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SA Budget 2012: Urgency and partnerships in an uncertain time

On Wednesday the 2274 of February the South African Minister of Finance Pravin Gordhan tabled his
second budget. He and his team have been tasked with guiding the South African economy at a
particularly challenging time. There may have been more difficult times in democratic South Africa: the
initial post-1994 financial consolidation, as well as the crises of 1998 and 2001 come to mind, but arguably
we have not had such a sustained period of fundamental uncertainty about the health of the global

economy and the attendant fortunes of the South African economy.

South Africa has successfully and admirably initiated a medium-term expenditure framework (MTEF) which guides
budgetary debates and allocations over a three-year medium-term period. The latter two years (so currently 2013/14
and 2014/15) are usually referred to as ‘outer years’. The framework has served us well, adding much-needed
predictability and therefore stability to government and business planning horizons and reducing speculation. It has
also facilitated non-government participation in the budget. But we should not let the allure of the seeming
concreteness of these outer year numbers blind us to the major risk of this system, namely that it allows us to

postpone difficult reckonings too long by assuming that things will get better, and that growth will recover.

Take as an example real GDP growth for the cutrent fiscal year, 2011/12. These ate the various estimates made for

this growth since a figure was first published, in the 2009 MTBPS:

Table 1: 2011/12 Real GDP Growth: Forecast Changes since the 2009 MTBPS

2009 2010 2010 2011 2011 2012 Budget
MTBPS Budget MTBPS Budget MTBPS (Estimate)
Real GDP | 4.1 % 3.4 % 3.6% 3.6% 2.8% 2.7%

Growth
2011/12
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In essence, what is happening is that in a very uncertain time the ‘resumption of normal growth’ assumption is
being posited two or three years into the future each year, giving outer year estimates which may well turn out to be

too optimistic for the petiod from now until the end of fiscal year 2014/15.

The pattern has become fairly familiar in South Africa’s post-recession budgets, and indeed it is fair now to speak
of a pattern. In not one case since the 2009 Budget were the outer year growth forecasts less than the then current
year, and Table 1 above has given a fairly representative sense of how these have had to be downgraded closer to

the time.

Table 2: Real GDP Growth Initial Forecasts for Medium-Term

Pending Year Outer Year 1 | Outer Year 2
(i.e. 2009/10 for Budget 2009)
Budget 2009 1.4% 3.4% 4.1%
Budget 2010 2.9% 3.4% 3.6%
Budget 2011 3.6% 4.2% 4.4%
Budget 2012 3.0% 3.8% 4.3%

Growth resumption of course means tax revenue resumption as well, and we have seen a similar dynamic in the
case of tax revenue estimates over this period. Indeed, deficit outcomes would have been larger than budgeted for
in some recent instances had departmental under spending not provided an inadvertent correction to poorer than

anticipated revenue performance.

This tendency is not unique to South Africa: despite the potentially very bleak scenarios sketched out in the World
Bank’s Global Economic Prospects 2012, outer year growth forecasts are still premised on a return to ‘business as
usual.” It should also be noted that this is not a problem of modelling capacity: put bluntly, the mathematical-
economic models which are available to the authorities and private sector economists have no really reliable means
of modelling either global political risk as citizens respond in different ways to their changing social and economic
circumstances, not have they adequately integrated the economic impact of escalating natural resource depletion
and the potential breaching of environmental ‘“tipping points’ into their assumptions. The 2012 Budget assumes
that we are still located within the logic of the familiar business cycle. It is just, in this argument, that the recovery is

taking longer than had been hoped for.



100dSd

AN AFRICAN DEMOCRACY INSTITUTE

Should we not get the growth which this budget assumes, and if tax revenue recovery remains poor, South Africa
will face a set of difficult but not insurmountable or destructive choices. Quite simply, in such a situation, call it the

‘austerity scenario’, the following options or a combination of them must be utilised:

e Retain large deficits
e Broaden tax base and/or raise tax rates

e Cut / plateau spending in real terms

Larger deficits of course mean higher debt servicing, crowding out other spending, and would nudge us closer
towards perceptions that South African debt is not ‘sustainable’. As it is, even if things go well, debt stock will
plateau at around 40% of GDP. South Africa knows, from past experience, how unfair country perceptions around

debt can be. Like it or not, then, much more debt escalation is not a feasible option.

New taxes, such as the carbon tax, will be used, and could be effective, in getting producers and consumers to alter
their behaviour for the better, but it is doubtful that the fiscal implications will be of a needed scale. Tax rates can
be raised but of course private business and consumer demand is central to recovery and to job growth and higher

rates risk choking these.

Lastly, there is the option of cutting or ‘plateauing’ real spending, that is spending adjusted for inflation. Nominally,
that is in money-terms, departments would receive larger allocations, but not in purchasing power terms. There is
already a hint of a preference for this option: over the MTEF, real non-interest government expenditure increases
by an average annual real rate of less than 3%, in other words at a slower rate than the anticipated rate of growth of
the economy. Government spending as a share of GDP, in other words, is set to decline slightly over this time, and

must do so whether the rest of the economy recovers or not. Counter-cyclicality cannot be sustained indefinitely.

