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This yearwe present our
proposals under the theme
of ‘Budgeting in the time of
Surplus’ to engage with the
planned surplus in the
budget.
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2 Introduction

2.1 Overview

The Peoples Budget Coalition, bringing together CO$ASACC

and SANGOCO tabled proposals for the 2008/2009 budget under
the theme “Spend More, spend better and on the right programmes”.
It occurs in the context of a call by tA&ican National Congress

for ‘A WarAgainst Poverty’. Our memberganisations and

activists are already enlisted in this yeamd our proposals —

presented once again a full year in advance — are central to our
commitment to the speedsffective and sustainable eradication of
structural povertyand the reduction of inequality/hilst we fully

support governments call foMdar Against Povertywe ague that

the programmes of government and its fiscal stance, are inadequate
to fight the battle against structural poverty and inequality

As our society prepares for the 2009/2010 fiscal,tearcoalition

once again table proposals for consideration by policy maKéis.

year we present our proposals under the theme of ‘Budgeting in the
time of Surplus’ to engage with the planned surplus in the budget.
The PBC believes that the planned surplus for the medium term robs
our nation of much needed resources to accelerate the programme
for economic and social developmeAiain it is a policy imposed
without adequate public discussion on the merits or otherwise of the
wisdom of adopting such a fiscal stanédée engage extensively

with this issue in the section on fiscal and monetary policy

The PBC notes the medium term budget priorities stipulated in the
MediumTerm Budget Policy tatement, which include:

8§ Investing in human and physical capital to ensure long term
growth;

8§ Improving the quality of education, health and other public
services and tgeted anti-poverty programmes.

8§ Extending coverage of basic households services such as water;

sanitation and electricitynd reducing the number of people

living in informal settlements.

Improving eficacy of the criminal justice sector

Supporting tageted interventions in the economy that raise

productivity and dfciency, and fostering international

partnership development.

w
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Further the PBC support the President call that this period must be
characterised by a spirit of ‘business unusual’. In our view this must
be underpinned by thefeft to intensify not only implementation but
also review of policy relative to the objective of reducing poyerty
unemployment and inequalityt is now six years toward the 2014
deadline and the pace at which we are marching leaves a lot to be
desired with regard to the employment and povergetar
Unemployment and poverty must fall faster if we are to meet thettar
of halving poverty and unemployment. In six years Séirica

marks the second decade of freedom and the signs are that it will
remain a society of opulence on the one hand and mass poverty and
inequality on the other hand.

Hence the PBC suppdkSGISAs contention that we need shared
growth to overcome the historical inequalities of the pss. sharing

of growth is not an automatic outcome but depends on what we do as
a society to redistribute wealth and creatgdascale employment.
Redistribution is the channel through which an equitable society can
be built while not sacrificing the object of growing the econoiftye
structure and composition of growth is also an important factor in
overcoming the historical fault lines.

2.2 Methodology and Limits

The PBC adopts a participatory stance in its development of
proposalsThe coalition partners are responsible for consultations
within their respective ganisationsThis is followed by the
circulation of proposals, and documents; and that culminates in the
national consultative conferendm important aspect of this
consultation process is that we draw on various civil society

The PBC adopts a campaigns, including the Basic Income Grant Coaliffleaatment

participatory stance in its Action Campaign, Children Institute and campaigns aimed at
development of proposals.

The coalition partners are renewable engy.

responsible for ] ] o ) ]
consultations within their Last yeayfor the first time in its historythe Peoples Budgetganised
respective organisations. policy dialogues on Poverty Matrix, Eggrand Comprehensive

Social Security The ideas emanating from these dialogues have been
incorporated in this document.

CIVILSOCIET$8PEAKS « Budgeting irTithe of Surplus « Feb 2008




Inflation for the lowest
income groups has been

higher than for other groups,

according to Statistics
SouthAfrica.
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3 Development Context

We enter 2008 confronted by complex range of challenges which brings
into sharp focus the development challenges facing 3dwth. In this
section, we first outline some important developments since the last PBC
publication, and then discuss the employment, poverty and inequality
trends. Key features of our development context include:

8§ Economic Growth: Growth remains higher compared to earlier
periods, though the brisk growth of the 2003-2006 period slowed
down somewhat. Interms of the recent, i.e. December 2007 Reserve
Bank Bulletin growth dropped from 5.5% in the first quarter to 4.75%
in the third quarter of 2007The slow down is attributable to global
and domestic factors including the fear of global recession; rising
interest rates in Soutkfrica and the unstable emgrsupply The PBC
argues that the central reason for growth not reaching the anticipated
6% and not being on an upward trajectory is that high levels of
inequality translate to low levels of economic participation. In turn,
this means that poverty and inequality are a break on economic
growth. International evidence shows that improving equity in society
would support longer run and poverty reducing economic growth.

8 Monopoly capital prices: Over the last yeathe Competition
Commission has highlighted collusion practices in bread, milk and
medicines pricesthe PBC believes that the developmental state has a
significant role to play in breaking these practices of monopoly

capital. In our mobilisation process, we remain commitment to
supporting government, as monopoly capitalist practices not only limit
the scope for purchasing goods, but also the entry of small business
into these area¥Ve call these practices ‘monopoly capitalism’

because our research shows that there is strong control over the value
chain and explicit and unethical price fixing by ‘competitors’.

8§ The cost of living: Consumers have been hard hit by the increases
in prices, and the increases in the interest rate as a conseqfienes.
continue to campaign for both living wages and increases in the social
wage, we will not be cornered intagaments that ‘inflation tgeting’
protects the pooOur review of inflation data shows that inflation
targeting has not benefited the pperth food price inflation growing
exceptionally fast. In addition, inflation for the lowest income groups
has been higher than for other groups, accordinggttsics South

Africa. In addition, the proposed increases in taffibr electricity we

argue will impact negatively on the po&urrent enayy crunch

Feb 2008 « Blutigedihgunpiis « CISICIETBPEAKS
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The marginalisation of a
greater proportion of South
African society underlines
the task ahead to overcome
the structural fault of
inclusion and exclusion
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demand that we not only build more coal fired stations, but also
diversify our enagy sources by increasing the use of renewableggner
sources.

§ In addition, the PBC believes that levels of crime are worryingly
high especially in poor areas, and meeting this challenge requires
significant improvements in performance of the justice system. During
the course of the yeawe will be preparing proposals in this regard.

There is reason for hope. Despite the debate of the extent of the
reduction in povertyunaguably poverty has receded somewhat since
2003 due in lage measure to government social graiise

Community Survey reveals steady progress in extending basic services
to the historically excludedfter many years of shedding employment

in the formal sectoithe economy started to generate jobs, but many

are of poor quality

Still many challenges persist. Inequality has increased making South
Africa the most unequal society in the world second only to Brazil.
The maginalisation of a greater proportion of SoAfinican society
underlines the task ahead to overcome the structural fault of inclusion
and exclusionWe explore some of these issues in the next section.

3.1 Employment and Unemployment Challenge

SouthAfrica faces deep-seated structural unemployment.

Employment growth fluctuated a lot in the last 6 years growing on a
consistent basis between 2003 and 2006 according to the Labour Force
Survey (See Chart 1 below). Key trends are:

§ Employment has not seen a steady increase over this period.
Employment declined between 2001 and 2002, thereatter rising
between 2002 and 2003; stabilising between 2003 and 2005; and a
period of constant growth between 2003 and 2006. Despite the
growth between 2003 and 2006, there has been a slow down in the
rate of new jobs created if one compares the year to March 2003 and
March 2007 The pace of job growth slowed somewhat between
March 2006 and March 2007 compared to the period March 2003.

8 Formal employment comprises over 70% of total employment
while informal employment lagged at around 20¥he slow
growth of informal employment is staggering considering the high
rate of unemployment which suggests that many people do not
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have income generating activities. In the event that people eke a living
in the informal sectomany of the jobs or enterprises are survivalist in
nature. Preponderance of formal employment raises key challenges for
sources of employment.

§ Sectors driving employment growth are wholesale and retail trade;
manufacturing, construction and financial mediatidhese sectors tend
to produce short term and poorly paid employment especially for low
skilled and new entrants in the labour market.

The pace of employment growth is far below that required to make a serious
dent on the high level of unemployment.

Figure 1: T otal Employment

Source: labour force survey, September 2001-2006 and March 2001-March 2007, www.statssa.gov.za

SouthAfrica faces deep-seated structural unemployment. Figure 2 depicts
both the diicial and expanded unemployment rates for the period 2001 and
2006. In absolute terms,fmfial unemployment increased between 2001 and
2003 by 281 000, thereatfter it constantly decreased between 2003 and 2006.
By the end of 2006, 4.4 million Soufiricans were counted as unemploy-
ment. Soutli\frica faces a severe problem of structural unemployment as
measured by the expanded definition of unemployment, which stood at 7.6
million unemployed individuals at the end of 2006e expanded rate of
unemployment, which included discouraged workers, remained around 40%
before dropping to 37% in 2006.

Feb 2008 « Blutigedihgunpiis « CISICIETBPEAKS
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Figure 2: Official and Exp anded Unemployment, 2001-2006

Source: calculated from the Labour Force Survey, www.statssa.gov.za

Unemployment is diérentiated by gendgrace, age and regiofiable

1 show that women have a higher unemployment rate than males
during the period 2001 and 2006. Male unemployment rate dropped
from 25.8% to 21.2% while the female unemployment rate declined
from 33.8% to 30.7% Male unemployment rate remained fairly stable
while the female unemployment rate started by increasing and then
stabilising between September 2004 and 2006.

Table 1: Official unemployment rate by gender , 2001-2006 (%)

Gender Sep 2001 | Sep 2002 Sept 2003 | Sept.2004 | Sept. 2005 | Sept. 2006
Male 25,8 25,9 24,7 23,1 22,6 21,2
Female 33,8 35,9 32,0 30,2 31,7 30,7

Source: calculated from the Labour Force Survey, www.statssa.gov.za

Unemployment is concentrated among young people, between the ages
15-34.This group, according to table 2 face unemployment rates
between 30-50%. Over two thirds of the unemployed are between 15-
34, of which 51% are between the ages 15-24 y&hrs.is the age

cohort of out of school youth faces a peculiar conundrum. First, they
cannot find employment in a tight labour market partly because they
lack the skills or necessary experience. Second, they cannot continue
their education as higher education is very expensive and this further
entrenches their vulnerability

CIVILSOCIET$8PEAKS « Budgeting irTithe of Surplus « Feb 2008
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Table 2: Official unemployment rate by age (%), 2001-2006

Age 2001 2002 2003 2004 2005 2006
15 - 24yr 53,4 55,9 55,3 51,7 51,4 50,2
25 - 34yr 34,4 34,1 30,9 29,7 30,3 28,5
35 - 44yr 19,8 21,0 18,7 18,2 18,2 18,2
45 - 54yr 13,9 16,1 13,5 119 13,0 12,4
55 - 65yr 10,6 10,0 8,9 7,3 8,3 6,9

Source: calculated from the Labour Force Survey, www.statssa.gov.za

According to the Employment Growth & Development Initiative of the HSRC
(2007) “to halve unemployment, 5 million net new jobs must be created between
2004 and 2014An additional 4.4 million net new jobs would be needed between
2014 and 2024 to reduce the unemployment rate to 6.5%.” Furthermore, the same
study identified five sources of job creation including:

Expanded public works programmes,

‘Informal sectot including subsistence agriculture, domestic work and the
usual notion of the informal sector (such as spaza shops, or informal
mechanics)

The public service

Resource based sectors

Low productivity industries that tend to be low paying such

as retail and construction.

8§
8§

w W W

The EGDI also notes that theegtrof halving unemployment is not as
straightforward as it may seemhe first question is whether we aregtting the

official or expanded rate of unemployment? Furtreztucing unemployment
dependent not only on job creation, but also on the pace of the labour force growth.
Labour force growth is &dcted by HIV immigration, emigration and signalling.

third dilemma is that tgets should be set for both employment growth and
unemployment.

Having said that, the budget has an important contribution to make in the fight
against poverty and unemploymeiitie expanded public works programme and
the public services are crucial for both short term and stable long term
employment. By stimulating private sector activity the budget can also catalyse
employment in the private sectdkll of these are dependent on whether labour is
absorbed in lge numbers for example in thedarscale infrastructure
programmes. However we note that ScAitiica lacks an employment creation
framework and the budget does not have job impact as one of the indicators of
outcomes of public expenditure, even for the public works programfsethe

PBC, we are curious to understand the direct and indirect employrfesis eff
current government infrastructure spend and other areas of expenditure.

1 M. Altman (2007), Employment Scenarios to 2024, HSRC.

Feb 2008 « Blutigedihgunpiis « CISICIETBPEAKS
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It is apparent first that the
number of people living in
poverty has decreased in
both accounts; the main
contention is the extent
of the decrease.

3.2 Poverty and Inequality

While poverty remains entrenched this is a highly controversial
debate.The debates centre on whether levels of poverty have declined
since 2001 or notThere is however consensus that poverty increased
between 1994 and 2001 but whether it decreased after that is a hotly
contested issué/lVe here reproduce estimates of poverty by two
economists for the period 2000-2004. It is apparent first that the
number of people living in poverty has decreased in both accounts; the
main contention is the extent of the decrease. In the van dgr Ber
scenario poverty is by close to 3 million due to the inclusion of social
grants and job creation. Meth on the other hagdes that social

grants lifted an estimated 1.5 million out of poverty and that job
creation benefited the well{fahan the poor

Table 3: The Poverty Debate

2000 2004
Meth? 19.5 million 18 million
Van der Berg? 18.5 million 15.4 million

CIVILSOCIET$8PEAKS « Budgeting irTithe of Surplus « Feb 2008

Both authors however do underline the fact that poverty in South
Africa remains high &cting close to half of the countsypopulation.
Poverty is unevenly distributed by race, gender and rediable 4,
derived from the UNDP Human Development Report for 2003, show
large racial, gender and geographic disparities in the incidence and
experience of povertyn racial terms, most poor people Afecans
followed by Coloured and in gender terms women are relatively poor
compared to males.

