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BUSA SUBMISSION TO THE PARLIAMENTARY STANDING COMMITTEE ON FINANCE ON THE 2012 MEDIUM TERM BUDGETARY POLICY STATEMENT (MTBPS)

1. INTRODUCTION

Business Unity South Africa comprises business organisations including chambers of commerce and industry, professional associations, corporate associations and unisectoral organisations.   It represents South Africa business, including small and medium enterprises, on macro-economic and high-level issues that affect it at the national and international levels.

BUSA’s function is to ensure that business plays a constructive role in the country’s economic growth, development and transformation and to create an environment in which businesses of all sizes and in all sectors can thrive, expand and be competitive.

As the principal representative of business in South Africa, BUSA represents the views of its members in a number of national structures and bodies, both statutory and non-statutory.  BUSA also represents Business’ interests in the National Economic Development and Labour Council (NEDLAC).

BUSA welcomes the opportunity to submit comments on the 2012 Medium Term Budget Policy Statement (MTBPS) presented to Parliament by the Minister of Finance Pravin Gordhan on 25 October 2012.

2. ECONOMIC OUTLOOK

At the outset, BUSA shares the realistic assessment of the economic outlook given in the MTBPS in respect of both the external and internal factors shaping South Africa’s economic prospects.  The common element in assessing growth prospects appears to be the large element of uncertainty that permeates many aspects of the outlook.  There is a close convergence between the National Treasury and BUSA’s economic forecasts.

2.1 Global Economic Outlook – lower growth and higher risks
2.1.1
Economic growth in developed countries is expected to be about 1.5% in 2012/2013.

2.1.2 Economic growth in developing countries is expected to average about 5.5% in 2012/2013

2.1.3 Economic growth in the Eurozone is expected to average 0.1% in 2012/2013.

2.1.4 Growth has also slowed in China to 7.5%, although some analysts see this as the lower turning point for the Chinese economy.

2.2Domestic Economic Outlook – weak performance
2.2.1 BUSA expects growth of about 2.5% this year, rising to about 3% in 2013.

2.2.2 Consumer price inflation is expected to remain within the 3% 

to 6% target band over the forecast period, though with renewed pressure from food prices, administered prices and fuel costs.

2.2.3 Gross fixed capital formation will rise by about 5.5% this year, mainly supported by public sector capital spending.  Business and investor confidence are presently weak and vulnerable.

2.2.4 With declining exports and rising imports, the current account deficit is likely to widen to about 6% of GDP.

After 2013, an improving global economy is likely to support stronger growth in local exports.  At the same time, progress in the delivery of key economic infrastructure should support a more broadly based revival in capital spending, bringing faster GDP growth in 2014, say, to about 3.8%.
3. AN OVERALL APPROACH

If we look back, aside of short windfall-driven episodes, South Africa has remained a modest 3.0% to 3.5% growth performer.  It has not yet discovered within itself the magic to transform towards 5%, 7% or even higher average growth performances as some other leading emerging economies have done.

And thus after a short, speculatively-driven consumption boom during 2005-2007 and a short sharp recession in 2009, we now find ourselves constrained in a 2 ½ % to 3% growth trajectory, with a significant loss of growth drivers and focused purpose.

Most analysts believe SA’s growth performance under present constraints could not exceed 4% at best, based on previous studies of the SA economy.  This is inadequate to meet the socio-economic challenges of unemployment, poverty and inequality.

In assessing where the emphasis must now fall in deciding policy, BUSA therefore believes it is necessary to distinguish clearly between –

3.1  the factors over which SA has little or no control, such as the global

 economy.
3.2  the factors over which the country does have control, such as its 
 domestic policies.  This is even more important given the extended 
 and delayed recovery expected in the global economy.  Indeed, the 
 more things go wrong abroad, the more the margin for error in 
 domestic policy shrinks.

BUSA therefore agrees with the Minister of Finance when he says in the MTPBS that we have to look at ourselves – ‘what reforms we can implement to give greater impetus to investment, business development and job creation.’  In other words, we need to do better in tackling internal challenges if we want a SA economy which in future will be bigger, stronger and better.

