PAGE  
5

[image: image1.wmf]Economic growth and capital formation

-3

-2

-1

0

1

2

3

4

5

1990

1992

1994

1996

1998

2000

2002

2004

0

50000

100000

150000

200000

Economic

growth

Capital

formation


[image: image2.wmf]Percentage change in employment

-5

-4

-3

-2

-1

0

1

2

3

4

1990

1992

1994

1996

1998

2000

2002

2004

-4

-3

-2

-1

0

1

2

3

Public sector

Private sector


FEDUSA COMMENTS ON THE

MEDIUM TERM BUDGET POLICY STATEMENT
MACRO – ECONOMIC PERSPECTIVE 

Promoting the goals economic growth and employment, economic and social stability, equal distribution of income and opportunities and balance of payments equilibrium is a multi-faceted phenomenon and not only requires a balanced approach and a wide range of policy measures, but also requires a clear strategy. FEDUSA want to commend the Minister in the clear way the Minister spells out its strategy to promote growth and employment creation, without forfeiting the other economic and social goals. 

As an open economy, the South African economy is affected by unexpected changes in the global economy. 

An outlook of the world economy in 2005 and 2006 reveals the following:  

· World economy is slowing in the major countries.
· There will still be growth in most developed countries, but the forecast must be for slowing demand with higher oil prices playing a major role.

· However no recession is foreseen – rather a period of slower growth.

· But the world does not need anymore shocks from hurricanes, tsunamis, terror and the oil market.

· While oil prices will decline somewhat, refinery capacity problems will remain.

According to the Reserve Bank, inflation is set to peak in the 2nd  quarter of 2006. Interestingly enough, the Governor of the Reserve indicated that he would fight inflation if any chance of breach of 6%. Furthermore, oil prices will remain high and could go higher, with food prices soaring even higher. This bleak projection by the Reserve Bank was perhaps too negative.
FEDUSA’s understanding as to why inflation remains flat is : 
· Inflation will peak in February 2006 at around 5,5%.
· Oil prices will come down, but perhaps not to levels much below $50 dollars a barrel.

· Maize in SA silo’s is worth 3 years supply.

· Telecommunication prices set to decline or remain stable for some time.

· The Rand is the Major question mark, but if the Rand is stable or relatively stable between say R6 and R7 then inflation more likely to decline. Although the currency has stabilised, it still needs to be closely monitored.    

· Electricity prices to increase gradually more than CPIX.

Macroeconomic projections shown in the table below, indicates that stable economic growth and an increase in capital formation is expected by Government.

Macroeconomic projections : 2005 MTEF,[2004 MTEF] and ( 2003 MTEF)

2003 (Actual)
2004
2005 

Estimate 
2006

Forecast
2007
2008

Real GDP growth
2,8

[1.9]

(2,2)
3,7

[2.9]

(3,3)
4,4

[3.9]

(3,7)
4,2

[3.7]

(4,0)
4,4

[4.2]
4,8

Gross fixed capital formation
9

[8.4]

(7,7)
9,4

[9.6]

(6,1)
8,6

[8.2]

(6,7)
9,6

[7.7]

(7,0)
9,8

[8]
9,6

GDP deflator
4,5

[5.9]

(5,8)
5,9

[5.7]

(4,6)
5,3

[4.9]

(5,9)
5,5

[5.3]

(5,0)
4,8

[5.2]
4,6

Being a small and relatively open economy, South Africa, like many developing countries remains vulnerable to global developments, such as natural disasters and instability in the oil producing countries. To make provision for the adverse economic effects of recent hurricanes as well as the rise in the oil price, projections for the economic growth rate has been slightly downscaled to 4.2% for 2006, whilst the inflation rate is forecast to be somewhat higher at 5.5%. Given the current buoyant conditions in the economy, it is interesting to note that growth figures have been up scaled for this year, compared to the 2003 and 2004 MTBPS figures. These projections seem to be realistic.

FISCAL POLICY AND EMPLOYMENT CREATION 

Fiscal policy has also focused on the promotion of economic growth, for example through the promotion of infra-structural investment. FEDUSA is convinced that this new economic environment of stable economic growth will make it possible to promote private sector investment more directly, without neglecting the other goals of economic policy, such as government’s income distribution goals. Although economic growth is a multi-dimensional phenomenon, private sector investment remains the crucial factor in employment creation and growth.

The 2005 and 2005 / 2006 Budget refers to conditional infrastructure grants of R 62, 9 billion and 

R 74, 6 billion respectively. Those amounts are in addition to the municipal infrastructure grants of R 4,4 billion for the previous year and R 5, 1 billion for the current financial year. It is essential that these grants are spent on infrastructure that will be the springboard to propel South Africa’s economy to reach the much needed growth of 6% or higher whilst creating many jobs in the process.   FEDUSA has been advocating for some time the importance of large – scale infrastructure rollout programmes to get people working. Such projects would not only build South Africa’s economy and increase its gross domestic production, but uplift rural communities and increase the circulation of money.     

An increase in tax revenue equals : 

· Lower budget deficits
· Less loans from government

· Further downward pressure over long term on bonds yields

· More tax cuts to individuals and SSME’s possibly. 

· Space for 2% personal tax rate drop and company tax rate drop for next year (2006 / 2007)

· Should have about R30 billion to R40 billion to play with.

But, our biggest challenge remains addressing unemployment and the volatility of the currency.    