Table 4: National Poverty by race and gender

National Poverty Line 1995 2002
Male 17.1% 17.8%
Female 18.4% 18.2%
African 22.1% 21.5%
Coloured 10.7% 11.6%
White 1.5% 2.2%
Asian/Indian 2.2% 4.4%
National 17.8% 18%

Source: UNDP, Human Development Report, 2003

2 C. Meth (2006)gticking to the Facts: Official and Unofficiat@ies About Povety and
Unemployment in Soutkfrica, paper present to the DPRU/TIR8nual conference

8 S van der Bey et al (2006)Trends in Povey and Inequality since the Politicatansition,
paper presented to the DPRU/TIRSnual Conference.
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The table below provides a breakdown of poverty by province. Eastern Cape,
Limpopo, Free tate, Mpumalanga and Nofillest have relatively higher
incidence of poverty as close to 20% of the population are below the poverty
line. In contrast theVestern Cape and Gauteng (both the powerhouse of the
SouthAfrican economy) had the lowest number of the poor as a proportion of

the population.

Table 5: Population below the poverty line by province

Province 1995 2002
Western Cape 7.5% 8.5%
Eastern Cape 26.9% 27.9%
Northern Cape 19% 19.6%
Free State 20.9% 20.3%
Kwa Zulu Natal 18.1% 18.9%
North West 22.4% 21.9%
Gauteng 6.2% 7.9%
Mpumalanga 20.9% 20%
Limpopo 23.7% 23.5%

Source: UNDP, Human Development Report 2003

Inequality especially income inequality has increased sharply in post
apartheid SouthAfrica. Income transfers from the state in the form of social
grants has moderately increased income of the poorest 10% and 20% of the
population. Howevelthe rate of increase of income for the poor has not
matched that of the rich, as table 6 show that the richest 10% and 20%
account for 55%-72% of income.

Workers’share of national income declined from 55% in 1994 to under 50%
in 2006 while the share going to profit increased steadéliimployment itself

is not a ladder out of poverty as substantial number of workers especially in
agriculture, retail and construction earn below R1000 a month (see below).
This layer of the working class cannotasfl basic necessities and is by
definition poorAs pointed out beloyclose to 65% of workers in the formal
sector earn around R2500 per month which is also not adequate to live a
decent lifeThe Gini Coeficient according to a report released by the
Presidency increased from 0.665 in 1994 to 0.685 in 2006.

Table 6: Percent age share of per capit a real income, 2004-2006

1994 2006
poorest 10 % 0.7% 0.6%
poorest 20 % 2.0% 1.7%
richest 10% 53.9% 55.9%
richest 20% 72.0% 72.5%

Source:

Presidency, Development Indicators Mid-Term Review
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3.3 The Service Delivery Challenge

The service delivery social protest tin the previous years underscore remaining
backlogs in social delivery and the high expectations among our people for their
aspirations to be matvhile the violence associated with these protests is
regrettable, the issues being brought into the fore are legitimate and deserve
attention of policy makersiVe here summarise some of the key indicators from
the Community Survey which show steady improvements in service delivery

Table 7: Service Delivery according to the Community Survey

School Substantial progress has been made with regard to both school attendance
Attendance and educational attainment during the last decade.

The percentage of people aged 5-24 years attending school has increased
(from 63% in 1996 to 74% in 2007), particularly for those aged 5-17 years.
Both males and females have equally benefited. Howdisgrarities exist
when you profile population groupVhites have the highest percentage
(73%) while Coloureds have the lowest percentage (64%).

Educational The percentage of persons with no schooling has substantially decreased

attainment from 19% in 1996 to 10% in 200The percentage of persons with some
secondary schooling education has increased from 34% in 1996 to 40% in
2007.

Social grants Almost 11.2 million people reported receiving social granthe majority

were receiving child support grants (64, 5% from this survey) followed|by
old age pension (21.2% from this survey).

Housing and Housing conditions have greatly improvédimost 71% of the households
service delivery | live in formal dwellings compared to 64% in 1996. 15% of the households
live in informal dwellings.

Enengy/fuel for 80% of households use electricity for lighting as compared to 58% in

lighting, cook- 1996. 67% of households use electricity for cooking as compared to 47%
ing and heating | in 1996. 59% of households use electricity for heating compared to 45%
in 1996.

Access to water| The majority of households have access to piped water (88%)

Source: Statistics South Africa, The Community Survey, statistical release P0301, www.statssa,gov.za

CIVILSOCIET$8PEAKS « Budgeting irTithe of Surplus « Feb 2008
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General progress in access to social grants and basic services is
complemented by the decline of households in which children experi-
ence hungeias tabulated belovt is noteworthy that the proportion of
households that do not experience hunger increased from 68.8% in
2002 to 84% in 2006 whereas the proportion of households where
children go hungry declined from 2.25 to 1% between 2002 and 2006.

Table 8: Household in which a child went hungry 2002-2006 ( %)

2002 2003 2004 2005 2006
1. Never went hungry 68,8 69,9 73,9 76,8 84,0
2. Seldom went hungry 7,1 5,2 51 4,7 29
3. Sometimes went hungry 17,3 17,8 15,8 13,7 10,7
4. Often went hungry 45 43 31 2,6 15
5. Always went hungry 2,2 2,7 2,0 2,1 1,0

Source: Statistics South Africa,
General Household Survey, statistical release P0O318, www.statssa.gov.za

In aggregate it appears that So@fhica is making progress to im-

prove social indicators as tabulated above. Howdveraggregate
picture masks the deeply entrenched racial, gender and geographical
disparities and the severe backlogs in social delivery
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The state is resource flush,
as planned tax revenues
exceed planned expenditure,
resulting in a budget surplus.

Programmes, which widen
access to adequate levels of
education, health care and
other social services, create
new opportunities and
potentialities for the poor in
SouthAfrica.
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4 Macroeconomic Policy

As we begin 2008, Soutkirica’s macro-economic environment is
characterised by the following factor&n extended period of

economic growth, continuing high levels of unemployment and social
inequality and a recent history of low inflation tempered by gerer
inflationary pressures. Externglipe value of imports continues to
outstrip exports, but is compensated for by strong inflows of short and
long-term capital and the build up of foreign exchange resemvss.

state is resource flush, as planned tax revenues exceed planned
expenditure, resulting in a budget surplus.

A key development objective should be to put in place macroeconomic
policies capable of maximizing sustainable gains for those in South
Africa not benefiting sdiciently from post-1994 economic growtho

do this, sensible use should be made of current and projected fiscal
space to expand those public services which impact positively on
SouthAfrica’s long-run growth potential.

The role of the development al state

The key objective of Southfrica’s developmental state should be to
transform the structure of opportuniBrogrammes, which widen

access to adequate levels of education, health care and other social
services, create new opportunities and potentialities for the poor in
SouthAfrica. In the current context, where there has to be catch-up
after a pro-longed period of inadequate investment in economic
infrastructure, such as, electricity generation capacity and road and rail
systems, there will be constraints on resource allocations to such
social services. For the sake of increased social equiigy

imperative that such social programmes are improved both in quantity
and quality

In a mixed economyprivate sector investment, which brings with it
the dynamism of new technology and innovation, is crucial to
economic progress. But, the stateiide and déctive provision of
social services is a necessary precondition for broad-based
participation in economic processes. Even more so, in a global
economywhere the ability to compete increasingly requires
productivity gains through investment in human capital.
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A developmental state guides markets, corrects for market failure and facilitates
widened participation in market processéle developmental statesAsia’s
economic miracle intervened primarily to foster industrialization. S&ivite’s
developmental state must necessarily aim at reversing the dire negative social
consequences of colonialism and aparth&wicreate fair and equal opportunity

in SouthAfrica requires that the state champion public servidegood standard

of public education, health care and other key services must be accessible for all,
if there is to be widened patrticipation in the economy

The developmental state requires a long-term commitment to utilise fiscal

resources to correct structural weaknesses in the 8éithn economy

Tight fiscal policies since 1996, even when combined with the post-1998

lower interest rate environment, has not broughtcseiit progress in

reducing Soutl\frica’s racialised inequalitiesThanks in part to these

policies; the fiscal space now exists for a renewed commitment to addressitigre is a clear
SouthAfrica’s social deficit. Such sustainabléeetive social programmes tee”r?:d”%&‘)’?g tzhoeo7
are necessary if Soustirica is to take its place in the competitive global 'too overestimate the
economy fiscal deficit or

underestimate the
fiscal surplus.

Fiscal Policy

An analysis of the recent history of fiscal projections reveals certain
interesting tendencies here is a clear tendency over the period 2000 to
2007 to overestimate the fiscal deficit or underestimate the fiscal surplus,
when comparing the projected deficit or surplus at the time of the annual
budget speech to the actual outcomth some exceptions, there is a
tendency to underestimate tax reveriteere is a tendency to overestimate
expenditure — projection is greater than outcome.

Budget Deficit / Surplus
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The tendency to overestimate the borrowing requirement means that less is
borrowed by government than is originally planned, and Shiuite is less

indebted than planned he tendency to underestimate tax revenue is mainly as a
result of underestimations of economic growth (as there is a strong positive
relationship between economic growth and tax revenues), but is also due to tax
collection systems operating above expectations.

There is an important debate as to whether economic growth and tax revenues are
being driven by short-run forces, such as the ongoing commodity boom, or by longer
run forces. If current performance is a short-run boom then there may be justification
to plan for a short-run budget surplus. If economic growth is expected to be sustained
for some time then budgeting for a surplus in the context of poequal service

delivery amounts to an unnecessary limitation on fiscal policy

The tendency to overestimate expenditure signals that there has not fieemsuf
success at developing the capacities, institutions and structures necessary to
implement the programmes of a developmental state. Capacities need to be
developed which will ensurefefiency, equity and excellence in public services.

Recentlygovernment introduced a distinction between structural and cyclical surplus.
In fact, it is contended that the current surplus is driven by positive cyclical factors and
that structurally Southfrica is still running a small deficitThere is some value in
cautioning against the fact that we should not budget long-run commitments on the
basis of high short-run cyclical tax revenues. Here, the recent history of the United
Sates is relevant, where Clintabudget surplus was rapidly transformed into a
deficit by Bush, due mainly to lost revenues in the wake of the dot.com crash, as well
The tendency to as injudicious tax cuts and increased military expenditure.
overestimate
expenditure Yet, in SouthAfrica there are a number of indicators that the higher fiscal potential
signals that there 35y he systainable in the longer term:

stsﬁgic;tnlt)een 8 Fundamental forces underlying sustainable SAérlcan economic growth

success at include increased participation in the econpimproved investor confidence
developing the and longer term investor planning.

capacities. 8 There are fundamental reasons to understand the commodity cycle as a secular

long run cycle driven by demand from China and offsan mineral
importers (in fact, SouthAfrica’s current emphasis on putting in place
minerals export infrastructure is in line with this vies well theAccelerated
and Shared Growth Initiative for Souwalrica (Asgisa) taget of 6% growth by
2014).

Government has not made public its methodology for calculating the size of the

structural deficit. It would be useful if such details were to be released in order to
facilitate meaningful discussion on the issue.
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Monetary Policy

The PBC believes that the current monetary policy does not support developme

growth and employment by focusing narrowly on reducing inflation. Furthermor:

the goal of reducing inflation within a band of 3-6% is also restrictive. In many

respects, interest rates increases focusing on credit extension rather than the

source of price increase. In the current context with CPI inflation at about 8, 4%

CPIX at 7, 9% and the PPI at just over 9%, Séidtlta’s monetary policy options

include the following:

8 C(_)nt_ir_luing _wit_h strict infl_atioq tagw_eting — whereby the_mon_etary gutho_ritie_s The PBC believes that
prioritise bringing down inflation in the shortest possible time if inflation risege current monetary
above the inflation tget. policy does not support

§ Formalising a system of flexible inflation gating — whereby the commitment to development, growth
keeping inflation in the tget range remains firmly in place, but that where ?O”C‘:Jseir:g'r?;’:fx&bgn

mflauon_ is being driven by external factors, such as, oil price spikes, the MONETAIY cing inflation.
authorities should befefed the possibility of formal explanation procedures,
such as those adopted in Brazil, whereby an explanation mafeteslats to the
period in which it is expected that inflation is to be brought back into thet tar
zone, thus negating the need for overly sharp interest rate hikes.

§ Introducing a dual mandate to the monetary authorities gétiag low
inflation as well as boosting economic growt¥hile this may seem attractive
in theory in practice, it should be remembered that in an environment of
increasing inflation the dual mandate will generally tend to become
overwhelmed by the need to contain inflationary pressures. Itis only in
certain recessionary or low growth periods that the growth mandate of the
monetary authorities is likely to come into play

§ Scrapping the inflation-tgeting policy or revising the band.

It should not be the programme of the developmental state to seek short-run gains,
for example, through artificially low interest rates. Rativ&croeconomic

stability provides a platform for social transformatidimere will be no long-run

gain from allowing inflation to rise into double figures. In addition to inhibiting
investment, high inflation impacts negatively on poor households, who cannot
effectively index wages and who have to endure reduced purchasing power in the
face of rising prices for food, emggrand basic services.

