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1. INTRODUCTION
BUSA welcomes the opportunity to make a submission on the Mid-Term Budget Policy Statement (MTBPS) as outlined by the Minister on the 27th October 2010. Broadly, we believe that the statement provided important guidance on macroeconomic policy direction. In particular, we welcome the signals that the New Growth Path will be aligned to the existing framework and vice versa.  As the business constituency, we stand ready to work together with other social partners to achieve our common goal:  “to accelerate growth in the South African economy … to do so in ways that rapidly reduce poverty, unemployment and inequality”.

Firstly, accelerating growth requires a concerted response. It requires commitment from all social partners to eliminate inefficiencies in government expenditure. BUSA recently hosted the 2nd Annual Anticorruption Forum. It is our conviction that corruption negates economic growth and development by undermining the efficiency of public and private sector spending.   We are also supportive of the work of the inter-ministerial committee on anti-corruption which has already investigated tender fraud in the region of R25 Billion. 
Delegates at the Anti-Corruption conference agreed that tougher sanctions are the only way to deter corrupt behaviour. We will continue to develop and implement programmes to eradicate corrupt practices within our own ranks.  We are certain that collective action by all social partners will assist to reverse the scourge of corruption in our society. 
Secondly, we agreed that implementation of stated policies has to be our challenge. The business sector is ready to partner with government to deliver infrastructure. We believe that more can be done to fast-track project implementation.  We will continue to increase our investment in human capital. Investing in our people is not only the right thing to do, but is the epicentre of business sustainability.   We believe that greater attention must be given to address underlying competitiveness issues. Business believes that reducing the cost of doing business is supportive of the new growth path, and is probably the least expensive approach to unlocking South Africa’s long term growth potential. 
2. ECONOMIC OUTLOOK
BUSA notes the 2010 GDP forecasts of 3% from the 2.3% outlined in the February Main budget. BUSA remains uncertain as to whether the growth rate will quite reach 3% this year. We believe that there are downside risks to this forecast. Economic activity in our key export markets remains subdued, and this impact overall demands for South African exports.  Secondly, underlying consumer and investment spending is still weak.
We also note with concern that the growth in the manufacturing and agricultural sectors remains fairly weak. We have to do more to stimulate investment in these sectors. We believe that our approach must seek to address cross-cutting issues which deter investment. These include issues relating to key economic infrastructure and regulatory uncertainty. Further, we believe that more work is required to ensure that we meet the requirements of the new growth path. 

The sluggish performance of our mining sector must be addressed. We note that in the MTBPS address it was highlighted that, “Measures to address regulatory uncertainty in the mining sector are underway, which will in due course contribute to improved investment, taking into account the favourable outlook for commodity prices”. We concur that regulatory uncertainty has a negative impact on economic growth and can lead to delays in investment decisions. 

BUSA believes that the inflation forecasts with headline CPI inflation expected to remain below 6% over the next three years are realistic. It remains essential to successfully anchor inflationary expectations. Further, lower inflation presents an opportunity for us to use monetary policy to further support economic activity. Our growth prospects – expected to be driven by household consumption and gross fixed capital formation – will undoubtedly be assisted by lower inflation. 
The current economic environment is an opportunity for South Africa to reposition itself as a preferred destination for investment. It is thus important that we focus on addressing our underlying competitiveness issues, which continue to impact negatively on our economic prospects. 

3. SELECTIVE MACRO-ECONOMIC POLICY ISSUES
BUSA supports the view that “international cooperation is needed to achieve a more stable international financial environment”. Unilateral action on the exchange rate has some limitations and thus we broadly support exchange rate measures outlined in the MTBPS. BUSA would like to see a more stable, competitive Rand.
BUSA supports the commitment to a flexible exchange rate management regime. We believe that ‘leaning against the wind’ is the least costly option in dealing with the volatility of the Rand.  This approach – combined with reserve accumulation and exchange control reform – can further alleviate the pressures on the Rand.  

4. FISCAL POLICY 
In our previous submissions, BUSA highlighted the need for a credible fiscal path for return to balanced budgeting. The experiences of EU countries continue to serve as a useful reminder of the importance of fiscal restraint, within reasonable limits. We welcome the announcement that the budget deficit is expected to be narrowed to around 3 per cent of GDP by 2013/14, and stabilisation of government debt at about 40 per cent of GDP in 2015/16. BUSA believes that the MTBPS has broadly struck the right balance between fiscal consolidation and being growth-friendly.
We have noted the significant increase in the overall public borrowing programme.  We need to ensure that the overall public-sector borrowing requirement is carefully managed and that huge borrowing programmes by both Eskom and Transnet do not jeopardise long term borrowing costs for the country. We will monitor overall public sector borrowing expected at about 10 per cent of GDP in 2010 and declining to 6 per cent of GDP over the next three years.
We reinforce our views that that the focus should now centre on improving outcomes from our budget to maximise the multiplier effect of government spending on the domestic economy. We look forward to details on key projects as outlined in the MTBPS – in particular details about the reform of social security and the envisaged process towards the implementation of NHI. We believe that these processes have to be carefully managed and must not jeopardise sovereign solvency. 

5. INFRASTRUCTURE PROGRAMME 
BUSA supports the additional investment in infrastructure that is planned by government.  We recognise that much investment is targeted at reducing the costs of doing business in South Africa. The public sector infrastructure programme at R811bn over the next three years is also supported. The outcomes from these investments are not automatic. It is important that the capacities of the implementing agencies are strengthened to ensure maximum returns. 
 We also note that the Minister highlighted that “Reliable electricity supply, clean water and better transport services have to be paid for over time, and so we will see further rises in tariffs and user charges over the period ahead”. We believe that a discussion will be required on administered prices as they too can have unintended consequences on growth and competitiveness. BUSA agrees that more contestable markets are needed in electricity, transport and communications to help reduce the cost doing business in SA

6. CONCLUSION 

The clarification of government’s stance on certain key macroeconomic issues provides a degree certainty and predictability and will further support both consumer and business confidence. In the context of our current economic and social challenges, and that of a small open economy integrated to the global marketplace, a commitment to a prudent macroeconomic framework is crucial.  However, fiscal policy alone cannot be expected to successfully address South Africa’s challenges. Whilst macroeconomic policy can go a long way in creating a favourable macro-economic environment, it is important that successful implementation of the micro-level programmes and projects generate tangible outcomes.
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