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Foreword to Budget Statement and the overview of the
Free State budget
2009/2010 financial year

The 2009/10 budget proposals attempt to stabilize the Provincial Budget in the current difficult
global economic environment. The provincial resource planning also tries to align the projected
expenditure outcomes of the 2008/09 budget with resource planning for the coming financial
year. Resource allocation therefore attempts to align provincial resource planning in a manner
that would not compromise the delivery of services by service delivery departments and also to
reflect the agreed provincial plan that would adequately balance the different priorities and
service delivery imperatives as outlined in the Free State Growth and Development Strategy. A
substantial cut was made to the Provincial Equitable Share Allocation by the National Treasury
at a very late stage of the Budget Process and it forced the Province to re-allocate resources
within the new parameters set by the reduced revenue outlook for the province. It is however
my believe that the revenue estimates of the 2009/10 — 2011/12 Medium Term Expenditure
Framework (MTEF) will still provide an adequate fiscal envelope for spending departments and
public entities to deliver on the policy priorities of the Free State Government.

Leading up to the fourth democratic general elections in 2009, renewed efforts were made to
ensure that the 2009/10 budget fully represents allocations that would address provincial
priorities in the best possible way with the limited resources available to the province. The
allocation of resources was therefore strongly done in line with the needs of the people of this
province as it was highlighted in the provincial socio-economic review which was launched in
the province during May 2008. The 2009/10 budget priorities therefore continue to focus more
on pro-poor spending, to address the social imbalances with strong growth to education, health,
social development and housing in order to increase access to free education, better health
care system, and social welfare services.

In view of the outlook pertaining to the projected outcome of the 2008/09 budget and the global
economic crisis, improved public expenditure management becomes even more crucial to the
achievement of Government’'s objectives, and one of the main challenges for the successful
implementation of this budget would be to continuously improve access to public services
together with intensified strategies to enhance the actual quality of services delivered and
ensure an improvement in the responsiveness of public services to identified needs. Success in
this regard, calls for willful directing of scare public resources to those areas of government
operation that will meaningfully narrow the wedge between social progress and economic
development in this province.

It is therefore crucial for all departments to support deliberate interventions, plans and
strategies to improve the quality of forward planning and enhance the capacity of provincial
departments in the province.

Mr/P.H.Il. Makgoe
MEC for Fin
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PART A:
Budget Statement 1: Budget Overview



1. Budget strategy and aggregates
1.1 Introduction

The Free State Growth and Development Strategy (FSGDS) is the most important planning instrument

articulating the development agenda and strategic policy direction of the Free State Provincial

Government. As such it provides the ideal mandating framework to guide provincial public resource

allocation by:

- Allocating funds to those programmes with highest rate of social return, or which have the greatest
impact on reducing poverty and unemployment over the long term

- Defining the framework and parameters for high-priority, provincial wide lead strategies that has
meaningful beneficial impact on prevailing socio-economic conditions in the province

-  Setting the overall framework for ensuring effective use of scarce resources within the province, by
searching for more cost-effective and sustainable solutions to pressing prevailing developmental
needs, whilst at the same time, addressing the real root causes of provincial developmental
challenges instead of a focus on mere symptoms

- Providing a common vision that sets the basis for common action amongst provincial role players
and stakeholders both inside and outside of Government, through identifying opportunities for
strategic investment and fostering an environment of certainty and predictability to facilitate and
enhance private sector initiative

- Facilitating speedy and cost-effective delivery of government programmes and plans through
effective intergovernmental coordination between spheres of government by providing a framework
for provincial spatial development, through aligning the development objectives of policies,
strategies and priorities of national, provincial and local government in line with the principles of the
National Spatial Development (NSDP)

Based on the aforementioned, it is apparent why the strategic focus of the FSGDS largely informed the
resultant key areas for funding over the 2009/10 — 2011/12 provincial medium term expenditure
framework (MTEF) budget period. In addition, budget allocations were, inter alia, informed by:

«  The goals and objectives of vision 2014

«  The strategic thrust of the January 8 Statement

«  Sector priorities as reflected in the 2008 medium term budget policy statement (MTBPS)
« The National Cabinet Lekgotla

«  The Lekgotla of the Provincial Executive Council

e 24 Apex priorities

This exercise identified the following key priorities for provincial budget funding, namely:

«  Social and Human Development

« Accelerated growth, development and employment creation
« Improved effectiveness of governance and administration

«  Promotion of effective justice and crime prevention.

These key priorities are discussed briefly:

Social and Human Development

It is evident that any growth and development strategy should be cognizant of the important link and
impact of growth and development on social aspects. Thus, for example, education is considered to be
one of the core preconditions for development, given the fact that the level of education, like life
expectancy, is some of the most important contributors to the Human Development Index (HDI). Life
expectancy as one of the indicators of quality of life is influenced largely by adequate living conditions,
access to housing and basic services and access to a health system capable of addressing health
needs.




From the above it follows that funding in respect of this provincial objective is largely focused on
ensuring the achievement of decisive progress towards the alleviation and ultimate eradication of
poverty. More specifically, the ability of the poor to access government services will be improved
through:

« Expansion and strengthening of education, health and social development services
« Enhanced support to sport and cultural programmes
« Enhanced support for housing delivery initiatives

It is envisaged that concentration on these focus areas will further enhance key achievements of recent
pro-poor budgets of raising the proportion of spending on social services that benefit the poorest
quintiles of the population and that it will further internalize benefits emanating from redistributive
expenditure programmes in social development, health, education, land restitution and housing. This will
go a long way in ensuring that better public service delivery and in fact, meet the needs of the poor.

Accelerated growth, development and employment

It has been mentioned that society agrees that the provincial transformation agenda needs to move
beyond short-term relief options to long-term sustainable definitive solutions. Thus more rapid and
sustainable growth requires both structural reforms and improved policy implementation.

To ensure that the recent improvements in economic growth are internalized and benefit all Free Staters

Allocations in support of this objective aim to:

- Promote investment in provincial infrastructure, including the provincial road network, so as to
strengthen and support economic initiatives in key sectors such as agriculture, tourism,
manufacturing and mining.

« Support efforts that seek to give effect to the “massification” of the Expanded Public Works
Programme, so as to enable absorption of capacitating of greater numbers of unemployed in labour-
intensive programmes.

Improved effectiveness of governance and administration

Government’s capacity and systems to implement programmes is strengthened through:

- Increased funding for monitoring, evaluation and oversight functions

- Strengthening and supporting the capacity of local government to deliver public services and
infrastructure

Promotion of effective, justice and crime prevention

The allocation of this strategic area is in respect of improving the capacity and effectiveness of the
Province to promote justice and crime prevention, to ensure safety and security for all.

As was the practice from the recent past, proposed allocations seek to align allocations much more
closely to critical policy directives and development imperatives emanating from Government policy by
creating a provincial resource envelope that addresses the reality of the social conditions that prevail in
the Province, whilst at the same time, strengthening the competitive and comparative advantages of the
Province, resulting from its geographical location, resource endowment and future prospects.

In what follows, the prevailing socio-economic conditions in the province is outlined, the size and nature
of various provincial revenue sources is explained and departmental allocations are set out to indicate
how the 2009/10 - 2011/12 MTEF budget supports the implementation of the revised FSGDS.




1.2 Summary of budget aggregates

appIuptiaui appivpniauvi

R thousand 3405166 2006/7 2007/08 2008/09 2009110 2010111 201112
Provincial receipts

Provincial own receipts 447780 489 466 546 390 556 366 594417 568 635 616 627 653 523 698 279
Total provincial receipts 11035143 12027 986 13612132 15755280 16173 076 16147294 18404753 20 350679 21818928

The estimated total provincial receipts for 2009/10 is R18.405 billion, which represent an increase of
R2.193 billion or 13.53 per cent of the 2008/09 adjusted budget. The substantial growth is owing to the
significant increase of 23.95 per cent on Conditional Grants, 3.74 per cent on Own Revenue and 11.98
per cent on Equitable Share.