Ultimately, the long-term commitment to low inflation, and hence low interest
rates, are more likely to provide the macro-economic environment required by the
developmental state. Hence, a system of flexible inflatigyeteng is probably

the most appropriate monetary policy framework to advance 3duth’s
developmental programme.
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A key
indicator for
the develop-
mental state
are indicators
of access to
services.
education,
access to
schools.
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Interest rates are the key instruments in controlling demand side inflationary
pressures, but there are other supply side factors which impact on inflation levels.
Reduced import taiié have in recent year facilitated disinflation and lowered

prices in a number of sectors. Currency strength makes imports cheaper and
contributes to disinflation, just as currency weakness is inflatiorfdrg

competition authorities have sought to limit excessive pricing by companies with
price-making market powgalthough it should be borne in mind that where
proposed price increases are driven by relative scarcities, such as in needed power
generation capacityegulators would be well advised to eschew simplistic
applications of inflation-tayet-pegged pricing policies. Food inflation can be

driven by adverse weather conditions, political instability in the Soufkfeoan

region, and policy decisions which may see demand for maize crops being driven
up through new applications in the bio-fuel industry

Policy Process

The key indicators for the developmental state are indicators of access to services
and the quality of such services, such as, student enrolment numbers, the number
of matric passes in higher grade maths and science, the number of patients
accessing adequate health care services in the public health care system, the
number of patients enrolled for anti-retroviral treatment and access to formal
housing, electricitywater and sanitation serviceéBhe correct macroeconomic

policy stance will assist in advancing these indicators over time.

A call for an Economic Policy Codesa, possibly facilitated by Nedlac, could
advance a process of discussion on SAtilka’s macro-economic priorities and

on identifying programmes to improve education, healthcare, municipal services,
security services, etc. Such social dialogue would assist in guiding government
towards the improved quantity and quality of public services required to advance
the programme of the developmental state. Part of this discussion would be to
identify strategies to enhance state delivery capastaynp out corruption,

measure up state programmes against the constigiionio-economic rights
obligations and measure social spending against &drta’s socio-economic
needs.

It is no longer good enough for the simplistic response that 3duta’s fiscal

policy must be regarded as developmental as social expenditure is growing by x%
in real terms per year in medium term budget projections. It is necessary that a
much more detailed and nuanced assessment of the ceyrtoyities and public
service delivery programmes be undertaken.




State policy cannot only get
the “fundamentals” rights;
rather government has to
intervene to place the
economy on a more equitable
and dynamic growth path.
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5 Industrial and T rade Policy

5.1 Introduction

In the context of joined development and undievelopment
deliberate steps are necessary to transform the ecort@aty
policy cannot only get the “fundamentals” rights; rather
government has to intervene to place the economy on a more
equitable and dynamic growth path. SpecifigallySouthAfrica
government action is needed to encourage diversification from
dependence on mining into industries that can:

§ create employment opportunities on a mass scale
8 raise living standards for the majorignd/or
8§ Improve exports.

Government has tabled an industrial policy framework and action
plan containing several objectives. First is heavy infrastructure
investment to raise productivity across the economy as well as
stimulating production of inputs. Second the policy framework
outlines sectors strategieShe sector strategies still focus on a few
manufacturing industries that cannot create employment ogex lar
scale.The commitment for 2008 is to develop strategies for
agriculture, retail, construction and others that can create more
employmentAnother aim is to “reduce the cost of doing business”
by reducing infrastructure costs to business as well as unnecessary
regulatory burdens.

However land and agriculture remain separate, which makes both
conceptualisation of land reform and post-settlement support
difficult (is land reform about creating black commercial farmers
or about getting land to the landless on a mass scale? Furthermore
the link between social protection/development on the one hand
and government poverty reduction strategy on the other with
industrial policy are not clearly spelt out. It is generally accepted
that poverty serves as a constraint to growth and tackling poverty
and inequality is one of the means of stimulating equitable growth.
The fact that policy requires stronger central co-ordination is
accepted in principle, but not clear how to get there.
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5.2 Implications for Fiscal Policy

Government can support new economic activities by:

w W W W W W W W

Providing infrastructure;

Targeted skills development;

Government procurement to favour local producers;
Feasibility studies for new projects;

Assistance with financing for instance through the IDC;
Tariffs and quotas to block imports;

Tax incentives; and

Capital incentives.

All of these impose costs and require substantial investment from the
fiscus and state institutionBhere are obstacles that undermine
governmens policy aims, among others:

8

§
§

Co-ordination between spheres and departments of government —
e.g. who provides infrastructure?

Determining costs and benefits of specific programmes; and

WTO limits on subsidies and trade policies — currently do not
apply to subsidies to raise productiyigrvices or agriculture.

Figure 3: Change in Government spending
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Currently there is no central budget for industrial pohelyich makes
it difficult to analyse and reflects lack of co-ordination within the
state. Spending on economic services declined in the late 1990s, but
substantial increase from around 2003 gé#r for infrastructure
(reflected in the chart below). Substantial expenditure on skills
through SEARSs, but not clear that it is delivering in some sectors. It is
still difficult to identify incentives tayeted at employment creation or
diversification. For instance, auto industry gets at least 80% of sector
specific subsidies through tdrgubsidy which is not measured on the
budget (estimates of cost range from R4 billion to R10 billion a year). The soutfrican
Lack of sector strategies for key industries mean there is no systematiexperience indicates, first,
allocation or monitoring against core socio-economic objectives. that increased trade does
Funding for post-settlement support for beneficiaries of land reform at"ot necessarily improve
. . . workers’ and poor peoples’
best around 0, 2% of cost of land — international experience suggests I} . jiions.
should be twice as high.

The Minister of Finance suggested that S@itica unilaterally

further liberalise trade instead of waiting for multilateral trade talks.
The PBC counsels caution against such a movement for two main
reasons. First Soutkrica liberalised trade faster than was required

by theWTO and to date no serious impact studies has been
undertaken.The SouttAfrican experience indicates, first, that
increased trade does not necessarily improve workers’ and poor
peoples’ conditions. Indeed, if it does not generate substantial gains in
employment or leads to cuts in government spending, it may worsen
the situation for labour and the poor

Second, trade liberalisation outside of a clear industrial policy has
proved counterproductive as it has led to sectors like clothing and
textile to shrink. For that reason, it is important the trade liberations
be linked to industrialisation strateggther than the sheer hope that
exposing our companies to the chill winds of competition necessarily
leads to growth and development.
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Women and children are
vulnerable to economic and
other shocks given their
marginalised position in
society
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6 Spending Proposals

6.1 Women and Children

6.1.1 The Status of W omen

According to the mid year population estimates for 20@gi¢8cs South
Africa, 2006) women constitutes 51% of Softhica’s population of 47
million people. Children between 0-14 years on the other hand make up
32% of the population rising to 43% if age group 15-19 years is included.
In short Soutifrica is a both a young society and one dominated by
women. Yet, it remains a staunchly patriarchal society dominated by men
in most fields of public discourse, the economy and so forth. Gender
equality requires deliberate steps to overcome the deprivations faced by
women, especiallixfrican women in the rural areas.

Race, gender and class combine in the Safriba context to form a
veritable and comprehensive system of oppression, exploitation and
deprivation. One cannot be resolved without tackling the .offer
example racial equality may serve to privildgecan males at the
expense offrican womenA class neutral approach to gender parity
may serve to privilege the position of middle class women at the
expense of working class and rural women.

Women and children are vulnerable to economic and other shocks
given their maginalised position in societfror example, there is
evidence to suggest that women are more likely to be retrenched than
men during periods of economic downturn. Poor women and children
in poor households are even more vulnerable as they lack the asset,
capabilities and networks crucial to survival and development.

SouthAfrica’s admirable progress in improving women representation in
the sphere of politics and economics coexist with deeply entrenched
gender disparity

Women make up roughly 45% of the labour force but have lower
participation and absorption rates compared to mdlbs suggests

that women are more likely to be unemployed and even in the context
of expanding employment are less likely to find jobs in the formal
sector The quality of women employment is also poor compared to
that of males.Women make up to 37% of formal sector and are
largely concentrated in informal (43%) and domestic work (93%).
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Women are trapped in low paying, precarious employment particularly
in the services and parts of manufacturing induddigmestic service

and service sector are the major employers of women while public
sector employment, which was a route for professional employment
for manyAfrican women, has declined in relative terM&amens

access to wage employment, is according to the ILO constrained by
“inequalities in access to education and training; reproductive
responsibilities; inequalities in access to productive resources, and the
stereotyping of gender roles.

Women often face discrimination and disadvantages in economic
structure and policies. For example they tend to be concentrated in
sectors and occupations that re undervalued, insecure; poorly
organised; and that reproduce the domestic roléese in self
employment encounter discrimination in access to economic
resources, including land, capital, credit, technology and markers.
Womens’ contribution to the economparticularly in terms of unpaid
labour and other types of non-market activity remain unmeasured,
undervalued and unrecognised because most of these activities take
place in the informal sector or in the hondée ILO highlights the
following forms of discrimination and disadvantages experienced by
women in the labour market:

Unequal opportunities for training and retraining;
Unequal pay for equal work/work of equal value;
Occupational segregation;

Unequal promotion opportunities

Unequal vulnerability to retrenchment.

w W W W W

The fundamental barrier to womerémployment arising from their
oppression as women is their disproportionate responsibility of unpaid
reproductive laboutUnderlying many of these factors is patriarchal
ideology which views women as subordinate and inferior and
incapable of contributing to the econamaycept within pre-defined
‘feminine roles’.Women labour market position is conditioned by
pre-employment social inequalities such as unequal access to
education; productive resources, health care; and poverty

Women and children are also prone to geib@dsed violence and abuse. ~ Women labour market
Crime Satistics released by the Soithica Police Service show a high position is conditioned by
incidence of genderased violence citing 44,454 incidents of domestic ~ Pre-employment social
iolence. The campaign against gender based violence is an important inequalities such as unequal
YIO " paign ag ) 9 L _p access to education;
intervention to counteract the high incidence of gender based violence butroductive resources, health

is poorly funded and until recently was episodic in nature. care; and poverty
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Women economic
dependence on male
partners is one factor that
contributes to the high
incidence of gender based
violence.

CIVILSOCIET$8PEAKS « Budgeting irTithe of Surplus « Feb 2008

The campaign concentrates on awareness raising as opposed to a
holistic campaign that also addresses the conditions of survivors of
gender based violenc&/omen economic dependence on male
partners is one factor that contributes to the high incidence of gender
based violenceAs such, unless a woman is empowered economically
she is unlikely to break out of an abusive relation until it is too late.
Hence, it is important that public policy and campaign go beyond
raising awareness to address the economically subservient role of
abused women and children

Despite enactment of laws to deal with gender based violence there
are serious challenges of implementatibims ranges from training of
officials in the criminal justice system, including the police to
inadequate resources for example at police stations.

Women oppression and exploitation is structural in nature conditioned
by both patriarchy and the unfair market systdrhe role of the state

is therefore important in addressing gender disparities in opportunities
and it is in this context that the budget is an important instrument to
allocate resources to address the position of women, particularly poor
women. The expansion of social wage; social development, income
and asset transfehe provision of basic services and infrastructure are
among the key programmes essential for changing the status of
women in the economy

Yet the gendeneutral terminology of economic poliancluding

fiscal policy disguises the inherent male bias in economic policies.
Policies that are assumed to be gemnrdrrtral in realityreinforces

gender inequality because of the unequal position of women and men
in the economy and the particular needs of women arising from the
reproductive roles. In particulahe retraction or expansion of public
services including through privatisation has a direct knock-faactef

on household labour

Undoubtedly provision of basic services such as water and electricity
free women from household chores and they in turn use the time now
available to search for employment or engage in other income-
generating activities. Howevaf these services are priced beyond the
reach of poor households, the burden is felt acutely by women who
must now exert extra feirt.
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Government since 1994 spent substantial amounts of money to
redistribute to the poor including women in the form of social grants,
provision of basic services and assets such as housing and land. For
working women, the expansion of social wage including safe public
transport, childcare facilities,fafdable basic services lighten the
burden of reproductive labauHowevey despite these achievements,
the absence of a gender barometer makes it hard to ascertain the
impact of public expenditure on the status of wonidms gap also

makes it dificult to hold government accountable for its commitment
to advance womes'rights.

Against this background, the PBC proposes a gender barometer as a
means to analyse the gender impact of public expenditure. In addition,
the PBC will develop detailed proposals around the following
spending areas:

8§ Social Protection: the review of the level and nature of maternity
benefit under the auspices of the UIF need to be reassessed.
Social security for domestic and farm workers including
casualised women workers and social safety net for unemployed
women will be considered. The PBC proposes a gender
§ Basic Services:access to basis service such as health care, gzgggter:eaZ:n?eerairrfpgct
education, water and electricity will also be interrogated. of public expenditure.
8§ Employment and economic opportunities:the role of public
employment programmes, such as public works programme, in
providing employment to poor women is an issue that the PBC
will evaluate going forward. In addition the situation of informal
traders, especially women will be highlighted by the PBC.
8 Access to assetsthe PBC will interrogate the transfer of access
such as housing and land to women.
8§ Gender based violencethe PBC will interrogate resources
allocated to counteacting gendebased violence including the
enforcement of the DomestGolenceAct and the new Sexual
OffensedAct.
8 Gender Machinery: the role of the Gender Commission and
other structures and the resources allocated will be investigated.
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Poor children in the 14 to
18 year-age bracket face
multiple exclusions from key
poverty alleviation
programmes.
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6.1.2 The Status of Children

There are 2.5 million children between the ages of 14 and 18 years are
living in poverty but are excluded from benefiting from the Child
Support Grant. But President Mbekonly reference to this ige

group of vulnerable children in higa®e of the Nation address is to “a
special project to examine interventions required to deal with
vulnerable children over the age of 14 yéarA year ago, in his 2007
address, President Mbeki said essentially the same words: “we have
also started examining measures to reach vulnerable children over the
age of 14 years”. Both statements are vague and promise no decisive
action.

