SUBMISSION OF THE PEOPLES BUDGET COALITION TO THE STANDING COMMITTEE AND SELECT COMMITTEE ON FINANCE ON THE FISCAL FRAMEWORK AND THE REVENUE PROPOSALS OF THE 2010/11 NATIONAL BUDGET ON 26 FEBRUARY 2010
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1. INTRODUCTION

The People’s Budget Campaign (PBC) welcomes the invitation by the Standing Committee and Select Committee on Finance to participate in the public hearings on the Fiscal Framework and Revenue Proposals of the National Budget 2010/11.  The PBC is a civil society coalition comprising of the Congress of South African Trade Unions (COSATU), the South African Council of Churches (SACC) and the South African Non-Governmental Organisation Coalition (SANGOCO). This coalition has for the past ten years tabled proposals on the spending of revenue by the National Treasury and argued for a participatory budget process. 

We commend the Committees’ role in ensuring a more inclusive and participatory role for civil society and the general public in the budget process through the enactment of the Money Bills Amendment Procedure and Related Matters Act 9 of 2009.  The PBC had previously suspended its participation in the parliamentary budget owing to Parliament lacking the powers to amend the budget until this Act had been passed.

At the outset it should be noted that the PBC welcomes the emphasis of the Finance Minister’s National Budget speech that there is a need for a common vision and “common purpose so that we can use all our talents, skills and resources to tackle our economic and social challenges”.

The PBC called for a budget that will prioritise meaningful and substantial investment of resources towards the reduction of poverty, inequality and unemployment, and which would be measured against the five key priorities listed in the ANC Election Manifesto, and as echoed in the President’s State of the Nation Address on 11 February 2010:

· Creation of decent work and sustainable livelihoods 

· Education 

· Health 

· Rural development, food security and land reform 

· The fight against crime and corruption. 

We are particularly pleased that the Minister of Finance clearly recognizes the transformation challenge posed by high unemployment, poverty and income inequality, and the need to pursue policies that will create decent work. We also appreciate the Minister’s assurance that he agrees with COSATU’s demand that “it is essential that we urgently adopt a completely new growth path to transform our economy into one based on labour-intensive industry and one that meets the basic needs of our people”. 
Much of the 2010/11 budget comprises proposals intended to address this fundamental challenge. But this vision cannot be realized without simultaneous fundamental shifts from failed macro-economic policies, such as inflation targeting.  These contributed to the perpetuation of the very inequities that the Minister refers to as “inequitable growth not being sustainable for broad based development and growth”. On the whole whilst we are of the view that much of the budget rings of the rhetoric of concepts that we support, there is nothing in the proposed macro-framework that concretely advances the ideas contained in these concepts.  Our detailed response to the National Budget 2010/11 is set out below.
2. FISCAL POLICY
2.1. The Budget Balance
The budget framework is based on the narrow view that “the foundation of any fiscal policy is sufficient revenue to sustainably finance public expenditure.  To achieve this, the deficit will need to continue to trend downwards beyond 2012/13.  This will require spending growth to moderate as revenue continues to rise”.  This view completely ignores, or deliberately downplays, the role played by monetary policy in constraining government spending.  As we have noted on many occasions, the gap between the real interest rate and the growth rate of the economy plays a decisive role in determining the dynamics of public debt.  Such a fiscal framework as used to set the budget is biased towards financial investors, through inflation targeting, because, on average, it permits the real interest rate to lie above the growth rate of the economy.   
To demonstrate our critique, consider the claim that the 2010/11 budget supports industrialization. It is our argument that the Industrial Policy Action Plan II should deal with the capacity bottlenecks that characterize our industrial base. Specifically, our capacity to build capital and transport equipment needs to be supported in order to reduce our reliance on imports.  In the transition towards building such capacity, our economy will experience some inflationary pressures arising from the boost in aggregate demand by government spending.  However, the policy of inflation targeting will necessitate an increase in the interest rate, thereby constraining the growth rate of the economy.
Most importantly for fiscal policy, the rise in the interest rate, or the fall in the inflation rate due to inflation-targeting, will increase the interest cost of public debt, thereby limiting the ability of government to use deficit spending as an instrument to accelerate job creation.  That is why the budget framework now “requires spending growth to moderate as revenue rise”.  In an expansionary fiscal policy framework, the rise in revenue should provide firmer foundation for spending to rise and not to moderate.  The moderation arises because the real interest rate is on average set such that it exceeds the growth rate of the economy.

In his Budget Speech the Minister did not mention the contribution of interest payments in government spending. All that he noted is that “the cost of higher borrowing is, however, greater expenditure on interest”, without highlighting the level of the interest rate as a critical driver of this cost, and the gap between the real interest rate and the growth rate as a determinant of public debt dynamics.  In the budget review, “high interest rates” are associated with, and are claimed to be caused by, “high debt levels”.  No evidence is presented to substantiate this claim.  In our view, it is the policy of high real interest rates relative to the growth rate on average, which arises from inflation targeting, which is the principal culprit that threatens the sustainability of fiscal policy. 
We do not suggest unsustainable debt levels.  The point we are underscoring is that the interest rate, when it is used to fight increases in persistent inflation, directly constrains fiscal policy and thereby forces government to downgrade deficit spending as a tool for job creation.  The very high interest rate also limits the rate of recovery of people’s incomes, and hence slows down the recovery of the very tax collections that the budget review says should be the foundation of any fiscal policy.

