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FEDUSA SUBMISSION ON THE 2008 MTBPS

FEDUSA want to commend the Minister and Treasury on the concise policy statement used in this year’s Budget and estimates which very clearly reflects both economic policy and budget priorities.  The medium term budget policy statement 2008 brings some hope for the future, rather than immediate solutions to short term global problems. As in the case of the previous MTBPS, the economic context in which the budget is prepared, the proposed fiscal stance as well the budget priorities is presented in a user friendly way. FEDUSA want to commend the Minister on this.

In the 2007 MTBPS and this year’s budget (2008), Government faced serious challenges from abroad and domestically. The Minister is commended for the way he harnessed the budget to steer through these daunting challenges and came out with flying colours. The slower global economic development and the domestic electricity crisis resulted in pessimism and some economists even predicted an increase in the budget deficit. The Minister however proved that, given the sound and prudent footing on which Government finances is built, it is “business as usual” FEDUSA can almost agree with Hamlet that: “There is something in this more than natural, if philosophy could find it out.”(Hamlet: Act 2, scene 2)

The challenge from the fiscal side for the next 3 years is to counteract the adverse effects of the external factors, including the banking and credit crisis in developed countries. 

Economic assumptions for the 2008 MTBPS

This year’s MTBPS was prepared against the background of the banking and credit crisis in developed countries, which affect and will affect our economic growth rate negatively. This will be because of a lower export demand, financial volatility, exchange rate turbulence and uncertain expectations. Economic growth will slow down from an average 5 per cent during the last couple of years to 3.7 per cent in 2008 and 3.0 per cent in 2009, where after it will again increase to an expected 4.0 per cent. The slower growth rate in 2008 and 2009 is however not only because of the mentioned external factors, but also because of domestic supply constraints such as a shortage of skills and ageing physical infrastructure.

FEDUSA  agree with the Minister that in the light  of the global economic challenges ahead, special attention needs to be given to lift our rate of national savings, to construct a more export oriented economy and create a more labour-intensive growth trajectory.

Consumer price inflation increased during 2008 because of higher food and fuel prices. The Minister however is of the opinion that the inflation outlook is more promising than our economic growth rate.

According to headline CPI inflation which replaces CPIX inflation, inflation will gradually fall start to fall within the 3-6 per cent target during 2010.

Other assumptions are shown in the table below.

Table 1 Macroeconomic projections 

	
	2008

Estimate
	2009

Forecast
	2010

Forecast
	2011

	Real GDP growth
	3.7
	3.0
	4.0
	4.3

	Gross fixed capital formation
	12.6
	8.7
	8.8
	9.3

	Final household consumption
	2.8
	1.6
	3.2
	3.7

	GDP deflator
	10.9
	6.6
	6.0
	5.9

	CPIX Inflation
	11.6
	
	
	

	Headline CPI Inflation
	
	6.2
	5.3
	4.7

	Current account balance (% of GDP)
	-7.6
	-7.8
	-8.9
	-8.8


A concern and a measure of risk is the high current account deficit, which will increase to not less than 8.9 per cent in 2010.

Investment will also slow down from 12.6 per cent in 2008 to 8.7 per cent in 2009, where after it will start to pick up.

Economic policy challenges for the 2008 MTBPS

The unfolding global economic climate highlights the need to address South Africa’s primary economic policy challenges, namely reducing unemployment and poverty, in a much more concerted way. FEDUSA fully agree with the Minister that the declining foreign demand, weaker prices and potentially lower portfolio investment from abroad requires that South Africa should increase its economic growth rate. This requires higher productivity. Innovation and competition, along with investment in human capital, plant and equipment, and infrastructure is essential to sustain a long-term rise in productivity.

During 2007 and 2008 South Africa’s economic policies were subject to international assessments. According to the International Growth Advisory panel policy the following policy measures to increase exports as export industries tend to be more labour productive:

· Increasing support for export-oriented manufacturing sectors

· Raising domestic savings

· Introducing targeted wage subsidy for school leavers

· Reducing barriers to employment creation

The OECD mentions that employment will only be increased by a rise in productivity in the long run. They are however of the opinion that the near-time priority should be to creating jobs for the millions of primary low-skilled South Africans currently wanting work. FEDUSA would urge Government to follow this advice.

Fiscal policy

The basic point of departure of this year’s is to maintain the sound fiscal policy stance of the past. External factors such as the rising oil price and the banking crisis in developed countries changed the South African economic environment radically with implications for the Budget framework. The lower economic growth rate will bring lower tax revenue, resulting in a change from a small surplus in the budget balance to a deficit of 1.6 per cent in 2009/10. This also means that the Tax/GDP ratio will be somewhat lower to 27.4 per cent in 2009/10. Expenditure/GDP ratio will however rise from 27.5 per cent in 2008/09 to 29.0 per cent in 2009/10 where after it will decline again. 

FEDUSA agrees with the focus of fiscal policy on the longer term. Although the budget balance will be in a deficit, over the MTBPS period Government will still contribute to national saving as the growth in capita spending will exceed the growth in recurrent expenditure. A fiscal balance of less than 2 per cent is acceptable, given the current challenges.

From a fiscal policy perspective, the fiscal framework for the 2009 Budget takes into account both slower economic growth and the need to support continued infrastructure investment and social development in a context of more uncertainty. Other measures will include support for reforms that will reinforce financial-sector stability and the encouragement of savings.