The challenges are well understood: Poor children in the 14 to 18 year
age bracket face multiple exclusions from key poverty alleviation
programmesThese include the Child Support Grant (CSG), automatic
school fee exemptions, automatic waiver of secondary and tertiary
health care services, and the school feeding scheme. Older children are
particularly vulnerable to dropping out of school and the multiple
exclusions from the main poverty alleviation programmes exacerbate
this vulnerability

The solution is cleaifhe easiest way to address the majority of
exclusions experienced by this group would be to extend the age cut-
off for the Child Support Grant from age 14 to 18 years. Children who
receive the CSG are automatically exempt from having to pay school
fees and fees for secondary and tertiary health care services. Increased
income to vulnerable households could also help families to keep

older children in school and improve the nutrition of both the younger
and older children in the household.

There have been many years of research that provide clear evidence
that the CSG is anfefictive poverty alleviation programme, and that

the expansion of the programme to older children would help ensure a
better life for these children. Despite the growing evidence base of
research, some of which was commissioned by government,
government has not yet adopted any significant policy changes to
address the multiple exclusions faced by these children. For this group
of children it therefore appears to be “business as usual” where the
lives of poor people change later rather than sooner instead of
“Business Unusual” as promised in President MiseR008 speech.
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There is firm political support: In Polokwane in December 2007, the
ANC adopted a number of concrete policy reform resolutions to address
the gapsThese include a resolution to gradually extend the child support
grant from children under 14 years to 18 yéaksnote the announcement
by the Minister of Social Development that the Child Support Grant will
be extended to children up to the age of 18 years.

If this ANC policy is translated into government poligye will be

able to address many of the exclusions and provide families with the
support that is needed for the healthy development and education of
the nations children.

Investing in the development and education of children means investing in
the countrys human and economic capitale wait in anticipation to see

if the Minister of Finance will recognise this investment opportunity and
make the much awaited announcement of the extension of the CSG to
poor children under 18 in his Budget speech on 20 February

The plight of Orphans and V ulnerable Children (OVC)
including children in child headed households

Research has shown that the O¥@hd children in child headed

households benefit from programmes that support them from the early

childhood development to High school or primary education however

after that period when they turn 18 and above, there are no

interventions put in place for theiet this is the period when they

become vulnerable to life as they begin to think about their future. It iSjnvesting in the development
the period where every child/ young person dreams of his /her future and education of children
aheadAlarmingly for this group they develop coping skills that make means investing in the
them more vulnerable to HIV/AIDS, they loose self esteem, some of Ccountrys human and
them end up in the streets as commercial sex workers, get exposed tg oonome capital.
drugs, get into unplanned pregnancy as they are in the sexual active

phase, and become involved in all social ills.

The main event that leads to establishment of a child-headed household is
the death of both parents. Howewrersome cases, one or both parents are
still alive. Other events include parental iliness or disahliitgome

cases, one or both parents have left the family home for some Hason.
term is usually applied to households where the person heading it is not
the parentAlthough there are many documents about teenage pregnancy
this does not appear to have been identified as a factor in causing the
establishment of child-headed households.
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It is widely stated that
the creation of child-
headed households is
evidence that the
extended family system
is unable to cope with
situations created by
HIV/AIDS.
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Child-headed households have mainly been observed in rural Hnesas.

may be due to higher cost of living in urban areas and the more stable
community structures in rural areas. Children and young people do live
unaccompanied by adults in urban areas but this is often not in any formal
shelter Such children and young people are often referred to as street
children

There is also the situation of children who are at risk of becoming orphans
that requires attention from the state. Such as child lives with either both
parents and a single parent who is very ill.

Legislative reform has taken place in Soéithica since 1994The country

has a great deal of infrastructure and advanced social security services, and
so has the potential to address the issue of orphan and vulnerable children in
very strong way

In some cases, adults do live within households which are child-headed.
However they play no part in providing care for the household and do not
contribute to its livelihoodThis may be due, for example, to disability or
illness. Such households are called ‘accompanied’ child-headed households.
This is distinct from ‘unaccompanied’ households which have no adults in
them.

Similarly, some authors identify ‘adolescent-headed househdladsse are
defined as households headed by a person aged 18-24 years, who is not the
biological parent. In many cases, child-headed households become
adolescent-headed once the primary caregiver reaches 18 years of age.
Child-headed households have been observed in pataaz which have

been badly décted byAIDS. They are a new thing in those areas. Most
child-headed households are composed of families where both parents have
died. Cause of death is not always known but HIV/AIDS is likely to be the
cause in most cases.

It is widely stated that the creation of child-headed households is evidence
that the extended family system is unable to cope with situations created by
HIV/AIDS. However evidence suggests that this might not be the case.
Rather child-headed households may be a mechanism used by extended
families to cope with the situation. Evidence for this includes the following:
§ Many child-headed households live close to their extended families.
They are often visited by thefhey may receive limited amounts of
material support.
8 In some situations, younger children (under 5 years) are taken to live
with the extended familyrhe older children and young people are kept
together within child-headed households.
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Various reasons are given for children and young people living in a
child-headed household rather than with the extended fabhily

may be because no relative could be identified to take them.
Alternatively, it may reflect the wishes of the parent and/or the
children. Many parents and children prefer to live as a child-headed
household rather than to risk loss of the family home and other
property In addition, children and young people often wish to stay
togetherThis is not always possible if care of children is taken on by

extended family members. Children and young people
in child-headed households

Child-headed households face a wide range of is¥hesmost need to work hard to care for
each other and to earn a

pressing relate to survival needs and pové&hyldren and young living.
people in child-headed households need to work hard to care for each
other and to earn a livinghey may miss out on education and health
care.They have to cope with grief, stigma and discrimination and may
receive little support from the communifyhese children also had a

dream let make their dream became a reality foydihg them a

chance to tertiary education.

Comprehensive societal response has become important to address the
multiple challenges facing child-headed households. Child-headed
households can be helped to cope mdiexg¥ely with modest levels

of support. Eflective support mechanisms include visits from
community volunteers, modest levels of material support and training
in effective parentingTraining in efective parenting involves

learning:

§ Skills in caring for sick people.

8§ About growing-up, including issues relating to sex,

drugs and alcohol.

Household management.

Nutrition and cooking.

FirstAid.

About laws and human rights.

How to deal with conflict in families.

How to record memories.

How to encourage children to play

w W W W W W W

Financing education, especially higher education, adequately is an
urgent task and government must assume responsibility especially
Financial support to orphans and children from ‘child-headed’
household for further education and higher education should be
explored.
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6.2 Social Provision of Energy , Tariff Hikes,
and the PBMR Budget Folly

6.2.1 Introduction

Load-shedding hallmarked much of 2007 and looks likely to continue
until 2011, when Eskons much vaunted R150 billion CAPEX plan
should have brought new generating capacity ontoTine.Peoples
Budget campaign is concerned that the poor and working class will
not benefit from Eskons’expansion; in particulathe Free Basic
Allowance for electricity (60kWh per household) is inadequate and the
new domestic tarithikes will negatively dect the poarThis years
Peoples Budget engly submission will focus on improving eggr
access for the poor and working class, whilst avoiding unsustainable
environmental practices and policies such as the Developmental
Electricity Pricing Programme (DEPP)his submission will also
campaign is concerned that sgggesﬂ'reasu_ry puts into place carbon &’egj;etaxes that achieve a
the poor and working class  triple-bottom line. Furthetthe Governmers’continued investment in
will not benefit from the Pebble Bed Modular Reactor (PBMR) is squandering billions of
Eskoms expansion. rands that could be used to directly improve the lives of the majority
of SouthAfricans.

The People’'Budget

Free Basic Allowance of Electricity & Domestic Rate Hikes

Eskom and municipalities are planning to increase dramatically
electricity tarifs to poor households (defined by NER&A\domestic

low users, 100kWh of usage), often at rates above that of domestic
high users (800kWh) he approved tafiincreases will bite heavily

into domestic budgets putting further constraints on other basic social
goods such as watdrousing, food, education and clothing. It is
intolerable that the poorest users in society have to have increases on a
social service that they cannotafl alreadyThe NERSA

documentation on the price hikes quite clearly stated that these users
are indigent, and, hence, it is peculiar that increases for this bracket
were even considered.

Instead of increasing taisffor the poorest of consumers, the Pesple’
Budget Campaign suggests that the Free Bédlsication of electricity be
increased to up to 100kWh per person per month and be accompanied by
a step-block tarffsystem. Soutlfrica’s poor use alternatives eggr

sources (biomass, coal, péirgfdue to lack of access to electricity or

inability to aford electricity and this has significant economic costs to

both the poor and the country as a whole.
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The Department of Environmentatfairs andTourism reported that
fuel-burning emissions cost the country R3.5 billion in hospital
emissions in 2002 alone. Furthermore, domestic fuel burning accounts
for 70% of all respiratory hospital admissions and 75% of premature
fatalities?

In 2000, there were 46,000 pdnaffires, 50,000 par#éh burns, and at
least 4,000 children died from drinking pdiraf The total cost to
economy of pardih related incidents is R100 billion a year

Our children are being physically scarred for life or are dying because
the state refuses to supply adequate electricity to its poorest and most
mauginalized citizens, forcing them to seek dangerous alternatives.
The obvious solution is to ensure that each and every 8duthn

can access andfafd basic electricity supply

The Development al Electricity Pricing Programme

In late 2006, the first contract was signed between a foreign company
and the SoutAfrican Government under the recently adopted
Developmental Electricity Pricing Programme (DEPRat deal was
with the Canadian aluminium compafican and its proposed smelter
at CoegaThis one smelter will consume 1350MdYelectricity (half

of what the entire city of Capeown requires) at a low tafifate.

The DEPPthrough reduced electricity tasf seeks to attract foreign
industries that are heavy consumers of electricity (over 50MW) to
SouthAfrica. In return, for investment in Souétirica, the DEPRwill
ensure that electricity taf#f are competitive (according to Eskom in The DEPRhrough reduced
its press release on its latest CAPEX plan our nearest competitor is ~ electricity tariffs, seeks to
Australia, which sells electricity at US$0.053 per kwh and is 30%  aitract foreign industries

. : . . . that are heavy consumers
more expensive) and that the mqlust_ry in qu_e_stlo_n can a_lchleve an of electricity (over 5OMW)
profitable internal rate of return; i.e. if electricity is a major overhead to Southafrica.
(such as in aluminium smelting), it seems that thef tauifst be low

enough to ensure profit.

4 Department of Environmental Affairs and Tourism. 2006. South Africa
Environmental Outlook (DEAT; Pretoria), pg. 207

5 groundWork. 2007. “Peak Poison — The elite energy crisis and environmental
justice”, pg. 60. Available at http://www.groundwork.org.za/Peak%20Poison.pdf
% Note: Government approval of the PBMR is now in the courts due to action by
environmental groups.
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To date, the PBMR has
already been an
expensive project, a
veritable sinkhole of
public funds.
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This is a significant incentive for heavy industry to invest in Safrtba

with the aim of hopefully providing much needed jobs. Howealett
guarantees is for Eskom to be contractually obliged to providks farif
heavy industry at a rate lower (at most, on par with the next cheapest
supplier of electricity) than anywhere else. It is, feetf a subsidy for foreign
industries, similar to a tax break or import duty waiver

At a time of lack of engy supply across the country and rising farfiér
domestic consumers, the DEPP aims to add substantial electricity usage to
the system at extremely low tdnifites.This separate rule for foreign
corporations must be scrapped.

6.2.2 The Argument against the Pebble Bed
Modular Reactor

In 2003, the Government signaled its intention to construct a demonstration
model Pebble Bed Modular Reactor (PBMR), after a decade of work on the
project® This prototype is slated to be the first of up to 32 PBMRs intended
for deployment in SA, each producing 165f power (each of the

Koebeg reactors generate 900MMuf power)The economic rationale on

the development of the PBMR is based on the assumptions that mass
production will bring down the cost to acceptable and competitive levels, and
that, over the long-term, Soudlfrica will find an export market for over 100
PBMRs.The global market for nuclear reactors is severely depressed, and
any new purchases of nuclear reactors will most likely be of PWR-style
reactors — the current choice of Eskom.

To date, the PBMR has already been an expensive project, a veritable
sinkhole of public funds. R3.85 billion has already been spent on the
project and the total cost of the reference module is at least R14.84 billion
(if full decommissioning of the PBMR is included the cost could be as
high as R25 billion), and it is not expected to become fully operational
before 2013There are serious concerns that costs will increase over the
next five years, and there are likely to be further dekslysve and

beyond the financial considerations, nuclear power is fraught with
tremendous health risks; not only from occupational hazards to workers
but also the risk of accident, releasing radioactive material across an
entire populousThe PBMR is not the panacea for So@thca’s

potential power generation and distribution crisis.

5 Note: Government approval of the PBMR is now in the courts due to action by
environmental groups.
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Figure 4: Projected cost of the PBMR

Further the PBMR will produce significant amounts of nuclear waste,
some of which have a half-life (as in the case of U235) of 713 million
years.There is no licensed high-level waste storage site anywhere in
the world.That the human and environmental costs of such waste are,
at present, incalculable (due to the timeframe of decay) does not
justify ignoring them. In terms of C@missions (a major contributor

to climate change), it is true that nuclear power produces lesStha®
either coal or gas but significantly more that renewable source of
enegy such as wind, solar thermal and tidal.

While there are good economic and environmental reasons to abandc-
the PBMR, not to mention the issue of proliferation of weapons of
mass destruction, there is also the issue of PBMBAtribution to
increasing inequalityor failure to reduce povertyhe unemployed

and working classes will not benefit from PBMR, which is expected to
create 80 jobs per terawatt-hour at PBMR (Egle 1).

