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Introduction

“And so in mapping a New Growth Path that will lead to a rapid creation of jobs that will ensure an equitable distribution of benefits, that will reduce inequality, ignite industrial development and transform rural and urban communities –

 in charting this course, we are mindful of the specific realities of our circumstances and the changing shape of the global economy.”

Minister of Finance, Pravin Gordhan, 2011 
Having endured the 2008/09 recession, South Africa has maintained moderate positive economic growth through to the fourth quarter of 2010 in line with global economic recovery. This was evidenced by a 2.8 per cent annual economic growth in 2010 against the -1.7 per cent recorded in 2009.
 The main contributors to this growth recovery were commodity prices due to increased demand for South Africa’s raw material, low interest rates (6.5 percentage points decrease since December 2008)
, and faster global growth especially in emerging markets led by China. Further growth is expected but would depend largely on the improvement of household consumption and investments. Economic theory purports that consumption (both by households and government); investment (including planned investment), government spending, and exports are key components of growth. Evidently, the South African Reserve Bank’s annual economic report notes that the economic growth in the second quarter of 2010 was mainly underpinned by positive contributions from non-residential fixed investment, personal consumption expenditure, exports, federal government spending, and private inventory investment. Examples of components contributing positively to growth in the first half of 2010 include the final consumption expenditure by both households (4.4%) and government (6.0%).
 In terms of exports, the seasonally adjusted and annualised merchandise exports (R 535,3 billion) recorded in the first half of 2010 had increased by R31.6 billion than was recorded for the whole of 2009 (R503,7 billion).
 This represents a 6.3% increase in merchandise exports. In addition, net gold exports had increased by 2.8% in the first half of 2010 compared to the whole of 2009. The change in exports is further explained by the improvement of balance of payments on current account (-3.6 in the first half of 2010 compared to – 4.0 for the whole of 2009).
 
Such positive results are comforting but much still needs to be done in terms of structuring the economy. For example, the positive developments mentioned above leading to growth in South Africa have not created significant jobs. The failure to create jobs is embedded in the structural weaknesses of the country, such as the lack of progress in education and development of skills. This is evidenced by a low ratio of employment to adult.
   A high ratio is generally considered to be above 75 per cent of the working-age population whereas a ratio below 50 per cent is considered to be low.
 A low ratio indicates that a large share of the population is not involved directly in market-related activities. In many countries, the ratio is lower for females than for males. Comparatively, the employment ratio of adults in South Africa is about 41.4 per cent; other countries have high ratios such as Uganda (83 per cent), Rwanda (80 per cent), Tanzania (78 per cent), and Malawi (78 per cent).
 Some of the reasons cited for South Africa’s low employment rates lie in the fact that the country is much more sophisticated than other African economies. In addition to that sophistication; there are a lot of unskilled people in the country.
 Secondly, militancy on the part of trade unions and the impact of labour laws, lack of development of small businesses and infrastructure are some of the hindrances of economic growth and job creation.
  These challenges often slow economic growth, reduce employment opportunities (contributing to an already high unemployment) and worsening of both inequality and poverty. 
The national treasury projects that over the medium term, South Africa’s real Gross Domestic Product (GDP) will reach 3.4 per cent in 2011, 4.1 per cent in 2012, and 4.4 per cent in 2013. Arguably, growth is essential but the steps taken to achieve it would require making difficult choices and decisions that shape the country’s policies and programmes for the years ahead. Further, the government will need to forge relations with the business sector and organised labour to effectively deliver on public services. With persistent unemployment and high levels of inequality characterising the country, it is important that future policies create and offer all South Africans better economic opportunities. 

Policy Priorities for 2011/12

In an effort to address the structural challenges facing South Africa, the newly established Economic Development Department (EDD) announced its 10 year economic policy called the New Growth Path (NGP). The New Growth Path seeks to address unemployment, inequality, and poverty in a strategy that is principally reliant on creating a significant increase in the number of new jobs in the economy, mainly in the private sector. The New Growth Path sets a target of five million jobs to be created in the next ten years. This target is projected to reduce unemployment from 25 per cent to 15 per cent. Critical to this employment target is the importance of social dialogue where both the social partners and government work together to address key structural challenges in the economy.

