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1
INTRODUCTION TO THE FEDUSA COMMENTS ON THE 2010 BUDGET
In our comments on this year’s budget we will focus, from a broader perspective on the change in government’s economic policy and fiscal policy against the background of the deep recession and how this year’s budget could affect our broad economic policy goals of growth, inflation, employment and income distribution. Attention will also be given to the proposed transformation of the economy to make it more development friendly.

Budget 2010 suggests that the 2009 MTBPS adjustments were realistic and accurate. Tax receipts up to the end of December 2009 are fairly well aligned with MTBPS estimates, and in fact may exceed those estimates in the fourth quarter if consumption demand in particular improves further. In light of these revenue trends, and a fairly stable expenditure pattern, Budget 2010 is probably correct in anticipating a 2009/2010 deficit of about 7.3%, which is slightly less than the 7.6% estimated in the MTBPS. The deficits of 6.2%, 5% and 4.1%, which are proposed for the next three fiscal years, are certainly still larger than the pre-crisis ones, but are, required in order to maintain public spending along its current trajectory.

At this stage, very little if any real increase in spending is anticipated in the 2011/12 Budget. Virtually all allocations for the 2010 Budget, in other words, will only stay the same or decline from April 2011 onward. This gives some further sense of the resource-scarce environment of the present. This should not surprise one, though the bleakness of the 2011/12 con​text in particular is to some extent disguised by the small real increases in Budget 2010 and the increases anticipated in 2012/13. To give a further sense of this situation, it is worth pointing out that it is possible that allo​cated expenditure in the consolidated government spending classification (that is to say, excluding debt costs and the contingency reserve) may well decline in real terms from 2010/11 to 2011/12. The nominal percentage change in total allocated expenditure between these two years is 5.7%, which is, in all likelihood, less than the rate of inflation will be. If one adds the 2011/12 contingency reserve to allocated expenditure, then the nominal increase is approximately 7.1%, slightly larger than the antici​pated inflation rate.

The exception to this slowdown in real spending increase is of course debt servicing, stemming from the 2009/10 deficit (estimated now at 7.3%) and the proposed deficits over the medium term. As the Budget Review states, debt service costs increase by a nominal annual average of almost 22%, or about 16% in real terms. Some crowding out of other spending as a result of debt commitments will of course occur in the period ahead and is an unavoidable result of the deficit-financed response to the global cri​sis and its impact on the South African economy.

2
THE SOUTH AFRICAN POLICY APPROACH
Although there are wide ranging differences in government regarding the role of government in the economy, ranging from a leftist approach, implying a greater role for government and a higher budget deficit, to a free market approach, it can be deduced from the different elements of the economic policy strategy contained in this year’s Budge that the Minister would not deviate much from government’s policy framework adopted in the 1996 GEAR strategy. Without directly referring to GEAR, Trevor Manuel expressed his conviction in the 2008/09 Budget that the strategy adopted in 1996 (with later refinements thereof) contributed to our position of strength. He also rightfully pointed out that this macroeconomic framework is of our own making and not dictated by multilateral institutions. 

Although the GEAR strategy adopted in 1996 has certain shortcomings, it is generally accepted that it has served the country well by bringing down inflation, lowering the budget deficit so that more money is available for social expenditure and normalizing foreign capital flows by improving our credit ratings. Elements of the GEAR strategy are in line with best practice in fast growing countries, such as allowing the free movement of goods and services and foreign exchange between countries, macroeconomic stability by keeping inflation low and moderate budget deficits and the proper role for the government and private sectors. 

In 2005 Abedian
correctly pointed out that there are also other critical elements that must be included in macro-economic policy strategy, namely, the effective cost of labour, the productivity of public investment and the efficacy of public service delivery. He also was of opinion that a post-GEAR economic policy needs to engage with the factors that lead to the expansion of business, the management of skills within the public sector, the rising employability of young people and the ability of the economy to sustain its relative global resilience.

He further pointed out that success in these areas would define whether or not the state is developmental. The economy needs an appropriate mix of macroeconomic and microeconomic policies to help achieve better global competitiveness and accelerate poverty eradication. 