Table 9: Comparison of direct job potentials for all technologies by

. The unemployed and
output, in terawatt-houfs oy

working classes will not
benefit from PBMR, which is
expected to create 80 jobs
per terawatt-hour at PBMR

" Table from Agama Energy, “Employment Potential of Renewable Energy”, 14" of
November 2003, pg. ix
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Figure 5: Comp arison of all generation technologies:jobs/TWh-equivalent

Table 9: Employment Potential of Renewable T

echnologies in 2020 @

Technology Direct Jobs Indirect jobs Total jobs
Solar thermal 8,288 24,864 33,152
Solar PV 2,475 7,425 9,900
Wind 22,400 67,200 89,600
Biomass 1,308 3,924 5,232
Landfill 1,902 5,706 7,608
RETs Subtotal 36,373 109,119 145,492
Biogas 1,150 2,850 4,000
SWH 118,400 236,800 355,200
Biofuels 350,000 350,000 700,000
Other RE Subtotal 469,550 589,650 1,059,200
TOTAL 505,923 698,769 1,204,692

8 Table from Agama Energy, “Employment Potential of Renewable Energy”, 14" of
November 2003, pg. X. Assumes 15% RE by 2020
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6.2.3 The Renewable Energy Alternative

Wind, solar tidal, biomass, hydroelectric and egyeeficiency all

have an important part to play in the future of Sd\itita’s ability to

provide power to all its citizens, agriculture and indugthe People

Budget believes that the goal of 15% of all electricity-generation come

from renewable sources by 2020 is not only readily achievable, but

will make significant impacts on the lives of working class people. The Peopls’Budget
believes that the goal of

As Table 9 clearly shows, Renewable Eyye(RE) will work towards 15% of all electricity-
generation come from

eradicating poverty in Soutkfrica. This will not reduc_:e other qus_ in renewable sources by 2020

othe_r_ engyy sectors (such as coal), as RE will provide capacity in is not only readily

addition to current engy sources. achievable, but will make
significant impacts on the

Renewable engy will have the additional benefit of significantly lives |°f working class
people.

reducing Soutt\frica’s CG emissions and lessening the courstry’
dependence on foreign imports (such as petroleum). Furthermore,
communities across the country will &rfless health damage from
particulate emissions and from S€émissions also cause acid rain.

Coupled with generating electricity from renewable resources,
increasing engy efiiciency in residential homes, commerce and
industry and reducing the eggrburden of the poor need to be part of
the Governmeng planningTherefore, the PeopeBudget demands
that:

8 15% of electricity generation in Soutlfrica must come from
renewable resources by 202Mis will require capital investment
initially higher than coal, but with a lower operating cost and
savings on the cost of eggrgenerated over the medium term.

8 Government should embark on providing insulation to low-cost
housing, thus reducing the cost of poor families heating costs
during winter This would add approximately between R2000 to
R3000 to the cost of an RDP house.

8§ The promotion and support of solar water heaters for residential
homes, public and commercial building and certain industries.
1.2 million solar water heaters would displad®¥\We of power
(compared to PBMR’ 165Mwe) at a cost of R3.4 hillion.
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The polluter-must-pay
principle should be adopted
concerning local air
pollution.A large proportion
of the money gained from
taxing polluting industry
should be used to support
renewable technologies.
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6.2.4 Alternative, Pro-poor Financing

Abandoning the PBMR would free up billions of rands (up t& R1
billion) for development and financing of renewable gger
technologies over the next five years. In addition the policy principle
of cost-reflective pricing should be applied to the full costs ofggner
use, being phased in while interim measures are also libede

should include financial subsidies, tax concessions, and tax credits to
promote the use of solar water heaters.

The Peoples Budget would like to make the following eggitaxation
suggestions: 1) Carbon tax of R35 per tonne of CO2 emissions, 2)
Enegy tax of R4.330 perfJ on final consumption of industrial use of
coal, R2.337 pefJ on crude oil and gas, R2.454 pdron petroleum
products. 3) Both of these taxes must be recycled back through
decreases in taxation on fodde result of this direct taxation would

be, according to research, decreasing CO2 emissions, increasing GDP
and poverty reduction via lower food prices.

Finally, the pollutermust-pay principle should be adopted concerning
local air pollution A large proportion of the money gained from taxing
polluting industry should be used to support renewable technologies
on a pro-poor basis, while allowing for some of the revenue to
improve health-care in impacted communities.

° Jan van Heerden, et. al. 2006. “Searching for Triple Dividends in South Africa:
Fighting CO2 pollution and poverty while promoting growth”, The Energy Journal,
Vol. 27, No. 2, pg. 113-141
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6.3 Social Protection and
Comprehensive Social Security

TheTreasury and Department of Social Development tabled proposals ol

the reform of the social security systerhe Policy Paper fronireasury

looks at a broad range of social development factors, including proposal

improving the current social security measures, health, education, land, .

housing and youth developmemhese debates and policy positions are We welcome the ongoing
discussion on

crucial, in that it fundamentally must promote a developmental state that égtablishing a national

active in policy development to reduce poverty through measures to suppoverty datum line,

the unemployed, aged and children and others that are vulnerable. It mudétcluding a database of

enhance measures to improve health care, access to quality education, é}‘iﬁsiho'ds living in

housing and develop adequate land redistributive measures. very

We welcome the ongoing discussion on establishing a national poverty
datum line, including a database of households living in paviergy

finalisation of a national poverty line would contribute towards a more
appropriate tayeting measure that could shift current thinking towards a true
comprehensive social security net.

Nevertheless the PBC is of the view that continued reference to a
‘comprehensive social security system’ is misleading. In fact existing
proposals fall far short of being comprehensive; but instead focus at
consolidating existing social security benefitke recent policy proposal
released by Nationdlreasury misses a good opportunity to introduce social
security measures beyond existing social graftsle the proposals suggest
a mandatory participation in a social security system up to a specific
earnings threshold, “providing basic retirement, unemployment, death and
disability cover” it fails to address how improvements in the existing system
would eventually cover the vast majority of people living in abject poverty
and are unemployed.

In essence, the proposals argédy modelled on European Union countries
that have relatively low levels of unemployment and povémtgontrast SA,
unemployment levels are comparatively high with employment levels falling
far short of the scale required to make a serious dent on joblessness.

While the document attempts to address leakage through UIF proposals to
cushion levels of withdrawals as a result of job losses it fails to look at more
long-term unemployment and those currently not covered byTuH-

proposal fails to recognise the high level of structural unemployment in our
country and thus improvement in existing measures will not significantly
contribute towards alleviating poverty in the short to medium term.
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The PBC wishes
to reiterate its
proposals on the
Basic Income
Grant and
welcomes that
government will
look closely into
the situation of
children above
14 years.
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The continued rejection of the Basic Income Grant (BIG) as a comprehensive
measure in the Policy Paper is disappointirgs is influenced by a narrow
ideological view against the need for a comprehensive social security system.

A proposed wage subsidy for first time entrants or low wage earners to the labour
market will perpetuate a low wage strategy that cannot be supp®hed.

proposal provides no significant details, other than providing the wage subsidy
proposal through a tax incentive for employers, employing low wage- workers. It
is not clear that the subsidy would be mandatory on employers and this leads us to
believe that low wage earners may not receive the ‘trieifiect of the subsidy
The R30bn funding earmarked for a wage subsidy proposal could rather be
diverted to ensuring the implementation of a comprehensive social security
programme through the implementation of a BIG

6.3.1 Basic Income Grant

The PBC wishes to reiterate its proposals on the Basic Income Grant and
welcomes the Presidestannouncement that government will look closely into

the situation of children above 14 yedrkis must be debated in the context of
continued low wages earned, high level of unemployment and many people living
in dire povertylt is incorrect, to characterise grants as transfers that “support lazy
people who are not prepared to look for workiis presumption must be

dispelled at all costs since faient evidence indicates @i#rently The BIG is a

grant that should be:

Paid on a monthly basis to every person legally resident in Bdnth,
regardless of age or income.

Set initially at no less than R100 and be inflation-indexed.

Supplement existing grants to households so that no one would receive less
social assistance than he or she does now

Financed primarily through the tax system.

Delivered primarily through public institutions.

w W w W w

The box below shows estimated impacts on poverty through the introduction of
BIG, drawing on modelling conducted by the BIG Coalitibhe modelled
impacts are huge, and thus warrant very close attention for three related reasons:

§ Employment scenarios suggest that even under improved growth rates,
unemployment will still remain at around 15% in 20THhus the first best
solution of employment will meet part of the development challenge, but
second best measures will be needed. (Altman, 2006)
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8 SouthAfrica’s growth is based on a set of investment and consumption
behaviours that are much related to changes internatioGaifgency
volatility and commodity prices are two key areas. If an external shock
occurs the ability of the poor to withstand this shock would be assisted
with the introduction of a BIGConverselya downturn would make the
scheme less ffrdable.There is no getting around the fact that a

downturn means tougher choices.

8 The poverty line commonly used in independent research is set at R 250-
00 per household per month, which is very.léw increase of an R
100-00 thus means a significant increase to poor households. It might
mean the dierence between receiving adequate health care, and being

able to undertake job seeking.

Box 1: Imp acts of the BIG on poverty in South  Africa (BIG Coalition)

All the models predict dramatic impacts of
the Basic Income Grant in terms of reducing
poverty and/or inequality. Prof. le Roux
makes the critical point that

the Basic Income Grant “would do away
with extreme destitution”, the most
compelling motivation for the BIG. The EPRI
model focuses specifically on quantifying
poverty reduction, while the other models
measure inequality effects by evaluating the
net benefits of the Basic Income Grant by
income and/or expenditure decile of the
population. While these are different
approaches, they are not contradictory but
rather provide a fuller assessment of the
positive social impact of a Basic Income
Grant. EPRI’s micro-simulation model
supports the quantification of the
distributional impact of the Basic Income
Grant, including assessments of poverty
rates and poverty gaps. The analysis
discussed here is based on the poverty line
used by the Taylor Committee, but seven
different poverty lines were evaluated in
their analysis. The Basic Income Grant,
along with the government’s commitment to
pre-existing social grant programmes in
2005, reduces the individual headcount
poverty rate by 56%. The impact of the

Basic Income Grant on poverty gap
measures is even greater, since much of the
positive social impact of the grant is realised
below the poverty line. The Basic Income
Grant, together with the government’s
commitment to pre-existing social grant
programmes in 2005, substantially reduces
the average household rand poverty gap,
measured in terms of 2003 purchasing
power. The median poverty gap
disappears—since the average poor
household is raised out of poverty by the
grant. The mean poverty gap falls by nearly
eighty percent. A similar analysis holds for
the average household percentage poverty
gap—the poverty measure employed by the
Taylor Committee. The Basic Income Grant,
combined with the government’s commitment
to pre-existing social grant programmes in
2005, reduces the mean household
percentage poverty gap by 77.5%. The
aggregate poverty gap measure reflects the
macro-economic magnitude of poverty
nationally and provincially. Research by EPRI
has found that, from a macroeconomic
perspective, the aggregate rand poverty gap
falls from over R32 billion to less than R7
billion — a drop of nearly 80%.

Source: BIG Coalition (2003)
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The vast
majority of
current grant
recipients
clearly spend
the bulk of their
income on
fundamentals
such as food,
shelter
education and
health care.
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Two concerns often come up in discussions of Comprehensive Social Security
First, some people worry that grants will be misusiithough a small minority

of people may behave irresponsililyis is not a rationale for punishing everyone
by halting a lagely efective programmeThe vast majority of current grant
recipients clearly spend the bulk of their income on fundamentals such as food,
shelter education and health care.

Second, some critics question thie@fability of an expanded social security net.

With the proposed wage subsidy cost, this can easily be funded. In addition, such
concerns ignore the existing proposal developmental aspects of social transfers.
Grants give families the resources they need to be heaibitar educated and more
productive.As poverty diminishes, fewer households require assistance so the cost of
the programme also shrinks. In the past decade, government has cut taxes repeatedly
The cumulative revenue foregone now amounts to nearly R80 billion petfysar

can aford to put this much money back in the pockets of the weaitiny cant we

afford to invest half of this amount in poorer households?

Debates about the financing of a BIG have revolved around two key and interrelated
issues: the cost of the grant and the strategy for covering thesd@legigsoss cost of

a BIG can be fairly easily calculated for any given year by multiplying the size of the
monthly grant by 12, and then by the total eligible population for thathfearevey

gross cost calculations do not reflect the actual amount that the state would need to
raise to finance a BIG — the net cost of the grant.

The net cost of the grant would be dramatically less for two reasons., Firstly
Taylor Committee proposed that the BIG be understood as a foundational
component of all existing grants. In other words, a person already receiving a
social grant lager than the value of the BIG would not be eligible to receive any
additional moneyThe extension of the CSG to poor children under the age of 14
will further diminish the net cost of introducing a BIG

Secondlyall proposals for a BIG envision that a certain proportion of the funds disbursed
would be promptly recovered by the state through the tax syi$temet cost of the grant
would thus be reduced further by the amount recovEnedsize of this ‘clawbackill

depend on the nature of the associated adjustments to the tax structure.

Based on the research commissioned by four economists on the cost of the cost
the BIG proposals and despite soméedénces of opinion on details, the four
economists involved in the project agreed on a number of key points:

8§ The Basic Income Grant is arfcxtiable option for Southfrica. Although the
four economists posited slightly fdifent net costs for the Blthere was
agreement that the grant ioaflable without increased deficit spending by
government.
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8 There are feasible financing options for a Basic Income Graetfour
economists modelled a variety of tax-based financing options for ,ceBtB
of which has diferent redistributive implications, but all of which represent
feasible options.

8 The optimal financing package will involve a mix of tax sourtls.economists
agreed that a mixed financing package, involving revenue raised from adjustments
to personal income tax, introduction of a tievd’, excise and/or corporate tax
rates, represented the most stable and sustainable financing padiergeVAT
would raise the tax on luxuries while reducing it on a broader range of necessities,
in order to avoid increasing taxes on the poor

The evidence enging from this project underscores the need for fuidetailed

consideration of the BIG in the context of a broader package of measures designed to
achieve comprehensive social protection. Government is already engaged in an ongoing,
internal consideration of ti@aylor Committee recommendations. In addition, it is gradually
revising its fiscal framework to harness more resources for social défiigeyitical to

build broad social and political support for a comprehensive social protection strategy before
government makes final decisions on any components of a social security Jdckagtt.

require engagement on multiple levels, both within government and in multi-sectoral bodies,
such as NEDLAC.