One of the criticisms that we have against this budget is its failure to isolate what should be considered a “crisis”, or rather a “stimulus” response.  This budget claims that there has been “a countercyclical response [that] has stood South Africa in good stead by limiting the human and economic costs of the recession”.  This is vague, because it is not clear whether the deficit we observe is due mainly to automatic stabilizers, or the “stimulus” package.  Clarity on this matter will reveal the extent to which fiscal policy has been particularly responsive to this crisis.   
There are many technical questions that we can raise regarding the budget framework policy, such as the responsiveness of tax policy to income distribution and the unemployment rate—key variables that the Minister himself was horrified about. Once again, we will have to table the issue of macro-economic policy in the upcoming Alliance Summit in a comprehensive manner, because the effects of monetary policy affect the fiscal stance and the fiscal stance in turn affects the extent to which monetary policy can achieve what it has to achieve, in the new growth path.
But to suggest that the proposed fiscal policy framework allows for expansionary government spending is, in our view, not correct when the deficit shrinks before we reach that level of economic growth that begins to reduce the unemployment rate.  This concern is further underlined by the fact that public spending projected to grow by a mere 2 per cent in real terms over the medium term.
  Further, far too much has been construed of the fact that the budget deficit for 2009/10 rose to 7.3 per cent as an indicator of an expansionary budget, which is well over the original projected 3.8 per cent of GDP.  Whereas this deficit was mainly due to a shortfall in budget revenue of R73.7 billion as expenditure was exceeded original projections by just R989 million.
2.2. Tax Policy
Corporate Tax

While we are mindful of the implications of increasing corporate taxes within the current economic environment and particularly for employment, we believe that in the long term there is a need to review the current disproportionate tax burden that is imposed against individuals as opposed to companies.  For example, estimates for 2010/11 corporate tax revenue is R133.6 billion as opposed to R224.6 billion for individuals, further reflecting disproportionate respective increases from 2009/10 of 3 per cent and 13 per cent.
Tax Relief

We strongly agree with the Minister’s concern about the massive wealth and income inequality that characterizes our economy. We note that he has put forward various tax relief proposals in this regard.  In principle we are supportive of the implementation of tax relief with the proviso that it be targeted towards lower income groups.

In the light of gross income inequalities in our country resulting from the stagnation of wages in the past 10 years, as opposed to the meteoric rise of executive management salaries, the PBC is proposing a review of the current income tax thresholds.  Noting that the number of people earning above R1 million has increased, we are proposing the introduction of an additional threshold so that those earning above this amount would be subject to a further and higher special wealth tax.  Revenue generated thus should entail a redistributive mechanism to provide further exemptions or relief for those in the lowest income quintiles.
However, in contrast to our proposals above, we note that it is proposed that R6.5 billion be provided as direct tax relief to individuals.  While it is maintained that this relief is aimed at lower income brackets, we note that 46.6 per cent of this benefit will accrue to those earning above R250 000.  We would be supportive of this benefit accruing to lower income brackets.
Much needed relief for the poor would also be welcome in the form of expanding the current list of vat zero-rated goods beyond the narrow list of 18 basic foodstuffs. Apart from expanding the range of foodstuffs, consideration should also be given to including other goods.  For example, consideration should be given to zero-rating young children’s clothing and footwear and educational material such as books.  Further it may also be useful to investigate implementing a reduced VAT rating for specific goods as well.
In addition we believe that tackling income distribution requires that the tax system be used to structure compensation within enterprises. For example, enterprises must ensure that a maximum proportional gap is maintained between low-ranking employees and senior managers. Enterprises that violate this income gap by widening it must be subject to further taxation.  This we believe would help curtail excessive executive pay trends.
The main tax proposals that have been put forward are, in our view, not sufficient to address the macro-economic imbalances that we face.  For example, it is now common knowledge that the more we grow the more we attract imports.  The current account deficit tends to limit the extent to which our economy can grow over time.  Therefore, the logical thing to do must be to limit imports, particularly the import of non-essential items, informed by the IPAP II and the imperatives of the new growth path. Such a tax would ease pressure on the current account and promote national saving and economic growth.
Closure of loopholes and Expanding the Tax Base
We note with approval the identification of the priority that to close tax loopholes and broaden the tax base.  These include “limiting salary-restructuring opportunities”, especially company car fringe benefits and employee deferred compensation and insurance schemes.  Tax restructuring has become the domain of the higher income earner, which ultimately has the effect of reducing the redistributive element of income tax.
Fuel and Environmental Taxes
Increases in the fuel levies to fund variously the expected rate of inflation, a petroleum pipeline between Durban and Gauteng and the Road Accident Fund will add a total of 25c/l to the cost of both petrol and diesel by 7 April 2010.  In addition a new emissions tax is to be imposed on new passenger motor vehicles on 1 September 2010.  It also evident that Government is investigating a more comprehensive carbon tax (than the current electricity levy that has been in place since 2008) and various other environmental taxes such as a waste water discharge levy and landfill tax.
While we acknowledge the importance of increasing tax revenue and promoting a more responsible approach in respect of environmental matters, our main concern with these proposals revolve around the timing and their implications for an economy that is already under massive strain. In addition, and in line with the principles of social justice, such taxes should be levied within the context of available technologies that would put our economy on a green growth path.  If these taxes are designed as incentives to develop such technologies, the concern is that there is no mechanism to ensure that the end-user is not ultimately made to pay.
3. ON MONETARY POLICY AND INFLATION TARGETING
When, in the medium term budget speech in 2009, the Minister called for open-mindedness, we had hoped that this would translate into concrete policy shifts. We were disappointed. 
The Minister failed to move an inch from the failed monetary policies of the past administration, despite claiming to have learned lessons from the crisis. The statement that the mandate of the Reserve Bank will be made “flexible”, presupposes that the current practice of the Reserve Bank has not been flexible. But in fact the Reserve Bank has always claimed that it is flexible. The literature on inflation targeting also emphasizes that inflation-targeting central banks are, in practice, flexible. There is therefore nothing different that the Minister says that the Reserve Bank has not said in the past. 
We had expected that monetary policy will be changed to target employment directly, as a primary focus of policy, as pointed in the Election Manifesto of the ANC and in the various meetings of the Alliance. This deviation by the Minister is testimony to the fact that without mass power, the leaders we have elected have a tendency to be sucked in by the power of finance capital. The reasoning behind retaining inflation targeting is based on very narrow technical ground.
Let us recap what the Minister said: “The global financial crisis has illustrated the need for central banks to take a broader view of the economy in managing inflation; including growth, employment trends, asset prices, financial sector stability and competitiveness of the exchange rate. Our inflation targeting framework incorporates such flexibility and allows inflation to deviate from the target in event of shocks”.
According the Minister’s logic, the fact that the Reserve Bank’s inflation target is forecast-based allows space for monetary policy to react to other variables such as employment, the exchange rate and other macroeconomic imperatives. The evidence he cites is the instance where inflation remains outside the target band for some period of time. 
This cannot be further from the truth.  Firstly, inflation-forecast targeting only allows for gradual adjustment of interest rates in order not to bring about instability. This does not mean that the Reserve Bank is thereby broad in its approach.  The key issue that the Minister has failed to address is the fact that the Manifesto clearly prescribes that employment should be the primary focus, whilst inflation targeting makes price stability the primary focus. In our view, and true to the spirit of the Polokwane and Alliance resolutions on macroeconomic policies, the new growth path requires a demotion of price stability and the elevation of employment as the target for both monetary and fiscal policies.
Secondly, the fact that the inflation rate can be outside the target band for some time does not in any way signal flexibility, nor does it signal broadening the mandate. On the contrary, it may signal the fact that the Reserve Bank failed to control inflation in a manner that it has committed itself to do. We therefore reject the reasoning of the Minister on the basis that it is based on precarious empirical foundations.
In his speech, the minister confuses a broad mandate with flexible inflation targeting. The mandate of an inflation-targeting central bank is to primarily guarantee price stability and the rest of the variables are then relegated to the secondary, including employment. A broad mandate would either place price stability on par with other variables, or would place employment at the top of the priorities, as Polokwane and the Alliance Summit instructed. There is no basis to confuse flexibility in targeting a variable and broadening of the mandate.
We are looking forward to a lively discussion in the upcoming Alliance summit, where we will elaborate further on the technical implications of inflation targeting and our proposals for an alternative monetary policy framework. This document will contribute towards the Alliance discussion on reviewing the mandate of the Reserve Bank, including our approach to exchange controls, which have an impact on capital movements and the level of currency speculation.
We will thus escalate the struggle for the scrapping of inflation targeting, because we are of the view that the persistently high unemployment rate, strong exchange rate, de-industrialization of our economy and the imbalances that we have experienced over the past are partly due to the policy of high interest rates, of which inflation targeting is a form.  Inflation targeting tends to maintain high interest rates, especially because our economy is vulnerable to supply-side shocks such as food price and energy price increases, under the excuse that it responds to second-round effects.  As we approach the upcoming Alliance meeting, we will make sure to strengthen the Alliance so that it is in a position to ensure that the decisions it takes are carried out to the letter inside the state apparatus.
4. SELECTED PROPOSALS LISTED IN THE BUDGET SPEECH AND REVIEW
4.1. On Youth Employment