Even if these growth assumptions and the tax, spending and debt implications which result from them turn out to
be too optimistic, the South African economy, and the South African fiscus, will remain comparatively well-
resourced. As the Minister pointed out, the 2011/12 budget breached the R 1 trillion Rand mark. He can perhaps
be forgiven for not mentioning that the debt stock will in all likelihood also breach the R 1 trillion mark by 2015.
Regardless, command of these resources makes a lot possible, and a lot more than is currently the case, if better

value for money is achieved.

In this regard, one of the key requirements will be a new sense of urgency within both government and its partners

in business and civil society. This urgency should emanate from a real sense that the clock is ticking if we are to
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achieve the goals we have set ourselves, be these the goals set out in the New Growth Plan or the National
Development Plan. Notwithstanding the net jobs created in 2011, the South African economy has not to date
shown the kinds of innovation and small- and medium-scale entrepreneurship which are required if we are to

eliminate poverty as the Development Plan envisages.

The budget can and must play a decisive role in redistributionary social spending and social grants, but large-scale
structural change of South African requires jobs. We know this, we continually reaffirm it, but it is not clear that we
actually know how to go about it. A single example: the costs of ICT services in South Africa remain unacceptably

high for businesses and houscholds, and yet we see little decisive progress in addressing it.

Similatly, we know that youth unemployment is a crisis, and a potential time bomb. Yet concrete proposals such as
the youth wage subsidy scheme appear to be stalled in partnership debates which drag on. Urgency in the face of
the coming challenges also requires pragmatism, and a willingness to be flexible in trying out options, retaining what

works, discarding what doesn’t.

Utrgency also requires that we address the asymmetry in many government departments where we have too many
high-salaried policy and managerial staff and not enough administrators and implementers, be they teachers, nurses
and clerks. Asymmetric departments will overemphasise policy development and underemphasise the need to roll

up one’s sleeves and ‘do the work’ on site.

It need hardly be said that public sector wage increase restraint is essential now: we have had counter-cyclical fiscal
policy, yes, and it has been and continues to be necessary. But, as the Budget Review argues, the composition of
this partly debt-financed spending is not optimal: more public sector capital formation, less reports, reviews and
recommendations are needed. Public salary adjustments have consistently outpaced inflation and this needs to end.
Departments also need to ensure that they are outward-looking, to society and its needs, rather than inward-looking

to their own processes.

Urgency requires a continued emphasis on eliminating waste and corruption, as indeed the Minister emphasised.
Regrettably, there was very little emphasis on the role of Parliament and Provincial Legislatures in supporting this
work. This is particularly disappointing given the three years that have elapsed now since the passing of the Money
Bills Amendment Act, which formally enabled more robust oversight on the part of legislatures. On the other hand,
the slow progress in establishing the Budget Office required by this Act suggest that much work needs to be done

within legislatures if they are to take on this Constitutionally assigned role meaningfully.
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Following on the focus of the 2012 State of the Nation address, the emphasis on infrastructure in the Finance
Minister’s Speech was not surprising. It is of course also not new. There are not really any new, radical solutions to
old problems available to policy makers or to society for that matter: building the productive capacity of the
economy, investing in people through health and education, and providing basic services and income to those who

can’t afford to pay for them are the key components of any modern budget.

Budgeting in a democracy means social and economic needs must be balanced, as must the needs of the present
compared to those of the future. Debates need to take place about the relative priority of these factors, and
speeches may emphasis one or the other in the rhetoric that derives from the numbers. But the fact is that
infrastructure commitments, though needed, are not the long-awaited silver bullet for job creation. Nor are the
currently emphasised infrastructural commitments ‘new’: they are a re-articulation of a long-standing commitment
to public and private capital formation that has only partly been realised in practice. Emphasising the need for
better performance on infrastructural budgets is not new either, but remains a challenge, as the Minister pointed out

in mentioning capital budget underspending.

All infrastructure is not equal, either, and the additional emphasis on special economic zones will have to be
watched carefully to see if they bear the needed fruit. More than ever perhaps the trick will be in getting the balance
right between roads, hospitals, schools, ports and so on. Adequate support is also necessary to ensure that effective
participation in infrastructural bidding processes is equitably distributed. The recent intervention in the financial
management of Limpopo suggests a National Treasury that is determined to do what it takes. Establishing the

position of a Procurement Officer seems to be a step in a similar direction and may be an effective one.

In a highly constrained environment, Budget 2012 presents a familiar emphasis on jobs and growth and implicitly
assumes, in its outer year figures that recovery is on the horizon. It emphasises infrastructural spending as a means
of job creation, recovery as well as fiscal policy counter-cyclicality. Harder adjustment may be needed if global
recovery stalls significantly, as may well be the case. The Budget is of course only a plan, and more urgency and
more effective partnerships and more robust oversight are probably the decisive factors in determining whether this

budget has the desired developmental impact or not.
Len Verwey is researcher with 1dasa’s Political Information and Monitoring Service project.