6.3.2 Social Grant s and Free Basic Services

Social grants and free basic services form an important component of government
strategy to alleviate povertudies show that social grants, especially Child

Support Grant and thage OldAge Pension forms a bfef against destituteness

and play a developmental role. In recent past, the number of people qualifying for
social grants, despite the means test, has risen highlighting the desperate situation
of many Soutlfricans. It is of concern that the means test has not been adjusted
for a long time and in real terms has declindd.welcome the gender parity for

. ! ... Provision of
state old age pension announced by the President — both men and women will RRW pasic
benefit at the age of 60. services

improve

Provision of free basic services improve access to water and electricity for the poor &ff¢§Ss ©
provides a lifeline for families that cannot sustain access due tddrdahflity of \é"litg:igrt;jfor
water and electricityHoweverwe note two concerns as the PBC with regard to free the poor
basic servicesThe first one is that the level of free basic services is low for many poor
households and second we have not reached universal access due to constraints facing
capacity municipalities, especially in the rural arégsinst this background the PBC

wishes to table the following proposals:

8 Increase the level of free basic water and electricity;

8§ Review of the means test adjusting it for inflation;

8 Increasing social grants in real terms to protect their buying power
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6.3.3 Retirement
Mandatory Retirement Fund Savings
Retirement funds reform should be located within a comprehensive social

security system. It is important to ascertain if these objectives carried out in the
detailed proposals to reform this indusBut in the absence of these detailed

?e?g:rirgigtuﬁlénges proposals it very diicult to make any conclusion. Over and above the various
located within a broadly progres_si_ve recommendations regarding member_ship contro_l,
comprehensive shareholder activism and powers of the Regylatdher details are required
social security regarding the funding mechanisms, management and implications of the
system. low-cost national retirement fund (NRF) model being proposed.

It should also be clarified whether the proposals around national retirement
fund suggests that government would want to be less responsible for long-
term challenges of atypical workers. Further details are required on how to
expand coverage to include rgaralized workers e.g. domestic and farm
workers, and fixed term contract employees since there is a suggested phase
in over time.This again misses the opportunity for self-employed and
domestic workersThe compulsory nature of this fund is welcomed,
however the following concerns should be noted:

1. Clarity is sought regarding the investment decisions regarding
retirement funds managing the asset of this fund. Over and above the
significant absence of relating these reforms to the 5% of investible
incomes’ GDS commitment — it is not enough merely to mention
Financial Sector Charter commitments to Social Responsible
Investment (SRI/SDI/TDI discourage low investment in foreign assets
and insisting on keeping money internaBovernment should be
clearer on which investment instruments are preferred to promote
socio-economic developmental goals.

2. Further details should be provided regarding the proposal and
conditionalities around compulsory saving on the N&Ere may be
several unintended outcomes that negativédctthe membeyWhat
happens, for example, to people that work a few hours a week — should
compulsory saving still apply in this situatioff?ere is the very likely
situation that the disposable income of people in this situation, if compelled
to save, would rob them from addressing their basic needs. Should we
consider minimum contributions or minimum wage for compulsory
provision?
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3. Cost of HIV/Aids should be adequately factored into any proposal on a
mandatory retirement fund savings.

Consolidation and Integration

Currently the retirement industry in Souflfrica is highly fragmented, resulting

in a multitude of fundsApproximately eighty percent (80%) of these funds have
betweeril-100members according to governmerttis adds to unnecessary high
costs (administration, consulting actuarial) and is veffycdif to manage. On

the one hand of the spectrum is a fund with less than fifty (50) members and
more than one million on the other hand. Eighty-eight (88gktrprivate sector
funds account for almost seventy three percent (73%) of all private sector funds.

This situation is neither g€ient nor sustainable from both economic and equity
point of view Most small funds find it extremely hard to survive to the
detriment of members and some instances; more than 30% of contributions in
DC Funds go to administration and other costs.

Such funds would have the advantage of economies of scale, which could be
taken advantage of to negotiate better terms for members. In addition, it would
draw a substantial number of workers into the net, particularly lower income
workers. In the long run, this would reduce dependenceaia SldAge

Pensions as the only form of income support for the aged pbernational
retirement fund should at least have the following elements:

8§ Compulsory across all industries;

Provide minimum pension

Provide minimum contribution by each member and employer;

Provide minimum insured benefits

Integrate all small funds to enable them to provide reasonable benefits

to members by not later than 2010

8§
8§
8§
8§

The low-cost national retirement funds proposal for all sectors is laudable and
welcome This will deal with ineficiencies of the current system. Howeuée
threshold of mandatory participation in the low-cost fund is a matter of concern.
If it is good for a certain section of workers it should be good enough for
directors and senior managers as Wik proposal should avoid creating
differentiation on the basis of incomes which ultimately may lead ferelift
benefits with a greater share of benefits going towards management.

Government documents propose options for the administration of the Fund.
Management functions should be undertaken by a state owned institution given the
recent scandals committed by private sector service providers on retirement funds.
The private sector must have no role on the administration.
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Table 10: Retirement Funds membership

Retirement Funds “ Year Ended 31 December

Financial Year 2004 Change% 2003 Change % 2002 Change %
Number of Fund 13603 (1.1) 13752 (3.4) 14 239 (5.2)
Membership (‘000) 9853000 10,0 8 957 (8,4) 9780000 | 2,6
Contributions (R’'m) 72921 12,4 64 851 7,1 60 552 (0,9
Benefits paid (R'm) 86 703 18,3 73 318 11 72 492 (34,8)
Assets (R'm) 1097534 20,7 909099 4,8 867 396 3,8

* Source: FSB 2006 Annual report

Note that this figures excludes Friendly Societies which were exempted from submitting returns in 2004
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We further believe that the current gaining council system on retirement
funds is fragmented and that the current system is ficieet and cost
effective. Main beneficiaries tend to be administrators in this situation.
Critical steps toward the National Fund will be to establish Collective
Bargaining Council Funds.

Preservation and Protection of benedit

While in principle we support the preservation of retirement savings as
suggested by government it is howeveat clear whether this applies

equally to retirement annuijtg preservation fund e.g. umbrella funds. On

the surface this provision may appear to be fine, it is imperative to guard
against facilities that allow privileged/wealthy members of the Funds to
transport their shares of funds to where they can make decisions to prevent
socially responsible investments (S8}!'lt is critical to find mechanisms to
guard against such practice.

Punitive and exploitative chges on transfers prevent members from
transferring their withdrawal benefits to othegisteedfunds of their

choice and as such it reduces retirement benefits at retirement. Several of
these costs are extremely unfair and excessive fees should be banned and
not left to the freedom of the market to decide.

We agree that leakage should be addressed as retirement funds are meant for
retirement and not for any thing else. Howewer do not believe it is advisable

at the moment to implement compulsory preservation without adequate support
during periods of unemploymeifité call on government InteMinisterial

Committee (IMC) to make detailedbposals aound the ole of UIF to help

curb mass withdrawals during situations waevorkers will loose their jobs.
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Therefore, the question of compulsory preservation depends on the restructuring
of UIF benefits, the implementation of a Basic Income Grant and other forms of
income support during periods of unemployment as mentioned here above, as
well as meaningful progress towards eradicatirgglacale structural
unemployment. Naturally there is a need for further extensive discussions and
research on this issue, including the proportions that should be partially
preserved and income support to workers during periods of unemployment.

Payment of Benefg

The government paper proposes payment of only a modest proportion of the
benefit in the form of a lump sum, with the balance being used to secure an
annuity Again, we draw attention to discuss the proposal for lump sum vs.
monthly annuity options, dealt with separat&le should also clarify

whether such a monthly pension would be paid by the fund itself or
something that would be outsourc®¢ oppose any outsourcing of member
pensions to insurance companies, as this would escalate the cost

The lump sum from provident funds was achieved through warker The practice by
struggles and it must therefore be the right of workers to choose a preferrecg;f;cr’%’sg‘:’ i
option. No legislation should interfere with this choice unless certain steps e.fund their medical
are followed as mentioned under Preservation and Portabifitgss the aid contributions is
following are addressed which in our view are part of the stated objectives not supported.

of the draft paper:

8 Provision of a minimum pension with agd pecentage of a workers salar

8§ A minimum contributions to achieve a minimum pension

8 A Compehensive social security system that sufsptire curent reform

debate of theatirement indusir

NationalTreasury proposes a linkage between retirement funds and medical
aids. In past this practice was condoned does it mean that is the right thing to
do. During the Pension Fund Secéwdendmenict we discovered some
improper use of pension fund surpluses occurred through this linkage.
proposal should guard against such abuses.

The practice by employers using retirement funds to pre-fund their medical
aid contributions is not supported. In this way employers avoid their
obligation to pensioners. Medioaids are governed by a separate
legislation, with a separate Registithile they have everything to do with
benefits, they have nothing to do with retirement funds unless through
compehensive social securitygposalswhich for now are not available.

We would prefer a separate pre-funding for medical-aid from retirements
funds.
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The management of
retirement funds have a
moral, fiduciary and
legal obligation to trace
beneficiaries with
vigour and consistency
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Unclaimed Benefis

We believe that every feirt must be made to trace the rightful beneficiaries
of retirement funds, including family members, especially orphans and
widows. The provision that unclaimed benefits be held by tléeSand
ultimately accrue to it is fraught with problenifie management of
retirement funds have a moral, fiduciary and legal obligation to trace
beneficiaries with vigour and consistentie lack of proper records and
beneficiary nominations are not the only contributory factors on this matter

Both small funds and lge funds are constrained by a lack of up-to-date
information. Members also need to be educated regarding the importance of
responding to requests for information, since it is critical for good management
and administratione reject the notion that beneficiaries can be better looked
after and properly traced by an institution of which the former members are not
membersTrustees and service providers must carry out their fiduciary duties
and responsibilities when the member exits from the system.

The PBC may wish to make proposals though on what happens if after all
reasonable stefgve been taken, members cannot be traleid.is important
because often these monies just sit in the funds with administratagghar
exorbitant fees for administering dormant memtarsbunts.You may also
wish to consider proposing some sorpehaltyfor administratorsvho do not
trace members as an incentive to do their job praperly

Governance and Regulation

We support the call for consolidation of the regulation and supenasialh
retirement fundsinder one Retirement Fun&hilst we support the
commitment to reform with aspect of the retirement fund induttey

current recommendations are somewhat limited in the scope of their
provisions.The kind of training that was and is proposed on empowerment
is limited to management of a fund on a day-to-day basis.

There is a need for training of all stakeholders in the industry not only
trusteesThis training should focus on issues around the bigger economic
and socio-economic challenges facing Sd\itica. A greater need for
information and training of the social and economic challenges facing us is
neededIt will be fatal if these factors are considered casu@hyg national
needs of the country are critical and should be prevalent in the decision-
making process of trusteéhese decisions should promote socially
responsible investment decisions among others. More discussions on the
role of SE's as some of them are refusing to carry out mandates is
required
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Mechanisms should be put in place in anticipation of massive looting by the
service providers before all these changtestsfd We support the government
suggested “six commonly accepted core principles “as principles and await an
opportunity to engage on the details with other stakeholders in NEDLAC.

On the governance of umbrella funds, there appears to be a rapidly growing
interest around these recommendations by business. Mechanisms need to be
developed to ensure that employees get involved in the management of
umbrella fundsThe track record around high costs and problematic
management of umbrella funds are shocKirfigese concerns have been

echoed in previous submissions to the Committee and this was also
demonstrated in the recent rulings of the Pension Fdjdslicator We

remain extremely disappointed that very little has been done to force the
industry to stop its behavior; instead they have been made to pay minimal
fines.

Every trustee should carry out their duties conscientiously and with dud care.
Code of Conduct should bieveloped collectively tog@ride guidancén the
performance of trustee duties and service providiéis.Code will identify
concrete elements of fiduciary duties of every trustee and other stakeholder

Such a code of conduct should deal with a commitment by @vesyee that

they will properly prepare for all meetings and ensure that:

8 There is no conflict of interest between their rol§astee and their
private financial and social relations,

8 There should be full and clear guidelines on declarations and disclosure

by Trustees of any potential conflict of interest,

Provisions to prevent service providers buying favours through gifts,

Full disclosure of any freebie obtained from or through a current or

potential service provider (e.g. free tickets to soccer world cup) and,

There should be a commitment to and, duty to take due care in all

Governance

Code of Conduct

Code of Ethics

Conflict of Interest decision-making.

w W

w W W W W

The Code should provide that trustees should not receive any payment for
performance of trustee duties, except for reimbursement of travel and other
reasonable out-of-pocket expens@&sis should apply to and include
professional tusteeswhere it is applicable.
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Trustees should be allowed and released on a fully paid basis to attend trustees
meetings and other fund activities and where trustees are also shop stewards;
this trustee paid time béhould be separate from these.

Disclosure of all cost including hidden costs must be compulsory by all
service providers and should be stated in the Lett@ppbintment.

o The notion of a one-stop shop popularly known as a shopping mall is very
rf)jﬁg?r?rt:]'emt'at'ves worrying insofar as proper governance and service delivery issues to
discussion paper that retirement funds are concern&de are also very worried about auditing firms
shareholder activism ~ Who provide consulting services whilst simultaneously providing auditing
in SouthAfrica services to the same fund8hile we are disappointed that there is no
should be concrete proposal from government on this matterhowever agree that it is
encouraged. long over due that trustees should interrogate these arrangements

Investment Regulation

We support initiatives around in the discussion paper that shareholder
activism in Soutfrica should be encouraged. Shareholder activism is
appropriate and can contribute to the coustfiyiancial security and
economic growth. It should be amended to limislbre investment, and
make investment in certain sectors of our economy mandatory to all
retirement funds, irrespective of size in membership or assets.