The strategy to stimulate youth employment should be, ideally, be located in the broader employment policy of government.  There is no coherent employment policy framework yet that feeds into the budget process.  We once again need to close this gap, so that the various aspects of unemployment such as youth unemployment and the various segments of the unemployed such as the structurally unemployed and the cyclically unemployed have targeted policy interventions that are informed by a set of broad principles. Even those that are on permanent employment may need certain policies to support their retention and those that are casualised need policies to move them into stable and permanent employment.  This is an area that must occupy a special place in the growth path discussions.
The PBC is sensitive to the associated challenges coming on the back of the global economic crisis and our own recession locally.  While it may appear that the recession is over, we would caution against over-optimism that the worst is over. The emphasis on the technical reduction in unemployment in the last quarter of 2009 by 27 000 does not take into account that the majority of jobs created were in the informal sector. Further any illusion that any real gains were made in the labour market must be shattered by the fact that the number of discouraged work seekers increased by an over whelming 54000.  In any event, macro-policy should not be concerned about absolute figures; it should rather focus on relative figures.  A proper measure of employment performance in this regard would be the unemployment or employment rate.
Poverty, inequality and unemployment is structural and long-term in nature as confirmed by our status as the most unequal country in the world with the widest income gap between the wealthy and poor. Accordingly the PBC is maintaining its stance that an expansionary fiscal stance is required in relation to social spending and the creation of decent jobs, with due emphasis on meeting the priorities identified in the ANC Election Manifesto. On this basis we cannot support the declining budget deficit that is forecast in the 2010/11 Budget.
The PBS will be seeking further clarity on the proposed subsidy to employers that will lower the cost of hiring young people without work experience. While we note that such employees will be “subject to minimum labour standards”, we are still concerned that this scheme could lead to a two-tier labour market.  Further concerns arise from the fact that the “employment” chapter of the budget review (p.51) talks about introducing a separate LOWER minimum wage for the youth, citing such countries as Chile, Czech Republic, Turkey as examples.

The reference to minimum standards in the budget review is obviously not to be equated with the current regulatory arrangements, but a new labour law regime that would effectively institutionalize a two-tier labour market. There are also references to introducing “regulatory reform and employment incentives to make the cost of labour more competitive” in labour intensive industrial and export zones – this would apply to all workers.  We thus are looking forward to a robust engagement on this matter.
We, nevertheless want to note that the idea that part of the constraints to youth employment have been “the gap between real wages and productivity” does not square up with the facts. In the employment chapter of the budget review, there is no evidence that shows that young people’s wages have been rising faster than their productivity, neither is there evidence of the relative contribution of the phenomenon on youth unemployment compared to other factors.  The list of policy measures appear to us as not based on empirical evidence. On this basis, we ask the Minister to review his suggested policy proposals.   

The Minister himself has noted that income distribution is a major challenge.  A look at the labour share, which is real unit labour cost, shows that this has drastically declined over the past 15 years.  This is indicative of the fact that real wage increases have failed to outstrip productivity gains.  This is precisely the reason why income inequality has worsened, as we have consistently argued over the years.  We therefore wish to remind the Minister that the ANC-led Alliance has moved beyond simply job creation, we are talking about decent work, including decent work for young people.
We are thus surprised that the Minister seeks policies to worsen this situation, by suppressing further the real wages of the youth relative to productivity.  If “companies are reluctant to increase hiring [the youth] when they cannot adequate assess workers’ potential” it is because companies have failed to build systematic on-the-job training programmes and have also failed to create partnerships with training and education institutions.  
Would it therefore not be proper, as part of employment equity, to make sure that companies employ a certain fraction of their labour force as young people?  More detail on the wisdom of paying companies to do what is socially responsible will have to be given, because if young workers’ wages are depressed below productivity then it is similar to workers paying for being employed.  
It is noted that the youth subsidy is aimed at addressing youth unemployment.  However, it fails to acknowledge that youth unemployment is first and foremost linked to structural unemployment and historical disadvantages in terms of education and skills opportunities.  Incentivizing businesses to hire youth employees within this context will likely shift around the incidence of unemployment without reducing it AND will likely contribute to downward pressure on workers’ wages and employment conditions, thereby hampering progress towards decent work.

