Introduction and overview

Introduction

The Medium Term Expenditure Framework (MTEF), and the
annua budgets which proceed from it, ae among the most
important statements of government policy every year.

The 2000 Medium Term Budget Policy Statement (MTBPS)
sts  out  Government’'s thinking on the gppropriate
macroeconomic and fiscal responses to current trends in the
economy. It dso sats out current thinking on the manner in
which public resources will be deployed to tackle the country’s
socia and economic challenges.

The anud MTBPS is the culminaion of a rigorous and
consultative process in which the resource needs of various
spheres and functions of government are assessed and
prioritised. The process is informed by an assessment of the
ovedl dae of the economy, as wel a Government's
macroeconomic policy imperatives.

The MTBPS is presented wdl in advance of the 2001 Budget
in order to enhance trangparency, facilitate public discusson,
and creste a common framework for assessng the choices
made by government. It dso serves to sgnd the manner in
which government proposes to redise the vison st out by the
Presdent in his State of the Nation address to Parliament
ealier thisyesar.

The highlights of the 2000 MTBPS ae st out in this
introduction, with more detall contained in the chapters which
follow.

Role of the MTBPS

Outline of policy options
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Overview of the MTBPS

Government's overwheming priority is to meet the socio-
economic needs of dl South Africans and, in particular, to
dleviate poverty. These needs aise from the chdlenges tha
we face as a developing country, and from the massve
economic inequdities and socid problems that result from the
injustices of the past.

In seeking to address these chdlenges, Government has to
balance short- and long-term gods, and pursue its objectives in
a sustainable manner. In this respect, economic policy and the
use of resources must be affordable Government cannot
impose undue risks or burdens on future budgets and future
generations.

The imperatives of policy sustainability are embodied in two of
the key policy themes of the MTBPS:

The focus of public spending on programmes that promote
human devel opment and broaden economic opportunities

The targeting of additiond expenditure on cgpitd formation
and maintenance of infrastructural assets.

If fiscal polices are to be sudainable they must be consgtent
with the dae of the economy, and the associated condraints.
Chapter 2 of the MTBPS sets out Government's assessment of
the mgjor issues and trends.

The South African economy has been buffeted by a number of
externa shocks over the past twelve months These include a
depressed gold price, soaring oil prices and the floods a the
gart of the year. In the face of these shocks the economy has
shown redlience, has adjusted to these chalenges, and is
expected to resume more rapid growth next yeer.

The prevaling lower interest rates, and the decline in debt
sarvice cods, together with the sound outlook for South
Africa's export performance, are expected to result in increased
invesment growth, further drengthening the medium-term
outlook. Although there remain some uncertainties about the
trgectory of the globa economy and the ultimate resolution of
current imbalances in interndtiond trade and the flow of
capita, economic growth is expected to average 3,5 per cent
over the MTEF period.

South Africas fisca policy has condgtently sought to achieve
dable, suganable growth, while improving the efficency of
public spending and targeting the provison of services to the
poor. Government's success in achieving fiscd sudanability
underpins the polices st out in the 2001 MTEF.
Government’ sfiscd framework is set out in Chapter 3.
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Fiscal policy over the past five years has resulted in lower debt Lower debt service costs
levels and, hence, lower debt service cods. This has in turn

reduced the public sector borrowing requirement, further

reducing pressure on interest rates, and released Sgnificant

funds for non-interest expenditure.

In addition, higher growth projections dlow Government both
to continue to lower the tax burden, and to incresse
expenditure. Red nonrinterest expenditure on public services
will rise a an annua rate of over 3,7 per cent over the MTEF

period.

Disciplined expenditure growth will be accompanied by a Budget deficit to fall to
reduction of both the proportion of national income devoted to 2,1 per cent of GDP
tax, and the proportion of GDP spent by Government. In

addition, the national budget deficit before borrowing will fdll

from a projected 2,6 per cent of GDP in 2000/1 to 2,1 per cent

in 2003/4.

The increased resources avalable to the state will be spent on
rasng the qudity and quantity of services provided. In this
respect, Government is prioitiang expenditure on capita
formation in the public sector. This will rase the leves of
sudanable long-term growth and enhance the dat€'s capacity
to deliver sarvices.

The success of Government in transforming the South African Budget revenue trends
Revenue Sarvice is reflected in the continued widening of the

tax-base, improved tax compliance ad srong growth in the

collection of revenues. Chapter 4 sets out these achievements,

and highlights the future course of South Africalstax policies.

Revenue growth has heped Government to reduce the deficit
on the naiond budget, while a the same time dlowing for a
reduction of the rate of tax on companies and individuas. In
the medium-term, Government will continue to seek to reduce
the income tax burden further.