With deteriorating prospects for the world economy, a declining domestic growth trajectory, a limited tax base and on-going spending pressure SA’s fiscal ‘space’ has diminished in the MTBPS.  However, BUSA concurs that all our problems cannot be ascribed to global factors.  There are numerous structural problems in the domestic economy which are of our own making.  The Marikana tragedy, industrial unrest and violence are being captured by ripple effects on the economy and by credit-rating agency reassessments.  

While it is already agreed that a collaborative effort and effective leadership by key stakeholders, not just the National Treasury, is necessary to resolve the several new challenges that have arisen, the economic consequences inevitably feed into the mini-budget outlook through key economic variables such as growth, tax revenues, the exchange rate, debt ratios and unemployment.

Against this background, BUSAs assessment of certain features of the latest MTBPS is along the following lines.

4. SOME POSITIVE FEATURES OF THE 2012 MTBPS

4.1 BUSA again acknowledges the overall approach of the MTBPS as a balanced and realistic assessment of the challenges faced by South Africa in tough external and internal economic circumstances.  The degree to which investor confidence will be reassured by the MTBPS will depend on the commitments in key fiscal variables and targets being successfully implemented in the period ahead and more policy certainty being revealed in the main budget in February 2013.  Fiscal sustainability over the medium term will now depend on government’s ability to adhere to overall spending targets and, above all, to keep its wage costs under control.

4.2 Given the magnitude of the task facing Minister Pravin Gordhan in his latest mini-budget speech, BUSA welcomes the extent to which budgetary decisions are being increasingly aligned within the framework of the National Development Plan (NDP).  This gradually puts South Africa in a better position to take coherent and coordinated short term and long term decisions to deal with the stresses and strains in the current economic outlook.  Encouragingly, the MTBPS places some emphasis on the ‘path to higher growth,’ highlighting the need for a buoyant private sector and an effective government to address the challenges of unemployment, poverty and inequality.
4.3 The MTBPS provides a definitive statement on the limits that SA’s debt to GDP ratio of fiscal deficit should not exceed in changed economic circumstances, to avoid falling into a ‘debt trap’.  The commitment to stabilising the debt at reasonable levels has been renewed. This is essential for long term investment and for confidence in the capital markets.  The fiscal outlook must remain credible.  It therefore remains important for fiscal policy to keep the right balance between consumption and investment spending by the state, including the sustainability of its wage bill, in ways which ultimately will strengthen the nation’s balance sheet.  In essence the public sector must be wise spenders, not big spenders.

4.4 The emphasis placed in the MTBPS on the importance of collaboration among key stakeholders in the economy to find solutions to South Africa’s socio-economic challenges is endorsed by BUSA.  The MTBPS ‘message’ must therefore also be seen in conjunction with the release of the High Level Social Dialogue (HLSD) ‘package’ by President Zuma on 18 October 2012.  This kind of alignment can promote coherence and coordination in policy. (An implementation programme is due to be announced shortly flowing from the HLSD ‘package.’)

4.5 The renewed message of fiscal discipline in the MTBPS is supported by BUSA.  As part of the commitment to ensure that taxpayers’ money is spent wisely and receives the best value for money, BUSA welcomes the use of tax compliance as a determinant of good standing when deciding to award a government tender, a practice which also is developing in the private sector as a check on business integrity and financial soundness. This can form an important part in building and strengthening a non-corruption environment, together with the other measures announced in this regard.

4.6 The National Treasury’s commitment to the appointment of senior procurement staff is welcomed and should be expedited.  Public and private procurement is an essential stimulator of demand for small and expanding firms.  Critically, both public and private sectors must implement commitments to 30 days payments to their small- and medium-sized suppliers.