The contribution of Equitable Share to the total provincial receipts decrease slightly from 78.42 per cent
in 2007/08 to 77.35 per cent in 2009/10, Conditional Grants accounts for 19.30 per cent while provincial
own receipts constitute 3.35 per cent of the total provincial receipts. In the first year of the 2009 MTEF,
the equitable share grows by 11.98 per cent from R12.713 billion in the 2008/09 adjusted appropriation
to R14.236 billion. Equitable share is growing with at a declining rate of 11.98 per cent in 2009/10, 8.64
per cent in 2010/11 and with 6.46 per cent in the last year of the MTEF.

The surplus funding before financing relates to earmarked funding from National Treasury for the
specific purpose of making provision for the Occupation Specific Dispensation (OSD) for Doctors and
Specialists. This money may however only be allocated and appropriated after the finalization of the
Framework for the OSD and will be made available for this purpose only.

Excluding the unallocated OSD money, the current payments account for 75.61 per cent in year one of
the MTEF which represent an increase of 0.77 per cent compared to the adjusted appropriation in the
2008/09 financial year. Current payments are estimated to grow by 14.74 per cent on the 2008/09
adjusted budget. The share of current payments to the total provincial expenditure is estimated to
decline marginally over the 2009 MTEF from 75.61 per cent in 2009/10 to 74.79 per cent and 74.35 per
centin 2010/11 and 2011/12 financial years respectively.

Transfers and subsidies share make up 13.17 per cent of the provincial total payments. The share of
transfer payments grows to 13.33 per cent and 13.36 respectively over the last two years of the MTEF.

The share of payments for capital assets from the total provincial expenditure takes up 11.22 per cent in
the 2009/10 financial year grows marginally to 11.88 per cent in 2010/11 and then to 12.29 per cent in
the 2011/12 financial year. Capital expenditure grows by 8.16 per cent from the 2008/09 adjusted
budget. Estimated growth for 2010/11 is 16.90 per cent and 12.02 per cent growth is projected for the
2011/12 financial year. The projected growth in payment for capital assets is mainly intended to fund
development and maintenance of infrastructure with the view of stimulating economic growth in the
province.




1.3 Financing

Table 1.1 indicates consolidated surplus of R182.051 million over the 2009 MTEF period. As mentioned
earlier this surplus relates to the unallocated earmarked funding for the specific purpose of funding the
OSD for Doctors and Specialists. The Provincial Government is therefore tabling a balanced budget for
the 2009/10 financial year and no deficit-financing requirement is needed.

The overdraft facility that is negotiated annually with the provincial banker will be used only for the
bridging finance in order to address temporary liquidity requirements.

Flowing from the Budget Council resolutions, provinces agreed that they should refrain from borrowing
for the time being, except for temporary purposes using the bridging finance facility of their provincial
bankers. If in the future, an agreement is reached through the Budget Council that other forms of
borrowing will become available to provinces, details of the types, amounts, and terms and conditions of
new borrowings will be provided.

2. The budget process and the medium term expenditure framework

The Provincial Treasury developed and implemented a comprehensive and credible budget process.
This budget process is intended to ensure that integrated planning, budget and reporting principles are
observed. A key output relating to the successful implementation of the comprehensive budget process
is the extent to which the provincial budget supports the Free State Growth and Development Strategy
and 2008 Medium Term Budget Policy Statement (MTBPS).

Key activities relating to the 2009 Provincial Budget Process were the following:

« Launch of the Free State Socio Economic Review — 15 May 2008

- Evaluation of the 2007/08 rollover requests was completed by the end of June 2008

- Initial allocation letters were sent to the departments on 30 June 2008

« National Treasury visited the Province during the period 31 July to 1 August 2008

- First draft annual performance plans were submitted to National Treasury - 3 September 2008

« Provincial MTEC hearings (16,18 and 22 September 2008)

« Socio-Economic Workshops in District Municipalities 16 Oct 2008 (Motheo), and 13 Nov 2008
(Lejweleputswa)

« Second quarterly infrastructure review meeting was held on from 29 — 31 October 2008

- Provincial Budget Lekgotla was held on 14 November 2008

« Adjustment budget was tabled in the Legislature on 25 November 2008

- 2" Draft Database and Budget Statement submitted to National Treasury on 27 October 2008

« Provincial Treasury attended a pre-benchmark exercise meeting on 4 November 2008

- Executive Council approved preliminary allocation on 03 December 2008

« Main benchmark exercise meeting at National Treasury’s offices on the 13" of January 2009

« Third (Quarterly Infrastructure Review) meeting will be held on 11 to 13 March 2009

« Tabling of the Provincial budget - 20 February 2009

The launch of the first Free State Socio Economic review was attended by more than 250 people
representing various sectors of the public and private sector, NGO’s and Community Groups. During the
launch presentations were also made by amongst others the Financial and Fiscal Commission (FFC).

As part of the annual budget process, the National Treasury visits provincial treasuries twice a year. The
first visit was from 31 July to 1 August 2008. This engagement constitutes an important mechanism
through which an assessment is done on the previous year’'s budget outcome, implementation of the
current fiscal year and pressures facing the provincial budget. The purpose informed by the objectives of
the visits was to look in detail at the following:
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« Review of specific performance issues with specific emphasis on the performance of each
department during the previous year (2007/08) and the departments’ plans to improve performance

« Review of specific financial issues with emphasis on In-year spending pressures and spending
patterns as well as efficiency savings by departments

« Spending plans on rollover requests

« Audit outcomes

« Vacancies in the departments

- Evaluate progress made with regard to the implementation of projects and sector specific issues

- Discussions on conditional grants spending and donor funding

The Provincial Medium Term Expenditure Committee hearings were held on 16, 18 and 22 September
2008. These hearings were chaired by the MEC for Finance and Members of the Executive Council led
the delegations of their respective departments. National Treasury also formed part of the hearings. The
hearings focused on the following:

- Review of the 2007/08 financial year highlights of the Annual Report.

- Actual expenditure and projections for the 2008/09 financial year as on as at 31 July 2008.

- The 2008/09 Budget Allocations constraints and challenges in spending.

- Detailed discussion of performance in the sector specific areas including the progress made on the
implementation of the funded sector priorities.

« Detailed discussions on the departments’ requirements for the 2009 MTEF Period.

« Linkage of the Annual Performance Plan to the Provincial Growth and Development Strategy.

« Proposed changes to the programme structure, purpose and measurable objectives.

« Reprioritization within the baseline and motivation for departmental bids.

Over and above the last mentioned issues the hearings were also intended to determine the extent to
which the provincial departments give effect to the policy priorities as reflected in the Medium Term
Budget Policy Statement and Free State Growth and Development Strategy. The hearings did provide a
platform for a shared understanding between the provincial departments and the National and Provincial
Treasuries on the key priorities underpinning each provincial department’s budget and the province as a
whole.

The Free State Provincial Budget Lekgotla was held on 14 November 2008 in order to finalise budget
allocations to departments for the 2009/10 — 2011/12 MTEF period. The Premier and Members of the
Executive Council, Accounting Officers, the Provincial Budget Office and Chief Financial Officers
attended the Provincial Budget Lekgotla. The Provincial Budget Lekgotla assessed the 2008/09
provincial budget with special focus on the spending trends and progress made with regard to the
implementation of funded sector specific priorities. The Provincial Treasury presented to the Lekgotla for
consideration and inputs of the 2009 MTEF proposals and the rationale/assumptions behind the
allocations. The Provincial Budget Lekgotla recommended and referred the proposal to the Executive
Council for approval and endorsement. Following the recommendations by the Provincial Budget
Lekgotla, the Executive Council approved the 2009 preliminary allocations on the 3™ of December 2008.

In an effort to strengthen Provincial Own Revenue collection processes and improve related processes
in the 2008/09 financial year, the Provincial Treasury, through the Fiscal Policy unit provided technical
and strategic support for institutional capacity building of provincial departments responsible for revenue
collection by assisting with strengthening capacity building and initiatives that would encourage proper
and effective management of, and improve on the projections and revenue collection outlook.

