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Fiscal policy and the 2001 Budget

Against the background of robust revenue performance and the
reduction in the budget deficit achieved since 1995,
Government’s fiscal policy stance is now decidedly growth
oriented. Over the next three years:

Interest rates and inflation should continue to fall in
response to the moderation of the public sector borrowing
requirement

The burden of income tax on the economy will be reduced,
accompanied by further broadening of the tax base and
improvements in revenue administration

Non-interest expenditure on public services is expected to
grow by more than 3 per cent a year inreal terms.

Introduction

Sound fisca policies have successfully lowered the budget Fiscal policy creates
deficit and reversed the rising trend in interest costs relaive to platformfor growth
GDP. This creates a platform for both sustainable redl growth

and for quaity improvementsin service ddivery by the Sate.

Key fiscd trends are outlined in this chepter, together with a
summary of the proposed framework for the 2001 Budget.

By reducing its borrowing requirement, Government has Benefits of lower budget
contributed to lowering the cost of capitd. The reduction of the deficit

budget deficit from over 5 per cent in 1995/96 to 2per cent in

1999/00 is one of the main factors driving the reduction of red
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interest rates. Over time, the reduced budget deficit has lead to
lower interest on debt and accordingly to the expanded capacity
of the fiscus to sudtain red growth in expenditure on g@ods and
services.

As a result of the hedthier fiscd podtion and a projected
recovery in economic growth, Government is able to increase
the edimate of spending on public services by R7,8hillion in
2001/02 and R132 hillion in 2002/03 above the leve
anticipated in the 2000 Budget forward estimates. Infrastructure
goending will be a key focus of Government’'s budgetary
priorities over the 2001 MTEF.

Government’s tax policy ams to broaden the revenue base and
improve collection efficiency, thereby creating room for lower
tax rates and reducing the economic digtortions associated with
the tax structure. Reductions in both persona and corporate tax
rates will lower the costs of invetment and job creation, and
release household spending power.

The overarching objective of fisca policy is to contribute to
long-term growth, employment crestion and an equitable
digribution of income, in the context of an affordable and
sudanable budget framework. In reviewing options for the
2001 Budget, Government has been mindful of the condderable
progress made in consolidating revenue and reducing the budget
deficit. This dlows the emphass to shift more strongly towards
providing for the socid, devdopmenta and infrastructurd
expenditure respongbilities of the Sate.

Government’s fiscal record

Table 31 summarises Government's fiscd performance over
the last five years. It shows.

A reversa of the upward trend in consumption expenditure
Growth in capitd spending up to 1998

A decline in government dissaving and interest on debt, and
A rigng trend in the tax to GDP ratio.

The table shows a breskdown of government current
expenditure between interest on debt, subsidies and transfers,
individud services (such as education and hedth) and collective
services (such asjustice, defence and trade promotion).
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Table 3.1: Key fiscal trends (national accounts estimates)

1995 1996 1997 1998 1999 2000"

Government consumption expenditure  18,3% 19,4% 19,8% 19,8% 19.2% 18,5%
(% of GDP)
Gross fixed capital formation (real growth)

General government 6,0% 5,3% 4,4% 2,5% -5,4% -0,9%

Public corporations 15,8% 10,6% 9,7% 51,4% -17,2%  -19,9%
General government saving (% of -4,2% -4,9% -4,9% -3,9% -26%  -1,8%
GDP)
Interest on public debt of general 5,9% 6,4% 6,1% 6,3% 6,1% 5,6%

government (% of GDP)

Yield on long-term government stockat  14,6% 16,2% 14,1% 16,4% 14,0% 13,9%
period end

General government tax revenue (% of  24,1% 24, 7% 24.9% 26,0% 26,3% 26,0%
GDP)

Distribution of general government expenditure (% of current expenditure):

Interest on public debt 20,0% 20,5% 19,7% 20,3% 20,2%
Subsidies and transfers 18,2% 17,2% 16,3% 15,5% 14,9%
Final consumption expenditure
Individual services 27,9% 26,5% 30,0% 30,1% 29,1%
Collective services 33,8% 35,9% 34,0% 34, 7% 34,8%

1. 2000 figures based on data to end June; yield on long-term debt at end July 2000.

Between 1995 and 1997 find consumption expenditure by Reductionin government
government increased  relative to GDP, partly reflecting the consumption expenditure
impact of public service remuneration trends since 1996. This &S shareof GDP

trend has now been reversed as a result of more effective efforts

to dign sdary increases with inflation.