The New Growth Path as a first step focuses on unlocking the employment potential in six key sectors and activities. These sectors were also raised in the 2011 State of the Nation Address.
 They include: 

· Infrastructure, through the massive expansion of transport, energy, water, communications capacity and housing, underpinned by a strong focus on domestic industry to supply the components for the build-programmes.   

· The agricultural value chain, with a focus on expanding farm-output and employment and increasing the agro-processing sector.

· The mining value chain, with a particular emphasis on mineral beneficiation as well as on increasing the rate of minerals extraction. 

· The green economy, with programmes in green energy, component manufacture and services. 

· Manufacturing sectors in IPAP2.
 

· Tourism and certain high-level services. 

In each of these areas, clear targets of the jobs potential have been developed and State agencies have been directed to work on implementation plans. In addition, the success of the Department will be measured against the following indicators:

· Number of jobs created/reducing unemployment.
· GDP growth.
· Employment ratio or absorption rate.
· Distribution of earned income.
· Households in poverty.

It is expected that the achievement of these indicators will further contribute significantly to economic growth and employment in the long term. These indicators are reflected in the objectives of the individual programmes and sub-programmes of the Department.

Performance and Service Delivery Information
As of December 2010, in response to the financial crisis, the Industrial Development Corporation’s (IDC) R6.1 billion fund which had been set aside to assist distressed companies had already committed R3.6 billion and saved or created 23 322 jobs. In addition, a R2 billion jobs fund (purchased by the Unemployment Insurance Fund) had committed R219 million of this R2 billion.
 Cross cutting issues included the collaboration of the Department with the Department of Labour, the Industrial Development Corporation, and the Commission for Conciliation, Mediation and Arbitration (CCMA) in establishing a R2.9 billion training layoff scheme with the intention to provide training of workers as an alternative to retrenchment. This scheme, as at January 2011, had benefited a total of 6351 workers.
 This scheme will be administered by the Department of Higher Education and Training in 2011/12.

The International Trade Administration Commission (ITAC) has worked closely with the Department in response to the financial crisis. ITAC aims to create an enabling environment for fair trade. To effectively achieve its aims, ITAC has already revised its timeframes for investigations from 12 to 9 months with regards to trade remedies
, 12 to 6 months for normal tariffs
 and four months in the case of tariff investigations for vulnerable sectors. One of the most threatened sectors is the clothing and textile industry. In 2009, 750 tons of smuggled clothing and textile to the value of R90 million were seized by the South African Revenue Services (SARS). This resulted in ITAC increasing the tariffs on 35 items of clothing and textile sector with the aim of increasing the price competitiveness of local producers.

Budget Analysis

Analysing the budget helps to gain access to the power of public ideas that lead to the power to influence the allocation of public resources intended for development. The budget is categorised into three main classifications namely, programme, economic classification and standard item. The programmes of the Department comprise various sub-programmes. Economic classifications on the other hand are categorised into three segments namely current payments, transfers and subsidies and capital payments. These segments are sometimes known as the Government Financial Statistics (GFS) classification. The standard item classification presents expenditure such as, inter alia, personnel and administrative expenditure. The table below shows the budget allocations to various Departmental programmes. 
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2010/11 2011/12 2012/13 2013/14

Administration

  45.1   55.0   60.5   63.7   9.9   7.4 21.95 per cent 16.37 per cent

Economic Policy Development

  18.6   23.3   29.3   30.9   4.7   3.6 25.27 per cent 19.53 per cent

Economic Planning and Coordination

  374.6   499.9   566.6   599.5   125.3   102.4 33.45 per cent 27.34 per cent

Economic Development and Dialogue

  11.5   16.3   18.3   19.3   4.8   4.1 41.74 per cent 35.25 per cent

TOTAL   449.8   594.5

  674.7   713.4

  144.7

  117.5

32.17 per cent 26.12 per cent

 2010/11-2011/12  2010/11-2011/12

Budget


Adapted from Treasury Estimates of National Expenditure 2011

Expenditure trends

The Economic Development Department received a total of R594.5 million in the 2011/12 financial year, an increase of R144 million or 32.17 per cent in nominal terms compared to the previous year. This increase is also reflected in real terms of 26.12 per cent (that is, from R R449.8 million to R567.3 million
). Of the total budget allocation (R594.5), 78.18 per cent (or R464.8 million) is allocated to transfers and subsidies 20.72 per cent (R123.2 million) is billed to current payments and payments to capital assets received 1.1 per cent (R6.5 million).The 2011/12 allocation to the Department against all national budget votes represents 0.12 per cent. This compares favourably to the 0.09 per cent of the previous year’s budget. The slight increase might be attributed to the Department’s expansion since its establishment in 2009 especially in the two of four programmes; Economic Planning and Coordination Programme (nominal of 41.74 per cent) and Economic Development and Dialogue Programme (33.45 per cent) 

