s newly unveiled three-
year Medium Term Expenditure
Framework (MTEF) but voiced
reservations about the
Government’s monetary and
fiscal policies.

The Congress of South African
Trade Unions (Cosatu), National
Council of Trade Unions (Nactu) and
federation of Unions of South Africa
(Fedusa) said in a joint statement the
MTEF would lead to better planning
and an effective use of the budget.

“All three federations are of the
view that a more structured medium
term planning process is the only one
that 1s suitable for laying a solid basis
for macro-economic growth and cre-
ating jobs,” the statement said.

But the unions said the policy
statement’s budget deficit and rev-
enue projections were unacceptable
and would lead to a slowing down of
economic growth and cuts in social
spending.

Current monetary and fiscal poli-
Cy was not consistent with the Recon-
struction and Development Pro-
gramme, the unions said.

They suggested that MTEF be
debated in the National Economic,
Development and Labour Council
(Nedlac) early next vear.

The MTEF plan, unveiled by Mr
Manuel earlier this month, seeks to
cost the Government’s spending pri-
orities for the next three years. It
allows for spending from the national
budget to grow by 9% a year for the
next three years,

The figures are based on estimated
economic growth of 2% this year, ris-
ing to 3% next yvear and to 5% in the
year 2000.
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By ldo Lekota
Political Reporter

THE Congress of South African Trade Unions
will provide its input on how the
Government’s Growih Employment and
Redistribution strategy could be refined, gen-
eral sccretary of the federation Mr Zwelinzima
Vavi said yesterday

Vavi said this at the 50th African National
Congress conference which started 1n
Mafikeng

He said Cosate had expressed concern
about Gear’s strategy, claiming that 1ts intend-
ed objective of reducing the country’s balance
of payment deficit from 4.1 percent of the
Gross National Product to three percent would
impact negatively on the social expenditure

“What is currently happening 1n the
provinces 1s testimony 1o our objection,” sad
Vavi,~

Reducing tariffs

Vavi said Cosatu had objected to the fact that
Gear was bent on reducing tariffs below the
Jlevels agreed upon at the World Trade
Organisation.

Cosatu general secretary Mr Sam Shilowa
was, however, cautious, preferring to say the
federation wanted to see how the ANC a» 2
political party would lead the country nto the

next millennigm.
He said the federation would watch with

interest how the ANC would address the socio-
eCcONOMmIC 1ssUcs.

“The issue is not about how the ANC and
Cosatu differ on Gear. but how as an alliance
we can work towards the socio-cconomic
transformation of this country,” Shilowa said.

In his presidential address, President
Nelson Mandela said one of the challenges
faced by the ANC as a ruling party was ol "sct-
ting the South African economy on a sustain-

poverty and unemployment”

Today the commission on Economic
Transformauon will resume its work, guided
by the ANC’s macro-economic policy ol
Growth Employment and Redistribution

able growth path resulting 1n the ehimination of

| Intense deliberations

Thlb will undoubtedly lead to intense delibera-
' tions withun the commission given the crit-
cism levelled at the pohcy by provinces such
as the Eastern Cape

On the other hand, both the South African
Communist Party (SACP) and Cosatu will def-
initely use its observer status to umpact on the
dehiberations within the commussion.

® Supu reports that President Mandela
| called for a system whereby owners of capital

would, willingly, understand and accept the
idea that business success could no longer be
measured by profit alone.

“According to this thests, to which we must
subscribe. success must also be measured with
relerence to a system of social accountability
for capital which reflects its impact both on

- human existence and the quality of that exis-
tence.”

An 1mportant element of ANC policy was
the deracialisation of the economy, to ensure
that 1ts ownership and management increas-

1ng_l_y reflected the racial composition of South
Alrican society, Mundela said. — Supa.
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ANC 50TH NATIONAL CONFERENGE

Gear still grates
after lubrication

Delegates (Za,mlr/,e thz !Eélé 67 '

knowing key issue still unresolved

The more than 3000 "delegates to the
African Naticnal Congress's 50th national
conference will leave Mafikeng singing and
chanting this weekend in the uneasy
knowledge that the most divisive debate on
their agenda has not been finalised

The signs were there long before con-
ference: documents and senior leaders, in-
cluding the ANC's out-going president Nel-
son Mandela, made clear the concerns of
the SA Communist Party and the Congress
of SA Trade Unions would be accommo- '
dated in the Growth, Employment and Re-
distribution (Gear} strategy.

This means after 18 months of public
acrimony in the long-standing tripartite al-
ltance, there is still no clarity on how far the
ANC is prepared to compromise on Gear

The policy has been lauded by investors,
analysts and the World Bank. But the ANC’s
alliance partners condemn it as veering off
the organisation's redistributive path In a
draft resolution prepared for conference,
the ANC has shelved the issue But the
resolution itself indicates, as several party
leaders have said, that the strategy is not
cast in stone., .

“The conference endorses the basic ob-
jective of macro-economic stability and that
the Gear provides the basis for achieving
such stability,” it says.