Over the past five years, gross fixed capitd expenditure by Strong capital spending
generd government and public corporations grew by an annud

average rate of 6,1 per cent. 1998 saw a peak in fixed capitd

expenditure growth by public corporations of 51,4 per cent in

red tems with subgantia invesment by Tekom and SAA.

The decline in 1999 and 2000 must be seen againg the

background of the large increase in 1998.

The contribution of the public sector to capita formation is
projected to improve in 2000/01 and over the MTEF period, due
to increesed government investment in infrastructure and higher
investment by public corporations as a result of the restructuring
of date assets.

Government  dissaving — which is caculated after taking into Declining government
account government consumption of fixed capital (depreciation) dissaving

— has falen from 59 per cent of GDP in 1994 to 2,6 per cent in

1999. This has been brought about largely by the reduction in

the nationa budget deficit. As Government increeses efforts to

shift the bdance of gpending towards cepitd expenditure,

government dissaving is projected to decline to zero by 2002.
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The reduction of the budget deficit has meant that for the firgt
time in over twenty years, debt service codts as a percentage of
GDP are dedlining. Had the deficit remained at the same levels
as in 1995/96, South Africans would be paying a least
R5 billion a year more in debt service codts. By the end of this
MTEF period, debt service cogts on the main budget will have
declined from 56 per cent in 1998/99 to 4,5 per cent, thus
rdeasng over 1 per cent of GDP a year for additiona spending,
or for tax cuts.

Tax revenue reflected in table 3.1 includes taxes collected by
the South African Revenue Service as pat of the naiond
budget, provincid and loca government taxes, unemployment
insurance contributions and South African tax revenue diverted
to other countries in terms of the Southern African Customs
Union agreement. While generd government tax revenue has
increased from 24,4 per cent of GDP in 1994 to 26 per cent in
1998, it is projected to decline somewhat as a share of GDP
over the next three years.

The didribution of generd government current expenditure
shows a sable level of interest on public debt since 1995 and a
fdl in the leved of subddies and transfers (partly as a result of
the phasing out of the generad export incentive scheme and early
retirement and voluntary severance offers). Over the next three
years, interest on debt will take up a decreasing share, alowing
expenditure on public servicesto rise.

Government’s key fiscd policy ams are set out in table 3.2.

Table 3.2: Key fiscal policy aims

Percentage of GDP 1994 1999 2003
Government consumption expenditure 20,0 19,2 18,5
General government saving -5,9 -2,6 0,0
Interest on general government public 55 6,1 54
debt
General government tax revenue 24,4 26,3 25,0

1994/95  1999/00  2003/04
Public sector borrowing requirement 5,7 1,3 2,0
1994-1999 1999-2003
Gross fixed capital formation by 2,5% 5,0%
general government (average annual
real growth)
1999/00 Budget outcome

The prediminary outcome for revenue collected in 1999/00 is
R198,2 hillion. Nationd budget revenue has increased by an
annual average of 10,6 per cent between 1996/97 and 1999/00,
whiletota expenditure has grown by 7,0 per cent ayear
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Table 3.3: National budget outcome: 1996/97 — 1999/00

1996/97 1997/98 1998/99 1999/00
2000 Budget Preliminary
R billion estimate outcome
Total revenue 146,5 163,5 184,3 196,3 198,2
per cent of GDP 23,2% 23,5% 24,4% 24,0% 24,3%
per cent increase 16,2% 11,6% 12, 7% 6,5% 7,5%
Total expenditure 175,3 189,9 2015 216,0 2146
per cent increase 15,5% 8,3% 6,1% 7,2% 6,5%
Budget deficit (-) -28,8 -26,5 -17,2 -19,7 -16,4
per cent of GDP (-) -4,6% -3,8% -2,3% -2,4% -2,0%

Estimated actua expenditure in 1999/00 was R214,6 billion. Preliminary expenditure
This is 6,5 per cent more than in 1998/99 and R1,4 hillion less outcome

than the Februay 2000 edimate. Prdiminary indications are

that some underspending occurred in new conditiona grants and

poverty relief programmes, in which spending has been dow to

gather momentum.