Medium-term expenditure plans seek to increase growth, accelerated job creation and improving service delivery in:

· Enhancing the quality of education

· Improving the provision of health care, particularly for the poor, to reduce infant, child and mortality rates

· Expanding the built environment to improve public transportation and meet universal targets in housing, water, electricity and sanitation

· Reducing the levels of crime and enhancing citizen safety

· Decreasing rural poverty by taking steps to raise rural incomes and improve livelihoods by extending access to land and support for emerging farmers

FEDUSA fully agrees with these plans.

Specific budget allocations in the three year spending priorities

FEDUSA welcome the three year medium term expenditure framework specifically the R171 billion which is added to the spending plans tabled in February, taking total proposed spending including the social security funds over the next three years to R2.4 trillion.

Budget prioritisation

The priorities are welcomed specifically the following:

• Improving the quality of education and skills development;

• Improving the provision of healthcare, with particular emphasis on reducing

infant, child and maternal mortality and broadening prevention and treatment

programmes tackling TB and HIV and Aids. This is the first time specific dedication to treatment programmes;

• Investing in the criminal justice sector to reduce the levels of crime and to enhance citizen safety. Key priorities here are to further expand police numbers and to invest in investigative capacity, forensic laboratories and enhanced IT network infrastructure. Crime needs to be curbed with the necessary infrastructure and the policy direction is definitely a step in the right direction; 

• Expanding investment in the built environment to improve public transport and meet universal access targets on water, sanitation, electricity and housing;

Tabled legislation

FEDUSA also welcomes the Finance Bill that regularises expenditure previously deemed to be unauthorised. These authorisations are made on the basis of recommendations of the Standing Committee on Public Accounts, approved by this House. We however reserve our right to study the bill and the implications on fiscal policy.

FEDUSA believe several additional allocations included in the Adjusted Appropriation Bill, as provided for in section 30(2) of the Public Finance Management Act would assist in dealing with challenges being faced by societies. 

These include:

• R2 billion to deal with several natural disasters and outbreaks of animal disease

• R2.5 billion for the Road Accident Fund which is currently dragging its feet and not paying victims of road accidents;

• R344 million for the school nutrition programme and R390 million for the National

Student Financial Aid Scheme

• R107 million for the Kha Ri Gude mass literacy programme, which has exceeded

expectations in its first full year of operation

• R5 billion for higher salaries due to higher inflation and R2.2 billion for other inflation-related adjustments to cover the higher costs of fuel, textbooks, medicines and medical equipment and inflation-related adjustments to social grants.

FEDUSA is however somewhat sceptical as to the R2.5 billion recommended in the adjustment appropriation bill as a once off allocation for the Political Office Bearers Pension Fund.

The short term interventions introduced by government is raising the value of the old age grant, child support grant, disability grant and care dependency grant by R20 each this month so that grant beneficiaries don’t have to wait until April to see the buying power of their grants protected. FEDUSA would have liked to see a once off increase of R40-00 of the grants as the money gets eaten by inflation.

FEDUSA welcome the additional resources to the school feeding programmes and the agricultural starter packs. 

By expanding the no fee schooling to cover 60 per cent of learners, increasing the

school nutrition programme from R1.9 billion this year to R4.6 billion in three years time, increasing the number of teachers in poor schools and increased spending on school infrastructure, including grade R infrastructure South Africa is investing in the skills development and upliftment of our children.

The allocation of additional resources for the health sector provide for the introduction of three

new child vaccines to reduce deaths from pneumonia and diarrhoea, new proposed salary scales for doctors, dentists, pharmacists and related professional, expanding TB track and trace teams and increased take-up of antiretroviral treatment programmes is welcomed. Critical needs have been identified and FEDUSA and our members agree with the sentiments raised in the Adjustment Appropriations.

FEDUSA and our National Executive Council are preparing for our national congress on 6 and 7 November 2008 and we have identified a resolution to ensure resources are allocated to expand investment in agriculture.  We welcome the policy direction with a view to extending extension services and providing better support for small scale farmers; and Increasing investment in housing, roads and other economic infrastructure.

FEDUSA is also believe that the additional resources to the municipal sphere cover the higher costs of providing free basic services and over R4.3 billion more for the municipal infrastructure grant to accelerate the provision of basic services will assist in poverty alleviation.

Enhancing parliamentary oversight of the budget

The current practice is that money bills are not amended by Parliament, although it engages extensively with the process and receives comprehensive information on the finances and performance of departments. Parliament is presently debating proposals to amend money bills in terms of its Constitutional powers. 

In amending money bills an important aspect is that Parliament will have to take of government’s fiscal responsibilities and the short, medium- and long-term implications of any changes. This really implies that Parliament will have to take into account the effects on the economy by applying best practice in fiscal matters. This being the case, FEDUSA would support a movement to oversee the work of the executive. The FEDUSA submission on the Money Bill clearly reflects our proposals and policy stance in this regard. 

Conclusion

In the 2008 MTBPS Government faced serious challenges from abroad and domestically. FEDUSA want to commend the Minister for the way he harnessed the budget to steer through the next few difficult years. The Minister once again proved that, given the sound and prudent footing on which Government finance is built, it is “ business as usual”.
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