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The South African
x IR Budget Process

ECD has been recognised e > .
by government as — The Government’s Money is the People’s Money
a fundamental and .y " NN
universal human right to
which all young children
are equally entitled

The Budget is always a POLITICAL EXERCISE
that starts with political choices about priorities
and ends with POLITICAL CHOICES about
which programs and projects get funded.

without

discrimination. ‘

mﬁg&a&%ﬁ%mom Government’s Actions —COmmenting On Its
‘ Policies & Plans And Challenging Them To Be

Rights-Based, Equitable, Sustainable and Just

That's Why We Are Here — Monitoring The




O A Why should we focus on
Economic Policy?
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WHAT IS MACROECONOMIC POLICY?

Macroeconomic policy is the use of monetary and fiscal policy to achieve
economy-wide objectives. Monetary policy is typically conducted by central
banks and comprises decisions about interest rates, financial regulation and

Inflation targeting. Fiscal policy is determined by the government and covers
public expenditure, taxation and borrowing.




The Starting Point is Alvvays Policy and Planmng

MEDIUM TERM
STRATEGIC

20192024
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Prioritisation SOUTHAFRICAS 2030
STRATEGY FOR EARLY CHILDHOCOD

Fra mewo rk: DEVELOPMENT PROGRAMMES

EVERY CHILD MATTERS

TOWARDS BUDGET 2024/25
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What the new Medium-Term Development Plan Says

Approach to the draft MTDP: Three Strategic Priority Areas

Following the Opening of Parliament Address on 18 July 2024,
the President announced and confirmed the Strategic

Priorities and priorities for the 7th Administration of Bazic Education and Skillz
Government. Strategic Priority 1:

Inclusive growth

The next steps are that the Strategic Priorities will be supported and job creation Basic Educations

by detailed interventions and targets within the draft MTDP. «  Continue on programe to universalize ECD

The draft MTDP 2024-29 proposes three strategic priorities which » Continue the _prugram of registaring EEU_ F'”:'"'d'_ErE'
are: i) Inclusive growth & job creation; i) Reduce poverty and i F"'F'EIET“E' o LI meFEtE"'ﬁ' levels in reading and numeracy
tackle the high cost of living; iii) Build a capable, ethical & skills shiould continue with progress measured through the new

developmental state. Systemic Evaluation, PIRLS, SEACMEQ and TIMSS

Inclusive growth and job creation will be viewed as an Apex Strategic Priority 2: Strategic Priority 3: +  Implement programs to attract more leamers into the new technical

priority. All spheres of government, clusters and sectors will Reduce poverty A capable, ethical subjects that have just been introduced

prioritise relevant economic interventions. and tackle the high and developmental » Continue eradicating inappropriate school infrastructure

cost of living state manitor efficiency and contract management

«  Focus on infrastructure maintenance and put measures to
reduce vandalism

The three strategic priorities are interrelated and interlinked.

A capable state plays a key role (direct and indirect) within the
economy through regulation, network industries and by creating

4 > - e Medium Term Development Plan
an enabling environment, and that law and order are maintained.

The social wage is a key instrument for poverty reduction and is a Statement of Intent
safety net for the vulnerable. It also ensures that we have a skilled
and healthy workforce, enabling infrastructure and basic services.
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Where do budgets fit into policy-making & service delivery?

Data used to revise
programme and Resource
to budget for future allocation and

budgeting
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A quick look at key legislation

"he Constitution, 1996 Intergovernmental Fiscal relations Act, 1997

— Establishes three spheres N ; : ;
+» National, 9 provinces and 284 municipalities (2000 Establishes Budget Councl (MoFin & 9MECs of

demarcation) & assigns functions (Schedules 4 &5) Fin)to facilitate consultation on:
« some functions are concurrent, other are exclusive « financial & fiscal matters
i Althoqgh spheres are distinctive Constitution « legislation &/or policy with financial implications
prescribes « matters pertaining to financial mgt & monitorin
» cooperative governance S(40 & 41) p- 9 9
- sharing of revenue raised nationally — Also establishes Budget Forum
— There s provision for different forms of « which is BC plus organised local government
intervention