The budget deficit in 1999/00 is estimated at 2,0 per cent of Current budget deficit
GDP, down from 4,6 per cent in 1996/97, as shown in table 3.3. 2 per cent of GDP

Revised framework

Overview

The revised framework for the 2001 National Budget is set out
in table 3.4. These edtimate take into account the adjustments to
the 2000/01 budget tabled in Parliament on 12 October and
revised projections for the economy outlined in Chapter 2.

Higher inflation and red growth over the MTEF period lead to Inflation increases
upward adjustments in expected nomind GDP compared with Nnominal GDP

the forward edimate projected in the 2000 Budget. This

accounts for higher revenue over the MTEF period and

contributes to the upward adjustments in expenditure estimates.

Lower debt service costs — a result of the dedlining budget Lower debt service costs
deficit and proceeds of state asset restructuring — release further

funds for spending on public services. Estimates of the cost of

sarvicing debt have been revised downward by R831 million in

2001/02 and R1 billion in 2002/03.

The revised budget framework provides for red growth in non-
interest spending of 3,7 per cent a year over the MTEF period,
including provison for contingencies

37



2000 Medium Term Budget Policy Statement

Table 3.4: Revised national budget framework 2000/01 to 2003/04

2000/01 2001/02 2002/03 2003/04
R billion 2000 Revised 2000 Revised 2000 Revised
Budget Budget Budget

Revenue 210,4 212,2 227,4 232,2 243,6 251,5 271,0
Per cent of GDP 23,8% 23,8% 23,7% 23,8% 23,5% 23,7% 23,6%
Expenditure 233,5 235,3 251,5 257,1 266,7 275,5 2954

Per cent 8,1% 8,9% 7,7% 9,2% 6,0% 7,2% 7,2%
increase

Interest on debt 46,5 46,3 49,5 48,7 51,0 50,0 51,5
Contingency 2,0 - 4,0 2,0 8,0 4,0 8,0
reserve
Non-interest 185,0 189,0 197,9 206,4 207,7 2215 235,9
available
expenditure
Deficit (-) -23,1 -23,1 -24,1 -24,9 -23,1 -24,0 -24,4
Per cent of -2,6% -2,6% -2,5% -2,5% -2,2% -2,3% -2,1%
GDP (-)
GDP 885,2 892,5 958,2 976,7 1036,7 1063,3 | 1148,7
Increased spending Allocations for spending on public sarvices increase by

allocations

Budget deficit to fall to
2,1 per cent of GDP

Declining public sector
borrowing requirement

Growth in revenue

Revenue revisions

R7,8 hillion in 2001/02 and R13,2 hillion in 2002/03 over the
basdine estimates published in the 2000 Budget. An additiona
R18,3 hillion has been made avalable for spending in 2003/04
over and above the baselines budgeted for by departments.

Reflecting improved revenue trends, Government's improved
expenditure management and the recovery of GDP growth, the
nationa budget deficit is projected to fal from 2,6 per cent of
GDP in 2000/01 to 2,1 per cent in 2003/04.

After taking into account the projected proceeds from the sde of
date assets and a moderate rise in borrowing by public
enterprises and locd government, the public sector borrowing
requirement is projected to reach about 2,0 per cent of GDP
over the next three years.

Medium term national budget projections

National budget revenue

Nationd budget revenue is projected to grow a an annud
average rate of 8,5 per cent over the next three years, an upward
revison from the 7,9 per cent rate projected in the 2000 Budget.
This growth in revenue is illugraed in figure 3.1, together with
projected nationd revenue as a share of GDP.

Table 3.5 sets out the revised revenue estimates alongside those
of the 2000 Budget. Further details are provided in Chapter 4.



Chapter 3: Fiscal policy and the 2001 Budget

Table 3.5: Medium term revenue projections

1999/00 2000/01 2001/02  2002/03 2003/04
R billion Outcome Budget Revised Medium term estimates
National budget 198,2 210,4 212,2 232,2 251,5 271,0
revenue
Per cent of GDP 24,3% 23,8% 23,8% 23,8% 23,7% 23,6%
Per cent increase 7,5% 7,2% 7,1% 9,4% 8,3% 7,8%
Real growth 1,3% 0,6% 0,5% 3,6% 3,0% 3,0%
Change from 18 4,8 7,9
2000 Budget

Receipts of the RDP Fund for 2000/01 are expected to amount Donor funded
to R800 million. The edimates for subsequent years stand at expenditure
R700 million a year. These recepts and the associated

expenditure are not voted by Parliament in the depatmenta

appropriations and ae reported separatdy in the budget
documentation.

