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Foreword

As the storm clouds of the economic recession recede, the debate this country most urgently needs is
about the economy. In framing this debate, we must remind ourselves of how Oliver Tambo outlined
his vision for the post-apartheid economy: “Our starting point is what any economy should serve —
people.”

The impact of the economic crisis of 2008-2009 has been profound. Government managed to cushion
the impact of the recession on our economy through a large expansion in the fiscal deficit to protect and
increase social spending, and to invest in infrastructure. While these measures could not prevent
substantial job losses and a sharp fall in business investment, without such steps the effects of the
downturn would have been much worse.

The National Treasury forecasts that real economic growth will rise to 4.4 per cent by 2013. Unless we
grow much faster and more inclusively, many of the people who lost their jobs during the recession and
millions of other South Africans, particularly our youth, will struggle to find employment.

We need to aim higher to give our people the future that they deserve. Some of our developing-country
peers have broken their binding constraints on economic growth and are now leading the global
recovery, with growth rates approaching 10 per cent. We aspire to join this dynamic group of high-
growth economies. To do this we must urgently and honestly identify those features of our economy
that hold back economic development.

Development is not just about reforming the broader economy. Government, too, must adjust to the
challenges before us. The 12 outcomes identified by government provide us with the opportunity to
significantly improve the performance of public spending. We must act with urgency to ensure that
smart spending choices have the maximum effect on the quality of public services.

South Africa’s success in delivering the 2010 World Cup illustrates our ability to unite as a nation
behind a common goal. We must draw on that experience and work to transform this economy into one
that can grow fast enough to create the jobs that we need.

To move forward we need to develop a national consensus, and the sense of urgency required to propel
South Africa onto a new growth trajectory. In doing so we will give hope to all our people and help to
usher a dynamic new era of economic development.

Pravin J Gordhan
Minister of Finance



Contents

Chapter 1

Chapter 2

Chapter 3

Chapter 4

Annexure A

Glossary

Jobs, growth and development...........cccciiiii e 1
Towards a new social compact..........cccoeevvveiiii 1
Progress report on the MDGS.......ccoovvivviveeiiiii e, 3
Priority outcomes, outputs and budget planning...........ccccccevvvveeee.. 5
Overview of the 2010 policy Statement...........ccccveeeeiviiiiiiieeeeeeenns 8
Holding government accountable ..., 12
Economic policy and oUtIOOK.............evvvvvivvvviviiiiiiiiiiiviieiiienninen, 13
A gradual FECOVEIY......cooiiiiieeeeeee e 13
The domestic economic OUtIOOK ..., 14
Global recovery: prospects and riskS........ccccoeeeeeeiiiieiiiiiiiesieee e, 16
Towards faster, more labour-absorbing growth ...............ccccvvveeeee. 19
The recovery in the real €CONOMY .........ccovviiiiiiiiiii e 22
CONCIUSION ..ot 29
Fiscal policy and trends...........oeevviiiiiiiiiiiiiieeee e 31
Growth, sustainability and the fiSCUS ........cccoooeviiiiiiiiii e, 31
Countercyclical fiscal POlICY ........uvvviiiiiiiiiiiiiieee e 32
(@0 141113 o] o 40

Medium-term expenditure framework and division of

FEVEINMUE .ttt ettt ettt e et e et et e e e e e e e e e b e e e e e e e eenreaans 41
Budgeting fOr OULCOMES..........eiiiiiiiiiiiiiiiiieiiieiiieiieeeieeeeeeeeeeeeeeeeeeeeees 41
2009/10 outcomes and 2010/11 mid-year estimates..............ccc..... 43
Medium-term spending eStiMates...........ccuueveiveeeerriiiiiiiieeeee e 44
Division of revenue — 2011/12-2013/14 ......coovveeieeveeeeieeeeieeeeeeeeeee 56
2009/10 outcome and half-year spending estimates for

120 0 i RO ERPPR 57
......................................................................................................... 61