_ ) « does all of the above w.r.t. local government
» Sections (100 for provinces & 139 for Local Gov)

‘Money Bills Amendment Procedure and

The Financial & Fiscal Commission Act, 1997 Related Matters Act 2009
— sets out functions of the FFC, which include acting as a @ ijective: to prqvide for procedure to amend money
consultative body for, and making recommendations and bills before Parliament and for norms and standards

for amending money bills before provincial

giving advice to, organs of state on financial & fiscal matters | Jegislatures and related matters

The Public Finance Management Act 1999 * This gives effect to section 77(3) of the Constitution
) ) g “All money Bills must be considered in accordance with
- Financial management the procedure established by section 75. An Act of

- Procedures relating to budgeting, budget formats & financial Parliament must provide for a procedure to amend
t & reportin money Bills before Parliament
T ’ ’ * Section 15 of the Act establishes a Parliamentary

Budget Office
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Economic growth and government’s budget

Longer-term, potential output Productivity and

capacit

Impact of govt
spending

Aggregate demand

Short to medium-term
expenditure multiplier

¢« Function
e Economic use
* Inter-governmental

Allocation of
spending

Economic

growth

* Productivity and capital accumulation
* Income = Output (GDP)
* GDP per capita

Rising
national income

* Employment: Salaries and wages
* Business profits
+ Spending on consumption

Revenue

* Personal income tax (PIT)
* Corporate income tax (CIT)
* Value-added tax (VAT)

Expenditure

Government
budget Budget policy goals
1. Distribution
2. Stabilisation
3. Effective allocation
4. Sustainability

Borrowing

h 4

Capital Markets
(Private savings)




The Fiscal Framework Defined

the framework for a specific financial year that gives
effect to the national executive’s macro-economic
policy and includes— (a) estimates of all revenue,
budgetary and extra-budgetary specified separately,
expected to be raised during that financial year;

(b) estimates of all expenditure, budgetary and
extra-budgetary specified separately, for that
financial year;

(c) estimates of borrowing for that financial year; (d)
estimates of interest and debt servicing charges:
and

(e) an indication of the contingency reserve

necessary for an appropriate response to
emergencies or other temporary needs, and other
factors based on similar objective criteria.

Money Bills Amendment Procedure
and Related Matters Act

/.
"‘.u
e /
National Budget:

In February of each year, the Minister
of Finance tables the National Budget,
as well as the plan for how money will be
divided between the national, provincial
and local governments, in Parliament.
The National Budget shows the
government's spending, tax

and borrowing _
plans. =




There are some fundamentals to
Remember about Public Finance

1. Budgets are Rigid - Consider what makes
budgets rigid:
- Compensation of employees
- Contracts
- Pensions and Social security payments
- Debt repayments

These factors limit the amount of money that
can be shifted in a single financial year.
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2. Budgets have winners and losers

» All budgets are based on balances and
political trade-offs or “What | get is what
you don't get”.

* Where should one look for this money?

What trade-offs would need to be made
to resolve your problem?

 What are the political costs that would
result from the change in the budget
that you want?

12 M@ RESRT
WITS ),s STUDIES
UNLVERSITY



Fiscal Consolidation aka Austerity

. N . I ASSESSING AUSTERITY: A FOUR-STEP FRAMEWORK
= Fiscal consolidation, adjustment or constriction measures

(more commonly referred to as austerity measures)

Do fiscal consolidation measures have a legitimate aim of

» Defined as legal or policy changes which aim to lower public
realizing people’s human rights?

expenditure and tame growing sovereign debt burdens (oecd,
2011)

= Nature and mix of fiscal consolidation policies vary from one
country to another

Are the steps taken the most suitable and effective means
toward that end?

= 4 Most common fiscal consolidation measures are

1. public expenditure cuts (South Africa’s main path) Are the measures pursued the least restrictive to human rights,

. , , theleast rest
2. regressive tax changes (one could argue increase in or are other fiscal aftematives available?