The Provincial Treasury:

« Hosted eight revenue workshops as part of efforts to strengthen the province’s capacity to collect
and maximize the provincial own revenue. Provincial Treasury engaged in revenue bilateral
meetings with relevant departments and three Revenue Task Team meetings were held during the
2008/09 financial year.
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- Held four Revenue Policy Drafting workshops in the second quarter of the 2008/09 financial year to
assist the departments on how to improve, maximize and optimize Provincial Own Revenue. These
workshops were held during the months’ of June and July 2008;

- Assisted with the setting of revenue targets together with the relevant departments and assisted with
developing a revenue base for each department;

« Oversaw the compliance with revenue policies, PFMA and Treasury Regulations through the
enforcement of Norms and Standards for own revenue;

« Investigating current bases for tax revenue while researching ways in which they can be improved;

- Assisted departments to review their revenue structures while creating an avenue for improved
service delivery;

- Researched and reviewed relevant legislation and prescripts and making sure that all the
departments adhered to;

- Participated in, study and understand National Fiscal Policy Framework to determine its impact on
the provincial fiscal framework and

« Completed five chapters including the Provincial Medium Term Fiscal Framework and Provincial

Medium Term Budget Policy Statement.

The main purpose of these initiatives was to make sure that relevant departments can produce policies
that will lead to effective and efficient performance in this area.

In order for the Provincial Treasury to perform its role of monitoring infrastructure delivery, infrastructure
site-visits have to be conducted to reinforce monitoring for the various departmental projects and to
monitor progress against programmes. Random Infrastructure site-visits were conducted throughout the
province from 26 - 29 May 2008 and again from 8 - 10 October 2008.

The monitoring entails:
«  The evaluation of physical progress and spending patterns.
. See tangible proof of construction and to ensure correct usage of funds.

Infrastructure Officials are accompanied by the Financial Analysts, Public Finance and Budget Officials
on these visits. Allocations may only be utilized on the registered projects. Sites are visited monthly but
in-depth visits are conducted quarterly during January, April, August, and October, prior to the
Departmental Quarterly Review in order to provide the MEC of Finance with the feedback on the
infrastructure delivery within the Districts.

The patrticipation of the Executive Council in the budget process and specifically their attendance of the
Provincial MTEC hearings and Provincial Budget Lekgotla continue to enhance the process and remain
critical for ensuring that the budget reflects both national and provincial priorities as espoused in the
Free State Growth and Development Strategy.

3. Socio-Economic Review and Outlook

The current debate around a “developmental state” is in essence a debate on what the role of
government in less developed countries should be. In a provincial context, the legitimacy of a
developmental state lies in its ability to promote sustained development, including but not limited to high
rates of economic growth and structural change in the productive system, both domestically and in its
relationship to the national economy. In essence, a developmental state must have the capacity to
implement socio-economic policies sagaciously and effectively, with such capacity determined by
institutional, technical, administrative and political factors. Thus, a developmental state must have a pro-
poor agenda, which is nothing else but an improvement in the conditions of living of its poorest people.

This section serves as an input in capacitating both the provincial and local government in their quest to
improve the quality of life of the people of the Free State within the context of severe resource
constraints, partly a result of the current global economic recession. It should also be acknowledged that
effective pro-poor policy interventions require politically difficult decisions to be made. Without an in-
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depth understanding of the underlying issues and challenges, it will be difficult, if not impossible, for
government to conceive, design and implement credible, relevant and effective policy interventions. The
analysis below seeks to facilitate such by providing an overview of the socio-economic conditions in the
province. For more information, the full 10-year Socio-Economic Review, published in May 2008, is
available on www.treasury.fs.gov.za

3.1 Demographic Profile

The size of the population and in particular the number of households are some of the important
determinants of the needs of the inhabitants. These needs are expressed in the demand for
infrastructural and social services, including water, sanitation, electricity, housing, hospitals, social
grants, etc. The population of Free State in absolute terms has increased from 2.63 million in 1996 to
2.70 million in 2001, and 2.77 million in 2007, thus making up 6.0 per cent of the national population
(StatsSA, Community Survey, 2007).

In terms of the age profile of the population, the Community Survey of 2007 shows the following trends

between 2001 and 2007:

« Overall decline in the 0-19 age group from 21 per cent to 19.6 per cent of the male population, with
10-19 age group mainly responsible with a cumulative decline of 2.4 per cent. This implies a decline
in the proportion of school going age population in the province, especially at the middle and
secondary schooling phase with negative implications for the province’s education share of equitable
share;

- From 20-34 years of age, the profile takes a new complexion, the male population increased by 0.2
per cent from 12.2 per cent to 13.2 per cent, whilst the female population declined by 0.2 per cent
from 13.5 per cent to 13.2 per cent with accumulative increase of 0.8 per cent. Possibly the given
picture might exert pressure on the resources for Further Education & Training Institutions and on
the creation of job opportunities for youth and

- A slight increase from 7.3 per cent to 8 per cent in the elderly population, a possible indication of
people’'s preference to retire in the province with implications for access to public health
infrastructure and services, welfare and social grants.

Table 3.1 Population Growth rates

Region 1997 2001 2007
Western Cape 2.5% 2.0% 1.2%
Eastern Cape 0.6% 0.7% 0.5%
Northern Cape 1.0% 1.1% 1.1%
Free State 1.2% 0.7% 0.1%
Xhariep District Municipality 2.9% 2.3% 1.0%
Motheo District Municipality 2.2% 1.8% 0.3%
Lejweleputswa District Municipality -0.5% -1.1% -0.7%
Thabo Mofutsanyane District Municipality ~ 1.5% 1.1% 0.3%
Fezile Dabi District Municipality 1.3% 0.8% 0.1%
KwaZulu-Natal 1.8% 1.3% 0.6%
North-West 1.6% 1.2% 0.7%
Gauteng 2.3% 2.0% 0.8%
Mpumalanga 2.2% 1.5% 0.8%
Limpopo 1.2% 1.3% 1.0%

Source: Global Insight Regional eXplorer version 388

On average the country’s population growth rates are declining. Amongst the nine provinces, Free State
was the least growing province in 2007 with Lejweleputswa District Municipality mainly responsible.
Although there could be many reasons for the low population growth rate experienced by the province,
the most prominent include the declining contribution of both the agricultural and mining sectors to the
Free State economy and the reported ravaging impact of HIV and AIDS with the former closely linked to
migration.




Table 3.2 Urbanization rate (% of people living in urban areas)

Western | Eastern | Northern Free KwaZulu | North-
Year Cape Cape Cape State -Natal West | Gauteng | Mpumalanga | Limpopo
1996 89.0% 37.5% 60.2% 68.6% 42.1% | 38.9% | 93.9% 35.4% 12.2%
2001 89.0% 39.0% 68.3% 74.3% 449% | 40.8% | 93.8% 36.7% 11.4%
2007 88.6% 38.8% 72.2% 78.6% 46.8% | 45.1% | 92.2% 37.8% 10.2%

Source: Global Insight Regional eXplorer version 388

In 2007, about 78.6 per cent of the Free State population resided in urban areas, which was
considerably higher than the national average of 57.0 per cent. Rapid urbanization brings with it many
problems as it places huge demands on land, water, housing, transport, employment and other
government services; such as social grants and low cost housing which often play a part in keeping
people were they are, rather than moving to cities. Hence by implication, there is a strong need for
redirection of public resources towards rural development programmes and policies.

3.2 Socio Economic Indicators
3.2.1 Education

Ranked 6th, the Free State was home to 6.5 per cent of all public schools in SA in 2008, dropped from 7
per cent in 2006. However, at 42.4 per cent in 2008 there was a decline in the percentage of farm
schools from 46.6 per cent in 2006 in the province. The Department of Education reports that in 2008,
53 per cent of all schools in Fezile Dabi were farm schools, followed by 49.29 per cent in Thabo
Mofutsanyana, 45.48 per cent in Lejweleputswa, 40.20 per cent in Xhariep and 19.13 per cent in
Motheo. On its own, this shows a dominance of farm schools in three of the five districts and it raises the
challenge of attracting and retaining suitably qualified and competent educators in rural areas. As a
result of these small farm schools scattered throughout the province, the province had a favorable
learner-school ratio (LSR) of 403, which was 2nd lowest and below national average of 482 in 2008.
The latter, combined with declining learner numbers as shown below, have also resulted in the province
having the most favorable learner-educator-ratio (LER) of 27.5 in 2008. However, lower learner school
ratio in farm schools has resulted in many farm schools being closed down and learners being
transported to other schools or alternatively being accommodated at boarding schools. Lower learner
numbers also created problems for educators because schools with a drop in learner numbers means
educators will have to be redeployed to other schools where there is a need for extra educators.