Effective Supervision

The integration of di€rent legislations and regulations regarding retirement funds
towards one legislative framework should be of tigenirtask for government.

This will assist members of retirement funds to have one Regua®Pension
FundsAdjudicator from which assistance should be available.

For the Registrar to be able to carry all the above complex work, his/her
powers should be extended without creating a huge uncaring institution.
Members should finance thefioke of the Registrar and theéa®e should
subsidise them.

The Registrds limited enforcement powers are a major concern to members
of these fundsTherefore we agree with NationBdeasury that the powers of
this office be expanded.

However the Regulator should transform the Pension Fialdssory and
other committees or board to include members’ representatives on these
structuresThese structures are populated by industry groupings and this is
unacceptable and wrong.
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Whistle blowers should be encouraged without causing unnecessary
uncertainty The Registrar must able to be to follow up on all cases reported
to his ofice and also take pro-active steps to prevent the kind of cases that
have been seen recently in the media.need to see speedy resolutions on
these cases.

Tax Framework for Retirement Savings

Tax on Retirement Funds is an integral part of retirement funds refdem.
welcome the fact that works in this area will do in a holistic approach.
piece meal approach must be avoided as it may resulficutties as
experienced in the amendments to the Pension FActd®art of this
process should be a total review of all taxes emanating from retirement
funds including all levies and other cbes.

TheTreasury proposal on Social Security and Retirement reform suggests that
most countries provide tax incentives through retirement funds. Countries
where compulsory provision allies, they provide incentives for retirement
savings. It is @ued that this stimulates and encourages more retirement
savings.

There are a number of challenges we face to improve and provide equity
and balance between self-employment and low-income earners on one hand,
and high-income earners on the otfi¢rese include:

8 Incentives for low-income earners to save more for their retirement
including a disincentive for lump-sum payment.

8§ Uniform and more equitable tax treatment of contributions to pensions,
provident and annuity funds to be phased over a period but later than the
implementation of the social security reform

8§ To address inequalities and complexity in the system but also maintain
sufficient incentives to provide adequate retirement provision

8 No special treatment and loopholes for high-earners in the new tax regime

The PBC support the proposal tiiak on retirement saving should be

made simple without any complexity to avoid usage of consultants which in
its self is costly to low income earnefgsy reform on tax on retirement
savings should take into account all levies imposed byllaw-income

earners who are below income tax threshold should not pay tax when they
retire consistent with their tax status.
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Our health spending is
also high by international
standards, yet the health
outcomes are
disappointedly low
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6.4 Health and the
National Health Insurance

SouthAfrica spends more than 8% of GIDR health care resources
enough to provide health care for everyone. Our health spending is
also high by international standards, yet the health outcomes are
disappointedly lowAt the heart of this problem, is that the bulk of
health funding and human resources are concentrated in the private
sector which caters a small section of the population.

The National Health Insurance (NHI) is the historical demand that dates
back as early as 1994 and has been widely endorsed by a s&hN€> of
National Conferences and COBAand its diliates. It is a demand
broadly shared by ganisations participating in tireoples Budget

At the recenANC 52" National Conference in Polokwane, the
resolution on NHI was passed that called for its immediate
implementation. NHI dfers substantially from various piece-meal
reforms proposals that would not address the core problem in health
care — redistribution of health resources from private hands into the
public health sectomhese reforms range from “Social Health
Insurance, to proposals for Low Income Medical Schemes. Previous
Peoples Budgestatements have provided consistent critique of the
Social Health Insurance (SHI).

PBC continues to rejects SHI for two basic reasons.

8 SHI would efectively privatise healthcar@n individual’s access
to healthcare would depend increasingly on ®i&ome, rather
than on the right to healthcare guaranteed by the Constitution.

8 Proposals for SHI, as published in 2004, would place an
intolerable burden on lowa@ncome workers and on the economy
as a wholeThis would lead to higher unemployment and slower
economic growth.

8§ SHI would spell a qualitative change in the relations between the
private and public sectadistorically, in SouthAfrica medical
schemes were an optional adds on, while the public sector
remained the provider of last resort. Under SHI, at least some
workers would be compelled to use private healthcare or pay
private rates for public facilitieI.hat, in efect, means that health
would become a commodity rationed by the market, rather than a
basic need and, as the Constitution requires, a fundamental socio-
economic right.
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Our proposals for a National Health Insurance are aimed at providing
a mandatory contributory system that would provide health insurance.

Public Health Care
Several studies show that:

8§ Between 73 and 92% of staf four Gauteng hospitals felt that

there was a shortage of nursing fstBetween 71 and 76% felt

there was a shortage of doctors, and between 61 and 92% felt the

workload was too high. Between 35 and 60% of stafered

from high levels of emotional burnout as a consequence.

8§ Under funding has created a weak andfewive management

capability Financial, HR and operational management are under

resourced in virtually all institutions. Managers are constantly

dealing with crises, and have no capacity to implement lenger

term strategic responses to problems

8 Inresearch conducted by NALEDI, nurses and clinicians noted the

following impacts:

0 Inexperienc_ed or unde;ualifi_ed staff taking responsibility Inexperienced or under-
beyond their scope of practice. For example, an enrolled nursegyaiified staff taking
rather than a professional nurse running a ward or monitor responsibility beyond their
patients on ventilators, and therefore missing vital signs of scope of practice.
deterioration in the conditions of a patient;

o0 Increased cases of patient complications, ensuing in more
intensive nursing, greater pharmaceutical costs and greater
length of stay;

o More readmissions because patients are digeldavefore they
have fully recovered;

o Greater risk of infection because of poor infection control,
sometimes due to workload and sometimes to management
failures such as absence of proper procedures or lack of
washing liquid, failure to maintain plumbing, electrical and
other infrastructure, etc;

o Poor patient recovery because of lack of essential drug stocks;

o Lengthy delays before treatment, increasing the risk of
morbidity and mortality

Clearly an integrated solution to our health problems is needed.
Resolving the proposals in public hospitals is partly about systems and
operations, but also about providing the resources to turnaround the
hospitals. Turning around the decline of public hospitals will require a
significant investment in management capabilities, systems, and
employment of additional staf
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To implement NHI
would require
fundamental
redistribution of the
way health care
resources, particularly
funding resources, are
injected into our

national health system.
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NHI is a state-mandated and state-administered health insurance scheme that
provides universal and comprehensive cover to every 8dnithn, irrespective

of her financial status. Given the health care resources Sfigdhcommands,

NHI is affordable and will transform the way we fund health are in Shivita.

To implement NHI would require fundamental redistribution of the way
health care resources, particularly funding resources, are channeled into our
national health systerithe current health-care funding structure is such that
two-thirds of health care funding is in private health sethberbulk of

which is in a form of private medical aid schem¥é=t. the private sector

serves a minority of people, as the majority canrforafsuch forprofit

health careThe solution lies in inverting this dualist, wasteful and mal-
distributed system, through a state mandated national health care insurance
(NHI) to provide cover for everyone.

ThePeoples Budgefampaign envisages a universal coverage whose core is
primary health care and other medically necessary (not luxurious, cosmetic
or other medically unnecessary) serviddse scope of such coverage is a
matter that should be negotiated with socibly private medical schemes

will be allowed to provide services covered by NHI and as such many
medical schemes will be phased to make way for a single fund. It would
require major review of existing regulatory structures such as the Council of
Medical Schemes (CMS).

NHI would efectively address the uncontrolled cost spiral that has been the
feature of forprofit private health sector from its expansion in the 1990s to
this very dayThe costs involved include profits of private hospitals, huge
overheads, and brokers, all of which will not be necessary when NHI is
implemented. Instead, substantial savings will be recovered as resources will
be rationally used. It should also be noted that high the private health costs
have been sky-rocketing; the number of people entering this sector has been
virtually stagnant, which those entering the urideided public health

sector has been increasing. In real terms about R9, 500 were spent per
beneficiary in private health while R1, 300 per person was spent by public
health sectoiThis maldistribution is even greater in relation to the human
resources, General practionioers, pharmacists and other health professionals.

NHI will be able to control the costs as there will be literally one medical
scheme with a massive collective purchasing powagher than current

different 130 medical schemes who have also comprised their independence
and oginal status as “non-profit” by linking up with big insurance

companies and intermediaries, whose basic motto is “profit before care”.
Under such conditions, NHI will be able to use its purchasing power
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negotiate or set reference price lists with suppliers or providers of health
care.This will effectively stem the cost spiral. Society will benefit from
huge savings and ensure that NHI covers everyone.

National Health Insurance is part of the nationfdréto build a unified
national health care system, in which the public health sector plays a
dominant role. In such environment expansion of existingiofit
companies will be discouraged, while development of nepfofit health
providers will be encouraged.

We expect government to set out a process towards the implementation of
the NHI in consultation with the trade union and mass movements.

Apart from the issue of the NHI is the whole question of the framing of the
health budgetA key concern is whether the health budget is premised on the
constitutional guaranteed rights or is it needs basede “needs based”

the health budget should at least be based on disease-burden, epidemiolog
disaggregated health status, size of the population and an assessment of th
resources (human and infrastructural) needed to manage the health service:
All of this should then be costetihe consequences of the current approach

to the health care budget are the following: Ihel t%”'yhareat r?f _
ealth wnere there IS

L . . . constant monitorin
§ There is little relation between health policy and programmes and their 4.4 pressure for g

costs. delivery is HIV

8 A growing burden on health workers who often do not haviemuft
resources to provide what is required by poliby most areas of health
provision the government gets away with this because people do not
know what medical services they should receive and what they are
entitled to, by virtue of law and policyrhe only area of health where
there is constant monitoring and pressure for delivery is HIV
Consequentlythe HIVbudget has grown exponentially and as a
proportion of the total health budget. But what is overlooked is that
other parts of the budget should be growing too.

8 Nonetheless, the HIV budget is far too small relative to the requirements
of the National 8ategic Plan. For the Mediuierm Expenditure
framework R14 billion is allocated to HIf2007-2009).The NSFcosts
is R45 billion on the achievement of 80% ofetis and there is a clear
shortfall.

8 Another result of the failure to plan the health budget properly is to
entrench and reinforces the public/private divide. Pressure to unify the
health sector is delayed because what should be the real cost of public
health care is hidden (because is has not be calculated) and therefore the
difference between what is budget and what is needed in not known.
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Increasing spending on Early
Childhood Development and
Adult Basic Education and
Training.

Agreements at the
Presidential Jobs Summit on
rental housing would also
need to be integrated into
planning,
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6.5 Education

There are key proposals on education to consider:

8 Increasing education spending as a percentage of total spending,
without cuts to other forms of social spending.

8 Increase spending on teachers and employment of new teachers
should be seen in the context of improving education deliverables

8 Increasing spending on Early Childhood Developmenitatudt
Basic Education and@raining.

8 Adopting a policy of scrapping school fees in line with
governmens commitment to provide free and universal access to
children.

6.6 Housing

The PBC suggests the following:

§
§

An Increase of housing budget to 5% of total expenditure.
Government, not business should drive thgeat implementation

of low-income housing needs, but also the implementation of
access to watgesanitation, engy and transport serviceBhis
requires significant public investment, and a private sector that is
accountable and other non-governmentgharsation
involvementAgreements at the Presidential Jobs Summit on
rental housing would also need to be integrated into planning,
Integrated settlements where the poor enjoy close proximity to
work, high levels of services and access to services. Higher
density levels would be crucial to reaching this goal.
Governments and financial institutions must play a more dynamic
and innovate role in extending@fdable finance for housing to
low-income households, including the services of savings
cooperativesThe use of micro-credit institutions lending money
to low-income borrowers for incremental housing improvements
must be within the ambit of the law and have low interest rates.
The tenets and objectives of the NSDP are debated in a national
forum, with inputs from regional and provincial hearintise
outcomes of these debates should inform the future of the NSDP
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§ Alternative development indicators, beyond the number of housing

stands built, and numbers of households reached, inform the
urgent housing debaté/e recommend that the generation of a
baseline poverty profile be formally adopted to provide an
evolving framework for the ongoing monitoring of poverty in
cities. In particularwe proposed that the methodology of the City
Development Index (CDI) be explored as a comparative,
quantifiable measure of urban poverty that, along with through
public participation and consultation, would inform appropriate
and flexible tool for policy intervention¥.

6.7 Transport

The reality of public transport is one that adversdicés working people
in SouthAfrica, as shown in a national survey by the Department of
Transport. Survey results showed that:

8§
8§

w

47 per cent of household in Sodtfrica indicate that transport is

either not available or is too far away

27 per cent of households express concern at the safety of minibus2-7 ser cent of households
taxis and th(_a b:_;ld driver behawour_ _ express concern at the
23 per cent indicate that transport is too expensive. safety of minibus-taxis and
In 2003 around half of all workers spent over half an hour a day  the bad driver behaviour
commuting to and from work and almost one in five spent an hour

each wayTravel times were longest in the metropolitan areas,

where almost half of commuters lived.

Around one in five learners used taxis to get to school, although

the vast majority walked — around 5% for two hours or more.

In 2005, alone more than 13 000 people died in our roads because

of accidents. In 2003, just over 10 000 people died in transport

accidents — more or less the same as in the previous two &ars.

thirds of taxi passengers were concerned about their safety

compared to between a quarter and third of train and bus users, this

issue caused the greatest dissatisfaction amongst minibus

passengers.

In 2003 three quarters of households were 15 minutes away from a

taxi stop. In contrast, only half were within 15 minutes of a bus

station, and 10% were near a train station.

10 The CDI uses derivatives of infrastructure, waste, health and education, and
economic product to develop a graphic representation of the ‘state of the city’.
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8

No person or household
using public transport
should spend more than 5%
of his/her or their income on
transport.

