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In this issue...

We concentrate on things to come in the year ahead as Ministers begin delivering their budget
speeches. This week we feature the speeches made by the Ministers of Economic Development and
Finance, who together sketch a picture of the economic outlook for the year ahead.

We also look at the latest constitutional amendment bill to be tabled in Parliament and its
implications for the nature of our democracy.

We conclude with a statement by BUSA on the electricity tariff increases that took effect this week.

Please note an important schedule update on the Tax Laws Amendment Bill on page 5 .
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This week in Parliament

Parliament continued with the finalisation of Budget Votes in its Extended Public Committees
and Ministers appeared to deliver their budget vote speeches.

The Portfolio Committee on Water and Environmental Affairs was briefed by the Department on
Water Pricing and Tariffs for 2009/10. The Department reported on the status of Water Boards
across the country and proposed tariff hikes. According to the Department, the strong financial
position of the majority of Water Boards allowed for reduced tariff increases this year. For details
of this meeting and to view the presentations made by individual Water Boards click here.

In other business, Parliament considered the strategic plans and budgets of a number of
departments, approved the shortlist of candidates for the Board of the Human Sciences Research
Council, and was briefed on service delivery at police stations, the financial position of the SABC,
and the ratification of the UN Space Treaties.

17th Constitutional Amendment Bill

This week the Department of Justice and Constitutional Development tabled the Constitution
Seventeeth Amendment Bill of 2009 in Parliament.

The Bill aims to amend the Constitution to allow national government the power to override local
government in matters falling under the authority of municipalities when it is “necessary to
achieve regional efficiencies”.

The legislation comes as a result of government’s experience in trying to reform the electricity
distribution industry in South Africa. The Constitution makes electricity reticulation one of a
number of areas over which municipalities exercise executive authority. Government therefore
required municipalities to voluntarily agree to the electricity restructuring process, however
despite attempts to do so, it failed to achieve this consensus. As a result the 17th Constitutional
Amendment Bill was conceived by national government as a means of enabling the electricity
restructuring process to proceed and to allow similar obstacles to be overcome in the future.

While the amendment may appear to be a pragmatic solution to a practical problem, it does
have far reaching consequences for the structure of government in South Africa. The three
spheres of government—national, provincial and local—currently enjoy equal status under the
constitution, hence the constitutional reference to “spheres” rather than “tiers” of government.

Allowing national government to override decisions of local municipalities would effectively
erode the constitutional independence granted to local government and see a return of
hierarchical structure of government with power concentrated at national level. This would also
pose a threat to the democratic process by allowing national government the power to override
decisions made by democratically elected local government representatives. From a business
perspective, unwanted uncertainly could result if municipalities are unable to guarantee the
commitments they make.

Service delivery is a clear and persistent challenge in municipalities across South Africa, however
the means by which the Constitutional 17th Amendment Bill proposes to resolve this issue is
incongruous to the problem and, to use a business term, the cost would appear to outweigh the
benefit. Those interested in constitutional issues would be advised to follow the passage of this
legislation.


mailto:lpadayachee@bpo.co.za?subject=Document%20request
http://www.pmg.org.za/report/20090630-department-water-environmental-affairs-water-boards-water-pricing-and

Economic Development
Pacts, Policies and Promises

On Tuesday, Economic Development Minister Ebrahim Patel delivered a budget vote speech in
which he made it clear that job creation would be the focus of his Ministry. Nearly 180 000 jobs
were lost in the formal non— agricultural sector in the first quarter of 2009 and, with
unemployment being a lagging indicator, government is anticipating further job losses to come.

According to the Minister, “decent work” will be placed at the center of economic development
planning such that employment will be an overarching goal of policy making, rather than a
residual outcome.

However, the Minister also suggested that economic policies would not be implemented using a
top down approach. Acknowledging that “the entrepreneurial energy of the business
community is a vital component of our vision and a key source for jobs in our economy”, Mr
Patel said that the state would have to work closely with business and organised labour to ensure
a social buy-in of economic programmes. Strengthening NEDLAC’s work on economic
development was highlighted by the Minister as a specific objective, and he called for a National
Jobs Pact that would place employment at the heart of action by business, labour and
government.

Communication with other government departments would also be critical to ensuring policy
development, coordination and coherence; particularly as the department intends including
local, provincial, rural and national dimensions within the scope of its economic planning.

Investing in infrastructure development was seen as vital to stimulating the manufacturing and
service sectors, and to securing technology transfers to the rural areas of the country. However,
the Minister cautioned that these results could not occur without careful policy design, proper
implementation and thorough monitoring.

The Minister described his vision for the department as one that was “lean, effective” and with a
“high-level policy and technical capacity, with a critical mass of analytical skills and the capacity
to synthesise the data, the ideas and experiences locally and internationally into effective
policies and programmes.” If Mr Patel can deliver on this promise, we can hope to see revitalised
department operating on a significantly improved level than that of its predecessor, the
Department of Trade and Industry. The transformation from the Trade and Industry to Economic
Development is expected to be completed by 1 April 2010, from which time the new department
will be fully operational.

Trade

Regional integration on the African
continent is set to be a firm focus of
the Department of Economic

Development.

Investment into neighbouring
markets is seen by the Department as
an opportunity for both national and
regional economic growth and

employment creation.