Employment Creation, Sustainability and Skills  

Providing sufficient employment opportunities to new entrants to the labour market and to make provision for a large backlog of unemployed is a socio-economic goal that is still out of our reach. FEDUSA realises that employment-creating growth is a multi-faceted phenomenon and that it should be tackled over a wide front in the short as well as the longer term in a balanced way. FEDUSA endorses this policy approach. In the final instance the longer-term option of empowering people through education and training is probably the only sustainable way to tackle the unemployment problem in South Africa.
Job growth is still continuing in 2005, despite setbacks in mining and clothing there are good indications that job growth is continuing. Confidential and broad data shows around 8% growth in the registration of the number of commercial employees (excludes domestics and listed company data still shows domestic job growth. Skills Development Levies, Compensation Board, UIF and other employment related data shows contributions growing above wage rate increases, however it is slower than in  2004. In 2006, we should see the fifth year of Job growth.

While South Africa is in the top 30 countries to do business with, decent sustainable jobs need to be created (at least 20 000 jobs per month to halve unemployment by 2014 ; 35 000 per month for broader unemployment figures)
. Furthermore, South Africa needs to lower the cost of regulations ; lower taxes are needed (entrepreneurs spend 353 hours paying them every year) as well as lower administrative prices. 

Halving unemployment by 2014, as formulated at the Growth and Development Summit, is a constant point of departure. Yet, 2014 should not be used as an excuse to switch attention away from what needs to be done now. In essence, we should be aiming to eradicate unemployment by 2014, not just halving it, by being stringent with implementation. In order to give impetus to that, we need to earnestly question how the mentioned billions of rands are being spent, what the economic effect of completed projects is and how many permanent and temporary jobs have been created in the process.           

Casualisation of labour has come under the spotlight and is gaining momentum. Over the past 10 years there has been an exponential increase in labour brokering, that has the potential to erode existing labour rights and exploit vulnerable workers.     

Small, medium and micro – enterprises also have a crucial role to play in sustainable job creation and thus South Africa’s economic growth. The most critical issue for small business is access to capital. Government must put the necessary tax incentives in place to make risking capital worthwhile. We should rather realise that small business is a key cornerstone of job creation and economic growth in this country.    

FISCAL FRAMEWORK

Fiscal framework (Main budget)

Total expenditure, revenue and the budget deficit are shown below.[2004 MTEF], (2003 MTEF)


2004/05

Outcome
2005/06

Estimate
2006/07

MTEF
2007/08

MTEF
2008/09

MTEF

Total expenditure
368,5

[371.7]

(367.5)
415,8

[413.6]

(403.1)
474,0

[449.7]

(435.3)
518,3

[488.2]
568,7

Per cent of GDP
26,2%

[27.7%]

(28%)
27,0%

[28.2%]

(28%)
28,0%

[28.1%]

(27.7%)
27,9%

[27.8%]
28,0%

Total revenue
347,9

[328.2]

(325.7)
400,1

[363.0]

(357.)8
437,0

[399.1]

(391)
479,0

[440.5]
527,2

Per cent of GDP
24,7%

[24.5%]

(24.8%)
25,9%

[24.7%]

(24.8%)
25,8%

[25.0%]

(24.8%)
25,8%

[25.1%]
25,9%

Deficit

% GDP
-1,5%

[-3,2%]


-1,0%

[-3,5%]
-2,2%

[-3,2%]
-2,1%

[-2,7%]
-2,0%

A crucial element in economic growth is private sector investment underpinned by government infrastructure investment. Since 2002/03 when Government turned its focus on growth and investment promotion, this year’s MTBPS probably contains the boldest steps that have been taken to step up infrastructure investment. The current fiscal scenario makes it possible to step up its investment. By utilising almost R30 billion revenue overrun and increasing the budget deficit to 2,2%, it is possible to increase government expenditure by a huge R78 billion (after allowing for R24 billion to replace the RSC levies) over the 2005 MTEF. This amounts to 6.3% in real terms over the 2005 MTEF period.

FEDUSA is convinced that this bold step by Government to promote growth and investment via its expenditures will without doubt play a crucial role in promoting economic growth and a resultant increase in employment. The graphs below show that Government has already succeeded in increasing investment as well as an increase in employment
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Another crucial element in economic growth is promoting the ability of people to help themselves as well as their living conditions. In this year’s MTBPS special attention special attention is given to this matter. In this regard the Minister announced a shift in its priorities of social expenditure from income support to education and health. The table below however shows that welfare expenditure will not be neglected. 
Percentage real growth in selected consolidated national and provincial votes (MTEF 2004  in brackets)


2004/05
2005/06
2006/07
2007/08
2008/09

Education
(5.0)
4.4

(2.8)
5.4

(1.6)
6.7

(1.6)
6.4

Health
(2.1)
9.8

(5.3)
5.6

(3.9)
4.6

(1.9)
5.8

Welfare and social services
(18.8)
10.8

(12.1)
7.2

(6.3)
4.7

(0.5)
3.6

Defence
(-5.0)
8.5

(6.2)
-4.4

(-3.0)
-0.9

(-5.8)
4.4

Justice, police and prisons
(7.3)
8.6

(6.8
5.1

3.2)
4.2

(2.3)
3.9

Interest
(2.0)
-2.4

(1.8)
-1.6

(4.2)
-2.6

(4.2)
-1.2

An important feature of fiscal policy over the last couple of years is that Government succeeded in increasing welfare and social services spending by large amounts while still maintaining fiscal discipline. This resulted in a lower deficit and large savings in debt service cost. It is projected that debt service cost will decrease on average than 2% over the MTEF period.

CONCLUSION 

The fiscal policy shift to economic growth promotion is favourable but should be dealt with much caution. 
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