Figure 3.1: National budget revenue

300 24.2%
250 + — [
o 1 24.0%
200 +
150 + Ne 'Y 4 23.8%
\\
100 + \
N | - 23.6%
50 +
23.4%

0 f f f f

== Revenue ==9% of GDP

The naiond budget incdudes the continued phasing in of the Skills Development Levy
Skills Development Levy, introduced in the 2000/01 fiscd yesr,

a 05 per cent of payroll. The levy will increase to 1 per cent in

2001/02 and beyond. These funds flow directly to Sectora

Education and Training Authorities and the Nationd Skills

Fund and are not appropriated by Parliamentary vote.
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National budget expenditure

National budget expenditure is expected to grow a an annud
rate of 7,9 per cent over the next three years, an upward revision
from the 7,4 per cent rate set out in the 2000 Budget. Figure 3.2
illusrates the rigng leveds of consolidaed naiond and
provincid non-interest expenditure over the MTEF period.

In red terms these increases represent an average annua
growth rate of 3,7percent in nonrinterest expenditure —
ggnificantly higher than the growth rates of 1998/99 and
1999/00. This faster increase in expenditure reflects both
improved fisca peformance and an increased capacity to

spend.

Figure 3.2: Consolidated national and provincial non-interest
expenditure — medium term projections
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Table 3.6 sets out the revised expenditure estimates dongsde
those of the 2000 Budget.

Debt service costs are projected to fall from 5,5 per cent of GDP
in 1999/00 to 4,5 per cent in 2003/04, a downward revison of
the 2000 Budget estimates. This is shown in figure 3.3. This
trend reflects a number of factors, including:

The lower budget deficit, which has in turn reduced the net
borrowing requirement of the past two years

Lower long-term interest rates, partly as a result of lower
government borrowing

Lower borrowing associated with proceeds from state asset
restructuring.
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Figure 3.3: Debt service costs — medium term projections
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Table 3.6: Medium term national budget expenditure projections

1999/00 2000/01 2001/02 2002/03 2003/04
R billion Outcome Budget Revised Medium term estimates
Debt service costs 44,3 46,5 46,3 48,7 50,0 51,5
Contingency reserve 2,0 2,0 4,0 8,0
Non-interest expenditure 169,5 185,0 188,9 206,4 2215 235,9
Per cent increase 8,0% 7,8% 10,1 9.3% 7.3% 6.5%
Total expenditure1 214,6 233,5 235,2 257,1 275,5 295,4
Per cent of GDP 26,2% 26,4% 26,4% 26,3% 25,9% 25,7%
Per cent increase 6,1% 8,1% 10,0% 9,3% 7,2% 7,2%
Real growth (non- 1,0% 1,5% 4,1% 4,5% 2,9% 3,4%
interest expenditure)
Changes from 2000
Budget
Debt service costs -0,2 -0,8 -1,0
Contingency reserve -2,0 -2,0 -4,0
Non-interest expenditure 39 7.8 13,2

1. Including transfer of R855 million to Umsobomvu Fund in 1999/00.

The budget framework includes a contingency reserve to ded Rolling drawdown from
with unforeseen dircumstances. This ensures that Government the contingency reserve
can adjust to adverse macroeconomic developments, or make

funds avalable for naura or other disasters, within the agreed

overdl expenditure programme. In the revised budget

framework, R2 bhillion is retaned as a reserve in 2001/02,

increasing to R8,0 hillion in 2003/04.
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After debt servicing costs and dlocations to the contingency
reserve, the revised expenditure estimates provide for increases
in  nonrinterest  expenditure dlocations of R7,8hillion in
2001/02 and R13,2 hillion in 2002/03. The projected functiona
and economic breakdown of expenditure is set out in Chapter 5,
and the divison of avalable resources between nationd,
provincid and loca government is discussed in Chapter 6.

The budget deficit

The deficit is projected to decline from 2,6 per cent of GDP in
2000/01 to 2,1 per cent by 2003/04.

As a result of the rgpid reduction in the deficit, lower interest
rates and proceeds from privatisation, South Africas debt to
GDP rédtio is now fdling. Naiond Government's debt to GDP
ratio now stands at 45,1 per cent, after risng to 48,0 per cent at
the end of March 1999.