Figure 3.1: Number of learners in ordinary, public and independent schools, 2004 to 2008

National Free State
12500000 700000
12400000 690000 \
12300000 680000 \/\_
12200000 - 670000
12100000 650000
12000000 650000
2004 2005 2006 2007 2008 2004 2005 2006 2007 2008
Year Year

So
urce: Department of Education, Education statistics at a Glance 2005; School Realities 2007 and 2008.




An overview of all learners between the ages of 5 years and 24 years in the Free State between 2001
and 2007 shows that the largest proportion of these learners were at school, though the proportion of
these learners has decreased from 92.5 per cent to 90.9 per cent in the same period, with the latter
slightly below the national average. Furthermore, the proportion of learners at universities increased
significantly from 1.9 per cent in 2001 to 2.6 per cent in 2007, thus making the province to have the third
largest proportion of learners nationally. The proportion of learners attending Further Education &
Training (FET) colleges increased from 1.2 per cent to 2 per cent, again making the province to have the
third largest proportion of these learners in the country.

With grade 12 pass rates being considered a good measure of the state of education, it is important to
note that the province’s performance in this regard seems to have recovered in 2008 from a downturn
that started in 2004, as illustrated in Figure 3.2 below. This is a great improvement despite the new
curriculum being introduced in grade 12 for the first time in 2008.

Figure 3.2: Free State Grade 12 Pass rates by Districts, 2002 — 2008.

Source: Free State Department of Education, EMIS, 2008

Similarly, it is equally important to highlight the observed trends with regard to the performance of the
districts. At 64.8 per cent, Fezile Dabi had the lowest grade 12 pass rate in 2008, followed by Thabo
Mofutsanyana at 69.2 per cent. With a 7.6 per cent increase in the pass rate, Lejweleputswa accounted
for the overall increase in the pass rate in 2008. Much attention should be given to Thabo Mofutsanyana
and Fezile Dabi because of their consistently low pass rates.

3.2.2 Health

The province has 25 districts hospitals, 5 regional hospitals, one tertiary hospital and one specialized
hospital. District and regional hospitals are spatially distributed across the whole province and the latter
two hospitals are situated in the Motheo region. Furthermore, the province has 349 clinics located
across all five districts. The hospitals alone have a combined total of 5 474 approved beds that cater for
a provincial population of around 2. 77 million (StatsSA: Community Survey 2007).

According to its annual report for 2007/2008, the provincial health department had a total of 16 258
employees this is inclusive of all occupational categories. At 70.0 per cent, female representation is very
high among the staff. In 2001 the department had 548 medical practitioners, which increased to 609 in
2008. This was a marginal increase when compared to 601 medical practitioners in 2007. The province
seems to be losing professional nurses, in 2001 the province had 2 909 nurses, and the number
declined to 2 485 in 2008. The number of enrolled nurses declined drastically from 731 in 2001 to 425 in
2008. Except for radiographers and pharmacists, the province consistently showed no gains in other
occupational categories such as physiotherapists and psychologists during the same period.




In measuring the state of health in the province, various indicators are used, namely HIV prevalence
rate, life expectancy at birth, infant mortality rate, immunization rate, maternal death rate, incidence of
notifiable diseases and medical aid coverage . According to StatsSA’s General Household Survey, in
2006 only 14.8 per cent of the provincial population was on medical aid, implying that 85.2 per cent of
the provincial population could be reliant on public health services. Added to this figure are those
vulnerable people who cross over from Lesotho, Northern Cape, Eastern Cape, etc, to seek medical
help at our health institutions.

Figure 3.3: HIV prevalence rates, 2000-2007

Source: Health Systems Trust, 2008

HIV prevalence rate, as indicated in figure 3.3 above, has increased from 27.9 per cent in 2000 to 33.5
per cent in 2007, though the District Health Information System estimated HIV prevalence rate to be
around 26.1 per cent and 25.3 per cent in 2005 and 2006 respectively. The observed increase in the
HIV prevalence rate has adverse implications for the life expectancy in the province. According to
Actuarial Society of South Africa’s estimates up to 2010, without a significant change in the HIV/AIDS
picture in the country and the province, life expectancy is predicted to decline considerably.

Figure 3.4: Free State Immunization Rate

Sou
rce: Health Systems Trust, 2007

The success of the immunization programme has a direct impact on infant mortality rate. The
immunization rate in the province raised from 81.3 per cent in 2001 to 90.1 per cent in 2005; this was
indeed a notable achievement for the province. In 2006 the immunization rate declined slightly to 87.5
per cent.

Table 3.3: Infant mortality rate (per 1 000 live births)

Years Free State RSA
2000 61.8 59.1
2002 63.0 59.0
2003 48.1 425
2008 ASSA 2003 54.1 44.6

Source: Health Systems Trust, 2008




With regard to the infant mortality rate, in the year 2000 the province reported 61.8 deaths per 1 000 live
births, this ratio was higher than the national average of 59.1. In 2003 infant mortality rate for the
province increased to 63.0 per 1 000 live births and this was still above the national average of 59.0. In
2003 ASSA (Actuarial Society of South Africa) estimated infant mortality rate to reach 54.1 deaths per 1
000 live births by 2008.The reduction in the infant mortality rate would be strengthened by, inter alia,
proper intervention in the management of HIV pandemic, immunization programmes as well as
improved access to health services.

Table 3.4: Free State Notifiable Diseases

Notifiable condition 05/06 06/07 07/08
Cholera 0 0 0
Malaria 54 18 4
Measles 1 0 0
Meningococcal infection 7 5 0
Tuberculosis (all types) 19959 22220 24267
Typhoid 2 0 2
Viral Hepatitis 60 31 19

Source: Free State Department of Health,Annual Report 2007/2008

Table 3.4 above shows various types of notifiable diseases. Free State province had no cases of
cholera and only four cases of typhoid were reported in the last three years, this could be attributed to
the success of government in supplying safe drinking water and sanitation to its population. In
2005/2006 there were 54 cases of malaria reported, however, this figure declined to 18 and 4 in
2006/2007 and 2007/2008 respectively. Between 2005/2006 and 2006/2007 there were 12 cases of
Meningococcal infection in the province and no cases were reported in 2007/2008. Tuberculosis (all
types) seems to be stubbornly increasing in the province and this could be attributed to the prevailing
high levels of HIV prevalence rates in the province and the country. Considering that only close to 15.0
per cent of the province’s population is covered by medical aid this situation could result in budgetary
pressures for the province.

Figure 3.5: Free State Maternal mortality
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In 2001 the maternal death rate was at 271.1 per 100 000 live births and by 2002 the maternal death
rate decreased noticebly to 223.5 per 100 000 live births. However, in the next four years, 2003 to 2006,
maternal death rate increased dramatically to an average of 344.3, though in 2007 the rate moderated
to 288. With the HIV prevalence rate remaining stubbornly high, the challenge to lower maternal
mortality will remain difficult to achieve (Free State Department of Health attributes cases of maternal
mortality to HIV/AIDS, Hypertension, Non-pregnancy infections, Post partum haemorrhage as well as
Anaesthesia). Hopefully, the intervention undertaken by The Maternal Death Notification Programme will
yield positive results with regard to reducing the maternal mortality rate.
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3.2.3 Poverty, Welfare and Access to Basic Services

Regarded as one of the most critical challenges of both the provincial and national governments,
poverty is one of the central topics in the analysis of any particular region. National Labour and
Economic Development Institute (2007), notes that poverty is the result of the unequal distribution of
resources, skills and income sources, and is exacerbated in many cases by both gender and spatial
dynamics. It is highly accepted that the worst affected by poverty are women, children, youth, people
with disabilities, the elderly, families living with HIV/AIDS and people living in rural communities. Poverty
is highly related to other social ills such as; inter alia, inequality, unemployment, poor health conditions,
etc.

