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The 2004 Budget presented to Parliament on 18 February 2004 is the continuation of
sustainable fiscal policies, based on a decade of consolidated macro-economic stability,
to ensure a better life for all our citizens. 

As Government, we have also constantly adapted our plans to the progress we have made
and the changing circumstance around us. In 2002, we tabled a Budget in which R63
billion was added to our three-year spending plans; last year an additional R105 billion
went to national departments, provinces and municipalities. This year we are able to add
a further R44, 5 billion to our highest priority, public service delivery programmes.

Last year, we projected a budget deficit of 2,4 per cent for the next year ahead: this year
it widens to 3,1 per cent of the GDP before moderating to 2,8 percent in 2006/07.
National budget revenue remains at 24,7 per cent of GDP over the next three years and
non-interest expenditure rises by 4,8 per cent a year in real terms over the next three
years. 

Improved economic performance over the next ten years will be built on the following
four broad platforms.

● A rising share of investment and saving out of national income.

● Progress in the quality of education and promotion of training opportunities.

● A poverty reduction strategy.

● Development of markets, support for emerging entrepreneurs, better governance and
regulation of private and public sector institutions, and rigorous monitoring and
measurement of public service delivery.

The socio-economic and political challenges are based on the needs and aspirations of our
people as reflected in the Reconstruction and Development Programme. Towards this
objective successive budgets have progressively extended the resource envelope devoted
to services of our poor communities. A further challenge of the Reconstruction and
Development Programme was building our economy. In our first decade of democracy
we have witnessed an average economic growth rate of 2,8 percent, productivity has
increased considerably and many industries have successfully adapted to international
competition. Investment in industry and an expansion of job opportunities as well as
accelerated growth rate remain critical challenges for the decade ahead. 

Fiscal consolidation, expenditure reprioritisation, lower budget deficit, improved
management of public debt, lower interest rates and a buoyant tax structure continues to
be the firm foundation for long-term growth and development. Although exchange rate
volatility remains a concern, the South African economy is in a much better position to
take advantage of the emerging global economic recovery in this second decade of
democracy. 

The construction of a vibrant democratic State, founded on the rule of law, has been an
unparalleled success. We have also encouraged capacity building of our institutions for
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better service delivery, based on the spirit of batho pele. At municipal level, which is at
the coalface of service delivery, the implementation of the Municipal Finance
Management Act with effect from 1 July 2004 will drive key financial reforms for the
local sphere of government in the coming period.  

As a country we are alive to our human resource challenges. Education, training and skills
development have been prioritised over the past decade. For the decade ahead,
investment in quality education and promotion of work-related training would remain
amongst the foremost priorities of Government.  

The Financial Sector Charter signed on 17 October last year is an important milestone in
the evolving framework for empowerment and broadening participation in the economy.

Increasing cooperation with NEPAD and the AU will remain on our agenda. Through
NEPAD and the African Peer Review Mechanism, we will endeavour to foster a
developmental agenda for Africa based on sound political, economic and corporate
governance systems to underpin sustainable economic growth. We will remain seized
with the challenge of encouraging South-South cooperation and bridging the South-North
divide.

I would like to express my gratitude for the dedication and commitment shown by the
National Treasury staff under the able stewardship of the Director-General, Mr Lesetja
Kganyago.

Trevor Manuel
Minister of Finance
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The 2004/05 fiscal year will be my first as accounting officer of the National Treasury.
The main strategic task that faces the Treasury in the decade ahead is to use the
macroeconomic stability and healthy state of public finances to accelerate economic
growth and enhance social development to improve the lives of all South Africans.
Economic growth and prudent fiscal management are not ends in themselves; they are
critical to sustaining the development agenda in the long term. 

President Thabo Mbeki has identified the creation of jobs and the alleviation of poverty
as central goals for the third term of Government. While economic management may
often seem to have many diverse and complex objectives, we must remain firmly focused
on the end goals of raising employment, fighting poverty and reducing inequality. Our
task as officials is to translate these high level objectives into programmes and projects
that give substance to the policy objectives of Government. 

