Medium Term Expenditure
Framework

The proposed framework for the 2001 Budget provides for real
spending growth of 3,7 per cent a year, including provision for
contingencies. The MTEF allows for:

Increases in infrastructure spending of R8 billion between
2000/01 and 2003/04, or by 10 per cent a year, in order to
protect and expand the nation’s physical asset base

Extra spending on the integrated justice sector of
R5,2 billion, or 6,6 per cent per year over the MTEF,
following strong growth over the previous three years

Increases in social service expenditure —mainly by provinces
— of more than R21 billion over the MTEF period, reinforced
by a R4 hillion increase in spending on economic Services,
strongly focused on skills devel opment

A doubling of the level of transfers to local government to
deal with fiscal stresses, delivery of basic services and the
implications of the new demar cation of municipalities.

Policy priorities and the budget

Reforming budget processes and tracking change

The overdl macroeconomic and fisca sance of Government, Certainty and increased
outlined in earlier chapters, has crested increased certainty as to  expenditure

resources available to departments and has laid a foundation for

redl expenditure growth over the next three years.

Significant growth in expenditure further reinforces the need to Spendingand
ensure that spending is closdly digned to Government priorities. Government priorities
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Broad array of reform
initiatives
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In this chapter key trends are identified in government spending,
both in the dlocation of resources between the various spheres
of government, and in expenditure on the man government
priorities.

The chepter dso briefly outlines key aspects of continuing
budget reform. Financid reforms such as public enterprise
resructuring and public private patnerships are discussed in
Chapter 3. These initiatives am to ensure that gains flow not

only from increased expenditure but adso through more effective
and efficient spending.

Budget reform and service delivery improvement

Progress with budget reform

The budget reform process commenced in 1998/99 with the
introduction of three-year rolling budgets. This mechanism has
now been inditutiondised and other components of budget
reform introduced. Significant recent developments include:

Refinement of the budget process to dlow Government to
congder priorities earlier in the budget cycle

Introduction of a Divison of Revenue workshop early in the
budget process to provide a forma review of the
intergovernmental financial flows, and to assess expenditure
pressures in the nationa, provinciad and loca spheres of
government

Improved information on service delivery and the objectives
and impact of departmentad spending programmes — to be
given effect a the nationd leved through the integration of
the current Estimate of Expenditure (The “White Book”) and
the National Expenditure Survey into a sngle document

Reform of provincia budget formats to comply with standard
classfication requirements and to extend savice ddivery
informetion

Monthly and quarterly reporting in-year on departmental and
provincid expenditure progress

Revised treatment of improvements in conditions of service
and capitd, mantenance and accommodation cods in the
budget, to ensure that the full costs of programmes ae
trangparently reflected

Reporting on a wider aray of government accounts, funds
and agencies, including socid security funds and locd
government, with more detailed presentation of consolidated
accounts and off-budget liabilities.
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Further reforms will seek to generate appropriate indicators of Remaining challenges
savice ddivery, to edablish regular information flows on these

indicators, and to relae this information to budget decisons.

These chdlenges ae being taken forward jointly by the

Treesury and the Depatment of Public Service and

Adminigration.

Government priorities

As part of the 2001 Budget process, the Ministers Committee Review of policy
on the Budget, the Budget Council and Cabinet have given in- Ppriorities

depth condderation to Government priorities and medium term

goending options. These ddiberations have contributed to the

work of the Divison of Revenue workshop and the Medium

Term Expenditure Committee, which is responsble for

preparing proposals on the nationd budget for Cabinet's

condgderation. The expenditure projections for the next three

years outlined in this chepter drav on preliminary nationa and

provincid tressury edimates, informed by Cabinet's review of

priorities.

Thisreview identified the following critica aress: Prioritiesfor themedium

term
Maintenance, rehabilitation and invesment in economic and

socid public infragtructure

Tageted interventions amed a improving the efficiency of
the crimind judtice system

Continued emphasis in the socid services on improving the
effectiveness of savice ddivery and drengthening  the
digributiona impact of spending, while targeting additiond
expenditure a critical maintenance and operationa needs

Provison for the impact of HIV/Aids in wefare expenditure,
public hedth and other services

Programmes aimed at accelerating employment creetion.