Tables

11
1.2
1.3
14

2.1
2.2
2.3

2.4
2.5
2.6
2.7
2.8

3.1
3.2

3.3

3.4
3.5
3.6

3.7

4.1
4.2
4.3
4.4
4.5
4.6
4.7
4.8
4.9

4.10
411

412
4.13

Figures
2.1
2.2
2.3
2.4

2.5

Macroeconomic projections, 2009 — 2013 ............eevveveiimmmeennnnnnnnnns
Consolidated government fiscal framework, 2009/10 — 2013/14 ....
Consolidated government expenditure, 2010/11 — 2013/14 ...........
Division of revenue, 2010/11 — 2013/14.......coooueeiiviiiiiieeeieeeeeeean,

Macroeconomic projections, 2007 — 2013 ...........cvvvvvvvirnnennnnnnnnnnnn.
Macroeconomic projections, 2009/10 — 2013/14 ........cccccvvvvvvevnnnnnnns
Annual percentage change in GDP and consumer price inflation,

selected regions/countries, 2010 — 2012 ...,
Total employment per sector, June 2010...........ccceeeeeeeeeeeeeeeee e,
Contribution to gross domestic expenditure growth, 2007 — 2010..
Contribution to overall investment growth, 2006 — 2010.................
Summary of South Africa’s current account, 2005 — 2010..............
Summary of South Africa’s financial account, 2005 — 2010............

Consolidated government fiscal framework, 2007/08 — 2013/14 ....
General government capital expenditure preliminary outcome,
2009/10 ...t a e e e e
Public-sector infrastructure expenditure estimates by sector,
2010/11 — 2013/14 ...
Consolidated government revenue, 2007/08 — 2013/14 .................
Total government debt, 2007/08 — 2013/14 .......cccoevveeevviviiiiieneeene,
Main budget net borrowing requirement and financing, 2009/10 —
20L3/0A ..o a e
Public-sector borrowing requirement, 2009/10 — 2013/14 ..............

Consolidated government expenditure, 2009/10 — 2013/14 ...........
Education expenditure, 2010/11 — 2013/14 .........evvvvvvvrernnennninnnennnns
Health expenditure, 2010/11 — 2013/14..........vvvvvvivneriininiiiiniiiinnns
Social protection expenditure, 2010/11 — 2013/14..........evvvvvvnvnnnes
Recreation and culture expenditure, 2010/11 — 2013/14 ................
Public order and safety expenditure, 2010/11 — 2013/14................
Defence expenditure, 2010/11 — 2013/14........covvvvvvvvinrirnnninnniinnnnns
Transport expenditure, 2010/11 — 2013/14 .......ovvveeeeeeiiiiiiiiieeeeene.
Energy, communication and general economic affairs, 2010/11 —
20L3/14 ...
Agriculture, forestry, fishing and land affairs expenditure,

2010/11 — 20L3/14 ...
Housing and community amenities expenditure, 2010/11 —
20L3/04 ..o
General public services expenditure, 2010/11 — 2013/14................
Division of revenue, 2010/11 — 2013/14........cooeeiiiiieiieieeieeeeen

Global manufacturing and trade volumes, 2000 — 2010 .................
Trade-weighted rand indices, 1994 — 2010.............ceeeeeeeeeeeeeeeeeenn.
Sector contributions to real GDP growth, 2000 — 2010...................
Growth in formal-sector employment, real earnings, and real
GDP, 2005 — 2010 ...uiiiiiiiiiiee et
Ratios of household debt and debt-service costs to disposable
INCOME, 1990 — 2000 ..oieniieiie et e e e e e e e

10
11
12

14
14

17
24
26
27
28
29

32



3.1

3.2
3.3

Vi

GDP and consolidated government non-interest expenditure per

capita, 2002/03 — 2013714 ...
Real growth in expenditure, 2006/07 — 2013/14 .......cccevvveeeeeiinnnnne
Consolidated government expenditure, 2002/03 — 2013/14............