VAT & decrease in CIT)

3. labour market reforms

Considering context —and weighing the human rights costs and
benefits— is the government complying with its human rights duties

4. pension reforms when adopting fiscal consolidation measures?

= NB- not all fiscal constrictions are inherently harmful — e.g.
cutting truly wasteful public spending can provide much
needed revenue for social services.



Key Problem of
Austerity

LIMITED ROLE FOR THE GOVERNMENT

Policies of the state prioritize the wealthy and
big corporations ( protect private property)

Privatisation of public goods — making people
pay for essential services such as healthcare,
education, water, public transport

Unable or unwilling to adequately address
systemic crises such as climate change,
economic instability etc.




What research tells us...

« Every year, the budget gives concrete numerical form to Eolicy goals.
It shows citizens thé choices government is maklnrg abou
investments and the provision of services. It enables g:[lovernment

e

ggagstments to plan not use these resources effectively. (Sachs et al,

 These spendin? choices, and how they are financed have direct
consequences for the welfare of citizens and the distribution of
income. (Sachs et al, 2023) - Policy Priorities in Health for example.

P
« Austerity’s social and economic effects intersect with deepening
political inequalities (CESR,2018)

« Austerity induces severe economic costs through lowering GDP,
employment, private investment, and wages. Austerity-driven
recessions amplify the political costs of eConomic downturns
considerably by increasing distrust in the political environment
(Gabriel et al, 2023)

« Research conducted in 25 European countries covering the period
1919 to 2008 show a clear link between the magnitude of
Ség%r)\dlture cutbacks and increases in social unrest (Gabriel et al

Imglementation of austerity in Greece, cases of HIV infection leapt by
52% when the government cut its budget for needle-exchange
programmes. (IEJ,2018)

« Even the IMF found that found that programmes implementing fiscal
Icons_olldatlon did so in ways that disproportionately burden people on
OW incomes.
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Critical Issues in Relation to Budget 2025 '

DATE 20 ‘

I REPUBLIC OF SOUTH AFRICA F“
. THE Wﬁ%‘m AFTLICA
N e services

THE SUM OF
FINANCE MINISTER PRAVIN GORDHAN
GOVERNMENT OF SOUTH AFRICA

national treasury
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| don’t have to tell you - the picture we’re focused On

T —

Figure 2: Snapshot of young children in South Africa
Flgure 3. Snapshot of early learning programmes in South Africa

There are nearly 7 million children aged 0-5 years old in South Africa.”

42,420 40%
ELPs in SA, according of ELPs run from residential
to the ECD Census™, but GHS home: ate-owned
data suggest the actual number buildings.*
Nearly two-thirds of 0-5 year-olds might be closer to 66,000
(4.5 million children) live in the
poorest 40% of households.®

Children in this age group are
2.5 million live in areas classified as unevenly distributed across
rural or with poor infrastructure.™

S22 2
YV YV

\ 2

627,000

children receive the ECD

subsidy, of the 2.3 million

eligible, if target access is
achieved 72

provinces. About 3 million o-5

year-olds live in just two provinces
1 million live in the - Gauteng and KwaZulu-Natal.? E]/

Registered ELPs Non-registered ELPs

poorest deep rural areas.*®
55% 45%

Over half of ELPs
are not registered.®
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Spending pressures in the Feb 19 budget proposal

Item 2025/26 Remarks

COVID-19 SRD grant 5.2

Healthcare frontline services shortfall 9.3 Provincial health compensation costs, unemployed doctors and goods and services

2025 public-service wage agresment 7.3 Covers 5.5% COLA for govt employeas in 2025

Education: compensation shortfall 5.3 To prevent larger class sizes and accommaodate grade R expansion

Presidential employment stimulus 4.6 This remains unfunded after 2025

Various infrastructure projects 3.3 EFl allocations

Home Affairs 3.0 Digitisation and human resource capacitation

Early childhood development 248 First year of a R10 billion to increase grantvalue frorm R17 - R24 (per child, perday), and expand access

Defence compensation shortfall 25

SAMDF troop deployment in DRC 1.8

Westem Cape Rapid Schools Build Programme 1.0 BFl allocation

Cormectional services headcount shortfalls 08 To prevent falling headcounts

Direct charges 0.6

SARS 05 Spending adjustrments and further SUppomt

SAMRAL debt repayment 87 * RS5.5bn: Gautengprovince, B3.2bn NT: Notclear why this is regarded as an addition to the budget.