In tackling the unemployment problem, we need to also be socially conscious.  For example, our approach should progressively reduce those aged below 21 years from participating in the labour force.  This group of young people should either be in school or in some post-school education or training facility.  In addition, we need to tackle the rise of the discouraged work-seekers and report both the expanded and the narrow definitions of the unemployment rate.  These are technical matters that we need to take forward in a coherent employment policy framework.
4.2. On Public Health

Chapter 7 of the Budget Review indicates that government is working to “prepare the ground for national health insurance”.  There is no direct indication of any funding being made available directly for the NHI in the budget. However there is an indication in the budget speech of funding being made available “to broaden the use of public private partnerships in the health sector, in particular to improve our hospital system”.
Public Private Partnerships (PPPs)
The PBC is completely opposed to Public Private Partnerships (PPPs) as a means to provide services of any sort and is deeply worried at the fervor with which government is pursuing and committing itself to its use in the health sector. There are no details given as to the nature and extent of the PPPs but he talks of “the flagship PPP hospital project will be Chris Hani Baragwanath, for which a feasibility study is now complete”.

NEHAWU, a COSATU affiliate in the public sector, has undertaken a widely supported and credible study on the transformation of the Chris Hani Baragwanath hospital on the basis of which it has made some important policy proposals for the transformation of our hospital system. Yet, the project has since been stalled in favour of the introduction of PPPs.

From the table below it can be seen that the increase in medical aid membership has slowed quite dramatically.

Medical Aid membership

Table 7.1 : Social security beneficiaries 2006 -07 / 2009-10

Medical aid membership


	
	2006/07
	2007/08
	% inc
	2008/09
	% inc
	2009/10
	% inc

	Members
	2985250
	3233490
	8.3
	3388582
	4.8
	3463642
	2.2

	Dependents
	4141993
	4371746
	5.5
	4486244
	2.6
	4636935
	3.4


Despite a clear commitment made in the State of the Nation Address and even in this Budget Speech to the National Health Insurance scheme it is surprising that the minister still seeks to increase monthly monetary caps for deductable medical scheme contributions in order to expand the membership of the current medical schemes. This will benefit the Low Income Medical Schemes particularly. These schemes do not provide wide coverage – and usually allow a limited number of visits to GPs and for hospital care the public sector is often the provider of choice. A number of larger medical aid schemes have been developing products of this nature.

4.3. On Social Security

Chapter 7 of the Budget Review details proposals on social security, and in particular reflects minimal increases for social grants.  For example, the State Old Age Pension and the Child Support Grant increased by only R70 and R10 respectively.  Whilst Government acknowledges that “non-contributory cash grants are an immediate and effective source of income support for poor households”, this sentiment is not strong enough to outweigh fiscal considerations constraining public spending.
4.4. On Corruption

In general the PBC welcomes the much tougher line taken by the minister against corruption and will give its full support to the proposed measures, especially the “targeted lifestyle audits”, in order to root out this scourge.
4.5. On the Competition Authority proposal on Banking

The PBC welcomes the Ministers announcement on recommendations of the Banking Enquiry Panel of the Competition Commission. We have longed argued the need to allocate sufficient resources to ensure the Competition Commission carries out its mandate, in particular where clear price collusion is evident in critical sectors of our economy.
ADDENDUM:  SUPPLEMENTARY SUBMISSION BY NUMSA (AN AFFILIATE OF COSATU)
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NUMSA  Response to the 2010 Budget

Additional Documents

1. Annexure 1: Extracts on the Budget from NUMSA NEC Statement – 18 February 2010 on political–socio-economic challenges confronting the country

2. Annexure 2: PBC Statement on the Budget 18 February 2010

Introduction

The National Union of Metalworkers of South Africa (NUMSA) is aware of the overall positive sentiment that has been expressed in relation to this years budget and that the “government is ready to forge a new growth path” as part of its commitment to build a stronger economy, create jobs and eliminate poverty. However, NUMSA finds it difficult to share in the same enthusiasm and excitement as shown by many of our adversaries. In retrospect, our union notes that there are two significant events preceding the release of the 2010 Budget: The first is the Medium Term Budget Policy Statement (MTBPS) released in parliament on the 27 October 2009. The second and most recent event is the State of the Nation Address (SONA) by the President on the 11 February 2010. While the MTBPS sets out a more comprehensive picture of what we could expect from the 2010 Budget, the political tone of this years State of the Nation Address highlights the need to accelerate the country’s economic development programme “against the backdrop of the global economic crisis” (SONA, 2010: 4) In this context the President appears to be hopeful when he says that “economic indicators suggest that we are now turning the corner … economic activity is rising in South Africa, and we expect growth going forward” (SONA, 2010: 5) However, NUMSA believes that there is a urgent need to scrutinize this years budget in the light of the following:

· Fiscal and Monetary Implications of the Budget

· Labour Market and Unemployment

· Social Development 

Numsa’s response to the MTBPS – Summary 

1. The union welcomed the Ministers strong stance to eliminate wastage and stamp out corruption. (probe tender irregularities )

2. The union called on Treasury to institute immediate steps to correct some of the imbalances associated with procurement vis-à-vis the promotion of the buy local campaign and beneficiation.

3. We reiterate our position on the role of the Reserve Bank vis-à-vis high interest rates and inflation targeting: In 2009 NUMSA petitioned the South African Reserve Bank and called on the Governor to reduce interest rates and scrap inflation targeting. We even engaged in a bilateral with the Reserve Bank, but have yet to see the fruits of our actions. While the Minister believes that exchange control reforms is an economic imperative “in line with best international practice” and that such reforms will “lower the cost of doing business” in the country, we need to be cautious and ensure that this approach does not undermine the developmental goals agreed to at the Polokwane Conference and endorsed in the ANC election manifesto of 2009.  