He was of opinion that unlike the stabilization policy that could be done by a strong national treasury, supported by a sound monetary policy framework, the inclusion of other elements in a policy strategy, the success of economic policy will also have to rely on the capabilities of the state infrastructure and its effectiveness in policy development, co-ordination and implementation.  Other elements to be included is an effective human resource development strategy, well-functioning and development-oriented local government, and the need for a well-defined industrial strategy rooted in the comparative advantages to the country and enhanced by an appropriate mix of factory prices and foreign exchange policy.

Some of these elements were already included in previous budgets, but this year’s Budget is a deliberate shift to include these elements. The economic policy outlined in this year’s budget contains the elements mentioned above. FEDUSA basically agrees with the elements of the policy approach. What is however missing is that this strategy needs to be formalized and accepted by labour and business through the NEDLAC process. The GEAR strategy was from its beginning critized because it was not an inclusive process, but rather a top-down process. 

The New Growth Path to deliver inclusive economic growth and decent employment for all. 

FEDUSA supports the proposal of practical macroenonomic policies that will promote an environment that is conducive for investment and full and productive decent employment through low and stable inflation and interest rates, a competitive exchange rate and other measures to encourage financial stability. The social partners; government, organised labour and business need to jointly develop a new growth path for our country to ensure massive job creation especially for the unemployed youth of the age group of 18 to 24 years. 
Economic Growth and greater labour absorption is vital to reduce the high unemployment rate, particularly for the lower skilled workers. FEDUSA therefore would like to suggest that the New Growth Path for South Africa be developed to include all the above mentioned elements and formalized through a consultative process.
The announced establishment of a National Planning Commission will undoubtedly play an important role in a government’s economic strategy, in the sense that the Commission will be instrumental in formulating a clear vision for government and assisting in shaping priorities. FEDUSA is disappointed that the Minister did not at least mentioned the role of the Commission in the announced substantial shift in its budgetary strategy.

3
MACRO-ECONOMIC DEVELOPMENTS AND POLICY
The IMF in no uncertain terms during 2008 proposed that in current circumstances, the timely implementation of fiscal stimulus such as expenditure increases and tax cuts across a broad range of advanced and emerging economies must provide a key support to world growth, by upholding demand. They also recommend that fiscal stimulus packages should rely primarily on temporary measures and be formulated within medium-term fiscal frameworks that ensure that the envisaged buildup in fiscal deficits can be reversed as economies recover and that fiscal sustainability can be attained in the face of demographic pressure.

FEDUSA is of the opinion that economic policy makers reacted in the correct way to the crisis by way of a counter cyclical monetary and fiscal policy. The system of multi-year budget planning adopted a few years ago came to our rescue. As government spending is budgeted for three years ahead, it automatically exerts a stabilizing effect on the economy. With revenue falling, it however implies that the budget deficit must rise. 

 In its reaction to the economic crisis, government relied exclusively on expenditure increase and not on any tax cuts. An option would have been for government to also give some tax relief to the private sector and a smaller increase in government expenditure. Included in the increased expenditure is large real salary increases to public officials which government admits is not sustainable in the longer term. FEDUSA would argue that this step could not be defended on equity or efficiency grounds. A combination of tax cuts and expenditure increases would probably be easier reversible than expenditure. The fact that no deductions in taxes were used implies that there is no maneuverability with this instrument.

There are two basic lessons for countries to be learned from the Great Depression and the latest deep recession, namely, the role financial institutions and the necessity to uphold demand in the midst thereof. The Great Depression was triggered off by artificial high prices in the stock market, which could not be maintained, while excessive lending in the American house market triggered the latest worldwide recession. The basic cause could therefore be ascribed to monetary causes. The first important lesson is therefore very clear, namely that prudent financial management is crucial in the avoidance of recessions. The second important lesson is the necessity to uphold total demand. The prudent financial regulation in South Africa, including the timely introduction of the Credit Act, without doubt contributed to avoid the recession developing in a depression. The banking sector however is not totally unaffected by the worldwide fall in international liquidity. Before the introduction of the stricter financial control regulations, some banks over extended credit to the public and are currently finding it difficult to recover bad debt.  