Social grants above-inflation increases 8.3 *  This is W offsel a VAT increase

Passenger Rail Agency of South Africa 59 *  Itis not clear that PRASA will be able to spand all this additional money in 2025

Early retirement costs 4.4 * Why Tund early reirements and top up departments for headcount shortfalls?

Turnaround trading services in metros 2.4 *  Performance-based grant for metros; depends on achieving targets for revenue collection, Service delivery ..

Disaster management 1.9 ¥ The purpose of this grant is nol explained in the Budgst Review

Spending additions to various institutions 1.4 *  Includes G20 and |CASA spectrum auction costin 2025/ 26, new ministies and deputy ministries camy-through costs

Total 109.1

Financing available within budget envelope -41.3 Provisional allocations and technical adjustments Table 3.4 in nonBudget Review)

Unfinanced spending increase 67.8

Removing flagged items () -30.9

5% cut to all other items -3.9 | ‘j
‘. _Remaining total to be financed in 2025/26 329 \3}
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The DEVIL is always in the Detail - MTEF Guidelines
3. PRINCIPLES FOR THE 2025 MTEF

Due to slow economic growth the budget is again formulated within a tight fiscal
environment and the following policy guidance should be taken into consideration when
preparing the budget submission to provincial treasuries:

3.1 The 2025 MTEF process will be underpinned by the announced goal by the National Treasury,
of stabilising and then reducing the government debt as a percentage of economic output.
To achieve this, government must run a primary surplus, which means that non-interest
spending must be lower than the projected revenues by a margin sufficient to prevent a
further increase in government debt.

3.2 Inlight of this, the total spending envelope will be maintained within the parameters set out
in the 2024 MTEF.

3.3 Resources will only be available within the parameters required to meet the objectives of
the medium-term fiscal strategy as outlined in the 2024 Budget Review. In this regard, should
the economic outlook remain the same, no additions will be made to the overall envelope.
In instances where spending may be accommodated by unforeseen or higher-than-expected
revenues, permanent increases to spending will be avoided.

3.4  Any spending pressures must first be funded from current baselines and programmes that

have not delivered their expected outcomes.

3.5 Any funding pressure to a programme will need to be funded through reprioritisation, either
within the provincial department’s or public entity’s budget, or from other provincial
departments’ or public entities’ budgets.

3.6 The 2025 Budget process will maintain the compensation ceilings of provincial departments
within the existing limits, implying a trade-off between the unit cost of labour and the total

size of the staff establishment in each deEartment. Dnlx extreme and critical exceEtions to
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Budget proposals and budget arithmetic

* A budget is an exercise in accounting, which means that each year’s budget must add up

Spending on + Sp:;i;l;ﬁ 223?:bt - Tax + New
programs (interest payments) - Revenue borrowing
Kaice Tncome :
* The February 19 budget proposal: SPPMJ Tncome 4 Ser \;lr ces
— (laimed that if govt sticks to the harsh austerity set out in MTBPS the national debt will stabilise New Services

Acknowledges that there are large spending pressures that are not part of the MTBPS baseline and then adds
R68 billion to total expenditure to accommodate these pressures

Rules out new borrowing to finance this spending
— Balances additions to spending with a R58 billion VAT hike + R3 billion PIT increase

* There is limited time to finalise a new budget before March 12

o What is to be done?

UNIVERSITY
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Policy baseline: a declining size of the state amid rising uncertainty

Figure 1: Budget policy baseline

Core spending and revenue as share of GDP

N ===Core spending MTeRS
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Sowrce: Natvonal Treasury budget data; Pablic Econonry Project calowlations

Note: The graph shows the poliey assumptions that anderpen the ftical stance of it &5 mamtaimed in
line with treasury assumplions sel out i the MTBEPS, Ogober 2024, The praph extrapolates the
path assuming that revense remains constant and spending aligns with the Treasury’s "fiseal
framenork asismptions for the lfong-term mamn-bredget baseline”. Real nov-interest expenditure grows

by 1.2 per cent annually from 2028/ 29 onwards, informing the delt projection. (vee MTBPS p65)
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Austerity mission accomplished?
= Government has reduced real spending per

capita over the last five years Figure 2: Wither service delivery?