The most widely used measures of poverty, i.e. the poverty line and poverty gaps, though important in
assessing the extent and levels of income poverty, often display weaknesses in that they do not reflect
other state support or assets that are positively affecting the lives of ordinary people. It is for this reason
that this document shall go beyond the income measures of poverty and also analyze the asset
dimension to see if there were observed changes over a period of time. This document shall attempt to
see if there was an improvement in the lives of the people with regards to, inter alia, access to housing,
electricity, water, refuse disposal and other basic necessities.

Free State’s poverty rate, using Global Insight’'s estimates, has increased from 40.0 per cent in 1996 to
50.0 per cent in 2007. The poverty rate is measured by the proportion of those living in Free State
households whose income was less than the poverty income (specified by the Bureau of Market
Research at about R1 700 per month in 2007). As is shown in Figure 3.6 below, Free State's poverty
rate declined from 54.6 per cent in 2005 to 50.0 per cent in 2007. This is a significant decline in the
space of two years and government must be applauded for its clear macroeconomic, social welfare and
developmental policies that brought about this decrease in the levels of poverty. The current levels of
poverty are expected to stabilize, if not decline further in the coming years.

Furthermore, Free State's poverty rate has consistently been higher than the national average
throughout the period from 1996 to 2007, except in 1997 where both recorded a rate of 43.1 per cent.
What is also obvious is that Free State’s poverty rate has consistently moved in tandem with
movements in the national average. It is safe, therefore, to conclude that the national poverty rate is
highly likely to explain changes in the provincial poverty rate.

Figure 3.6: Poverty Rate for RSA and Free State

Source: Global Insight Regional eXplorer version 388

Another measure of poverty, the poverty gap, defined as the total difference between the
income/expenditure of the poor and the poverty line, or shortfall of the poor, denotes how much, in terms
of Rands, is required by the Free State province to fully alleviate poverty in the province.




As shown in Table 3.5 below, in 1996 the national government and Free State provincial government
required R17.5 billion and R982 million respectively to fully alleviate poverty. In 2007, however, both
these figures had increased monumentally to R37.9 billion, or 7.1 per cent of the national 2007/08
budget, and R2.4 billion, or 18.0 per cent of the provincial budget in the same period. It is important to
note that Free State required more than double the proportion of the budget than was required by the
national government to fully alleviate poverty in 2007.

Table 3.5: Poverty Gap for RSA and Free State
Year 1996/ 1997, 1998 1999 2000, 2001, 2002 2003; 2004; 2005, 2006 2007

RSA (R million) 1752720 3761 23 310, 25 618 26 852 28 142 30 189 35 288 36 413} 38 680} 37 897} 37 892
Free State (R million) 920 1165 1374 1518 1609 1712 1837 2164 2262 2441 2408 2380

urce: Global Insight Regional eXplorer version 388

So

As was indicated above, income cannot be used as the only measure of poverty. Thus, the part below
attempts to quantify the extent of changes in the asset status of households to assess if there was any
improvement in the lives of people.

Although not a positive indicator with regard to standards of living, the increasing rate of informal
settlements, especially around urban areas, might sometimes be an indicator of socio-economic
prosperity. This is because those living in rural areas may want to move to urban areas with
expectations of better job opportunities and a relatively better well being. This scenario is confirmed by
an increase in the proportion of households living in informal dwellings that increased from 14.9 per cent
in 2002 to 18.2 per cent in 2006, which coincided with a splendid performance in the provincial
economy. In the same period, the economic growth rate of the province recorded highs of between 3.9
per cent in 2002 to 4.3 per cent in 2006. In terms of the percentage of households living in informal
dwellings, Free State was slightly lower than Gauteng (23.9 per cent), North West (20.2 per cent) and
Western Cape (19.1 per cent) in 2006.

Figure 3.7: Percentage of households living in informal dwellings by province, 2002-2006

Source: StatsSA, GHS 2006

The figure below depicts a significant increase in the percentage of households using electricity for
lighting purposes between 2001 and 2007. The Census 2001 results put the Free State at 74.4 per cent
in terms of households using electricity for lighting and the results of the Community Survey 2007 were
86.6 per cent for the province, thus a 16.4 per cent increase in the number of households using
electricity for lighting for the province. According to the results of the Community Survey 2007, only the
Western Cape and the Northern Cape had higher percentages of households using electricity for lighting
than the Free State, with an estimated percentage of 94.0 per cent and 87.3 per cent respectively.




Figure 3.8: Free State Households using electricity for lighting

Source: StatsSA, Community Survey 2007

Nationally there was a 4.9 per cent increase in the number of households with access to piped water,
from 84.5 per cent in 2001 to 88.6 per cent in 2007. Turning to the Free State, there was a slight
increase of 1.9 per cent, with regard to households with access to piped water in the same period.
Western Cape and Gauteng continue to enjoy the highest percentages of households with access to
piped water, with estimated proportions of 98.9 per cent and 97.9 per cent respectively.

Figure 3.9: Free State Households with access to water

Source: StatsSA, Community Survey 2007

According to Table 3.6 below, we realize that there was an increase in the percentage of flush toilets
between 2001 and 2007. The percentage of households with flush toilets in South Africa was estimated
to be 60.4 per cent in 2007.This figure increased by 16.4 per cent from 51.9 per cent in 2001. Turning to
Free State, the percentage was estimated to be at 61.4 per cent in 2007, showing a 32.6 per cent
increase from 46.3 per cent in 2001. Shifting to the bucket toilet system, the Free State experienced a
decline in the use of the bucket system, from 20.5 per cent in 2001 to 12.5 per cent in 2007.




Table 3.6: Access to toilets by type of toilet facility

FlusIl wiet LlIgiedl 1onet wir) venuidauon DUUREL WIIEL Systiei nNune

Census |CS Census |CS Census |CS Census |CS Census |CS Census |CS

ARA TARARS AR TAAAS ARA TARAS AR TAAAS LLY TARRS AR TARAS

Source: StatsSA, Community Survey 2007

The Gini Coefficient is the best measure widely used to determine inequality or lack thereof. As can be
seen in Figure 3.10 below, both South Africa’s and Free State’s Gini Coefficient has consistently been
higher than 0.5 for the period between 1996 and 2007. In 2007 the Gini Coefficient for both regions was
0.67. This situation is a reflection of the imbalances created by the past regime, and calls for a rigorous
implementation of the redistributive and developmental policies of the current government.

Figure 3.10: Gini Coefficient for RSA and Free State

Source: Global Insight Regional eXplorer version 388

The Human Development Index (HDI) attempts to quantify the extent of human development of a region
or community by using measures of life expectancy, literacy and income. While South Africa’s HDI has
stabilized around 0.60 since 2001, Free State’s index has been slightly erratic in the same period,
increasing from 0.56 in 2003 to 0.58 in 2005, only to fall back to 0.57 in 2006.

Figure 3.11: HDI for RSA and Free State

Source: Global Insight Regional eXplorer version 388




3.2.4 Labour and Employment

Table 3.7 below indicates that the province had 840 000 or 43.6 per cent of its working age population
not economically active in 2007, as compared to close to 1.1 million or 56.4 per cent that are active. Of
those that are active, the province is home to 287 000 (26.4 per cent) individuals that are unemployed.
One of the main reasons for this is that the traditional large employers in the province, i.e. the mines and
especially the gold mines, have been registering negative growth rates per annum in employment levels
for a number of years recently.