Increased spending in 2000/01

The Adjusments Edimate for 2000/01 adds R39 hillion to
national budget alocations. Thisincludes:

A reduction of R142 million in projected interet on date
debt

A trander of R820 million to nationd depatments and
provinces to compensate for higher fud costs and higher
sadary increases

An dlocation of R975 million to bring forward the payment
of annual bonuses (13" cheques) in the public sector from

April to the birthday month of individuds born in January,
February or March
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Additional allocations
for education, health and
welfare

Protection services
increase by 6,6 per cent
ayear

Economic services
include strong growth in
skills devel opment

Growth of 10 per cent a
year in infrastructure

Additiond  dlocations of R891 million to nationd
departments for unforeseeable and unavoidable expenditure

An dlocation of R595 million to provinces for reparing
flood damage and disaster relief

Additiond trangfers of R600 million to provinces
A further R100 million for loca government

Approved rollovers of R2,1hillion out of unspent 1999/00
gopropriations, partidly offsst by projected under-spending
and savings of R2 hillion in the current year.

Taking into account the provison for contingencies of
R2,0 billion in the 2000 Budget, these adjustments rase the
estimated expenditure level by R1,8 hillion.

Spending by type of service

Table 5.1 presents a projected breakdown of consolidated
nationd and provincd expenditure, classfied by type of
savice. Totas do not include the provincid finance reserves
and the nationd contingency reserve, which will be alocaed to
services during the MTEF period. Thee edimates exclude
interest on dett.

Changes to the 2000 Budget MTEF estimates

The following are the main revisons that have been made to the
2000 Budget estimates.

Spending in the socid services increases by RL,7 hillion in
2000/01 and R5,3 hillion in 2002/03. This dlows for average
annua growth of 6,3 per cent in education, 6,7 per cent in hedth
and 7,8 per cent in welfare services.

Additiond spending on the integrated judtice sector rises to
R2,4 billion by 2002/03. This represents an average annud
growth rate of nearly 6,6 per cent for this sector. Growth in
defence expenditure reflects provison for the arms procurement
programme.

Moderate increases are provided for economic services, which
dready grows srongly as a result of the phasing in of the sKills
development programme.

Subgtantid  additiona dlocations to infrastructure are projected,
risng from an increese of R32billion in 2001/02 to
R4,7 billion in 2002/03. Infrastructure spending will grow by an
average of 10per cent per year. These dlocations include
provision for flood and disaster related damage.
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Table 5.1: Consolidated national and provincial expenditure by type of service

1999/00 2000/01 2001/02 2002/03 2003/04
R billion Outcome Revised Medium term estimates
Social Services
Education 46,9 51,0 54,3 58,1 61,3
Health 24.8 27,2 29,2 31,1 33,0
Welfare 19,6 21,5 22,7 24,6 26,9
Protection services
Defence and intelligence 10,7 14,0 15,6 16,8 17,9
Integrated justice system 22,6 24,8 26,6 285 30,0
Economic services 9,9 12,3 15,0 16,3 16,8
Infrastructure 21,4 24,1 27,1 29,7 32,0
Administration 11,4 12,1 13,3 13,4 14,6
Total 167,4 186,8 203,8 218,6 232,5
Changes from 2000 Budget
Social Services
Education 0,5 1,0 1,7
Health 0,5 0,6 1,2
Welfare 0,7 1,1 2,4
Protection services
Defence and intelligence 0,2 0,3 0,3
Integrated justice system 0,5 0,7 1,2
Economic services -0,3 0,2 0,5
Infrastructure 1,5 3,2 4,7
Administration 0,2 0,2 0,3
Total 3,8 7.4 12,3

Key departmental and spending priorities

Table 5.2 provides a breskdown of government expenditure
over the medium term by service share.

Socid services continue to account for the maor portion of Social services account
nationad and provincia alocations, a 534 per cent of non for 53,4 per cent of total
interest expenditure. Over the MTEF, however, their share of Non-interest spending
totd expenditure will decline as infrastructure and economic

savices spending increases. A proportion  of infrastructure

spending will, however, be alocated to education and hedth,

further boogting expenditure in these sectors.