4. NUMSA further resolved to support COSATU in its bid to drive a people oriented budget, underpinned by job creation, improved service delivery and an end to poverty: 

COSATU’s perspective has always centred around the creation of decent work, combating social and economic inequality, promoting investment through a state-led programme and moving our economy away from a mineral-dependent growth path.  This approach has been endorsed by the ANC in its Manifesto Policy Framework: “The ANC is committed to building a more equitable, sustainable and inclusive economic growth path, centred on the creation of decent work opportunities and sustainable livelihoods. We need to ensure that the majority of our people benefit meaningfully from economic growth”.  The ANC has further clarified the concept of decent work that should underpin all state interventions in various spheres. (COSATU Expectations on the Medium Term Budget Policy Statement, 27 October 2009)
Overall Economic Indicators

	CPI December 2009 
	6.3% y/y

	Unemployment
	24,3%

	Population 
	49,32m (mid-year estimate 2009)



Source: Stats SA Key Indicators, 17 Feb 2010 

Broadly, figures released by the latest Labour Force Survey (LFS) show that there has been a marginal drop in job loss during the 4th Quarter of 2009 compared to 3rd Quarter 2009. The unemployment rate for the 4th Quarter still remains relatively high (24,3%)  compared to the same period in 2008 (21,9%). 

	
	Oct–Dec

2008


	Jul–Sep

2009


	Oct–Dec

2009


	Qrt to

Qrt

change


	Year-on-year

change



	Unemployment 
	21,9%
	24,5%
	24,3%
	-0,2%
	2,4% 

	Source: Stats SA  LFS Feb 2010 


The survey goes on to show that employment declined in several sectors of the economy, with trade, manufacturing and agriculture recording huge drops in employment levels. 

Employ. by 

Industry

2008

2009

Loss/Increase y-on-y 
% y-on-y






thousands

Agriculture

764

615

-149,000


-19.5%

Mining


321

296

-25,000


-7.8%

Manuf.


1944

1742

-202, 000

-10.4%

Constr.


191

1085

-106,000


-8.9%

Trade


3164

2873

-291,000


-9.2%

Source: Stats SA, LFS Feb 2009 

If this trend persists, then the likelihood of reducing levels of unemployment appear to be bleak, even if there is some recovery in the overall economy as the President anticipates in his State of the Nation Address on the 11 February 2010. 

As pointed out by the Cosatu Parliamentary Office the “emphasis on the reduction (technical only) in unemployment in the last quarter of 2009 by 27000 does not take into account that the majority of jobs created were in the informal sector.  Further any illusion that any real gains were made in the labour market must be shattered by the fact that the number of discouraged work seekers increased by an over whelming 54000”. With the emphasis on “decent work”, the task of creating sustainable livelihoods, job creation and above all the extension of labour rights to cover the most vulnerable of workers remains daunting 

Other concerns expressed by Cosatu Parliamentary Office relate to the “selective presentation of statistics on youth unemployment/economic activity as reflected in the LFS is that it applies to the age group 15-24 years, which includes age groups where we should be promoting schooling and further education.  (In other words 15 year olds should be unemployed since they should be at school).  Accordingly in reflecting that in excess of 70% of youth are not economically active distorts the picture.  In particular the LFS does not provided a break down as to what percentage of the economically active are unemployed as opposed to being involved in other activity.

Further in relation to the age group 25-54 reflects that more than a third are not economically active.  In relation to the age group 55-64 this rises to almost 70%.  A significant proportion of these should be classified as unemployed.  We should also not abandon the fact that this is age group that is responsible for maintaining households, including youth dependents who would be more employable in the future if they are released from the obligations of early employment in order to access education and training”. 

Marais (2009)
 has some interesting things to say about unemployment statistics: 
[the] official rate, though, is a fanciful barometer of reality. It does not count as ‘unemployed’ anyone who has ‘not taken active steps’ to find work in the four weeks prior to being surveyed. By such reckoning, the jobless who are too demoralised, penniless or marginalised to hunt constantly for work are ‘not’ unemployed; nor are those persons who admit to an income from ‘hunting’, ‘begging’ or growing their own food. The actual unemployment rate is closer to 40%, and among young African men and women it very probably exceeds 60%. 
Some initial statements on selected areas of the Budget Speech 

The National Union of Metalworkers of South Africa (NUMSA) supports the call from the Peoples Budget Campaign (PBC)
 18 February 2010 for a budget that will prioritize meaningful and substantial investment of resources towards the reduction of poverty, inequality and unemployment, and to be measured against the five key priorities listed in the ANC Election Manifesto:
· creation of decent work and sustainable livelihoods

· education

· health

· rural development, food security and land reform

· the fight against crime and corruption.

Monetary Measures

Like Cosatu “we remain extremely concerned about the implications of the current monetary policy especially the use of interest rates to target inflation rates, which has instead been more successful in bringing about massive job losses.  We have concerns about proposals to introduce more business friendly relaxation of exchange controls, which is likely to facilitate capital flight and encourage currency speculation”. As for the appreciation of the currency, Marais (2009)
  argues that the Reserve Bank 

has allowed the Rand to appreciate steeply against major currencies, which reduced the value of mineral and manufactured exports in the face of rapidly shrinking global demand. The reasons not to move against currency appreciation are likely to be many-layered. The most obvious would be to reduce the cost of imports that are destined for the government’s overhaul of transport, energy and other infrastructure. But there are probably deeper, structural imperatives at play, as well –chief among them a desire to prop up the purchasing power of the Rand in support of the investment forays of South African firms and conglomerates in Africa and beyond.