Increasing investment in economic and social infrastructure, building human capital,
balancing social security with expanding employment opportunities and improving the
capacity of Government and regulatory agencies will form the main pillars of the
Treasury's strategy over the next five years. In addition, the National Treasury will expand
its role in developing regional economic recovery and integration in pursuit of the
objectives of NEPAD. While the Treasury does not deliver services to citizens directly, we
play a critical role in aligning the overarching policy priorities with available resources. 

Over the next five years the Treasury will deepen the budget reform agenda started over a
decade ago. This agenda will focus on: increasing political and legislative oversight of
spending decisions and service delivery, using measurable objectives to improve the quality
of spending and finally, incorporating non-business public entities more integrally into the
budget process. In preparing the 2005 Budget, greater attention will be paid to long-term
expenditure drivers such as demographic projections on school enrolment, social security
grant take-up, analyses of trends in university and technikon enrolment, trajectories of HIV
and Aids infection and long-term human resources planning for the civil service. 

Over the course of the 2004 MTEF, the Treasury will review the successes of implementing
the Public Finance Management Act with a view to improving financial governance,
particularly over public entities. The Treasury will focus on improving performance
accountability, by focusing future budget and financial management reforms towards
sharper outputs and performance accountability. The introduction this year of a
standardised chart of accounts and a new economic reporting format will play an important
role in improving financial management information in the public sector. 

The same reforms on budgeting, financial management and performance accountability
will also be given impetus in all municipalities with the launch of the MFMA this year.
A detailed implementation plan with a strong emphasis on capacity building is being
launched. The Act will be phased in, with quicker implementation times for metro and
other large municipalities.  

Taking into account of new census data and significant shifts in the powers and functions
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of municipalities and provinces, the provincial and local government equitable share and
conditional grant formulae are being revised with a view of tabling new allocation criteria
with the Medium Term Budget Policy Statement in October or November 2004. A
broader fiscal framework review for the two spheres is also underway, for completion
over the next two years. Together with our partners in provincial treasuries, further
strengthening of provincial finances will be a strategic priority. The shift of social
security payments to the national sphere will introduce a number of complexities in fiscal
relations between the national government and provinces. Phasing in a new equitable
share formula that takes account of this major function shift and of broader
developmental challenges will require careful management and oversight by the Budget
Council. Key priorities for the Budget Council will be to balance the need for sustained
improvement in service delivery in education and health, and a higher level of social and
economic infrastructure spending. 

In 2003, the Treasury conducted research into the macroeconomic impact of introducing
an anti-retroviral programme for people infected with Aids. Now that the economic
modelling capacity of the Treasury is firmly entrenched, further work will focus on
strengthening the link between microeconomic policies and macroeconomic outputs. For
example, further work is required to assess the macroeconomic impact of infrastructure
investments, job creation programmes such as the expanded public works programme and
various tax measures designed to stimulate employment. The macroeconomic policy
section will concentrate on issues that affect the ability of the economy to create
employment, on lowering the costs of doing business and on improving the investment
environment. 

A memorandum of understanding between the Minister of Finance and the Governor of
the Reserve Bank has been signed. Three working committees have been set up to
improve policy coordination between the two. These committees relate to
macroeconomic policy coordination and inflation targeting, banking and regulatory
oversight, reserve management and cash management. The memorandum of
understanding and the work of the committees will go a long way to enhancing
coordination between fiscal and monetary policy. 

The Treasury has played an increasingly important role in building. Over the next five
years, the role of the Treasury will be to give economic content to the programmes of
Nepad and the African Union. In the medium term, increasing economic integration
within the SADC region will be a priority. As South African companies and public
enterprises play a greater role in the development of the continent, so will the Treasury's
role in facilitating economic development and promoting good economic governance.
The developmental role that it plays on the African continent cannot be divorced from the
role that South Africa plays in international financial institutions. Our involvement in the
World Bank, International Monetary Fund and Global Financial Stability Forum is crucial
in putting the issue of Africa's development on the world agenda. The Minister of Finance
has recently been chosen to serve on the Commission for Africa. This Commission will
present a report to the Presidency of the EU and G7 on possible solutions to the
development challenges facing the continent. The National Treasury will play a key role
in supporting the Minister's involvement in this important initiative. 
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Debt management activities ensure that we finance the government budget deficit with a
view to minimising cost and risk. This means borrowing in the domestic and foreign
markets, ensuring continued access to both markets and enhancing their liquidity through
the issue of tradeable instruments, such as inflation-linked bonds. The Treasury will
continue to use opportunities in the market to restructure our debt portfolio to reduce risk
and borrowing costs in the long term. This year, we introduce a retail bond, targeted at
individuals who wish to invest in secure, attractive, medium to long-term investment
instruments. While raising revenue for Government is one economic objective, increasing
the instruments for low- and middle-income savers is another. Our borrowing strategy is
complemented by prudent cash-management activities.  Asset Management will focus on
the adherence of state-owned entities to the PFMA, ensuring that state-owned entities run
treasury operations prudently and adhere to their core mandates.