Ove the next three years dlocations to protection services,
infrastructure  and  economic  sarvices  will  increase,  while
dlocations to the socid sarvices and adminigtration will fal as
shares of the totd.
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Table 5.2: Service shares and growth

1999/00 2000/01 | 2001/02 2002/03 2003/04 2000/01 to
2003/04

Outcome | Revised Medium term estimates Average
Per cent annual growth
Social Services 54,5% 53,4% 52,1% 52,1% 52,1%
Education 28,0% 27,3% 26,7% 26,6% 26,3% 6,3%
Health 14,8% 14,5% 14,3% 14,2% 14,2% 6,7%
Welfare 11,7% 11,5% 11,1% 11,2% 11,6% 7,8%
Protection services 19,9% 20,7% 20,7% 20,7% 20,6%
Defence and intelligence 6,4% 7,5% 7,7% 7,7% 7, 7% 8,7%
Integrated justice system 13,5% 13,3% 13,0% 13,0% 12,9% 6,6%
Economic services 5,9% 6,6% 7,4% 7,5% 7,2% 11,0%
Infrastructure 12,8% 12,9% 13,3% 13,6% 13,8% 10,0%
Administration 6,8% 6,5% 6,5% 6,1% 6,3% 6,6%
Total 100% 100% 100% 100% 100% 7,6%

Increased allocations

Continued prioritisation

Focus on improved co-
ordination and special
projects

Improved personnel
remuner ation

Directorate Special
Operations

Integrated justice system

Sgnificant additiond dlocations of RO5 hillion in 2000/01,
RO,7 hillion in 2001/02 and R1,2 hillion in 200203 will be
spent on the departments that make up the integrated judtice
sysem, namey Correctiona Services, Jusice and the South
African Police Service (seetable 5.1).

These additional dlocations reflect a continued prioritisstion of
the integrated judtice system. Hidtoricdly, incresses in spending
on this cluser have sgnificantly exceeded growth in the rest of
government, with dlocations growing a an annud rate of over
9,5 per cent ayear between 1996/97 and 2000/01.

Government’s focus in the integrated justice system has been on
increesng  effidency, enhancing  inter-departmental  co-
operation and reviewing previous drategies.  The latter, for
indance, has led to the implementation of ‘Operation
Crackdown.’

In addition, Government has sought to address some of the
issues underlying low leves of morde by providing resources
for the improvement of remuneration levels.

Allocations to the recently established Directorate of Specid
Operations (the * Scorpions') have a so been strengthened.
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The present additional alocations are intended to asist the New allocations
integrated  justice system to overcome current resource
congraints. They target the following priorities

Renewing the SAPS vehicle flest and upgrading the SAPS's
physicd infrastructure

Improving the effidency of the courts by investing in
infrastructure and providing more resources for prosecution
sarvices

Providing bridging finance for the Legd Aid Boad as it
moves towards a public defender system

Rdieving pressures on the operaiond gspending of the
Depatment of Correctiona Services through the provison of
resources for the provison of more prison space.

The Defence budget provides for the full purchase cods of the Full costs of arms
ams modernisation programme negotiated in 1999, including Procurement
provison for the effect of exchange rate depreciation on prices.

The export credit faciliies through which the ams

procurements are financed are accounted for as part of the

provison for interex and debt managed by the Nationd

Treasury.

Social services

The socid service depatments are entrusted with the crucid Role of basic social
responsbility of building and protecting South Africals human Services

capitd, enhancing living standards and thus providing the basis

for sustained economic growth and devel opment.

The key components of the sector are school and higher
education, primary hedth care and hospita services, as well as
means-tested welfare transfers to certain categories of the poor.

The bulk of these services are provided by provincid Provincial responsibility
depatments of education, hedth and welfare, with policy- for service delivery
making, co-ordination and monitoring centred a the nationd

levedl. The sector will therefore benefit from the increasng

proportion of revenue alocated to the provinces.

The socid savices dlocations grew srongly following  the
democrétic dections in 1994, and have now dowed as
infragtructure, economic development and protection functions
gather momentum. Nonethedless, current projections show red
growth in this sector over the next three years.