The IMF in its World Economic Outlook of January 2010 forecasts that world output is expected to rise by 4 percent, which represents an upward revision of 3/4 percentage point from the October 2009 World Economic Outlook. The increase in growth however differs from country to country. In most advanced economies, the recovery is expected to remain sluggish by past standards. This implies that our economy would to some extent benefit from international trade. In the 2009 MTBPS it is projected that the South African economy would increase by 1.5 per cent in calendar year in 2010 and 2.7 per cent in 2011. As is the case in overseas countries, growth differs from one sector to the next. In line with international trends the growth forecast is adjusted upward to 2.3 per cent and 3.2 per cent respectively. In the past government has usually underestimated economic growth when the economy is picking up. Economic could therefore be somewhat higher and FEDUSA expects that our economic growth rate could be nearer to 3 per cent for 2010 and 4 per cent for 2011. This also implies that revenue would be somewhat higher.

Final household consumption was adjusted downwards for 2009 from –1.5 per cent to –3.5 per cent, while it is left at more or less the same level for the rest of the next three years. Currently the ordinary citizen is finding it very difficult to survive and FEDUSA would agree with these figures.

Table 1 shows the economic forecasts for the next three fiscal years.

Table 1 Macroeconomic projections (2009 MTBPS forecast in brackets)

	
	2008

Actual
	2009

Estimate
	2010

Forecast
	2011

Forecast
	2012

Forecast

	Real GDP growth
	3.7

(3.1)


	-1.8

(-1.9)


	2.3

(1.5)


	3.2

(2.7)


	3.6

(3.2)

	Gross fixed capital formation
	11.7

(10.2)


	4.0

(3.5)


	5.8

(4.4)


	7.8

(7.1)
	8.7

(6.6)

	Final household consumption
	2.4

(2.3)


	-3.5

(-1.3)


	0.9

(0.9)


	2.6

(2.3)
	2.9

(2.5)

	Headline CPI inflation
	9.9

(9.9)


	7.1

(7.1)


	5.8

(6.3)


	6.1

(6.0)
	5.9

(5.7)

	Current account balance (% of GDP)
	-7.1

(-7.4)


	-4.3

(-4.9)


	-4.9

(-5.7)


	-5.3

(-6.1)
	-5.8

(-6.9)


Inflation rate will not be negatively affected by the foreign sector, as international commodity prices remain relatively low. The IMF also expects that the international oil price will remain subdued. Domestically however our inflation rate remains stubbornly high. According to business cycle theories, inflation normally falls during a recession and only picks up later during the start of an upswing. It would seem as if the South African economy reacts differently. One reason for this is the rigidities in the labour and small business sectors. 

In the above table government expects that the inflation rate would not move far out of the target range of 3-6 per cent. Being part of the global village, FEDUSA however is of the opinion that there are some risks involved such as the oil price and sudden weakening of the exchange rate. Furthermore, the proposed price hikes in electricity is still a very uncertain factor.

FEDUSA is especially concerned about the effects of the large electricity tariff hikes. For many years during the 1990’s, investment in electricity infrastructure was neglected. Although the public at large had the advantage of lower tariffs, the proposed hikes would be unaffordable by many businesses and individuals at this point of time. FEDUSA is therefore naturally disappointed that government did not come up with innovative measures to solve this problem to the advantage of the country as a whole.
4
ECONOMIC POLICY STANCE
Given best fiscal policy practice, government realised that the key economic policy priority for the 2010/11 fiscal year is to maintain supportive fiscal and monetary policies until the recovery is well on its way, even though policymakers are preparing for an eventual unwinding of expenditure used to stimulate the economy in the recession. Too early withdrawal of stimulus could be risky. FEDUSA want to commend government on the clear way in which the development of a macroeconomic strategy beyond the crisis is set out in the budget documents, but also realises that this is easier said than done. This is a key for maintaining confidence in fiscal solvency and for price and financial stability