Nationd foreign debt has incressed from 2,2 per cent to
33percent of GDP over the same period. As a result of
increesed  internationdl  investor  confidence, Government  has
rased its foreign borrowings, thereby increesing foreign inflows
of capital and relieving pressure on locdl interest rates.

Hedthy fiscd peformance has contributed to securing Stable
interest rates over the past year. Lower debt and red interest
rates ae now heping to insulate the economy from externd
shocks. For this reason South Africa is less vulnerable to the
renewed, if less savere, globa financid market ingtability than
was the casein 1998.

Public sector borrowing requirement

The public sector borrowing requirement (PSBR), which
represents the full dam of Government on avalable savings,
has declined from R35,6 billion, or 56 per cent of GDP in
1996/97 to an estimated R8,7 hillion in 1999/00, or 1,1 per cent
of GDP. This reduction has been achieved in part by increased
receipts from the proceeds of privatisation.

Despite a dight increase in the PSBR in 2000/01, Government
will continue to moderate the public sector's clam on resources
avalable for borrowing, and ams to bring the overal PSBR to
2 per cent of GDP by 2003/04.

Table 3.7 sas out the borrowing requirements of the various
components of the public sector since 1996/97.
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Table 3.7: Public sector borrowing requirement: 1996/97-1999/00

1996/97  1997/98  1998/99 1999/00

2000 Preliminary
Rhbillion deficit (+) / surplus (- oudget - outcome
Main budget deficit 29,0 26,5 17,2 19,7 16,4
Extraordinary payments 0,9 1,5 1,5
Extraordinary receipts -1,6 -2,9 2,7 -6,9 -7,1
Main budget borrowing requirement1 27,4 23,5 15,4 14,3 10,8
Social security funds -0,9 -1,1 -1,4 -1,2 -11
Provinces 3,0 55 -0,5 -1,9 -3,0
Extra-budgetary institutions 11 1,4 1,8 1,5 -1,4
Local government 0,8 0,8 1,0 0,8 1,0
General government borrowing 31,3 30,1 16,2 13,5 6,3
per cent of GDP 4,9% 4,3% 2,1% 1,7% 0,8%
Plus:
Non-financial public enterprises 0,5 2,3 8,6 1,2 24
Public sector borrowing requirement 31,8 32,4 24,8 14,7 8,7
per cent of GDP 5,0% 4,6% 3,3% 1,8% 1,1%

1. Due to classification and timing differences, these estimates do not correspond fully with the SA Reserve Bank
government finance statistics.

Significant trends in public sector borrowing include:

A dowdown in borrowing by public entities, following the
steep increase in 1998/99

A maked reduction in the man budget borrowing
requirement since 1996/97

A consolidated provincia deficit of R5,5 hillion in 1997/98,
followed by a cashflow surplus of RO5 hillion in 1998/99
and R3,0 hillion in 1999/00, which was used to repay this
debt

A maked improvement in the financia podtion of extra-
budgetary indtitutions in 1999/00.

Table 38 outlines the expected trends in the nationd budget Projected stabilisation of
deficit, the generd government borrowing requirement and the Public sector borrowing
public sector borrowing requirement over the next three years.
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Table 3.8: Public sector borrowing requirement - medium term projections

1999/00 2000/01 2001/02 2002/03 2003/04
R billion Outcome Budget Revised Medium term estimates
Main budget deficit 16,4 23,1 23,1 24,9 24,0 24,4
Extraordinary payments 15 2,2 2,2 - - -
Extraordinary receipts -7,1 -5,0 -5,0 -6,0 -10,0 -10,0
Main budget borrowing 10,8 20,3 20,3 18,9 14,0 14,4
Other government -4,5 0,9 -0,6 1,0 3,1 35
borrowing*
General government 6,3 21,2 19,7 19,9 17,1 17,9
borrowing
Per cent of GDP 0,8% 2,4% 2,3% 2,0% 1,6% 1,6%
Plus:
Non-fin_ancial public 24 3,0 21 35 4,0 4,7
enterprises
Public sector 8,7 24,2 21,8 234 211 22,6
borrowing requirement
Per cent of GDP 1,1% 2,7% 2,4% 2,4% 2,0% 2,0%

1. Social security funds, provinces, extra-budgetary institution and local government.

Forward cover |osses

Restructuring aims to
improve quality of
services

A net profit of R52billion was recorded in 1999/00 on the
Gold and Foreign Exchange Contingency Reserve Account as a
result of Reserve Bank foreign exchange forward market
operations, bringing the accumulated loss on the account to
R9,2 hillion a 31 March 2000. Although these are lidbilities of
Government, they are not yet incorporated into government loan
debt.