After managing the integration of highly fragmented delivery Challengesto improve
systems, and expanding access to services after 1994, hedth and  €fficiency and quality
education depatments were confronted with rapidly growing

sdary bills subsequent to the 1996 wage agreements, as well as

the chdlenge of improving efficdencies and qudity of sarvice

adlivery.
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The Grootboom Case

On 10 October 2000, the Constitutional Court handed down a judgement in the matter of The Government
of the RSA and others v Irene Grootboom and others.

Irene Grootboom was one of a number of people who approached the Cape of Good Hope Provincial
Division of the High Court for an order requiring government to provide them with adequate basic shelter or
housing until they obtained permanent accommodation. They had been evicted from land which they had
illegally occupied and had had their building materials destroyed, leaving them homeless.

The High Court refused their claim to the right of access to adequate housing, but granted them the
alternative relief which they sought, which was the right of their children to shelter. The High Court
reasoned further that the best interests of the children required that they be sheltered with their parents.

The Constitutional Court upheld Government’s appeal against this order. The Court held that the High
Court’s reasoning “produces an anomalous result” in that (1) it obliges the state to provide rudimentary
shelter to children and their parents on demand if the parents cannot provide such shelter; (2) the obligation
was held to exist independently of, and in addition to, the obligation of the state to take reasonable
legislative and other measures to provide access to housing; and (3) it obliged the state to provide shelter
irrespective of the availability of resources.

The Court declared, however, that the state has to devise and implement, within available resources, a
comprehensive and co-ordinated programme that would progressively realise the right of access to
adequate housing. It further declared that this programme must include reasonable measures to provide
access to people without land or a roof over their heads, and who live in intolerable conditions or crisis
situations.

The Constitutional Court made it quite clear that the socio-economic rights enshrined in the constitution are
justiciable and should, within available resources, be realised. This judgement is likely to prove important in
the policy-making and budget-allocation process of the national, provincial and local spheres of government.
For this reason, government departments, including the National Treasury, have to plan and budget
strategically to realise these socio-economic rights

Government is in agreement with the underlying philosophy of the judgement which, in effect, requires
immediate action to improve the lot of the most vulnerable of South Africa’s citizens.

Government is currently reviewing policies that give effect to the constitutional imperative to ensure the
progressive realisation of socio-economic rights. In addition, government has devoted increased resources
to some programmes — such as the Disaster Relief Fund — which aim to address the immediate needs of the

poorest communities.

Expenditureand Projected expenditure trends show that the hedlth and education
efficiency in education  gectors have contained remuneration  expenditure.  Gains in
and health efficency and qudity will be fadlitated through strong growth

in non-personnel expenditure.

Provison is made in the nationd budget for the continued
piloting of ealy childhood devdopment initistives which
genaate large effidency gans in the education sysem. These
sectors will dso benefit from larger dlocations for infrastructure

Spending.

Welfare expenditure Welfare budgets will continue to face pressures as a result of
annud inflationrelated adjustments to grant vaues, the phasing
in of te Child Support Grant and continued expansion in access
to other grants. After an initidly dow take-up, numbers of
people in receipt of the child support grant have started growing
rapidly, and are currently in excess of 500000. Increased
provison has been made on the national budget to support the
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improvement of the wdfare grant payment sysem, the Wedfare
Payment and Information Service.

HIV/Aids will present an immense chdlenge to the socid HIV/Aids and the social
service sectors in coming years. Demand for services, especidly Services

in hedth and wdfare, will increese subgtantidly as a result of

increesed  morbidity, household disruption and  increased

poverty among households. In addition, the supply of services

will be condraned by the impact of the disease on the

productivity and avaldbility of suitable qudified and

experienced personnel.

Socid policies, inditutiond structures and budgets face a period
of condderable adaptation as hedth, wefare and education
services respond to the chalenges of HIV/Aids.

Economic services and infrastructure

Increased  socid  services and personnel expenditure  have Strong growthin
implied limited growth in expenditure on the economic services €CONOMIC Services
in the period up to 2000/01. This trend will be reversed, with €xpenditure
drong increases in spending on economic services up to

2003/2004. This reflects the need to mantan and expand

economic infragtructure and to build skillsin the economy.