	Table 2 Consolidated government fiscal framework, 2007/08 – 2012/13 (Percentage of GDP)

	
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	Revenue
	30.2
	29.7
	26.8
	27.3
	27.9
	28.0

	Expenditure
	28.5
	30.8
	34.1
	33.6
	32.9
	32.1

	Budget balance
	1.7
	-1.0
	-7.3
	-6.2
	-5.0
	-4.1


Building on past prudent fiscal management, which helped lower national government debt from around 48 percent of GDP in 1998 to 23 percent in 2008/09, fiscal policy has been counter cyclical. The fiscal deficit will be increased by not less than 7.3 per cent of GDP, making it one of the highest increases comparable to the US. The high budget deficit is largely because of revenue being lower by more than R70 billion.

The budget deficit will remain relatively high over the next three years, coming down only slowly to reach 4.2 per cent in 2012/13. The implication of this is however that our public debt will rise again to an estimated 42 per cent in 2013 and debt-servicing cost would rise to a projected 3.2 per cent of GDP by 2012/13. This does not only mean that we will shifting the burden of public debt to future generations, but it also means that debt-servicing cost would to a greater extent as in the last few years crowd out other expenditure including social spending during the next couple of years. State debt cost will rise with not less than 18.1 per cent.

Government admits that this large budget deficit is not sustainable, and that it should be brought down to more acceptable levels. FEDUSA is of the opinion that would not be easy, given the weak prospects for economic growth over the next couple of years. To bring down the deficit would mean bringing down expenditure and increasing taxes. Although the Minister assured all that tax hikes is not on the cards, it is mentioned in the 2009 MTBPS that there will be tax increases. 

FEDUSA has in previous inputs on the budget urged government to dove tail fiscal and monetary policy and want to commend government on the well-timed coordination of the two policy instruments. Regarding monetary policy, there was much debate on inflation targeting and the expansion of the mandate of the Reserve Bank to increase the narrow mandate of the Bank to also include growth as a target. The Minister in no uncertain terms reaffirms that the Reserve Bank will continue its current independent role and continues with its target range policy of between 3 – 6 per cent, and pursuing its primary objective goal of protecting the value of the currency in the interest of balanced and sustainable economic growth. The inflation- targeting framework allows some flexibility to deviate from this target if conditions necessitate this. In such a case it is necessary to clearly state the timeframe in which the rate will be managed back to the range. 

 Although economic growth has on average rebounded in most countries, the IMF warns that there are still risks involved, both in an upward and downwards direction. The IMF 

warned against too early withdrawal of stimulatory measures .The daunting policy challenge is therefore to maintain the stimulatory measures longer while preparing for a correction of the budget deficit and therefore the public debt situation.

5
THE NEW BUDGETARY APPROACH TO TRANSFORM THE ECONOMY 
FEDUSA is interested in all aspects in the Budget that affects the affects workers during their working life and also after retirement and is naturally pleased with the many positive developments contained in this year’s Budget to improve the employment and human development opportunities. 

6
EMPLOYMENT
In the final instance the only viable and sustainable way to eradicate poverty is by providing job opportunities. During the last recession countries worldwide have suffered huge job losses. In South Africa about 7 per cent of workers have lost their jobs, with the unemployment rate rising to 24.3 per cent. If the number of discouraged workers is included, not less than 6 out of every 10 people are not working. Chances are that the situation may even get worse before it starts to improve as employment usually lags other economic indicators. Fact however is that even if the economy starts to pick up and reach its previous level of 5 per cent growth, unemployment will not increase dramatically.

Though household poverty almost certainly declined over this period and a significant number of jobs were created, the unemployment rate remained quite high and new entrants to the labour market found it particularly hard to find employment. At the same time, as the latest development indicators confirm, inequality probably increased over the period and a number of indicators of wellbeing, such as life expectancy and maternal, infant and child mortality rates have not improved much, and have deteriorated in some instances.