Table 3.7: Estimated population of working age (15 — 65 years), 2007
By province, sex and labour market status (Official definition of unemployment)

Male Female Total
Provices Totat | vER Economically Active Total | e Economically Active Total | HEA Economically Active
Total |Wod|els |Unenmloyed| Rate Total |Wo|1|els |Une|m|oyed | Rate Total |Worhels |Unenmloyed| Rate
N (1000) N (1000 N (1000)

South Africa 14625 | 5410 | 9215 | 7270 194 211 |15568| 7799 | 7769 | 5378 2397 30.8 | 30195 | 13211 16984 | 12643 4336 285
Westem Cape 1586 | 401 | 1185 | 1000 185 156 | 1684 | 641 | 1043 | 846 197 189 | 3270 | 1042 | 2228 | 1846 382 172
Eastem Cape 1860 | 918 | 942 721 215 228 | 21791249 | 930 | 667 263 283 | 4039 | 2166 | 1873 | 1395 478 255
Northem Cape 29 | 8 | 205 163 4 201| 300 | 149 | 151 98 53 353 ] 591 | 253 | 355 | 261 94 25
Free State 915 | 326 | 589 | 475 il 194 | 1012 514 | 498 | 325 172 346 | 1927 | 840 | 1087 | 801 27 264
Kwazulu-Natal 2908 | 197 | 1712 | 1254 457 26.7 | 3175 | 1647 | 1528 | 1039 489 320 | 6084 | 2844 | 3240 | 2293 946 292
North West 1212 | 451 | 760 566 195 256 | 1248 | 666 | 582 | 347 235 404 | 2460 | 1117 | 1343 [ 913 430 320
Gauteng 3479 | 887 | 2592 | 2149 443 171 | 315 | 1264 | 1851 [ 1290 561 303 | 6595 | 2152 | 4443 | 3439 1004 26
Mpumalanga 970 | 352 | 618 431 126 205 | 1045 | 518 | 527 | 352 175 332 ]| 2015 | 870 | 1145 | 844 302 23
Limpopo 1405 | 794 | &M 445 167 2731|1809 [ 1151 | 658 | 413 245 372 | 3215 | 1945 | 1270 | 858 42 324

Source: Source: StatsSA, Labour Force Survey, March 2007

The above table also indicates that women constitute the highest percentage of individuals who are not
economically active (50.8 per cent) as compared to their male counterparts (35.6 per cent); this
indicates that the province still has large source of productive potential which still remains untapped, and
also the unemployment rate among males is still lower than that of females.

Table 3.8: Free State Province labour characteristics, 3rd quarter 2008

Indicators Apr-Jun 2008 Jul-Sep 2008 change % change
Population 15-64 yrs 1854 1857 3 0.2%
Labour Force 1122 1092 -30 2.1%
Employed 831 842 11 1.3%
Unemployed 291 250 -41 -14.1%
Not economically active 732 764 32 4.4%
Rates (%)

Unemployment rate 25.9% 22.9% -3.0%

Employed / population ratio (Absorption) 44.8% 45.3% 0.5%

Labour force participation rate 60.5% 58.8% -1.7%

Source: StatsSA, QLFS, Quarter 3, 2008

The latest quarterly data from StatsSA indicates a decline in the unemployment rate (-3.0 per cent) and
the labour force participation rate (-1.7 per cent), and a slight increase in the absorption rate (0.5 per
cent). What is of interest in the table above is to note that even though the unemployment rate
decreased by 14.1 per cent, the employment rate increased by only 1.3 per cent. This can be explained
by the 2.7 per cent decrease in the labour force, and a 4.4 per cent increase in the “not economically
active” population. Therefore, it could be that the unemployment rate decreased because people have

become discouraged rather than people finding employment.




Table 3.9: Official unemployment rate by province, September 2001 — September 2007
Province Sept2001 | Sept2002 | Sept2003 : Sept2004 i Sept2005 @ Sept2006 . Sept 2007
Western cape 17.7 19.6 19.5 18.6 18.9 15.0 15.7
Eastern Cape 314 32.7 317 29.6 29.9 32.0 26.1
Northern Cape 25.0 24.9 26.4 24.5 24.7 28.7 26.0
Free State 27.0 29.1 28.0 28.6 30.2 26.5 25.2
KwaZulu-Natal 33.8 35.0 31.6 28.7 32.8 26.6 30.0
North West 28.6 30.6 284 28.0 274 29.7 24.6
Gauteng 30.4 30.5 27.6 25.7 22.8 23.2 174
Mpumalanga 29.2 30.1 25.3 24.8 26.9 28.0 22.0
Limpopo 34.6 34.1 311 27.8 30.1 32.0 27.3
RSA Average 29.4 30.4 28.0 26.2 26.7 25.5 22.7

Source: Stats SA, Labour Force Survey, September 2007

The unemployment rate in the Free State declined from 27.0 per cent in 2001 to 25.2 per cent in 2007,
averaging 27.8 per cent during that period. In comparison, the Free State had the fifth lowest
unemployment rate of 25.2 per cent in 2007 after North West (24.6 per cent), Mpumalanga (22.0 per
cent), Gauteng (17.4 per cent) and Western Cape (15.7 per cent). Since 2004, the Free State’s
unemployment rate has consistently remained above the national average.

Figure 3.12: Quarterly unemployment rate by province, 2008
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For the first three quarters of 2008, the unemployment rate in the Free State averaged 24.6 per cent,
indicating further declines from 25.5 per cent in September 2007. The province’s unemployment rate
decreased from 25.0 per cent in the first quarter to 22.9 per cent in the third quarter. What is
encouraging for the province is the fact that in the third quarter of 2008, the Free State unemployment
rate fell below the national average, which has not happened since 2004.

Although Free State’s unemployment rate is continuing to decline; the provincial economy has not been
able to create enough job opportunities for its growing labour force. Much still remains to be done in the
creation of sustainable employment opportunities especially for new entrants in the provincial labour
market, particularly women and the youth in general.
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33 Economic Indicators

Historically, the economy of the Free State has been based on mining and agriculture. The development
of other sectors has been largely in support of these two primary activities. Both pillars of the provincial
economy have been declining since the early 1990s. What is clear from the economic data is that the
structural change of the provincial economy is continuing to take shape, with the mining sector
contributing less, whilst the service sector has experienced a dramatic increase. However, using the
tress index, statistics show that the Free State economy is less concentrated than the national. Further,
the trend indicates that the Free State economy is becoming more dependent on few sectors than was
the case in previous years, thus becoming more vulnerable to exogenous variables such as adverse
climate conditions, commodity price fluctuations, and so on.

Figure 3.13: Free State and South Africa’'s GDP contribution by sector, 2007
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Source: Global Insight Regional eXplorer version 388

The largest sectors in the Free State economy in 2007 were community services (25.7 per cent),
finance, real estate & business services (18.8 per cent), manufacturing (14.0 per cent), and wholesale &
retail trade (12.0 per cent). The smallest were construction (1.6 per cent), water & electricity (3.1 per
cent) and agriculture (5.9 per cent). At both the provincial and the national level, the services sectors
continue to dominate the GDP contribution with the finance, real estate and business services sector as
well as the community services sector combined contributing over 40 per cent in both instances.

In terms of the performance, during the period 1996 to 2007 the Free State economy grew on average
by 2.4 per cent compared to the country’s total growth of 3.6 per cent for the same period. The
province’s economy grew positively during that period except in 1998 and 2001 were the province
experienced growth of -3.8 per cent and -1.1 per cent respectively. The primary contributors to this
negative growth in 1998 and 2001, as illustrated in the table below, were agriculture, forestry & fishing (-
34.8 per cent and -15.1 per cent, respectively) as well as mining & quarrying (-16.7 per cent and -11,7
per cent respectively). The other sectors were construction in 1998 (-6.5 per cent) and wholesale & retail
trade in 2001 (-7.8 per cent). All in all, the Free State economy only outgrew the country’s average in
1996, 1999 and 2002; otherwise it has grown at rates below the country’s average in each year.
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Figure 3.14: Free State and South Africa Real GDP, 1997 — 2007 (%)
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Source: Global Insight Regional eXplorer version 388

When a shorter time period is considered, from 2004 to 2007, the economic growth rate performance is
better, averaging 4.3 per cent, reflecting a potential upward shift for the province. However, the province
is still growing at a slower rate than the country as a whole, which is averaging 5.1 per cent for the same
period. The growth performance of the province, whilst below the national, still mirrors the latter with a
difference of approximately 1 per cent observed between 2003 and 2007. This is important for drawing
forecasts of the province’s economy into the future.

The main contributors to the increase in economic activity in 2007 were construction (21.7 per cent),
finance, real estate & business services (6.9 per cent), transport & communication services (6.3 per
cent) and agriculture, forestry & fishing (6.2 per cent). The least growing sectors for the same year were
mining & quarrying (2.0 per cent), manufacturing (2.1 per cent) and community services (3.0 per cent).
The primary industries were the only industries which experienced a negative growth rate for the period
1996 to 2007, with mining & quarrying and agriculture, forestry & fishing growing by -1.6 per cent and -
1.9 per cent on average respectively.