Numsa calls on government to take heed of the statement from the PBC
 (18 February 2010): 

 … We are therefore very disappointed that the Minister failed to move an inch from the failed monetary policies of the past administration, despite claiming to have learned lessons from the crisis … We had expected that monetary policy will be changed to target employment directly, as a primary focus of policy, as pointed in the Election Manifesto of the ANC and in the various meetings of the Alliance.  This deviation by the Minister is testimony to the fact that without mass power, the leaders we have elected have a tendency to be sucked in by the power of finance capital … 

The key issue that the Minister has failed to address is the fact that the Manifesto clearly prescribes that employment should be the primary focus, whilst inflation targeting makes price stability the primary focus.  In our view, and true to the spirit of the Polokwane and Alliance resolutions on macroeconomic policies, the new growth path requires a demotion of price stability and the elevation of employment as the target for both monetary and fiscal policies. Secondly, the fact that the inflation rate has been outside the target band for some time does not in any way signal flexibility.  On the contrary, it may signal the fact that the Reserve Bank failed to control inflation in a manner that it has committed itself to do.  We therefore reject the reasoning of the Minister on the basis that it is based on precarious empirical foundations.

PBC Statement … 

We will therefore escalate our struggle for the scrapping of inflation targeting, because we are of the view that the persistently high unemployment rate, strong exchange rate, and de-industrialization of our economy are due to the policy of high interest rates, of which inflation targeting is a form.  Inflation targeting tends to maintain high interest rates, especially because our economy is vulnerable to supply-side shocks such as food price and energy price increases.  As we approach the upcoming Alliance meeting, to strengthen the Alliance so that it is in a position to ensure that the decisions it takes are carried out to the letter inside the state apparatus.

Price Stability – An illusion !

For a long time now the National Union of Metalworkers of South Africa has called on government to intervene more proactively in the economy of the country so that we can work towards a socio-economic system that is inherently fair and equitable. Unashamedly, the union has vigorously campaigned for an economic system that promotes more social ownership over the means of production. The capitalist system as we know it is fraught with contradictions and defies all logic: Consider the following equation (government’s monetary policy):

High interest rates + inflation targeting = price stability 

Now consider the following prices at a leading supermarket (February 2010):

	Consumables
	Normal Retail price
	Hey day price!
	Price differential in %

	Margarine (Branded)

	R18.99 - R21.99
	R14.99 
	25 - 46%

	Famous brand washing powder (2kg)



	R59.99
	R49.99
	20%


More examples: Leading Food and Clothing chain store (2008) 

In 2008, one of the country’s leading food and clothing chain stores retailed a blazer for R799.99. Barely two months had passed when the same retailer marked down the price to R399.99.  (A price difference of R400.00) One may ask (and justifiably so!): Where is the logic of price stability? 

It is difficult to imagine that production costs could have changed so significantly over a few days or for that matter over a few weeks to warrant such price fluctuations. Of course, the supermarket chain will argue that they are doing everything possible to pass on the savings to the consumer. They will argue that production costs associated with food are subject to a number of variables, including transport and petrol, fertilizer costs, labour and import costs. They will also argue that they offer the consumer a choice of consumables to suit everyone’s pocket. Now if it is possible to pass on savings to-day, then why not tomorrow and the next day and the next… and so on!  Where is the price stability that government and free market economists have so shrewdly defended?  Truth be told, price stability is an illusion. In the free market system, prices are manipulated to make super profits. What appears to be savings over a few days can just as easily revert to what is called the “normal selling price” a few days later. Apart from this, retailers have a way of manipulating prices, and it is not uncommon to find “specials” on food prices doing the round amongst competitors. Ironically, one leading chain store boastfully claimed that “we’re on your side”. Unfortunately the consumer has to bear the brunt of market induced prices and the working class and the poor can ill afford to shop around our shopping malls in search of better bargains. 

Food Prices

Figures sourced from Stats SA by the National Agricultural Marketing Council (NAMC)
 

“reports that the Consumer Price Index (CPI) for food and non-alcoholic beverages showed an increase of 13.7% year-on-year (i.e. April 2008 to April 2009). However, food inflation data present encouraging figures that show food prices are softening. In rural areas consumers pay R16.50 more than consumers in urban areas to buy the same basket of selected products in April 2009”

With the coming of the 2010 Soccer World Cup, a number of analysts are expecting sharp increases in overall food prices. This would only add to the woes of the poor and working class people of the country who are already struggling to make ends meet. 

At the level of Nedlac
 (2008) social partners agreed to a package of proposals following a Cosatu Section 77 Notice on Food prices (Plenary Meeting held on 3rd October 2008) and agreed to, amongst others:

· set up a food price monitoring committee

· a dedicated food market enquiry

· reduction of food prices and freezing of future increases

Citing statistics on poverty from Statistics South Africa, Idasa
 says that 48% of South Africans live below R462/month (2007 Rands) while some 23% live below R250/month, making South Africa one of the most unequal countries in the world when it comes to income distribution.  In this context NUMSA:

1. backs COSATU’s call for “expanding the current list of vat zero-rated goods beyond the narrow list of 18 basic foodstuffs (and that) … consideration should also be given to zero-rating of other products such as young children’s clothing and footwear and educational material”.

2. calls on government and the competition commission to carefully study the price of consumables (food and household necessities) and if there is evidence of any price fixing, to prosecute and imprison  the offenders without the option of a fine

3. Implement the decisions that were agreed to at Nedlac in 2008. (See Nedlac Final Report of the Task Team on Cosatu Section 77 Notice on Food Prices (Plenary Meeting held on 3rd October 2008)

http://www.agbiz.co.za/Portals/0/Council%2005-11-08/Annex13.pdf 

Fiscal Stance

In relation to fiscal policy, and with consideration for the fact that tax revenues in 2009/10 were lower than the original revenue targets set, we are calling for the review of current income tax thresholds in order to introduce more redistributive elements such as increasing taxes for the super wealthy, whilst providing relief for those with lower incomes.  Fiscal policy should also tax non-essential imports to ease pressure on the current account and promote national saving.

R846bn public infrastructure development programme 

While R846bn has been earmarked for the public infrastructure development programme over the next three years, our union is concerned over statements by the Minister that “a significant proportion of the public sector infrastructure investment programme will be undertaken by state owned enterprises and is not directly financed from the fiscus … The costs of these investments are largely met by users, and will in several cases require higher tariffs to be phased in over the period ahead”. (Budget, 2010) 

Of particular concern to NUMSA is the issue of the proposed electricity tariff increases (Multi Year Price Determination (MYPD2) as elaborated by Eskom. In this regard the NUMSA NEC, 18 February 2010
 issued the following statement:

On Energy we (Numsa)  noted the following:
 

a) The pronouncement on independent power producers

b) The establishment of an independent system operator

 

Numsa noted the above pronouncements and unfortunately, it leaves us with the impression that privatization is being introduced through other means than the outright sale of Eskom. We note that this is taking place against the backdrop of the crisis in Eskom and the hike in electricity prices. The Numsa position will be to reject any form of privatization of the energy sector. 