The successful conclusion of the Financial Sector Charter in 2003 now leaves both the
private sector and Government with much work to do in its implementation. The work of
the Treasury in the process of implementing the Charter will be driven by the objectives
of maintaining a sound financial services sector, extending financial services to the poor,
increasing the level of investment in low and medium cost housing and raising
infrastructure spending, especially in poor areas. 

The new Accountant-General will be responsible for the implementation of the standard
chart of accounts and the new economic reporting format across national and provincial
Government. Over the next five years, the development and introduction of new
accounting standards will be a key priority. Expanding the scope of our financial
statements to include a broader definition of national government will also be investigated. 

Management coordination and human resource development will remain key foci of the
Treasury work programme over the next five years. We have appointed a Chief Operating
Officer in the Office of the Director-General to manage interventions in three critical
areas - strategic planning, targeted policy support and coordination, and streamlined
administrative support and coordination.  

Over the next five years, the Department intends to implement improved human resource
processes, procedures and systems. Key among these is the implementation of new
performance management and personal developmental systems, ensuring completion of
performance contracts for all senior management and providing for further employee
training and development at all levels.

This National Treasury Strategic Plan for 2004-2007 provides details of our priorities and
programmes for the period ahead. Read together with Vote 8 of the 2004 Estimates of
National Expenditure, our plan provides critical insight into the priorities and
performance of the National Treasury team. We thank Minister Trevor Manuel, and our
outgoing Deputy Minister, Mandisi Mpahlwa and our new Deputy Minister, 
Jabu Moleketi for their guidance and support.

Lesetja Kganyago
Director-General

Strategic Overview
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VISION

The National Treasury is the custodian of the nation's financial resources. We hold

ourselves accountable to the nation to discharge our responsibilities professionally

and with humility, and with the aim of promoting growth and prosperity for all.

We aspire to the highest standards of financial management and fiscal discipline.

We acknowledge the importance of delivering excellent service and in this

endeavour to work as a team, planning with precision and executing with enthusiasm

and commitment, striving at all times to improve our performance. 

Our staff is a valued asset. We will invest in them, affording them opportunities to

enhance their skills, to access the best technology and to advance their careers to

their fullest potential. 

In our dealings with the public and with our colleagues we will act transparently and

with integrity, showing respect and demonstrating fairness and objectivity.

In achieving these things, we will honour the faith that the South African public has

placed in us.
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MISSION AND OBJECTIVES

The National Treasury aims to promote economic development, good governance,

social progress and rising living standards through accountable, economic, efficient,

equitable and sustainable management of public finances.

We endeavour to advance economic growth and income redistribution and to

prepare a sound and sustainable national Budget and equitable division of resources

between the three spheres of government.

We strive to equitably and efficiently raise fiscal revenue while enhancing the

efficiency and competitiveness of the South African economy and to manage

Government's financial assets and liabilities soundly.

We promote transparency and enforce effective financial management.

VALUES

As custodians of the nation's financial resources, the National Treasury is

accountable to the nation through public and parliamentary process. We discharge

our responsibilities professionally and with humility and adhere to the highest

standards of financial management and fiscal discipline.

We value teamwork, sound planning and enthusiasm and always strive to improve

our performance. Respect for and investment in our staff is an important part of our

values. 

The National Treasury will act transparently, with integrity, respect, fairness and

objectivity and we honour the faith of the South African public.