Most people and workers use taxis because the have no other
alternative — but the costs are highe high cost of transport
imposed substantial burdens on workers. But they also raised cost
of employment and reduced the overdiicggncy of the economy
That certainly had a negative impact on both overall employment
and economic growtf.he Department dfransport study found

that a quarter of households paid over 20% of their income on
public transportThe figure rose to almost two thirds for

households earning under R500 a month, which constituted about
a quarter of the total. (S@able below)

Our central demand for public transport is that:

§
§
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No person or household using public transport should spend more
than 5% of his/her or their income on transport.

Implementing this demand will require significant developments

in policy and financing, including:

The development of a national public transport strategy that would
provide a set of real world solutions for SoAfnica;

Immediate development of a plan for taxi indusaiyy current
processes seem to promise much, but deliver little;

Priority be given by local governments to the development of bus
routes from townships to business areas;

Review of all funding, subsidies and other funding by the
Department offransport.

An engagement process with the Departmefiransport on a
NationalTransport 8ategy

Linkages with 2010 infrastructure spending to implementation of
sustainable public transport.

Changing settlement patterns that will reverse the persistent legacy
of apartheid spatial planning, with economic centres of acthaty
from the areas where most poor people reside.
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6.8 Land

The slow progress in land distribution requiregeunt rethink of
government strategWe suggest:

8

Increase the target foblack land ownership. Thirty percent is

a completely inadequate ¢gt for land redistribution given the

demographics of Soutkfrica’s population. Even if it is Give priority to small and
impractical to expect the state to achieve a highgetdny 2014, subsistence farmers.
there should at least be a highegédrin the longer term.

Dramatically incr ease the funds allocated foland reform.

The total value of land and fixed assets on Sédtican farms

was estimated at R57 billion in 200R8ssuming an annual

inflation rate of roughly 5%, the DLA will require a capital budget
in excess of R2 billion per year if it is to meet even its current
target.

Use expopriation powers more aggessively Officially,
government has abandoned the “willing buyaiing seller”

policy that has limited its options in the pa&ithough the

Peoples Budget welcomes this move, is welcome, government
does not seem to be prepared to use its expropriation powers
aggressively enoughl’he new Proactive Larcquisition

Strategy (PLAS) does not give provincial Dloffices suficient
direction on expropriation; as a result there amgelaariations in
how the policy is being appliedhe dominant model is to
conclude leases with an option to purchase in the expectation that
in 3-5 years successful farmers can be given an opportunity to
purchase their land from the state with their LRAD grants or at a
concessionary price.

Give priority to small and subsistence farmers.In recent years,
programmes specifically designed for poor households have been
curtailed and there has been a greater emphasis on developing a
new class of commercial farmers.

Pay more attention to the needs and integsts of marginalised
groups. Tamgets for the inclusion of women, youth and disabled
people in land reform programmes are widely ignored.
Communal tenure reform, in particylanust be implemented in a
manner that protects the rights of woméfe need to debate the
impacts of the Communal Land Rightst, which is likely to
worsen the position of women.
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The apex priorities identified
by the President in his state
of the nation address are an
important starting point but
falls short of the kind of
vision that is required for the
developmental state.
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8 Commit adequate resources to pomoting sustainability. Land
reform is not about land transfers alone. fiigint funding must
be allocated to reform support programmes that can ensure the
success and sustainability of land reform beneficiafies.
ComprehensivAgricultural Support Programme launched in
2004 is inadequate to meet these needs.

§ Build employment multipliers: One of the ironies of slow land
reform is that the agricultural sector has the potential for creating
jobs, according to several research studies on the employment
multipliers of investment#\n agricultural sector strategy would
be an important start to utilising rural land to create good quality
jobs, through agro-processing and other value-added products.

In addition we support the Policy Paper on improved tenure protection
for rural and farm dwellers on white owned farms.

6.9 Development S tate and
Quality Public Services

The idea of a developmental state has gained currency in development
discourse in SoutAfrica. This is a welcomed shift from the ideology

of shrinking the role of the state that was dominant in the 19B@s.

PBC however submits that the developmental state has to be
deliberately constructed rather than proclaiméhis requires serious
effort to transform the inherited state machinery to one that serves the
interest of the majority of the people.

First, we need to define what vision guides such a developmental
state. Given our socieytdesperate need to diversify out of the
mining industry and build a diverse and inclusive economy the
transformation imperative, as opposed to ‘stabilisation’ must be an
overriding vision that guides the developmental stétee apex

priorities identified by the President in his state of the nation address
are an important starting point but falls short of the kind of vision that
is required for the developmental stafeansformation itself has to be
given meaning as it is a vague and malleable concept that tenewlif
thing to diferent people.
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Second, we must develop our own version of a democratic state as w
can transplant the authoritarian models of developmental states
popular in Easf\sia. SoutlAfrica is a constitutional democracy and

the developmental state must be buttressed by mass participation anc
new state-society relations. In that respect, democratic participation
should be a core feature of the developmental state.

Third, the oganisational capacitgoordination and monitoring and

evaluation capacity of the state should be enhanced. Coordination , _

between national, provincial and local government has become an Lrgﬁg?t\i’ézi ‘;‘grgfgic

important priority to overcome fragmentation in the state. servants both to retain
workers but also to create a

The PBC expectations in relation to building a developmental state  conducive climate for work.

include the following:

8 Filling of vacancies and expanding employment in critical areas of
service deliveryTraining and development should accompany this
process to improve the skills of public servants and replenish the
numbers of critical skills like nursing and teaching.

8 Improving working conditions for public servants both to retain
workers but also to create a conducive climate for wdtie
acrimonious industrial relations must give way to new progressive
industrial relations in which both unions and the government are
committed to provide quality service and minimise conflict.

8 The capacity of the state at the apex to monitor and evaluate
outcomes and fdctiveness of implementation must be enhanced.

8§ The state machinergxecutive, the justice system, local
government must be transformed to serve the needs of our people.
Priority should be given to address bottlenecks in the system such
as lack of resources that hinder quality public service.
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Reduction of AT to
13%, coupled with a
tiered VAT system.

/ Development financing p ackage

Historically, the PBC has tabled a 6-package proposal for increasing
government revenue to finance development, namely:

Increasing th&ax: GDPratio

Reduction olVAT to 13%, coupled with a tieraAT system
Moderate increase in the budget deficit

Managing the recurrent costs of debt

Redirecting spending away from the GAUTRAIN and the PBMR
Mobilisation of pension funds to support infrastructure
investments as agreed in the Growth and Development Summit

ouhscwNPE

Extensive supportive guments are contained in the PBC proposal for 2008/
2009 and we here discuss trends with respect to overall revenue and update
some of the key proposals sucias:GDPratio in the context of the planned
surplus.

Government revenue increased constantly from the fiscal year 2001/2002
through to financial year 2006/2007, with a sharp spike between 2003 and 2006,
as explained in the chart belowhe two main sources of income for

government as well as the main drivers of increased revenue are, in order of
magnitude, taxes on income and profits followed by domestic taxes on goods
and servicesThe sterling revenue performance has been attributed to the
efficiency of tax collection by SARS, but more importantly by the growth
momentum of the last three yedrae growth momentum has been associated
with rising demand for goods and services as well expansion of the tax net.

Figure 6: Government Revenue 2001-2007
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Taxes on income and profits constitute the bulk of revenue collected at above 50% of
total revenue for the entire period. Howetkis masks an important fact, naméhat the

tax burden falls disproportionately on individuals than companies as explained in the
table belowPersonal income tax makes up over 30% of total tax, falling below 30% for
the first time in 2006-2007. In comparison company taxes (excluding secondary taxes on
companies) contribute around 20%, exceeding that level only in 2006M200&-added

tax is the second biggest source of revenue after personal income tax.

Table 11: Composition oft axes

2001-2002 2003-2004 2006-2007
Personal Income tax 36% 31% 29%
Company tax 17% 20% 24%
Secondary tax on companies 3% 2% 3%
Retirement Funds Tax 2% 1% 1%
Other 0% 0% 0%
Value-added tax 24% 28% 28%
Specific excise duties 1% 1% 3%
Levies on fuel 6% 5% 5%
Other 0% 0.03% 0%

Source: calculated from the Budget Review 2007

With regard to tax-GDRatio, the underlying idea is to increase revenue to support
economic and social developmemhe PBC has in the past tabled the proposal to
increase th& AX:GDP ratio to 29%. It was estimated that increasing the tax:@md?

would yield an additional R82 billion in revenédter keeping the ratio at around 25%

until 2003, we welcome the steady rise to above 27% even though this still falls short of
the 29% taget. The projection for the medium term is that the ration will rise first to
28,1% and then drop to 27% in 2009/2010.

Figure 7: T AX:GDP Ratio:
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The PBC understands the dangers of deficit financing, but believes that modest
increases in the deficit are one mechanism to increase resources available for spending.
Such spending, to be productive and justify the initial deficit finance, should have
multiplier effects which serve to increase revenue. Shfitba is emeging from a

period of severe austerity wherein government radically slashed the budget deficit as a
proportion of the GDP

An unplanned surplus was realised in 2007/2008 due in the main to revenue overruns.
However as can be seen from the chart, government is planning for a surplus for the
medium term to 2010/2Q1The rationale for the planned surplus is to take into

account of cyclical factors by introducing the conceptsifectural budget balance

This means government take a cautious view with regard to sporadic revenues from
high consumption expenditure and high commodity pri¢ée net result is that

spending will slow down relative to the last 9 years but still grow 6% in real terms.
Furthermore, the tax-to-GDP ratio will also slightly increase but capped under 29%.

As noted earliethe PBC has strong concerns about the planned surplus in the context
of high unemployment, poverty and inequality particularthe slow down in

expenditure is a matter of concern as it might slow down the progress underscored by
the Community Survey in extending services to the.pbloe PBC preference is for

the state to run modest deficit to maintain the momentum of expenditure to transform
the apartheid landscape that still weighs heavily on the Bdnithn society

Figure 8: Budget Balance

Source: Budget Review, 2007 and Medium Term Budget Policy Statement, 2007
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Parliament must be
empowered to amend the
budget, as required by
section 77 of the
Constitution.
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8 Budget Reform Process

The PBC tabled extensive proposals on the budget process which we
reiterate as they have not been accepidek Peoples Budget

Campaign has gued that déctive reform of the budget process at a
national level must:

1. Enhance the ole of Parliament and build Parliament’s

capacity to fulfil this role.

§ Parliament must be empowered to amend the budget, as
required by section 77 of the Constitution;

§ Parliament must be given substantial and meaningful
amendment powers — rather than being confined to tinkering
with details — so that it can exercise its democratic mandate as
an instrument of popular sovereignty; and

8§ Parliament must have adequate and appropriate research and
analysis capacity to enable it to use its powdesavely.

2. Impr ove the budget system to ensarthat civil society
organisations have additional opportunities to engage
government on the budget.

8§ NEDLAC and ogans of civil society must have structured
opportunities to make substantive input on the budget; and
8 Formal opportunities for input, both public and parliamentary
must be introduced throughout the budget cyidhey should
not be confined to the final stages when substantial changes
become dificult to incorporate without causing serious
disruption.

The Peoples Budget Campaign has also developed detailed proposals
for parliamentary money bills amendment powérkese aim to

balance, on the one hand, the Execusiveged for a stable and

efficient budgeting process that cannot easily be held hostage to
political or other special interests of the legislature, and, on the other
Parliamens duty to facilitate broad public engagement on economic
policy and to exercise meaningful democratic control over the
deployment of public resources.

We have proposed a three-tiered model that distinguishes not only
between revenue and expenditure matters, but also betwesrprdif
“levels” of decision-making. Level 1 decisions — those related to
overall macro-economic policy — would be made at the time of the
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The possibility of Parliament
having access to a set of
expanded amendment
powers in a subsequent year
would act as an incentive for
the Nationalr€asury
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annual MediunTerm Budget Policy tatement (MTBPS), which is the
most appropriate vehicle for debating macro-economic pditoy
Department of Finance would need to consult extensively during the
drafting of the MTBPS. Rather than simply presenting Parliament with
a final version, the Department would table a draft earlier in the
budget cycle (June, instead of late October or NovemBéis would
enable parliamentary committees to hold public hearings, to deliberate
and to table a report proposing amendmértis. Department would
respond by tabling a revised MTBPS, together with a memorandum
indicating which comments were accepted or rejected and why

If Parliament were satisfied that its concerns have been answered, it
would approve the MTBPS and would accept certain limitations on its
amendment powers in later stages of that particular budget cycle. If
not, it could signal its dissatisfaction by voting merely to “receive” the
MTBPS. (Itis highly unlikely that Parliament would vote to reject the
MTBPS, as this would &dctively be a vote of no confidence in the
government.) In this case, Parliament would gain access to an
expanded set of amendment powers, but only with respect to the
following years budget.These additional powers would enable
Parliament to make more extensive amendments, even ones that
would afect the total size of the budget.

The lagged model attempts to build stability into the system by

limiting Parliaments overall amendment powers in a given year and
promoting co-operative governance. It sets up a one-year “coofing of
period in which diferences between the Executive and legislature can
be resolved politicallyThe possibility of Parliament having access to

a set of expanded amendment powers in a subsequent year would act
as an incentive for the NationBleasury to take seriously Parliament’
views in the intervening period so that if the MTBPS of the following
year is accepted, and the extraordinary amendment powers would not
be invoked.

Agreement at one level should establish boundaries for decisions at
subordinate levels. For example, if Parliament approves the macro-
economic parameters of the MTBPS, it would not be able to make
changes to the budget that failed to respect those boundaries. Decisions
during the budget stage would focus on the vertical and horizontal
divisions of revenue and the pattern of allocation within functitimes.
Peoples Budget Campaign has proposed that Parliament be given
unlimited amendment powers at these levels (i.e., to adjust expenditure
allocations within the overall expenditure envelope without any executive
veto and without any ceiling on the number of amendments).
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