Public sector restructuring and financial reforms

Public enterprise restructuring

The restructuring of date owned enterprises (SOES) ams to
improve the qudity, cod-efficiency and digtribution of services
such as dectricity, telecommunications and transport networks.

Enterprise efficiency can be improved through better corporate
governance and by putting in place appropriate regulatory
frameworks and competitive incentives. Competition and
regulation are also important in ensuring that efficency gans
are passed on to the consumer in the form of better and more
affordable services.

In addition, restructuring releases resources to be spent on other
Government priorities, and dlows for a reduction in government
debt. Reduction of government debt makes it possble to shift
goending from interest expenditure to spending on socid and
developmentd infrastructure.
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The restructuring of state owned enterprises

The Department of Public Enterprise’s Policy Framework on the Accelerated Restructuring of State Owned Enterprises
(SOEs) was launched in August. SOE restructuring will benefit all South Africans in the form of lower prices and better
infrastructure services through:

Increased SOE efficiency as a result of improved corporate governance and competition

An injection of private sector capital, technology and expertise

The introduction of transparent funding and measurement of Government’s development goals
It is expected that most restructuring activities will be completed by 2004.

Transnet

Spoornet’s different business units will become separate corporate entities. Coallink, Orex, Luxrail and Linkrail will be
concessioned. Spoornet’s General Freight Business will be commercialised, followed by either an initial offer of shares tc
the public, or a strategic equity partnership.

New ports policy and ports regulatory frameworks are being drafted. Portnet will be corporatised to form a port authority
entity and a port operations entity. The port operations will then be privatised.

A public share offer for SAA is proposed.

Petronet will be corporatised and there will be an assessment of the synergies with other pipeline projects and restructuring
options.

Telkom
Telkom will offer shares to the public in the second half of 2001.
Apolicy framework and process will be developed for licensing a second national operator.

A similar framework and process will be developed for further liberalisation of the telecommunications market, including the
allocationof third generation cellular licenses.

Eskom

Eskom will be split into transmission, distribution and generation operations, each forming a separate corporate entity.
Several generating companies will be formed to promote internal competition prior to the introduction of private sector
participation. The Department of Minerals and Energy is currently co-ordinating the reorganisation of the electricity
distribution industry.

Denel

Denel will be corporatised and strategic equity partners sought for several of its business units. BAE Systems has been
identified as the preferred strategic equity partner for Denel Ordnance and Aerospace. The preferred strategic equity partnel
for the Airmotive division of Aerospace has been identified as French company, Turbomeca. Both negotiations are
scheduled for completion by March 2001.

Other restructuring initiatives

The airports regulatory framework is being revised. On its completion, and subject to shareholder approval, a public share
offer will be made for the Airports Company.

The sale of certain Safcol forestry assets has been concluded, while other packages have been re-offered or are to be
restructured.

Options for the consolidation of the information technology capabilities of Datavia, Ariel Technology and Eskom are being
assessed.

Strategic management partnerships have been entered into for Alexkor, Aventura and the Post Office. Aventura has been
earmarked for subsequent sale.The Department of Communications is investigating a restructuring strategy for Sentech

Signal Distribution.
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Proceeds of restructuring
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PPPs and service
delivery

These principles have been captured in Government's policy
framework on the redructuring of date owned enterprises,
which was released in August 2000.

The framework commits to improving SOE efficiency through
performance contracts and shareholder compacts.

Equity sdes (full or partid privatisation) have been identified as
a means of enhancing effidency, invesment and innovation,
notably in the tdecommunications sector and eectricity
generation and transmission sectors.

A criticd dement of the redructuring drategy is the promotion
of compstition in key sectors such as eectricity generation,
tedlecommunications and ral services. Where competitive
markets do not address socia needs, the equitable provison of
infrastructure will be dedt with directly through subsdies thet
will be ether fully accounted for in the Budget, or made
trangparent within published price or tariff schedules.

Budget estimates take into account expected receipts from the
resructuring of date assets of R5,0 hillion in  2000/01,
R6 billion in 2001/02 and R10 billion a year in 2002/03 and
2003/04. These receipts contribute to reducing the PSBR.