Government's tax reform programme is informed by the need
to enhance the efficency and equity of South Africas tax
sysdem, and takes into account the country’s increasing
integration in the globa economy.

The 1999/00 fiscd year has also seen  steps to enhance tax co-
ordingtion in the region, with the formation of two SADC-
based committees. The issue of tax co-ordination, and the role
that it has to play in protecting the regiond tax base and in
contributing to the cregtion of an dtractive regiond investment
environment, will continue to receve dtention in the coming
years.

The 2001 MTEF sgts out a bold programme of public Expenditure plans
expenditure for the ddivery of services and the improvement
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The division of revenue

Increasing allocation to
provincial and local
gover nment

of public infrestructure. Overdl expenditure is projected to
grow a an average ahnud rate of 7,9 per cent over the course
of the MTEF.

The dlocation of the avalable resources between various
dements of public expenditure reflects Government's
commitment to:

Stabilise personnel budgets across al spheres of government

Maintain and rehabilitate public infrastructure and increase
expenditure on capital goods

Invest resources in human capital development

Improve the efficdency and effectiveness of the crimind
justice system

Promote equdity by targeting service delivery for the poor

Provide resources for improving the capacity of
Government to dedl with the impact of HIV/Aids

Accd erate employment cregtion.
These priorities are discussed further in Chapter 5.

The dlocation of public resources to the different spheres of
government is regulated by legidation that seeks to ensure the
most appropriate and equitable digtribution, given the fiscd
and functiona competencies of each sphere.

In generd, the divison of revenue over the MTEF sees a shift
in the compodtion of expenditure towards provincid and locd
govenment. This is in recognition of the incresangly
important role that these spheres of government play in
ddivering services and — in the case of loca government — the
costs imposed on municipalities by the process of restructuring.

The increase in the provincid share over the MTEF will assst
provinces in accommodating the pressures imposed by the
accelerating take-up the Child Support Grant, the pressures on
hedth services reaulting from HIV/Aids, and the cods
associated with increesed  spending on  infradtructure  and
poverty-dleviaion.

Increased dlocations to the loca sphere seek to ensure that
municipdities have the necessary resources to support the
ddivery of a basc package of services, including water,
sanitation and municipa services, to the poorest communities.

The improved date of provincid finances raises the possbility
of selected provincidly imposed taxes, as is provided for by
section 228 of the Conditution. Guidelines are currently under
development to ensure that such taxes do not negatively affect
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the overdl fisca postion of government or create unnecessary
distortions in economic decison-making.

Chapter 6 discusses these issues at grester length.

Budget reform and the MTBPS

The release of the MTBPS is intended to facilitate debate on MTBPSand public
the economic policies and spending priorities of Government debate

prior to the tabling of more detailed proposas on Budget Day.

Such debate will enhance understanding of Government’'s

goending decisons, the rationde underpinning them and the

condraintsin terms of which they are made.

This is a reflection of Government's generd commitment to Enhancing the budget
budget reform, the ams of which are to improve the qudity of Process

policy discusson, ad the management of scarce public

resources, improve public accountability and, a a

consequence, create the conditions for optima decison

making and improved service delivery.

The implementation of a three-year budget cycle provides for
both better debate on future budgets and improved planning in
departments in dl spheres of government. This strengthens the
link between government policy-making and implementation,
and enhances the responsveness of Government to the needs
of the people.

In line with this commitment, the rdlease of the annua budget
is now accompanied by detaled, peformance-oriented
asessments of the impact of government programmes on the
lives of ordinary people. This information was captured last
year in the National Expenditure Review (NES) and, for
provincid spending, inthe Intergovernmental Fiscal Review.

The 2001 Budget will see the consolidation of the NES and the The National Medium
Estimate of Expenditure (“White Book”) into the National Term Expenditure
Medium Term Expenditure Estimates (NMTEE). The NMTEE Estimates

will bring expenditure and performance data together to show

the impact of the services for which Parliament appropriates

public funds.

Conclusion

The 2000 MTBPS sats out Government's thinking on its
priorities over the next three years. The information contained
in this datement is pat of Government's contribution to the
nationd debate on agppropriate social and economic policies.
We invite as many people as possble — from policy- and
decisonrmakers in the public and private sectors, to ordinary
citizensand organs of civil society — to engage withit.
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Public comment on the proposas and spending plans set out in
the 2000 MTBPS should reach the Nationa Treasury before
December 31 2000. They may be emaled to
mtbps@finance.pwv.gov.za or posted to:

MTPBS

Room 1818
National Treasury
Private Bag X115
Pretoria 0001