Much space in the Budget Review has been allocated to discuss a new growth and development path for South Africa through sound macroeconomic policies, public employment programmes, education and skills, better service delivery, support to business and a social safety net. Though the 2010 Budget does stress the scarcity of resources and presents a muted increase in government spending, it also introduces a number of potentially significant interventions aimed at problem of unemployment in South Africa.
The instruments to achieve these goals include:

· Steps to reduce youth employment.

· Supporting labour-intensive industries through industrial policy development, skills development, infrastructure investment, public employment programmes and a rural development strategy.

· Improving the effectiveness of the state, especially the provision of quality education and training at all levels.

· Reforms to increase the inclusion and participation in the labour market, alongside efforts to improve competition in product markets, to reduce barriers to job creation and investment, and to lower the non-wage cost of doing business.

· Keeping inflation low, striving for a stable and competitive exchange rate, providing a buffer against global volatility.

· Raising productivity and competitiveness by cutting red tape, enforcing competitive laws, enhancing regulatory oversight, improving the performance of state-owned enterprises, and opening up the economy to investment and trade opportunities that can boost exports.

FEDUSA agrees with these elements of a new development path.

Regarding employment programmes, FEDUSA has in several previous submissions on the Budget proposed that government take a more active role in the economy, not by directly entering the production process, but by initiating programmes in partnership with the private sector and is therefore pleased with the proposed microeconomic policies. The proposed youth employment program is a good example. Statistics show that unemployment is most serious under the youth. 

6.1
Job creation for youth: Wage Subsidy
The wage-subsidy for first time workers and the commitment of real resources to the proposed Industrial Policy Action Plan are two interventions on which more information is awaited during the coming months. 

To supplement information services to help young people to find jobs, government proposes a wage subsidy to employers to encourage them to employ youth. A cash disbursement to employers for a two-year period is considered, operating through SARS. Government estimates that about 800 000 people will qualify for this and find jobs in the private sector. Government is of opinion that this proposal complements efforts to raise further education and training (FET) enrolment, broadening the range of opportunities for young school leavers.

Regarding the public sector, a further expansion of public sector employment programmes is under way, and is supporting local infra-structure projects, literacy programs, home-based care, school maintenance and early childhood education initiatives.

6.2
Expanded public works programme

FEDUSA noted with satisfaction that the second phase of the expanded public works programme envisage to create not less than 4.5 million short-term job opportunities over the 2009-2014 period.

FEDUSA believe that as a country we should be aiming at longer term sustainable jobs for future generations to be reaping the benefits.

6.3
Developments in State-owned enterprise

FEDUSA believe that Government should be firm with state owned enterprises. The bail-outs for failed management cannot continue on this path. FEDUSA is concerned that many of our SOEs are operating with acting CEOs and we have witnessed that large packages at being paid to those who are retrenched.
7
EFFICIENT AND EFFECTIVE PUBLIC SERVICE
The consequent emphasis in the Budget Speech on cutting out the ‘bells and whistles’ in departments, and in reducing corruption, as well as on enhancing efficiency and service delivery, are a welcome shift in emphasis away from allocations only. It is regrettably the case that, although South Africa did experience an economic as well as fiscal ‘boom’ up to 2008, many indicators of wellbeing and of human capacity development did not shift much over this period. Life expectancy and infant, child as well as maternal mortality rates have not improved much and, in some cases, have deteriorated. Similarly, despite large resource allocations, it is now well documented and widely recognised that South African pupils perform poorly as regards educational attainment compared to similar countries. Similarly, service delivery protests in the last few years have suggested poor performance in the delivery of basic services such as electricity, water, sanitation, and housing. The most recent Auditor-General’s Report on the Audit Outcomes of National and Provincial Departments also indicates that the majority of departments still struggle to meet the requirements of the Public Finance Management Act and, perhaps even more worryingly, suggests that departments’ financial management quality may have dete​riorated rather than improved recently.
If government introduces a new approach to economic development as it did, the idea is that it leads by example. This requires good administrative and management skills. Lowering the budget deficit and therefore public debt to manageable levels will require that funds will have to be managed efficient and effectively. This requires 

· A reprioritizing so that money moves from low-priority programmes to high-priority programmes.