- Since the COVID pandemic, core spending
has fallen by R2,325 per South Africa from
R30,440 (in 2019) to R28,116 (in 2023).

Real core spending per capita

Post-Covid austerity

30

= This has been the largest expenditure reduction
in South Africa’s democratic history.

28

26
- The last period of austerity associated with

GEAR led to a 6.3% reduction in real per
capita expenditure 22

Constant 2024 R'000

24

— The post-COVID austerity has already seen 20

a reduction of 7.6%. 18

= The budget envisages a continuation of austerity, 16
aiming to reduce expenditures per person a »
further 3.5%, or nearly R1000 per South African 2 B O

EEEE858 8¢S

Kowrve: Nateonal Treasury budpet data; Pubilic Economry Project calauations
I I
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(, Salary bill contained

. /

» Compensation spending has fallen in real terms
for the last four years.

» Underfunding of the wage bill is locked into
future budgets.

= [f wage bill growth aligns with CPI from 2024 on,
headcounts will need to fall, permanently
reducing the number of government employees

= We estimate the wage bill pressure in 2023 and
2024 to be between R10-15 billion or 20-30
thousand employees

= Salary bill trends are varied:

— A substantial additional allocation was
made to police

— Continued pressures on health and
education, particularly in 2024

UNIVERSITY
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Real growth of salary bill

<
Y 20
5 3%
? Wage
= 2% settiment
g "ask" O-—-0
S 1% /
s ’
C
<< ,’
-1%
—
o Outcome
-2% -O Budget 2023
o
-39, -0 COLA/CPI+1.5% , Budget
/ 2023
—Budget 2024 / bid”
-4% \\\O[
-O-Actual
-5%
Budget N N N N N N N N N N N
o o o o o o o o o o o
year - - — — N N N N (NS N No
(2016/17) | OO ~ oo O o —_ N w EEN 92} (o))}
Outcomes Budget 2024

Source: PEP calculations, using National Treasury Budget Review, Table 5: consolidated N pmeiam
national, provincial and social security funds (compensation of employees spending @ s STUDIES
deflated with CPI
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Less and Less in the budget for capital

Index of real capital and current spending financed by the main Budget

s urrent spending ----National roads, trains and other infrastructure

=M ational dept's capital spending

= | OCal govt infrastructure

110

100

80

INDEX [2017=100]

80

70

G0

s Provincial infrastructure

Budget 2024 estimates and
projections

2017 2018 2019 2020 2021 2022

Nowre: National Treasury budger data; Public Ecorory Project calculations

2023

2024 2025

2026




John Maynard Keynes: the boom, not the slump, is the right time for austerity.

Research by Ozlem Onaran and Cem Oyvat, both economists
at the University of Greenwich, shows that investment in
care, green economies and public infrastructure is expected
to have a strong positive effect on GDP and employment in
both emerging and high-income economies.

Just 1% of yearly investment (as a ratio of GDP) in the care
economy for five years is estimated to increase GDP by 6.9%
and total employment by 8.8% over a five-year period.

Education, health, social development and childcare are at
the core of the care economy.

A green economy includes renewable energy, energy
efficiency and public transport. Public infrastructure refers to
gross fixed capital formation: investments in long-term assets
like hospitals, clinics, roads and equipment that will help
Improve services.

Investing in care, the green economy and infrastructure
would be mostly self-financing because it could generate
revenues.
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South Africa's economy needs a
shot in the arm, not austerity: 31
key areas where more public ’
spending would get results

Published: September 6, 2024 2.05pm SAST
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https://payg.rocketseed.net/servlet/link/23976/188472/27553529/795979

THANK YOU
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