 

Our proposal instead must be to assemble a team of experts to investigate: 

 

( the cost-drivers that make the Eskom not viable

( the forces behind the huge tariff hikes demanded by Eskom

( the procurement practices and the role of consultants in driving Eskom’s costs

( the technical capacity of Eskom to manage mega-projects

( the capacity of Eskom management to pull together a turnaround strategy for such a national asset

( the extent to which the pricing of electricity promotes priority sectors 

( rejection of the $4 billion World Bank loan, with all that it implies for privatization and higher consumer tariffs hitting the poor hardest, and instead source local savings where grid expansion is required

 

In the absence of such a comprehensive investigation, it is premature for government to suggest a role for the private sector’s profit motive to build capacity for energy supply. Numsa has become more worried that this may have been recommended by unscrupulous consultants who have a stake in the establishment of such private entities which may be waiting in the wings to exploit our people. 

Social Grants

	 
	Apr-07
	Apr-08
	Oct-08
	Apr-09
	+

2010
	2010 Allocations 

	Old age 
	R870
	(+R70) R940
	(+ R20) R960
	(+R50) R1,010
	
	R1080 (up R70)

	Disability 
	R870
	(+R70) R940
	(+ R20) R960
	(+R50) R1,010
	
	R1080 (up R70)

	Child support 
	R200
	(+R10) R210
	(+ R20) R230
	(+ R10) R240
	
	R250 (up R10)


Source: idasa MTBPS 2009 + 2010 Budget allocations (added 17 February 2010)

While old age and disability grants increased by 6.94%, the child support grant went by only R10.00 (4.2%), by far the most meager increase in the overall budget. NUMSA cannot accept Treasury’s argument that the below inflation increase is as a result of “bringing in two million more children” into the social net and believes that this adjustment will hardly make any difference to millions of South Africans living in dire poverty. We call on Treasury to review this paltry increase and make more substantial increases to social grant benefits as agreed to at Nedlac in 2008. In fact the least government can do is to honour its commitment made at Nedlac
 wherein the social partners agreed as follows:

3.3 Increasing Income / Food Transfers (Social Grants)
2.
Making inflation related increase adjustments to all social grants as soon

as October 2008 

Youth wage subsidy
It is noted that the youth subsidy is aimed at addressing youth unemployment.  However, it fails to acknowledge that youth unemployment is first and foremost linked to structural unemployment and historical disadvantages in relation to education and skills opportunities.  Incentivising businesses to hire youth employees within this context will merely shift around the incidence of unemployment without reducing it and will likely contribute to a downward pressure on workers wage and employment conditions.

The Union has also made its position on the National Health Insurance and calls for the immediate banning of labour brokers that have continued to exploit workers against rising unemployment levels. (See Annexure 1 - Extracts on the Budget 2010 [Numsa NEC Statement 18 February 2010]

Conclusion

Numsa notes that our trade union federation (COSATU) has been invited to submit its position on the Budget (public hearings scheduled for the 25-26 February 2010) and is in the process of finalizing a consolidated response on behalf of its affiliates.  NUMSA believes that parliament (through the Money Bills Amendment) offers space for more in depth debate on the 2010 budget and trusts that  parliament’s  participatory budget process would help bring relief to the workers and the poor of this country.

Annexure 1

Extracts on the Budget 2010 [Numsa NEC Statement 18 February 2010]

The Budget

 

The National Union of Metal Workers of South Africa listened to the budget speech of the Minister of Finance and we are convinced that this budget is anti-working class and anti-poor. 

 

The budget has become a platform to take forward the neo-liberal macro-economic framework (GEAR) into a faster and higher reverse gear.

 

The national union is not surprised because we have consistently argued that the Treasury staff belong to the old order that resisted change, and continued to tie development of our country to the Washington Consensus, which has failed the world so miserably these last years.

 

We are afraid that the Minister of Finance has been overly influenced by the neoliberal priests, who can’t see beyond outdated neo-liberal stereotypes. We are sorry that he is so resolute to maintain the same policies that destroyed every opportunity we have for development and economic recovery.

Numsa rejects with contempt the cheap manipulation of language – talk of ‘Transforming the Economy’ - by the Minister of Finance when his budget retains the status quo. Although he talks of a new growth path, there is nothing to put us on such a path in this budget. The budget has got absolutely noting to do with doing things differently. Indeed, it constitutes a declaration of war to workers and the poor, as its intention is to undermine the gains that we have secured under the dark days of apartheid.

 

The following are positions that Numsa will be placing to Cosatu to champion. Cosatu must consider calling for rolling mass action, in the form of a strike mobilizing workers and the unemployed to take to the streets against the budget, and against the State of the Nation’s announcements and shortcomings: 

 

· inflation targeting must be dropped, and that the process to review fiscal and monetary aggregates as agreed in the alliance must be maintained.

· Numsa rejects the three tier labour system now being introduced by the Minister of Finance, in the interests of capital, because all young people who leave tertiary institutions need quality jobs that pay a living wage.

· Numsa rejects the involvement of the private sector in the delivery of National Health Insurance, in public hospitals management, and especially in the generation of electricity through so-called independent producers.

· Numsa calls on our ANC to remind all our ministers that the ANC promised the people and the workers of these country decent work; decent work is not available through labour brokers, therefore the ANC must ban labour brokers.

· Numsa calls on government to appreciate that in a country that has just shed 900000 jobs, much greater resources must be spent on creating decent jobs that pay a living wage.

· Numsa think that the federation Cosatu should mobilize the working class to come into the street, including the unemployed, the youth and the rest of our communities. We demand measures by government to must ensure genuine change in the structure of South African economy, above all measures to ensure that the economy is transferred back to the majority of the people of this country. Such mass action must put an end to corruption that is fuelled by unscrupulous individuals through tenders.