The Skills Development Levy came in to effect on April 2000 a  Skills development
05 per cent of payroll, and will increase to 1 per cent in

subsequent years. Projected revenue in 2000/01 is R1,4 hillion,

increasing to R3,0 billion in 2001/02.

Twenty per cent of revenue will flow to the Nationd Skills
Fund for training of the unemployed and disadvantaged groups.
The balance will be set asde to fund the operations cogts of the
27 Sectora Educaion and Training Authorities and for  the
provison of accredited training by employers.

As a result of the removal from 2001 of the tax exemption that Electrification
Eskom currently enjoys, and agreement on a dividend policy,

Government  will  subddise  the nationd  dectrification

programme through the Minerds and Energy vote.

The nationd dectrification programme ams to achieve
universal access to basic dectricity services. Current estimates
identify a backlog of 32million households, 17 000 rurd
schools and 1 000 rurd hedth dinics. The prdiminary budget
framework sets asde R600million a year to take the
electrification programme forward.

While restructuring of the forestry sector is ongoing, progress Forestry restructuring
has been dower than expected, necesstating the alocation of
additiond but declining fundsto this function over the MTEF.

Given the logic of threeyear budgeting, planning and Stronger adjustmentsin
implementation congraints and the need for reasonable phasing outer years
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Additional allocations
for elections, foreign
affairs and SARS

Poverty relief

Job Summit projects

70

in of dzesble new commitments, the economic sarvices see
more subgantid increases in the outer years of the MTEF,
particularly in 2003/04.

This will dlow the drengthening and expandon of the
progranmes of the depatments of Agriculture, Environmentd
Affars and Tourism, Public Works and Transport in particular.
The impact will be fdt on basc services to households as well
as trangport infrastructure.

Government recognises that passenger trangport is an important
public good, and will continue to conduct trangport policy in
this lignt. As pat of this commitment, Government will
dlocate funds for the recapitdisation of the taxi indugtry.

Administrative Services

While there is a cdlear need to improve efficiency in the centrd
adminidrative  sarvices, cetan  key  functions  require
strengthening over the MTEF.

Additiond provison has been made for the next generd
eection with an additiona dlocation to the Independent
Electord Commisson in 2003/04. The greater role that South
Africa is playing in Africa and the rest of the world necessitates
additiond dlocations to the Depatment of Foregn Affars.
Additiond amounts have been dlocated to drengthen the
reforms underway a the South African Revenue Service, which
are expected to enhance its revenue collection capacity further.

Poverty relief, Job Summit commitments and HIV/Aids

Since 1998, Government has set asde a specia dlocation to
address poverty directly, and to assist departments in refocusing
service delivery on the poor.

After an initid dlocation of R800 million, this dlocaion will
reech R1,5 billion in 2001/02. Particular target groups are the
rurd poor, women, youth and the disabled. Although hampered
by underspending in initid years, a number of key outputs have
been successfully ddivered. These include infrastructure and
sarvice to poor communities, short-term and long-term jobs, and
training and support for the development of SMMESs.

After the Job Summit in 1998 a portion of the poverty relief
dlocation was utilised to fund the commitments made by
Government a the Summit. These indude housng
devdlopment, Socid Pan activiies and loca economic
development initiatives.

Given limited capacity to spend the dlocation fully, and urgent
needs arisng from naura disssters a the beginning of 2000,
nealy R230 million of the povety reief dlocaion was
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channdled to dissster reief. An outline of programmes funded
in 2000/01 is provided in table 5.3.

Government’'s broader poverty relief srategy and the specific Development funds
dlocation for poverty reief are supplemented by a number of

dedicated funds and agencies. These include the Umsobomvu

Fund, the Nationd Development Agency (NDA) and, more

recently, the Nationa L ottery Didtribution Fund.