Strategic Overview
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LEGISLATIVE MANDATES

With its role defined within the Constitution of the Republic of South Africa and in the

Public Finance Management Act, the National Treasury is responsible for promoting

the national Government's fiscal policy framework and coordinating macroeconomic

policy. We coordinate intergovernmental financial and fiscal relations and manage

the budget preparation process. The National Treasury exercises control over the

implementation of the annual national Budget, including any adjustments Budgets.

We facilitate the implementation of the annual Division of Revenue Act, monitor the

implementation of provincial budgets and promote and enforce transparency and

effective management in respect of revenue, expenditure, assets and liabilities of

departments, public entities and constitutional institutions. We also perform other

functions assigned to the National Treasury in terms of these Acts.
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SERVICE DELIVERY ENVIRONMENT 

The National Treasury service delivery environment is contextualised by our aim to
promote economic development, good governance, social progress and raising the living
standards of our people. Our policy priorities are implemented through the Departments
eight programmes. Financial and fiscal reform remains a key outcome of National
Treasury activity with the objective to achieve sustainable growth and development, job
creation and poverty eradication. Ongoing improvements in our budgetary system
continue to enhance transparency and accountability. Reforms in government
procurement and the introduction of a broad-based supply chain policy framework served
to enhance efficiency and meet the government's BEE objectives. 

We continue to improve financial management such as the reform in the formats for
financial reporting for national and provincial government and moving to a full accrual
basis of accounting based on the standards set by the Accounting Standards Board. 

Macroeconomic policies

Government's macroeconomic policies aim to meet the challenges of South Africa's
social and economic development in the context of an increasingly inter-dependent global
environment. This includes deepening South Africa's financial markets, gradually
liberalising exchange controls, improving financial sector oversight and regulation,
enhancing consumer protection and combating money laundering and terrorism
financing. The National Treasury is actively engaged in the development of the Southern
African region through co-operation with neighbouring SADC countries on issues such
as taxation, promoting investment and economic integration within the region.

Intergovernmental Fiscal Relations

The building of solid intergovernmental financial and fiscal relations system is important
for service delivery and efficiency in government spending. A major area of progress and
development is the National Treasury's relationship with other spheres of government.
New frameworks for the allocation of grants to provinces and local government provide
sharper definitions of the purpose and intended outputs for each grant. This enhances
transparency and is expected to lead to further improvements in service delivery. The
ongoing evolution of the system of intergovernmental fiscal relations will be achieved at
the provincial and local levels by rationalising grants to ensure that there are fewer, but
better administered grants. With the turnaround in provincial infrastructure investment,
the main focus over the medium term will be to use infrastructure delivery to accomplish
other government objectives. More specifically, the priority will be to facilitate
employment through labour-based and labour-intensive projects. In addition, future
initiatives will focus on institutionalising good practices in relation to infrastructure
planning, supply-chain management (procurement) and delivery.

At the local government level, the priority will be to reinforce budget reform and financial
management. Building on the solid legal foundation of the Municipal Finance
Management Act, targeted support will be provided to municipalities to improve their
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financial management capacity and to strengthen the link between policy, planning and
budgets. These reforms have been piloted in selected municipalities and are being rolled
out countrywide over the medium term. This will ensure even greater transparency in
resource allocation and reporting, and will, over time, further enhance accountability and
service delivery.

Implementing the PFMA

The successful implementation of the Public Finance Management Act since 2000 laid a
solid foundation for the rollout of the Municipal Finance Management Act. The MFMA,
which seeks to introduce similar financial management reforms at local government
level, was launched in April 2004. Both the PFMA and the MFMA are key elements in
transforming public sector financial management and is one of National Treasury's key
objectives. 

Over the next few years the Treasury will be commissioning high quality, short courses
for all government officials to build the necessary capacity to effectively implement the
Acts. It is rolling out financial management systems, which will ensure not only the
transparency of expenditure but also the effective and efficient use of scarce resources to
achieve social transformation. These systems for enhancing the integrity and
effectiveness of supply-chain and expenditure management are part of the PFMA
implementation and have been among national Treasury's most important reforms.

Appropriate tax policies

Reviewing the taxation of retirement savings, introducing a mining royalty tax,
considering tax measures to support investment and enhancing revenue-estimation
capacity form part of the development of appropriate tax policies for the country.