· Numsa calls on Cosatu to declare a S77 dispute on the increase of Eskom tariffs so that we may deal with the unacceptable increase.

Issued by Numsa National Executive Committee, 18 February 2010

Annexure 2

-----Original Message-----

From: cosatu-press@googlegroups.com [mailto:cosatu-press@googlegroups.com]

On Behalf Of Patrick Craven

Sent: 17 February 2010 06:00 PM

To: cosatu-press@googlegroups.com

Subject: [COSATU Press] PBC statement on budget

Peoples Budget Coalition Statement on the National Budget speech, 17

February 2010

The People's Budget Coalition (PBC) welcomes the Finance Minister's National Budget speech. We warmly embrace his view that there is a need for a common vision and "common purpose so that we can use all our talents, skills and resources to tackle our economic and social challenges". The speech sets out a brilliant political vision with

which we broadly agree.

We welcome the evidence that the minister, following the President last week, is guided by the five key priorities as identified in the ANC manifesto, and agreed to in the Alliance Economic Summit which are:

.
Creation of decent work and sustainable livelihoods

.
Education

.
Health

.
Rural development, food security and land reform

.
The fight against crime and corruption.

We are particularly pleased that Comrade Gordhan clearly recognises the transformation challenge posed by high unemployment, poverty and income inequality, and the need to pursue policies that will create decent work.

We appreciate the Minister's assurance that he agrees with COSATU's demand that "it is essential that we urgently adopt a completely new growth path to transform our economy into one based on labour-intensive industry and one that meets the basic needs of our

people".

Much of the speech comprises proposals to address this fundamental challenge. But this vision cannot be realized without simultaneous fundamental shifts from failed macro-economic policies, such as inflation targeting, which contributed to the perpetuation of the very inequities that the Minister refers to as "inequitable growth not being sustainable for broad based development and growth".

When, in the medium term budget speech in 2009, the Minister called for open-mindedness, we had hoped that this would translate into concrete policy shifts.  We are disappointed. We are therefore very disappointed that the Minister failed to move an

inch from the failed monetary policies of the past administration, despite claiming to have learned lessons from the crisis.  The statement that the mandate of the Reserve Bank will be made "flexible", presupposes that the current practice of the Reserve Bank has not been flexible.  But in fact it has always claimed that it is flexible. The literature on inflation targeting also emphasizes that inflation-targeting central banks are, in practice, flexible. There is therefore nothing different that the Minister says that the

Reserve Bank has not said in the past.

We had expected that monetary policy will be changed to target employment directly, as a primary focus of policy, as pointed in the Election Manifesto of the ANC and in the various meetings of the Alliance.  This deviation by the Minister is testimony to the fact

that without mass power, the leaders we have elected have a tendency to be sucked in by the power of finance capital.  The reasoning behind retaining inflation targeting is based on very narrow ground.

According the Minister's logic, the fact that the Reserve Bank's inflation target is forecast-based allows space for monetary policy to react to other variables such as employment, the exchange rate and other macroeconomic imperatives. The evidence he cites is the instance where inflation has remained outside the target band for some period

of time. This cannot be further from the truth.  Firstly, inflation-forecast targeting only allows for gradual adjustment of interest rates in order not to bring about instability. This does not mean that the Reserve Bank is thereby broad in its approach.  The key issue that the Minister has failed to address is the fact that the Manifesto clearly prescribes that employment should be the primary focus, whilst inflation targeting makes price stability the primary focus.  In our view, and true to the spirit of the Polokwane and Alliance resolutions on macroeconomic policies, the new growth path requires a demotion of

price stability and the elevation of employment as the target for both monetary and fiscal policies.

Secondly, the fact that the inflation rate has been outside the target band for some time does not in any way signal flexibility.  On the contrary, it may signal the fact that the Reserve Bank failed to control inflation in a manner that it has committed itself to do.  We therefore reject the reasoning of the Minister on the basis that it is based on precarious empirical foundations.

We will therefore escalate our struggle for the scrapping of inflation targeting, because we are of the view that the persistently high unemployment rate, strong exchange rate, and de-industrialization of our economy are due to the policy of high interest rates, of which inflation targeting is a form.  Inflation targeting tends to maintain high interest rates, especially because our economy is vulnerable to supply-side shocks such as food price and energy price increases.  As we approach the upcoming Alliance meeting, to strengthen the Alliance so that it is in a position to ensure that the decisions it takes are

carried out to the letter inside the state apparatus.

On youth employment

The PBS will be seeking further clarity on the proposed subsidy to employers that will lower the cost of hiring young people without work experience. While we note that such employees will be "subject to minimum labour standards", we are still concerned that this scheme could lead to a two-tier labour market.

On Tax Relief

The Minister has noted the massive wealth and income inequality that characterizes our economy.  In this connection, he has put forward some tax relief proposals. In the light of gross income inequalities in our country resulting from the stagnation of wages in the past 10 years as opposed to the meteoric rise of executive management salaries, the PBC is proposing a revision of the R500 000 threshold (of 45% for all individuals earning above R500 000), noting that the number of people earning above 1 million has increased. We are proposing this redistributive measure to the highest income quintiles.

On Corruption

The PBC welcomes the much tougher line taken by the minister against corruption and will give its full support to the proposed measures, including "target lifestyle audits", in order to root out this scourge

On the Competition Authority proposal on Banking

The PBC welcomes the Ministers announcement on recommendations of the Banking Enquiry Panel of the Competition Commission. We have longed argued the need to allocate sufficient resources to ensure the Competition Commission carries out its mandate, in particular where clear price collusion is evident in critical sectors of our economy.

On Money Bills Amendment

The PBC has always argued for a participatory budget process; include the empowerment of parliament to make amend and make decisions on budgeting. COSATU, South African Council of Churches and the NGO network will immediately participate in parliamentary process that allows for genuine, robust and open debate on budget proposal tabled.

The People's Budget Campaign (PBC) is a civil society coalition comprising of the Congress of South African Trade Unions (COSATU), the South African Council of Churches (SACC) and the South African Non-Governmental Organisation Coalition (SANGOCO). This coalition has for the past ten years tabled proposals on the spending of revenue by the National Treasury and argued for a participatory budget process.
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