Table 5.3: Poverty relief and Jobs Summit allocations 2000/01

Department Programme Allocation
R million

Agriculture Land care, water and veld management 35,0

Arts, Culture, Science and Investing in culture and agricultural processing 30,0

Technology

Environmental Affairs and Tourism Local tourism development, tourism infrastructure 99,0
and waste management

Health Nutrition and household security project 7,0

Housing Rental stock housing development e

Labour Social plan projects in response to large scale 34
retrenchments

Provincial Affairs and Local Local economic development and social plan 78,0

Government research

Public Works Community based public works projects 249,0

Water Affairs and Forestry Working for Water and community water supply 351,0*
projects programme

Welfare Income generating projects 120,0

Disaster relief Contribution to disaster relief 227,6

Total 1200,0

*Includes R60 million for integrated projects jointly managed with the Department of Agriculture (R30 million) and the
Department of Environmental Affairs and Tourism.
**Eull allocation for 1999/00 of R75 million rolled over

The Umsobomvu Fund is a Section 21 Company funded from a Umsobomvu
soecid chage on the demutudisstion of Sanlam and Old

Mutud. Its objective is to invest in young people, develop their

skills potentid and invigorate job creation. The proceeds of the

specid charge yielded R855 million. The Fund is expected to be

operationd in early 2001.

The Nationd Development Agency (NDA) was established in National Development
1998 to provide support to non-governmenta development and Agency

svice organisations and to chand funding to these

organisations. The NDA is funded from an initid transfer from

the Independent Development Trust (R100 million) and an

dlocation of R90 million on the vote of the Nationd Treasury in

2000/01. These amounts will be supplemented by an edtimated

R100 million of donor funding from the European Union over

the next few years.
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Aids prevention initiatives

Implementation of the integrated HIV/Aids prevention programme at national and provincial level has already
started and focuses on four interrelated aspects:

The rolling out of a focused life-skills programme in primary and secondary schools

Improving access to voluntary counselling and testing

Piloting alternative models of care for those infected

A community outreached programme.

The distribution of funds between the components is outlined below.

Table 5.4 Special allocation for an integrated, preventative HIV/Aids programme for 2000/01

Programme Allocation
R million

Rolling out life-skills training related to HIV/Aids in 39,0

schools

Expanding access to voluntary counselling and 20,2

testing

Piloting alternative modes of care 13,0

Community outreach 2,7

Total 75,0

The National Lottery

HIV/Aids prevention

Downward trend in
personnel expenditure
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The Nationd Lottery has accumulated subgantia funds which
will be dlocated to a range of organisations through the
Nationd Lottery Act. Didribution agencies will dlocate the
funds to charities and organisation involved in recongtruction
and devdopment, as wdl as in the ats culture and the
environmen.

Allocaions for Aids prevention programmes and for piloting
specid care programmes are critical. These will reduce the rates
of infection and develop aternative and more affordable care.

In addition to dlocations on nationd and provincid budgets,
Government introduced in 2000/01 a gpecid dlocation to
promote the devdopment of more integrated prevention
drategies. R75 million has been set asde for this purpose in
2000/01. The dlocation increases to more than R300 million in
2003/04. The programme is managed by the departments of
Hedth, Education and Welfare,

Expenditure by economic type

Table 55 summarises consolidated nationa and provincid
spending by economic type.

Personnel

Between 1996/97 and 1998/99 personnd expenditure rose
deadily as a percentage of total nonrinterest gpending. In
1999/00 it stood at more than 50 per cent of total expenditure.
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However, its share will decrease to about 49 per cent in
2000/01. Further declines are predicted over the three years
following this.

Table 5.5: Consolidated national and provincial spending by
economic type

1999/00 2000/01 2001/02 2002/03 2003/04
R billion Outcome Revised Medium term estimates
Current Expenditure 152,8 170,0 181,0 1935 204,8
Personnel 85,5 91,9 96,5 103,0 108,9
Transfer payments 41,3 48,4 51,7 54,9 58,0
Goods and supplies 26,0 29,8 32,9 35,5 37,9
Capital expenditure 14,6 16,8 22,7 25,1 27,7
Acquisition of assets 75 7,0 9,3 10,1 10,8
Transfer payments 7,0 9,8 13,4 15,0 16,9
Total 167,4 186,8 203,8 218,6 232,5
Changes from 2000 Budget
Current Expenditure 2,8 35 6,4
Personnel 1,7 21 3,6
Transfer payments 0,7 0,4 0,9
Goods and supplies 0,4 1,0 19
Capital expenditure 1,0 3,8 5,9
Acquisition of assets 0,2 1,6 2,2
Transfer payments 0,8 2,3 3,7
Total 3.8 7.4 12,3