Believed to be equally important is
the forging of trade relations with
stronger economies, of which China,
India, Brazil, the EU and the US were
named by the Minister. Trade with
these nations would allow South
Africa to leverage more jobs and to
ensure that trade and investment
was structured to “maximize the local

jobs dividend”.

As the Minister rightly pointed out,
such objectives would not produce
themselves, but would require
careful thought and execution. In
formulating policy and drawing on
information, he has undertaken to
engage with the private sector,

organised labour, government and

and non-governmental experts.




Finance
Planning for post-recession

Finance Minister Pravin Gordhan began his Budget speech on Wednesday by remarking that this
was either a very difficult moment to become a finance minister or a very opportune one,
depending on one’s perspective. On the negative side, South Africa is experiencing its first
recession in 17 years and revenue collection has weakened significantly. However he
acknowledged that his predecessor had built a solid foundation and comfort could be found in
the nation’s sound fiscal and economic track record.

In sketching the future economic outlook, the Minister said it would be highly unlikely that the
world economy would return to growth rates of four or five percent in the next few years and
that. South Africa’s own growth prospects would mirror this international trend, given our close
relationship to the global economy.

Given the low growth forecast, and the need to shield the poor from the effects of the global
economic crisis, South Africa could not afford to reduce public spending. Instead, South Africa
would have to increase its borrowing to ensure that spending levels are maintained at least until
the beginning of the economic recovery. Until such time, key budget priorities would include the
creation of jobs, fighting crime, improving the quality of education and health and investing in
rural development. Any savings would have to come from non-priority departments.

“This i1s either a very difficult mome:]
opportune one, depending on one’

In addition, the Minister announced that the Cabinet was committed to review spending plans,
to reprioritise the budget, to reduce wastage and inefficiency and to get greater value for each
rand. To curb corruption in the public sector, a Supply Chain Management Compliance Monitor-
ing Unit would be set up within National Treasury.

South Africa’s development finance institutions will be strengthened to allow them to play a
greater role in supporting government’s economic objective:

. The Development Bank of South Africa will see its callable capital extended from R4,8 bil-
lion to R20 billion, which will be channeled towards poor municipalities that cannot access
capital markets

. The Land Bank, which is now in a more stable position after the implementation of a turn-
around strategy, will be used to give effect to government’s rural development agenda

. The Public Investment Corporation will contribute towards the development of financial
markets on the African continent

Economic recovery is likely to begin in late 2009, and the Department is in the process of plan-
ning for the post recession period. Growth, it anticipates, is likely to come from a recovery in
global industrial production and higher demand for commodities as fixed investment rises in
China and India. Households are expected to gradually increase spending again in 2010, but
consumption growth would be slow as household savings rise.

Given our current high level of borrowing, the post recession period would be characterised by
fiscal consolidation and moderate spending growth.

In the period ahead, reducing inflation, improving competiveness and the performance of the
public sector will be key objectives of the Treasury, the Presidency, and government’s other
economic departments.

In his concluding remarks, the Minister urged Parliament to greater exercise its oversight func-
tion, saying that he looked forward to robust engagement with the legislature.




Tax Laws Amendment Bills

Please note that the Report-back
session to the Standing Committee

on Finance by National Treasury and
SARS on the draft Taxation Laws
Amendment Bills, 2009, scheduled

for 8 July 2009 has been POSTPONED

until further notice.

Electricity
BUSA comments

Early this week Eskom tabled a 31.3% tariff increase which took effect on 1 July.
Business Unity South Africa (BUSA) issued the following statement on the tariff increase:

While BUSA fully understands the financial pressures on Eskom — and the need to price electricity
more realistically in SA — it remains concerned about the inevitable negative impact on the econ-
omy of the latest tariff increase, especially in a time of severe economic recession. BUSA has
always advocated an optimal mix between tariffs, loans and government finance to fund Eskom.
The unintended consequences of this decision may well swamp the intended ones.

BUSA is therefore concerned at the serious cost implications for business and consumers at a
time when the Reserve Bank is reluctant to cut interest rates more rapidly partly because of the
upward pressure that rising electricity costs have on inflation. The subsequent additional in-
creases in power tariffs by local authorities will escalate the cost impact on the economy, to-
gether with rises in other administered prices such as healthcare costs, municipal taxes and spe-
cial levies. The ‘bunching up’ effect of administered prices could pose a risk to price stability.

BUSA welcomes the fact that the tariff decision will not be retrospective to 1% April 2009 as re-
quested by Eskom, and that Eskom must in future submit its price increase applications to NERSA
six months prior to the implementation date of the price increase. The strong NERSA commit-
ment to conduct a verification of all Eskom costs is also positive — and that costs determined not
to have been efficiently incurred in line with MYPD rules will be clawed back.

BUSA believes that the way forward lies in developing a proper funding model for Eskom — which
is long overdue — as soon as possible. It is also necessary to evolve an overall policy on adminis-
tered prices which is properly aligned to growth and stability goals. This will give business the
necessary predictability and certainty in these critical areas of policy. BUSA thus believes that a
discussion on electricity prices and the funding of Eskom requires national dialogue, possibly in
Nedlac. It is important to have an urgent dialogue on how to balance the immediate needs of the
economy and industry with the long term objectives of Eskom.
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