Public Private Partnerships

The use of public private partnerships (PPPs) in public service
deivery has become increesngly common throughout the
world.

The operationa benefits of PPPsinclude:

Improved specification of outputs and services

Economies aisng from integration of the desgn, building,
financing and operation of assets

Increased innovation in the use of assets

Enhanced managerid expertise

Improved risk management

Contractua assurance of service standards and affordability.

Patnership contracts enhance accountability by darifying
responsibiliies and focusng on the key sarvice ddiverables.
Furthermore, managerid efficdency may bendfit dgnificantly as
exiding depatmentd finendd, human and management
resources are refocused on strategic functions.
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In recognition of the possible benefits of PPPs, the Nationad Framework and support
Treasury has established a regulatory environment, and support mechanisms
dructures, at the nationd and provincia level. These conss of:

A drategic framework endorsed by Cabinet in December
2000

Treasury regulations promulgated in terms of the Public
Finance Management Act, prescribing PPP minimum
requirements

A sat of PPP Guidelines for accounting officers

A gpecidis PPP Unit based in the Nationa Tressury to
support departments in the development of PPPs and ensure
compliance with treasury regulations.

The Depatment of Provincid and Locd Government has
established a amilar support sructure and regulatory framework
for PPPs at the locdl level.

Government has dready negotisted severa maor partnership Projects under review
projects, including the building and operation of two maximum

security prisons and three long-term toll road concessions.

Project proposals presently under review include:

The outsourcing of both facility and fleet manegement

The upgrading of information technology and payment
sysems

The provison and management of government accomodation
including prisons, hospitals, departmentad offices and schools

The concessioning of provincia toll roads, eco-tourism and
rail projects.

Project loans

South Africa maintains valued relaions with severd multilateral  Project loans as part of
financid inditutions, induding the African Development Bank, Proader partnership
the European Development Bank and the World Bank. Programmes
Condderation has recently been given to the possbility of
project lending from internationa inditutions, aongsde the
knowledge-based cooperation, technica expertise and grant-
funded programmes currently in place. Cabinet has agreed that
project loan proposas will be tested agangt the following
criteria

A project loan must form pat of a broader partnership,

induding  supplementary  benefits;, such  as  technicd

expertise, additiond grant funding and capecity building

Expenditure to be financed through a loan must form part of
a depatment's medium term expenditure plans, and will
accordingly not add to tota expenditure or Government's
overdl level of borrowing
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Financid terms and conditions of a loan must be acceptable,
taking into account Government's broader borrowing

strategy.

Currently the only World Bank loan entered into by South
Africa is for the Indudriad Competitiveness and Job Cregtion
Project of the Department of Trade Industry. The loan amount is
US$24,4 million and the project ams to dimulate the smdl
enterprise sector and improve its competitiveness.

Projects under The Depatment of Hedth is currently in discusson with the

consideration in health  \World Bank on possble funding of its hospita rehabilitation

and local government  progrgmme. Government  has  dso  identified  municipa

sectors infrastructure and loca  government  development as possible
areas of multilateral cooperation and project financing.

Provincial capital Condderation is adso being given by the Budget Councl to

projects dlowing provinces to borrow for capitd projects.  Such
borrowing will fal within targets set for the totd PSBR and will
encourage the adoption of best-practice project funding, and
improved utilisation of private sector capacity for project
implementation, monitoring and risk managemern.

Defence export credit  Beginning this year, Government's foreign borrowing includes

facilities the export credit facilities negotited as pat of the ams
procurement programme of the Depatment of Defence. The
interest on these loans is included in date debt costs and
repayments form pat of Government's debt obligations, which
are managed by the National Treasury. The expenditure on the
ams procurement projects is fully provided for in the Defence
medium term expenditure estimates.

Conclusion

South Africals strong performance in mesting fisca targets has
alowed Government to increase spending, reduce tax rates and
reduce the proportion of the budget that goes towards debt
savice costs. Government's fisca podtion has contributed to
lower interest rates and the moderation of the inflation trend in
the economy.

Government’'s fiscal policy is supported by the transformation
of date owned enterprises, public-private partnerships and the
possble use of project loan facilities as pat of broader
devdopment  patnership  programmes.  These  initiatives
contribute to drengthening Government's ability to meet
pressng socid needs within a sugtainable fiscd framework and,
in doing so, help to create jobs, reduce poverty and foster
economic growth.