5. SOME VULNERABILITIES IN THE 2012 MTBPS

5.1 South Africa’s headline fiscal ratios still may appear safe but this can mask vulnerabilities.  Because the economic recovery is slower than anticipated, the budget deficit will in any case be reduced more gradually.  This means that government’s target of a budget deficit of 3% of GDP has been pushed out by another year to 2015/16.  Unless recurrent state expenditure is kept under control, any further accidents to growth (following a global recession, for example) and/or in interest rates (if the rand weakens further) could push the ratio of gross debt to GDP to a danger limit of 50% (the generally accepted rule of thumb for emerging as opposed to developed economies).  

5.2 Although BUSA supports a broadly conservative approach to state spending, it remains concerned at the frequent references in the MTBPS to the rising public sector wage bill.  It is essential that, even with the intention of keeping public expenditure levels within the 2012 Budget, the emphasis on infrastructural spending must create productive assets for the future.

5.3 The medium-term budget policy statement provides a signal that taxes may be increased should the economy not recover.  It states that ‘in a lower-growth scenario, an appropriate balance between spending restraint and new revenue initiatives would be necessary.’  With estimated revenue collection falling by R5 billion – of which R3.9 billion was due to lower collection of personal taxes – the  National Treasury will be under pressure to find other forms of revenue.

5.4 The big challenge remains to ensure the effective implementation and financing of key infrastructural projects, which have been an important part of our counter-cyclical policy.  Improving state capacity is the key – without it delivery will not happen. The mobilisation of private sector capacity needs to more visibly promoted, whether through public-private sector partnerships or other creative mechanisms to mobilise the private sector more effectively.
5.5 In the recent past, the ‘bunching up’ and cumulative effect of excessive rises in administered prices is currently having a negative impact on our economic performance.  Pricing decisions appear to have been ad hoc, with responses to individual SOE financial requirements being implemented without adequate consideration of the cumulative effect.  The National Treasury needs to facilitate a better planned and coordinated approach to the issues of affordability in decisions around administered prices and their effect on the cost of doing business in SA.

5.6 The drop in foreign direct investment flows to SA by 44% in the past year according to UNCTADS’s latest Global Investment Trends Monitor is a matter of deep concern to BUSA.  The draft policy document by the National Treasury on guidelines for cross-border investment needs to be finalised to help stabilise the situation, and to which the MTBPS did not refer.

6. CONCLUDING COMMENTS

In assessing where the SA economy now stands in the context of the MTBPS – and prior to the main Budget in February 2013 - BUSA would in conclusion offer the following thoughts:

6.1 if South Africa can craft and implement the right short-term and long-term measures to address current challenges, then it is quite possible to prove the sceptics about SA wrong.  As the Finance Minister has said, ‘as a country we face difficulties – but we are not in terminal crisis.’  It is largely in our hands to write a different story in the years ahead, and for which the NDP offers a roadmap.  We must also realise that the challenges of a better economic performance lie beyond fiscal policy and the National Treasury alone.
6.2 BUSA believes there is a ‘virtuous circle’ of high growth, democratic governance and social development possible in South Africa.  The transition of a high-skill, high-productivity and rising wage economy is both economically necessary and politically desirable.  The forces of globalization abroad, and the dynamics of transformation within, must meet in a faster ‘catch-up growth for South Africa, of the kind experienced by several other emerging economies.  

6.3 The NDP confirms that all these considerations point to a need for a higher job-rich growth path, a faster pace of development and a society growth wealthier in the broadest sense rather than in the narrow one.  We must therefore widen and deepen our commitment to the National Development Plan and the vision for 2030 as a means to give direction and build confidence.  

6.4 In the words of the National Development Plan, ‘South Africa has the means, the goodwill, the people and the resources to eliminate poverty and reduce inequality.  It is within our grasp.  But it will not happen unless we write a new story; a story of people, their relationships, their dreams and their hopes for a better tomorrow.  We want or children and young people to have better life chances that we have …. The capabilities that the country needs to enable citizens to thrive include a capable state, leadership from all sectors of society, a pact for mutual sacrifice and trust.’
This is the message which BUSA draws from the latest MTBPS if we want to ensure that our nation’s energies are focused on attacking poverty and on expanding a robust, entrepreneurial and innovative economy.  The Government must create the conditions and environment for higher levels of public and private investment to create jobs and ensure rising incomes.
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