For more opinions on the 2012 South Africa budget from leading civil society organisation please see below links.
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e EMOCE ACY NSO Alternative Information Development Centre

° Border Rural Committee

e  Cancer Association of South Africa

e  Catholic Welfare and Development

e (CBDP

e  Centre for Early Childhood Development

e  Centre for Economic Governance and AIDS in Africa

(] Community Development Resource Association

®  Council for the Advancement of the Constitution

e  Ecumenical Service for Socio-Economic Transformation

e  Gauteng Welfare and Social Services Forum

e  Gender Links

e  Greenpeace Africa

e  Heifer International South Africa

e Helen Suzman Foundation

L] HIV-911
e |dasa

e |[nstitute for Security Studies

e  Jo’burg Child Welfare

e  MIET Africa

(] Nurturing Orphans of Aids for Humanity

e  Papillon Foundation

®  People Opposing Women Abuse

®  People’s Budget Coalition

e  SECTION27

e  Siyakhula Trust

e  Sonke Gender Justice Network

®  South African National Council for the Blind

®  South African National Zakah Fund

e  South African Students Congress

e  Southern African Catholic Bishops’ Conference Parliamentary Liaison Office

e  Trust for Christian Outreach and Education

e  Tshwaranang Legal Advocacy Centre

e  Uitenhage Mental Health

e  Umcebo Design
e  WWEF South Africa


http://www.ngopulse.org/article/alternative-information-development-centre-comments-20123-budget
http://www.ngopulse.org/article/border-rural-committee-comments-20123-budget
http://www.ngopulse.org/article/cancer-association-south-africa-comments-20123-budget
http://www.ngopulse.org/article/catholic-welfare-development-comments-20123-budget
http://www.ngopulse.org/article/cbdp-comments-20123-budget
http://www.ngopulse.org/article/centre-early-childhood-development-comments-20123-budget
http://www.ngopulse.org/article/cegaa-comments-20123-budget
http://www.ngopulse.org/article/community-development-resource-association-comments-20123-budget
http://www.ngopulse.org/article/casac-comments-20123-budget
http://www.ngopulse.org/article/esset-comments-20123-budget
http://www.ngopulse.org/article/gauteng-welfare-social-service-and-development-forum-comments-20123-budget
http://www.ngopulse.org/article/gender-links-comments-20123-budget
http://www.ngopulse.org/article/greenpeace-africa-comments-20123-budget
http://www.ngopulse.org/article/heifer-international-south-africa-comments-20123-budget
http://www.ngopulse.org/article/helen-suzman-foundation-comments-20123-budget
http://www.hiv911.org.za/Announcements/Lists/HIVAN_News_Announcements/DispForm.aspx?ID=27&RootFolder=%2FAnnouncements%2FLists%2FHIVAN_News_Announcements&Source=http%3A%2F%2Fwww.hiv911.org.za%2FPages%2Fdefault.aspx
http://www.hiv911.org.za/Announcements/Lists/HIVAN_News_Announcements/DispForm.aspx?ID=27&RootFolder=%2FAnnouncements%2FLists%2FHIVAN_News_Announcements&Source=http%3A%2F%2Fwww.hiv911.org.za%2FPages%2Fdefault.aspx
http://www.ngopulse.org/article/idasa-comments-20123-budget
http://www.ngopulse.org/article/institute-security-studies-comments-20123-budget
http://www.ngopulse.org/article/jo-burg-child-welfare-comments-20123-budget
http://www.ngopulse.org/article/miet-africa-comments-20123-budget
http://www.ngopulse.org/article/nurturing-orphans-aids-humanity-comments-20123-budget
http://www.ngopulse.org/article/papillon-foundation-comments-20123-budget
http://www.ngopulse.org/article/people-opposing-women-abuse-comments-20123-budget
http://www.ngopulse.org/article/peoples-budget-coalition-comments-20123-budget
http://www.ngopulse.org/article/section27-comments-20123-budget
http://www.ngopulse.org/article/siyakhula-trust-comments-20123-budget
http://www.ngopulse.org/article/sonke-gender-justice-network-comments-20123-budget
http://www.ngopulse.org/article/south-africa-national-council-blind-comments-20123-budget
http://www.ngopulse.org/article/south-african-national-zakah-fund-comments-20123-budget
http://www.ngopulse.org/article/south-african-students-congress-comments-20123-budget
http://www.ngopulse.org/article/sacbc-parliamentary-liaison-office-comments-20123-budget
http://www.ngopulse.org/article/trust-community-outreach-and-education-comments-20123-budget
http://www.ngopulse.org/article/tshwaranang-legal-advocacy-centre-comments-20123-budget
http://www.ngopulse.org/article/uitenhage-mental-health-comments-20123-budget
http://www.ngopulse.org/article/umcebo-design-comments-20123-budget
http://www.ngopulse.org/article/wwf-south-africa-comments-20123-budget