· Receipts 

The Department generates its revenue from dividends received from the Industrial Development Finance (IDC) as well as fines and penalties imposed by the Competition Tribunal for contraventions of competitive practices. Between the financial year 2010/11 and 2011/12, the departmental receipts increased by 6 per cent from R230.0 million (2010/11) to R243.8 million (2011/12). Over the medium term period, the revenue is expected to increase R243.8 million in 2011/12 to R263.8 million in 2013/14. This represents an average nominal increase of 8.2 per cent over the same period. 
Programme Analysis 

The department has four programmes namely the Administration (9.25 per cent of the total budget), Economic Policy Development (3.92 per cent), Economic Planning and Coordination (84.09 per cent) and Economic Development and Dialogue (2.74 per cent). In terms of economic classification, transfers and subsidies constitute the largest allocation (78.18 per cent). These transfers are made to the entities falling under the Department. The entities are divided into two bodies namely the 34Development Finance Institutions and Regulatory bodies. The Development Finance Institutions include Khula (with a transfer of R128.9 million), SAMAF (R90.5 million) and Industrial Development Corporation (R34.0 million).
 The regulatory bodies on the other hand consists of the Competition Commission (R126.6 million), Competition Tribunal (R15.2 million) and the International Trade Administration Commission (ITAC – R69.6 million)
 Over and above the initial allocation to these entities, additional allocations are expected over the medium term period. Below is the analysis of these programmes together with some of their sub-programmes.

· Administration 

The Administration Programme (with a budget allocation of R55.0 million for 2011/12) coordinates and renders effective, efficient, strategic support and administrative services to the Minister, Deputy Minister, Director-General, the Department and its agencies. Most of the budget in this Programme has been allocated to the Ministry and General Management services sub programmes to build capacity in human resource, information technology, planning and reporting
. Therefore, compensation of employees in this programme constitutes a large percentage (55 per cent) of the programme’s allocation.   

· Economic Policy Development

The Economic Policy Development Programme seeks to strengthen the economic development policy capacity of government to ensure broader participation in the economy. The allocation to this programme is R23.3 million, which is all allocated as current payments. Compensation of employees is allocated R12.9 million (55.4 per cent of the programme’s allocation) and goods and services take up the remaining R10.4 million (44.6 per cent). Despite its small share (3.9 per cent) of the total budget’s allocation, this programme will play a critical role in monitoring the implementation of the New Growth Path. It will also contribute to the alignment of policies within the different spheres of government. 

· Economic Planning and Coordination

The Economic Planning and Coordination programme is the largest by allocation (84.09 per cent or R499.9 million). The other three programmes (Administration, Economic Policy Development and Economic Development and Dialogue) share the remaining 15.91 per cent or R94.6 million of the total budget allocation, with Administration receiving almost 60 per cent (58.13 per cent) of the R94.6 million. The objectives of the Economic Planning and Coordination Programme, inter alia, are mainly to develop and coordinate economic plans, undertake research and analyse development programmes, provide oversight and strategic direction for various entities and support projects with the aim to realise government’s broader goals. The bulk of the budget allocation to this Programme, about 93 per cent (or R464.8 million) is allocated to transfers and subsidies. This huge allocation reflects the important role of the Department’s entities in meeting broader economic development goals. For example, the Development Finance Institutions will facilitate the provision of development finance at concessionary rates. It may be argued that the success of South Africa’s industrialisation will depend largely on the efficiency of these entities in providing financial support. The Brazilian Development Bank (BNDES) as a financing agent for development in Brazil is one example of a successful financing model. The BNDES has played a fundamental role in stimulating the expansion of industry and infrastructure in the Brazil.
 In addition, the Industrial Policy Action Plan II (IPAP II) affirms the importance of these institutions in South Africa’s re-industrialisation.
 