· A performance culture where people are held accountable for their actions, accompanied by clear, measurable outcomes related to key development priorities.

· Management by growth in its consumption expenditure and obtain better value for money.

8
SOCIAL SECURITY: A SAFETY NET FOR THE MOST VULNERABLE
FEDUSA noted that R89 billion would be spent on social grants in 2010/11. This includes an extension to the child support grant to a child’s 18th birthday. Also that the old age and disability grant is increased by R70 to R1080, and that the child support grant is increased to R250 per month.

9
ROAD ACCIDENT LEVY: NO FAULT SYSTEM PROPOSED
The draft policy by the Department of Transport on the No-fault road accident system for South Africa raises serious concern pertaining to the implementation of the policy. FEDUSA believe the common law provision for fault to be determined should remain. Road users tend to have limited regard for rules and regulations and the system will not be able to be effectively implemented. Implementing a no fault system in a country where low literacy levels are at the order of the day could be a disaster for all workers earning an income. Not being able to take action against reckless road users would erode our legal system and the ability to defend our rights to live in a just and equitable society. 
Government hoped that these adjustments and recent reforms to the legislation governing the RAF will strengthen the Fund’s financial position and effectiveness. The effectiveness of the RAF however does not only depend on the financial position, but also on the effectiveness of administration.

10
RETIREMENT AND HEALTH SYSTEM
FEDUSA believe that the inter-ministerial committee chaired by the Minister of Finance need to allow greater public participation on the social security and retirement industry reform processes.  
In this year’s budget the proposed social security system received considerable attention. Work on significant reform of the social security system is under way with the focus on developing broad consensus on the design of a contributory retirement and risk benefit system. This includes a wage subsidy, which may have favorable consequences for employment, as this would enable small businesses to employ more workers. In last year’s budget the Minister indicated that 2009 would see an engagement within NEDLAC on implementation challenges. FEDUSA would like to enter into serious discussion with the relevant stakeholders on the design and implementation aspects that have been outstanding for the past years. The Reforms have been at a snail’s pace while unemployment is running out of control.

FEDUSA would once again appeal to the Minister and the inter-ministerial task team to engage with social partners to ensure a system that is effectively addressing the shortcomings of the current system is able to make proper retirement and health care provision taking some of the burden of the state coffers and national revenue.  

11
TAX REVENUE AND TAX PROPOSALS
The seriousness of the recession is clearly demonstrated in the sharp fall in government revenue, which was not less than R69 less than budgeted for. As percentage of GDP revenue fall from 29.7 per cent in 2008/9 to 26.8 per cent in 2009/10. It is expected that it will with a lag gradually increase to 28.0 per cent in 2012/13. 

Given the low performance, it was not expected that government would give any tax relief to individuals. The tax relief of R6.5 billion going largely to the lower income groups would bring some much relief to individuals. Other tax proposals include the increase in the monthly monetary caps for medical scheme contributions.

FEDUSA welcomes the increase in the annual tax-free interest income from R21000 to R22300 for individuals below 65 years and from R30000 t0 R32000 for persons older than 65. This will make some contribution in the much-needed savings in the country.

The positive effects of the tax relief on the economy will more or less be cancelled out by the increase in excise duties and the fuel levy of 25c per liter. 

12
BUDGETARY PROCESS
The Monitoring and evaluation of the budget by Parliament and civil society is a welcome move towards effectively analyzing and reviewing the budget and its implementation of policies. FEDUSA would call on the National Minister 

13
CONCLUSION
The benefits of the lower budget deficit and even a budget surplus in the 2007/08 fiscal year were wiped out by the deep recession. During the last couple of years it was possible to increase our social spending because of the good position of our government finances. For the next few years’ interest on our public debt will crowd out a part of our social expenditure. It is clear that there are difficult times ahead and that innovative economic policy measures as proposed by government is required to again move the economy into an employment-creating growth path.
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