In terms of the performance of districts, Fezile Dabi District was the best growing district in the Free
State for the period 1996 to 2007 with an average growth rate of 4.4 per cent, followed by Motheo
District (3.0 per cent) and Xhariep District (2.3 per cent). Lejweleputswa District was the worst
performing district with an average of -0.6 per cent (largely due to the diminishing mining sector which
contributes 39.5 per cent to the district's GGP) followed by Thabo Mofutsanyana District with 1.3 per
cent.

Figure 3.15: Free State’s Real GDP growth by districts, 1997 - 2007
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Global Insight (2008) forecasts the Free State economy to grow by 3.1 per cent on average between
2007 and 2012 compared to the national forecast of 3.8 per cent. This projected provincial growth is
expected to be driven by growth in construction (7.4 per cent), agriculture, forestry & fishing (4.2 per
cent), manufacturing (4.1 per cent) and wholesale & retail trade (3.8 per cent) whilst mining & quarrying,
and water & electricity are expected to be on the lower end of growth with forecasts of -0.8 per cent and
1.3 per cent respectively. According to Global Insight, the Free State economy is projected to grow by a
mere 1.9 per cent in 2009 compared to the 2.2 per cent projected for the national economy. The biggest
contributors to the sluggish growth forecasted for 2009 are the mining industry with growth projected at -
1.0 per cent and the tertiary sector projected to average 1.5 per cent, mainly due to electricity supply
constraints, high interest rates and inflation rates, and a severe global economic slowdown. The five
districts in the province are projected to grow as follows over the period 2007 to 2012: Fezile Dabi 3.8
per cent, Motheo 3.3 per cent, Thabo Mofutsanyana 3.0 per cent, Xhariep 2.8 per cent, and
Lejweleputswa 1.7 per cent.

4. Receipts
4.1 Overall position

The total provincial receipts for the 2009/10 financial year are estimated at R18.405 billion. The National
Transfers consisting of Equitable Share and Conditional Grants are the main source of provincial
receipts to enable the province to carry out its mandate. The total National Transfers for 2009/10
amounts to R17.788 billion which constitute 96.65 per cent of total provincial receipts. This
encompasses equitable share funding of R14.236 billion and Conditional Grants of R3.552 billion. The
provincial own receipts for 2009/10 financial year is projected at R616.627 million or 3.35 per cent of
total receipts. Table 4.1 below shows the actual receipts for 2005/06 to 2007/08, the estimated revenue
for 2008/09 as well as for the 2009/10 MTEF period.

The total provincial envelope increases by R2.193 billion in nominal terms from the 2008/09 adjusted
appropriation to 2009/10, which is equivalent to a 13.53 per cent increase year on year. Total provincial
receipts increase by a total of R5.608 billion over the MTEF or an average of 10.43%. In the outer years
of 2009/10 MTEF, the total provincial revenue is anticipated to be R20.351 billion and R21.819 billion
respectively. The equitable share, which forms the larger of national transfers to the province, is
R14.236 billion for 200910, R15.466 billion for 2010/11 and R16.465 billion in 2011/12. This is a nominal
increase of R1.523 billion in 2009/10, R1.230 billion in 2010/11 and R998.819 million in 2011/12. This is
therefore equivalent to an average increase of 9.03 per cent over the 2009/10 MTEF. The conditional
grants, are adjusted upwards to R3.552 billion in 2009/10 and further to R4.231 billion and R4.655 billion
in 2010/11 and 2011/12 respectively.




Even though provincially raised revenue only forms a small percentage of the total provincial receipts
when compared with nationally appropriated funds (Equitable Share and Conditional Grants), the role of
the Fiscal Policy component in terms of seeking to address some of the key provincial priorities should
never be underestimated. The Provincial Own Revenue shows a growth of only 3.74 per cent. This
growth is below the inflation expectations of 5.2 per cent as published in the MTBPS for the 2009/10
financial year. The low growth can mainly be attributed to the cautious approach in the outlook for
Investment income by the Provincial Treasury due to the current projected over-expenditure in the
2008/09 financial year as well as slow growth in the expected receipts from Motor Vehicle License Fees
due to the slow down in the sale of Motor Vehicles in the country. The Growth in Own Revenue however
increases to 5.98 per cent and 6.85 per cent respectively over the two outer years of the MTEF.

The contribution of Provincial Own Revenue to the total provincial receipts reduces over the MTEF from
3.35 per cent in 2009/10 to 3.21 per cent and 3.20 per cent respectively in 2010/11 and 2011/12. The
main contributor to the Provincial Own Revenue is still tax receipts which emanates mainly from the
collection of Motor Vehicle License Fees. Tax receipts constitute 50.32 Per cent of the total projected
Own Revenue budget for 2009/10.

4.2 Equitable share

The allocation process under section 214(2) of the Constitution states that the Act referred to in
subsection 10 may be enacted only after the provincial governments, organized local government and
the Financial and Fiscal Commission have been consulted, and any recommendations of the
Commission have been considered.

The equitable share formula is merely an objective mechanism that allocates funds between provinces
and not to functional areas. The Division of Revenue Act provides for the equitable division of revenue
raised at national level among the three spheres of government, i.e. national, provincial and local levels.
The division is made in terms of the Provincial Equitable Share formula.

The updating of the components in the 2008 Equitable Share Formula once again impacted negatively
on the Total Equitable Share that the Province should have received. Amongst other things the steady
decline in learner numbers in the province, caused the province’s share to decline from 6.3 per cent in
2008/09 to 6.2 per cent, 6.1 per cent and 6.0 per cent respectively over the three years of the MTEF.

The paragraph below outlines the components and weights of the formula:

« Education — the enrolment and school age cohort (51 per cent)

« Health — based on the proportion of population with and without medical aid (26 per cent)
« Basic - province’s share of total population (14 per cent)

« Poverty - the level of poverty in the province (3 per cent)

« Economic activity — based on the Regional Gross Domestic Product data (1 per cent)

« Institutional - equal division among provinces (5 per cent)

The weights of the components have been updated with the data from the General Household Survey.
The results of the Snap Survey by the national Department of Education have been used to update the
education component.

Taking into account the expenditure pattern over the past three years, the shares of the components
remain unchanged and will be used over the next three years to ensure stability.

4.3 Conditional grants

Conditional Grants, which mainly focus on funding national priorities that are delegated to provinces,
continue to experience sustained growth. Broadly, conditional grants mostly enhance the Social and
Human Development sectors such as Health, Education, Sport, Arts and Culture and Local Government
and Housing.
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Though the framework for conditional grants caters mostly for Health, Education and Local Government
and Housing, these three departments are central to achieving our Social and Human Development
priority of the Free State Growth and Development Strategy. These grants are used by the national
government as an intervention mechanism to ensure that national policies are funded and implemented
in terms of the national framework and the Division of Revenue Act.

Some grants will gradually be converted into the provincial Equitable Share once their activities form
part of the broader mandate of the department, for example the Further Education and Training College
Grant (Education) to be converted into the Provincial Equitable Share in 2009/10. It should be noted that
this conditional grant was not necessarily discontinued but rather became part of the Equitable Share.
Some of the major increases in conditional grants include the National School Nutrition Programme
Grant which grows from R100.425 million in 2008/09 to R122.306 million in 2009/10 and then to
R195.194 million and R244.699 respectively in 2010/11 and 2011/12.

The Comprehensive HIV and Aids Grant grows from R189.630 million in the 2009/10 financial year to
R235.792 in 2009/10, R326.658 in 2010/11 and finally to R 350.365 in 2011/12.

The Hospital Revitalization Grant is also growing strongly from R202.753 million in 2008/09 to R247.886
million in 2009/10, R378.426 million in 2010/11 and R421.883 million in 2011/12 representing a growth
of 22.26 per cent in 2009/10, 52.66 per cent and 11.48 per cent over the last two years of the MTEF
period

The Integrated Housing and Human Settlement Development Grant also grows substantially from
R791.122 million in 2008/09 to R962.759, R1.301 bhillion and R1.380 billion over the respective years of
the MTEF.