In the 2000 Budget Review Government set the dabilisation of
personnel budgets as a specific objective. The purpose of this
objective is to free up resources for capitd and other non

personnd spending.
Government has been able to make ggnificant progress in
implementing this palicy:
Sdary increases for the past two years have been in line with
inflation

Tota expenditure is growing fagter than inflation

The dze of the civil service has decreased by over 2 per cent
over the past two year.

Early in 2000, Cabinet adopted a remuneration policy for the Newremuneration policy
public sarvice: This remuneration policy sought to dign cvil

savice remunerdtion and optimd service ddivery through a

badance of inflationlinked sdary increases, incentives for good

performers, reform of the promotions process in the civil service

and enhancement of the ability of the civil service to recruit and

retain skilled professonals.
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Wage settlements

Increasing infrastructure
spending

Local Gover nment
infrastructure
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These objectives are subgtantidly embodied in the 1999 and
2000 sdary settlements. The settlements provide for:

A sdary increase averaging 6,5 per cent for al employees

The abalition of near-automatic rank and leg promotions in
June 2001

Allowing sectors to negotiate their own pay progresson
sysemsto provide incentives for good performers

An increese in pad maernity leave from three months to
four months

A restructuring of the leave system.

For the 2001 Budget, departments will again be requested to
budget for sdary increasesin line with inflation.

Capital and infrastructure spending

Adjusments in the budgeting procedures are being made to
increase funding avallable for infragtructure spending.

Table 55 shows that tota capital expenditure is projected to
grow from R16,8 hillion in 2000/01 to R27,7 hillion in 2003/04
— an increase of nearly 18 per cent per year. The rae of
acquidtion of physcd assts will increese  ggnificantly in
2000/01, driven in paticular by flood recongruction and
rehabilitation. Capitd expenditure is st to grow to
12 per cent of consolidated non-interest expenditure by 2003/04.
Allocations for infrastructure rehabilitation as a result of
disasters stand at nearly R1 billion in 2000/01.

This increase in cgpitd and infrastructure spending is driven by
anumber of condderations.

The deeiorating condition of public infrastructure —
incdluding buildings, roads and ral rolling sock — and the
escalating cost of rehabiliteting or replacing this asst base,
has become a growing concern. The problem is particularly
acute in the provincid and loca spheres where budgetary and
cgpacity condraints have led to marked reductions in
infrastructure spending.

Inditutiond  wesknessss have led to ingficiencies
underspending and dower than anticipated deivery in aress
where funds were alocated.

The recent floods and other disasters have added to the
urgency of rehabilitating the infrastructure and road network

The labour-intendgve naure of infrastructure mantenance,
and the important role tha infrastructure plays in fadilitating
sugtainable long-run growth.

Locd government peforms a key role in the operdtion,
mantenance and expandon of reddentid, socid and economic
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infrastructure.  Condderable progress has been made in
rehabilitating and extending access to resdentid service access,
patly through grant financing from the nationd leve.
Notwithstanding this progress, inditutiona problems and fisca
dresses have in some cases led to unsudainable investment,
eroson of the infrastructure and large backlogs.

Various proposas are being explored to more clearly delineate
the inditutiond regponghilities for infrastructure investment, to
amplify the fiscd mechanians used to support municipd
infragtructure  investment, to improve the manner in which
accountability is exercised over the use of funds, and to improve
the peformance of locd governments in meeting ther
devel opment mandate.

Spending by sphere of government

Table 5.6 shows revised projected spending by national and
provincid government and the nationd budget dlocation to
local government.

