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Honourable Chairperson – members of the Portfolio Committee on Finance – Business Unity South Africa (BUSA) appreciates the opportunity to provide some comments on the Medium Term Budget Medium Term Budget Policy Statement (MTBPS) tabled in Parliament by the Minister of Finance on Tuesday, 21 October 2008.

As the Minister of Finance stated “the storm has arrived, it is fiercer than anyone could have imagined and its course cannot be predicted”. Whilst South Africa cannot be fully insulated from the impact of the storm, BUSA believes that prudent fiscal and monetary policy decisions taken by this government over the past decade have provided a solid foundation for us to “weather the storm”.  In particular, the introduction of the structural budget balance which adjusted for cyclical revenues has resulted in smoothing of government spending. Such policies have created fiscal space for South Africa to expand our investment in infrastructure and human capital despite the current challenges. 

BUSA welcomes the reassurance given on the stability of our banking and financial sectors especially given the current global financial crisis. BUSA believes that an optimal regulatory regime must balance self regulation (so called market discipline) with prudent government regulation – such structure reduces information asymmetry between the industry and regulators – thus increasing confidence in the system.  In this regard, BUSA is monitoring developments with international financial regulation and supervision. The current crisis is a painful reminder of the interconnectedness of the international financial markets – efforts must be taken to minimise contagion and systemic risk in the financial sector.

The MTBPS continued on established path and sought to inject some certainty and predictability into the fiscal policy environment. BUSA accepts the downward revision of GDP forecasts, it is now expected that GDP growth estimate for South Africa for the current year is 3.7%, downward from 4 % previously forecasted. National Treasury has also forecasted GDP growth at 3 % in 2009. It is our assessment that the level of global volatility might require some adjustments to forecasts over the next few months. Hon Chairman, these developments mean that we must focus our energy and attention on investing in initiatives which will bolster productivity and competitiveness which are necessary precursors to sustained economic growth. 

The slowdown in economic growth is also an opportunity to make some adjustments to our pattern of economic development. Various commentators have argued that demand driven growth was not sustainable and it is critical to focus on unlocking supply side growth. BUSA believes that the government’s infrastructure investment programme provides the necessary supply side stimulation to the economy. We agree with the assessment that “continuing investment in infrastructure contributes to the momentum of growth in South Africa …navigating our way in this changed economic environment will be tougher, but we will continue to expand and improve public services, and invest in the infrastructure required for future growth”. It is also important that government maintains its focus on removing other supply side constraints which have been identified in various international and local studies including the International Panel of experts, OECD, and the international panel on Growth.

BUSA thus supports the emphasis on human capital investment through increased allocations to education, health, and social security. However, to ensure maximum returns, it is important that monitoring mechanisms are strengthened to ensure that outcomes in these areas reflect the resources allocation. Busa agrees that it remains crucial to ensure that the provision of financial resources is matched by the development of the necessary capacity in the public sector to ensure effective delivery of the services to which the government is committed, and where the private sector is willing to assist wherever possible.

Busa once again reinforces one aspect of our growth and development strategy which Busa sees as crucial to employment and economic development especially in the current climate.  Central to the micro-reform and is the theme of encouraging enterprise development, especially at the small and medium levels. It is not that this does not form part of the official economic strategy, but that certain aspects require greater emphasis and implementation in the period ahead – some of which may lie outside the mandate of the Ministry of Finance alone.

International experience in both developed and developing economies have demonstrated the extent to which growth in small and medium businesses has unlocked the majority of employment created in those countries. If we can replicate an appropriate enterprise strategy for SA it will help to unleash new opportunities for millions of people in the country. It will also help to empower a substantial proportion of the population. 

Honourable members, we must build on the existing and credible macroeconomic framework to improve our economic performance. We must focus our attention on our objectives of halving poverty and unemployment.  This means that government, business and labour must coordinate resources to ensure higher economic growth levels. In our view, the pursuit of economic growth is a necessary condition for halving poverty and unemployment.  Such growth must be complemented with necessary micro-reforms to ensure that the benefits are enjoyed by most South Africans.