The South African Revenue Service, a public entity reporting to the Minister of Finance,
has consistently exceeded its revenue targets and has been highly efficient and effective
in its revenue collection. It has introduced electronic filing and payments, implemented a
Capital Gains T ax, changed taxation from source-based to residence-based, and also
developed a risk management approach to compliance, with emphasis on measuring the
tax gap and identifying high-yield strategies.

Managing public sector debt

Another priority for the National Treasury is the prudent management of government's
financial assets and liabilities, including the domestic and foreign debt portfolios. Since
1999, the debt management strategy has evolved from strategic debt management, where
the primary focus was on access to capital markets and the maintenance of a balanced
maturity profile. The focus has shifted to active debt management, where government's
borrowing requirement is financed at the lowest possible cost within acceptable levels of
risk. Strategies are in place to meet government's borrowing requirement over the
medium term. In addition, the Treasury is also improving its cash management processes,
enabling it to use surplus cash from the provinces. This strategy has a positive impact on
government's cost of financing.
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ORGANISATIONAL ENVIRONMENT 

An important element of the National Treasury organisational environment is the
appointment of our new Director-General, and three new Deputy Directors-General and
the Chief Operating Officer. The new Director-General has an opportunity to build on the
foundation of a strong National Treasury team and to build a management team that will
take the Department into the next decade.

With the major restructuring of National Treasury completed in 2003/04, we continue to
fill some of the vacant posts throughout the organisation in a phased manner while the
refinement and improvement of the structure is ongoing.

The next year will also see the refurbishment of the 240 Vermeulen Street building
completed, revision of the internal arrangements in 40 Church Square to optimise
accommodation arrangements for divisions, and refurbishment of the Cape Town office
at 120 Plein Street. The ongoing improvements in accommodation are definitely
contributing to a better working environment for National Treasury staff.

Plans to restructure the National Treasury's IT architecture is in progress. A Departmental
IT Committee spearheads and extensive re-evaluation of our IT requirements and the
reshaping of our IT focus over the medium term. 

The implementation of the PFMA within National Treasury is ongoing and suggests a
good record thus far. Regular meetings of both our Audit Committee and Risk
Management Committee ensures proper internal controls as well as good risk
management and fraud prevention policies and practices. 

Strategic Overview
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RESOURCE PLAN
Expenditure estimates

Table 1: National Treasury
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Expenditure trends

The National Treasury vote is dominated by transfer payments in the Provincial and Local
Government Transfers, Fiscal Transfers, and Civil and Military Pensions, Contributions
to Funds and Other Benefits programmes. Over the medium term, these transfers make
up on average 95,0 per cent of the total budget.

In 2003/04 National Treasury's budget increased by 27,9 per cent as a result of R419,3
million rolled over from 2002/03, mainly for the transfers to Lesotho and Namibia and to
local government for restructuring, and an additional amount of R400 million for
additional service benefits for retiring members of Parliament and members of provincial
legislatures.

Whilst the Treasury's core budget, comprising programmes 1 to 5, only grows at an
average annual rate of 3,0 per cent over the medium term, the remainder of Treasury's
budget, which is dominated by transfers, grows by an average annual rate of 7,7 per cent
over the medium term. The core budget of National Treasury is R717,3 million in
2003/04 - the expected outcome on this is R603,4 million. Over the next three years the
core budget is R703,0 million, R740,9 million and R784,5 million.

Direct charges from the National Revenue Fund

National Treasury is responsible for the main statutory transfers of funds to provincial
governments. This is in terms of the constitutional requirement that they obtain an
equitable share of revenue raised through national taxes. The equitable share transfers to
the provinces will grow at an average annual rate of 8,8 per cent over the medium term.
More information on these transfers can be found in chapter 7 and annexure E in the 2004
Budget Review and the 2004 Division of Revenue Bill.

In addition, the National Treasury vote includes provision for servicing government's debt
obligations, which are direct charges against the National Revenue Fund in terms of
section 73 of the PFMA. The provision for state debt costs will increase at an average
annual rate of 7,1 per cent over the medium term. The 2003/04 provision for state debt
costs decreases by R3,7 billion in the Adjusted Estimates, mainly due to lower domestic
interest rates and lower foreign interest payments because of the appreciation of the rand.

Strategic Overview