This sentiment, spawned at the ANC's
policy conference in October, was echoed
by Mandela in a radio and television broad- |
cast last weekend. "Where we feel (the |
SACP and Cosatu) have a strong point, we
will accommodate them ”

But such equivocation, which ires to
seek a solution to the matter while avoiding
a confrontation many believe may split the
alliance, are at odds with those of African-
ists within the ANC who want Gear to forge
ahead as it stands, and not be diluted by the
ANC's leftwing partners.

- defence of Gear was not immediately ap-

. economic debates which are never

Their confrontation with the SACP and |
Cosatu has been described as a fight for the
“soul of the ANC” Deputy Environmental
Affairs Minister Peter Mokaba says the soul
of the ANC was never in dispute and is
unashamedly capitalist, while those on the
left, led by the SACP's jeremy Cronin, be-
lieve the ANC to be left-leaning.

“Much of what Mimsters had said 1n

parent in the Gear document,” 1t says.

ANC Policy Unit head and Labour Min-
1ster Tito Mboweni said before conference
he did not believe delegates would focus on
Gear, but on the challenges of economic
transformation and thus on macro-eco-
nomic stabihty But even if the ANC 1s
saddled with the Gear debate for a long
time, he said, it would be in line with many
fi-
nalised, such as the 1ssue of how best to
create jobs Justice Malala
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delegates’ approva

MAFIKENG: The ANC quietly
gave its blessing to the govern-
ment's Growth, Employment
and Redistribution macro-eco-
NOMIC strategy',

A carefully worded resolu-
tion to this effect was adopted at
a plenary session on Saturday
atter a debate lasting less than 15
minutes,

There is some dispute about
its precise wording,

“The conterence achnowl-
edges the need for the basic
abjectives of macro-economic
stability and that Gear provides
a basis for that stability,” ANC
policy head Mr Tito Mhoweni
read out to delegates.

However, Mboweni later told
a media briefing the wording
was: “The conference endorses
the objective of macro-econom-

——ll-__-__—_-_

T AA

iC stability. Gear provides a basis
for achieving such stability.”

Since its adoption in June
last year, Giear has been cniticised
by many members of the ANC,
SA Communist Party and SA
Congress of Trade Unions who
consider 1t neo-liberal and con-
trary to the Reconstruction and
Development Programme,

[t was emphasised at the con-
ference that Gear was not
intended to replace the RDPD.
Another resolution affirmed
that the ANC's macro-economic
policies must advance the RDP,

The focus would now move
to the need for the ANC to
develop a detailed programme
for economic transformation,
Mboweni said. The national exe-
cutive 1S to appoint a committee
entrusted with this task. — Sapa
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The finance ministry has taken issue with a recent article :.H.Umcmm

THE article by John Aulesbrook regarding the
provinces; the growth, employment and redis-
tribution strategy (Gear); and the reconstruc-
tion and development programme (RDP) pub-
lished in Business Day on December 4 is
premised on a number of statements that are
simply invalid.

There are three main issues that the fi-
nance ministry would like to clarify.

The first 1s whether the RDP and Gear are
in conflict. The writer claims that the RDP
was intended to aid delivery through govern-
ment spending while Gear curtails spending
in favour of deficit reduction.

This clearly reflects a lack of understand-
ing of both the RDP and Gear.

The RDP is made up of five core pro-
grammes: meeting basic needs, developing
human resources, building the economy,
democratisation of state and society and an
implementation programme.

Central to the RDP was that the economy
would need to be transformed in order to
achieve sustainable growth and job creation.
The RDP stated clearly that macroeconom-
ic issues were important. Section 6.5.7 of the
document states: “The existing ratios of the
deficit, borrowing and taxation to gross na-
tional product are part of our macroeconomic
problem. In meeting the financing needs of
the RDP and retaining macroeconomic stabil-
ity during its implementation, particular at-
tention will be paid to these ratios.

“The emphasis will be on ensuring a grow-
ing gross domestic product, improved revenue
recovery and more effective expenditure in or-
der to make resources available.

“In the process of raising new funds and
applying them, the ratios mentioned above
must be taken into account.”

It is clear, therefore, that while the RDP
requires public mnwmﬁ&um to promote growth,
with social spending targeted at the poor, it
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does not promote unfettered government
spending — it requires reprioritisation of
spending, and recognises the need for deficit
ratios to be addressed.

What the Gear programme does is provide
the right macroeconomic strategy in order to
build the economy, one of the programmes of
the RDP.

It is one of the principal instruments for
the realisation of the policy objectives in the
RDP. Gear is an integrated strategy consist-
ing of a number of core elements — it is more
than just a deficit reduction programme.

One of the core elements is budget reform,
which is needed to strengthen the redistribu-
tive thrust of expenditure. This is exactly
what the RDP was calling for.

Budget reforms have ensured nearly 60%
of noninterest spending now goes to the social
services:

O R40bn for education;

0 R20bn for health services;

. R18bn for social security; and
— R4bn for housing.

In addition, public infrastructure spending
has continued to increase. It increased 7% in
real terms in last year.

Taking the Gear budget reform proposals a
step further, government has just published
the medium-term budget policy statement.

Government has adopted medium-term
budgeting as a further instrument to priori-
tise spending to ensure that the objectives of
the RDP are met.

Regarding deficit reduction, Gear spells
out the reason for this as being “to contain
debt service obligations, counter inflation and
free resources f