In the 2011 State of the Nation Address, the green economy was identified one of the six priority areas that can create jobs. Arguably, an economy may also be considered a component of the ecosystem. At the Green Economy Summit held in Johannesburg in May 2010, the Minister of Economic Development
 stated that South Africa can benefit from the green economy. The benefits include
:
· Improving competiveness of export economy as green concerns influence standards setting and access to export markets;

· Stimulating investment in efficient technologies, building and vehicles while reducing consumption of water, electricity and soil; and 

· Setting targets for definitive number of jobs that can be created in the economy.
The focus on the green economy resulted in the Department creating the green economy sub-programme. This sub-programme aims to develop and support projects, incentives and other measures to maximise job creation potential of the green economic activities. There is however no allocation to this sub-programme over the medium term period. The Department’s task under the green economy sub-programme is to coordinate government and private sector players, including the establishment of a dedicated fund. The dedication of the Department in this regard is reflected in its joint project with the International Labour Organisation (ILO) on greening the construction.

· Economic Development and Dialogue

The Economic Development and Dialogue programme aims to promote social dialogue in order to foster economic development. The allocation to this programme is R16.3 million, all of which will be expended as current payments. A total of 66.3 per cent (or R10.8 million) of this allocation is allocated to compensation of employees and 33.7 per cent (or R5.5 million) is allocated to goods and services. Given that South Africa has highly-developed social dialogue institutions such as the National Economic Development and Labour Council (NEDLAC), this programme is expected to bring all relevant stakeholders together in policy debates. The outcomes of the social dialogues should assist in establishing a broad consensus on long-run policy goals and a vision for the country, and facilitates the necessary tradeoffs and sacrifices by ensuring a visibly fair distribution of the benefits from growth.

Key Issues for Consideration by Parliament

Since 2011 has been declared a year of job creation through meaningful economic transformation and inclusive growth, it is imperative that the Parliament of the Republic of South Africa conducts its oversight function with due diligence. With the New Growth Path having been declared the country’s economic policy, there is a vital role that Parliament can play in this regard. In ensuring the successful implementation of the New Growth Path, Parliament will be guided by its indicators.

· Number of jobs created/reducing unemployment – Parliament should ensure that this New Growth Path guides the work of the relevant departments in achieving the set goals and work within the premise that the creation of decent work is at the centre of the country’s economic policies. In addition, Parliament should urge every sector and every business entity, regardless of size, to focus on job creation.
· GDP growth –despite South Africa’s economic growth experienced in the past 10 years, it has lagged its peers
, running at just over 1% a year. Therefore, in this regard Parliament should ensure that components of growth such as sound fiscal policies are in place. In addition, Parliament should support policies that encourage private sector competition, infrastructure, and human capital development and promote simple, transparent, and stable tax policies in order boost further growth. Policies that promote Small Medium and Micro Enterprises (SMMEs) should not be neglected as these may be significant engines for economic growth.

· Employment ratio or absorption rate – this indicator for employment cuts across various sectors. Education may be used as an indicator for measuring skills. However, it is not a sufficient indicator by itself. Parliament in this regard should also take into consideration other facets to skills development such as on the job training; the quality of education received and the recognition of prior learning (RPL) in addressing high unemployment levels.  The recent amendments to the labour Act should not be neglected in this regard.
· Distribution of earned income – the country’s creation of wealth will depend, to an extent, on its economic structure or system, history, ongoing or past wars, and differences in individuals' abilities to create wealth. The apartheid era contributed adversely to the inequality that South Africa currently experiences. In addressing the situation, the role that Parliament can play is critical and may have to focus on a number of cross cutting issues. These include a relook at the labour market, globalisation (economic neoliberal policies), education, wealth condensation, race, gender, culture, and innate ability.
· Households in poverty – there are quite a number of people in South Africa who still lack the basic human resources/needs. These include clean and fresh water, nutrition, health care, education, clothing, and shelter. The lack thereof may be attributed to the inability to afford such basic needs. Parliament should ensure that more and better jobs are created in the identified sectors and must strive for improved alignment of economic policies within the spheres of government, especially rural development policy. 
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