Table 5.6: Consolidated expenditure by sphere of government

1999/00 2000/01 | 2001/02 2002/03 2003/04 | 2000/01- 03/04
Outcome | Revised Medium term estimates Average
R billion annual growth
National spending (excl. 67,1 76,1 85,0 90,5 95,9 8,0%
conditional grants)
Provincial spending 100,2 110,7 118,8 128,1 136,6 7,2%
Local government 3,0 3,8 45 52 59 15,3%
share
National & provincial 170,4 190,6 208,3 223,8 238,3 7, 7%
non-interest spending
Social security funds 6,7 7,9 8,3 8,8 9,2
Debt service costs 443 46,3 48,7 50,0 51,5
Unallocated reserves 0,0 0,5 3,0 51 9,2
Umsobomvu Fund 0,9
Total 222,3 245,4 268,3 287,7 308,2
Changes from 2000 Budget
National spending 1,4 3,2 4.8
Provincial spending 2,4 4,1 7,5
Local government share 0,1 0,5 0,9
National & provincial non-interest 3,9 7,8 13,2
spending

Consolidated nationa and provincia nonrinterest  expenditure
increases by R3,9 hillion in 2000/01. This is funded from the
draw down of the contingency reserve, lower debt service codts
and increased revenue. Of the additiond R3,9 hillion, 62 per
cent is dlocated to provinces and 36 per cent to nationd
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Share of spending by
sphere

govenment. The additiona expenditure will be wused for
unforeseen and unavoidable expenditure (rdated primarily to
the impact of disesters and the locd government eections) and
to compensate for those sday and inflation adjusments that
exceed levels anticipated in the 2000 Budget.

Table 5.7 provides a breakdown of expenditure by share of total
expenditure. Mainly as a consequence of the additiona defence
expenditure, nationd government's share of the totd will
increase from 39,4 per cent in 1999/2000 to 40,8 per cent in
2000/01. The provincia share, however, recovers from 2001/02,
reaching 57,3 per cent of the total in 2003/04.

Table 5.7: Consolidated expenditure shares and growth

1999/00 2000/01 2001/02 2002/03 2003/04
per cent Outcome Revised Medium term estimates
National spending (excluding 39,4% 39,9% 40,8% 40,4% 40,2%
conditional grants)
Provincial spending 58,8% 58,1% 57,0% 57.2% 57,3%
Local government equitable 1,8% 2,0% 2,2% 2,3% 2,5%
share plus conditional grants
Total 100,0% 100,0% 100,0% 100,0% 100,0%

Additional expenditurein  The dlocation to loca government will rise by more than 15 per

2000/01

Reserves to be allocated

Review of social security
funds in progress
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cent per year, in recognition of the financid pressures that they
have experienced, and the implications of the municipd
demarcation process.

The shift of expenditure to provinces and loca government is an
indication of the increesng role that these spheres of
government play in providing services.

Funding dready dlocated to the different spheres will increase
by 7,7 per cent per year over the next three years. This is a
2,5 per cent red increase per year. This spending will be further
boosted in coming yeas by didribution of the nationd
contingency reserve and provincid reserves. An edimate of the
digribution of these reserves between spheres is not yet
avaladle.

Social security funds

In order to provide a complete picture of government
expenditure the 1999 Budget reported on the revenues and
expenditure of the socid security funds - the Unemployment
Insurance Fund (UIF), compensation funds, and the Road
Accident Fund.

These funds ae financed through employee and employer
contributions and, in the case of the Road Accident Fund, an
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earmarked proportion of the fue levy. Processes are in place to
ensure the soundness of these funds and the activities that they
undertake. These involve gteps to integrate the compensation
funds and ther activities, legidative changes in the case of the
UIF, and a Commisson of Enquiry in the case of the Road
Accident Fund.

Conclusion

Budget resraint over the last 5 years, reduction of the debt
burden, and improved efficiencies in revenue collection dlow
for srong expenditure growth over the next three years within
the framework of a sound and sustainable fiscd policy stance.

The increases in expenditure are Soread widdy over government
functions but drengthens key government priorities, particularly
the integrated justice sector, infrastructure development and the
provision of socid services.,

While the socid service sectors will benefit from growing
dlocations to the provincid sphere and the recovery of
infratructure spending, much improved discipline in personnd
expenditure will provide for sizesble increases in expenditure on
complementary inputs, improving both quality and outcomes.

Continuing budget and service ddivery reform in government
will further enhance the impact of subgtantia red increases in
expenditure.
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