The Infrastructure Grant to Provinces also continues to grow very strongly from the current allocation of
R569.278 million to R717.182 million in 2009/10; it further grows to R867.987 million in 2010/11 and
R1.001 billion in the last year of the MTEF period. Though this grant is shared between the departments
of Community Safety and Transport, Education and Health, the bulk of these funds are allocated to
Roads component within the Department of Community Safety and Transport to deal with province’s
roads infrastructure.

Agriculture remains critical to unlock the economic potential of this province; this sector is well suited for
rapid job creation and can provide growing opportunities for emerging black farmers. The
Comprehensive Agricultural Support Programme Grant is growing strongly from the current allocation of
R56.063 million in 2008/09 to R65.659 million, R79.149 million and R88.894 million over the MTEF
period representing increases of 17.12 per cent, 20.55 per cent and 12.31 per cent over the MTEF.

Mass Sport and Recreation Participation Programme Grant increases from R20.355 million in 2008/09
to R26.591 million, R28.186 million and R29.877 million over the MTEF.

The new conditional grants in terms of the current framework are the following:

* Llima/Letsema Projects Grant which aims at assisting the Department of Agriculture with Land and
Agrarian Reform.

* The Public Transport Operations Grant to ensure the continuation of Bus Subsidies to Bus
operators as well as for other enhancement and the management of the Public Transport system/s
and

* The Expanded Public works Programme Incentive Grant which aims at promoting Extended Public
Works Programmes in the Province.







4.4 Total provincial own receipts

Table 4.3 above shows the history of actual own revenue receipts, the estimates for 2008/09 and 2009
MTEF period. In an attempt to create a credible own revenue base, the 2008/09 own revenue budget
was adjusted with an amount of R38.051 million from R556.366 million to R594.417 million. This
represents an increase of 6.84 per cent from the main appropriation. With the exception of the
Departments of Local government and Housing, Provincial treasury and Agriculture all departments
managed to adjust their own revenue budget upwards.

The province is projecting an overall under collection of approximately R26 million for all departments
based on the current collection trends in the departments. The projected under collection relates mainly
to lower than expected interest on investments by the Provincial Treasury due to the current over
expenditure on the budgets of certain departments. Revenue bilateral meetings were held throughout
the course of the year to iron out specific problems in all departments and to establish better
communication between the Provincial Treasury and the departments. During these meetings particular
attention was also given to the credibility of each department’'s Provincial Own Revenue Budget and
some inconsistencies in the budgets were highlighted

5. Payments

5.1 Overall position
The total outlays for 2009/10 MTEF period for the Free State province are budgeted as follows:

+ Financial year 2009/10: R18 373 982 000
+ Financial year 2010/11: R20 289 781 000
+ Financial year 2011/12: R21 728 546 000

In the 2009 MTEF period, the provincial spending is expected to rise from R18.374 billion in 2009/10 to
R21.729 billion in the 2011/12 financial year. Despite the slow down in the global economy these growth
percentage of 13.57 per cent, 10.43 per cent and 7.09 per cent respectively over three years of the
MTEF are substantially higher than the inflation projections as published by National Treasury in the
2008 Medium Term Budget Policy Statement. The increased level of expenditure represents a real
opportunity for departments to stabilize the departmental budgets and to improve on the quality of
service delivery to the people of Free State province.

In line with the government priorities to expand service delivery and improve infrastructure networks, the
increase in 2009/10 MTEF period is mainly directed to the social and economic services departments.
This focus is aimed at improving the living standards of the people of Free State Province. Table 5.1
below indicates that the social sector departments (i.e. Education, Health and Social Development)
consume R13.265 billion or 72.19 per cent of the estimated total provincial payments of R18.374 billion
for the 2009/10 financial year. Education still consumes the bulk of the social sector budget and R7.383




billion or 55.66 per cent of the R13.265 hillion allocated to the Social sector goes to Education. Health
and Social Development takes up 39.19 per cent and 5.15 per cent of the Social Sector respectively.
The share for non-social sector departments increases marginally from 27.39 per cent in 2008/09 to
27.81 per cent in 2009/10 with an estimated budget of R5.109 billion. The department of Community
Safety and Transport has the largest budget share of R1.624 billion or 31.79 per cent of the non-social
sector departments’ allocation. The payments for the 2009 MTEF period are estimated to increase by
29.70 per cent in 2009/10, decrease by 1.31 per cent in 2010/11 and then increase by 6.49 per cent in
2011/12. The decrease in 2010/11 is due to the fact that the allocation for the new Transport Operations
Conditional Grant has not been finalized yet by National Treasury for the two outer years of the MTEF.

5.2 Payments by vote
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Table 5.1 above reflects the summary of payment and estimates by vote from 2005/06 to 2011/12. The
2009/10 provincial expenditure is anticipated to grow by R2 196 billion or 13.57 per cent from the
adjusted 2008/09 budget to 2009/10. The growth in the non-social departments are mainly driven by the
substantial increases in the Conditional Grant allocations from National Treasury as discussed before.
Departments that are affected by this are the department of Local Government and Housing, Public
Works as well as the department of Community Safety and Transport.

On average all departmental budgets are increasing above the CPIX targets as published in the 2008
MTBPS. The exceptions to this are the Free State Legislature and the Department of Sport Arts and
Culture. The allocations to these two departments are affected by once off allocations in the 2008/09
financial year. R64.5 million was allocated to the Department of Sport, Arts and Culture as a once-off for
the completion of the Mangaung Stadium for the 2010 Soccer World Cup. The allocations made to this
department for the hosting of MaCUFE as well as for Phakisa related activities are also gradually
reduced over the MTEF as it is anticipated that these activities would become self-sustainable over the
MTEF. The budget for this department therefore decreases with 2.38 per cent in 2009/10. An amount of
R30 million was allocated in the 2009/10 adjustment budget as a once-off allocation the Provincial
Legislature for the funding of political parties during the 2009 general elections. This allocation will not
continue over the 2009 MTEF and the budget for the Legislature consequently decreases by 8.89 per
cent in 2009/10.

The allocations for the departments of Public Works and Community Safety and Transport however still
include approximate amounts of R34.4 million, R36.6 million and R38.6 million respectively which relates
to the administrative component of Roads for which the transfer of funds will be finalized in the 2009
Adjustment Budget as the finer details are still to be ironed out by the two respective departments.




5.3 Payments by economic classification

Table 5.2 above reflects the summary of provincial payments and estimates by economic classification
from 2005/06 to 2011/12. The largest share of the provincial payments is consumed by current
payments in particular compensation of employees. For the 2009/10 financial year, current payments
absorb 75.61 per cent of the budget of which 76.08 per cent is allocated to compensation of employees.
From the total provincial estimate compensation of employees’ share is 57.53 per cent in 2009/10, 56.06
per cent and 55.43 per cent in 2010/11 and 2011/12 financial years respectively. The decrease in
personnel over the MTEF clearly indicates the provincial government’s intention to move resources
towards service delivery particularly infrastructure development and maintenance.

The transfers and subsidies constitute 13.17 per cent share of the total provincial payments in 2009/10,
13.33 per cent in 2010/11 and 13.37 per cent in 2011/12. A significant decrease is noted in transfers to
public corporations and private enterprises from R172.278 million in 2009/10 to R24.717 million in the
2010/11 financial year. This is mainly due to the new Public Transport Operations Conditional Grant
which was only allocated by National Treasury for the first year of the MTEF. Transfers to households
are growing at an average rate of 21.28 per cent over the MTEF. This is mainly due increased funding
made available for the delivery of Houses in the province.

Payments for capital assets shows an increase of 8.16 per cent from R1.906 billion in 2008/09 to
R2.061 billion in 2009/10. There is an increase in buildings and other fixed structures allocation from
R1.743 billion in 2008/09 to R1.820 billion in the 2009/10 financial year. This is mainly attributed to the
increase in the Infrastructure Grant to Provinces. Payments for machinery and equipment increase with
53.69 per cent in 2009/10. This growth is mainly attributed to the department of Health for the purchase
of ambulances and other health related equipment.




5.4 Payments by policy area

Table 5.3 above shows the summary of expenditure by policy area, the details of which are shown in
table A: 4 of the Annexure to the Budget Statement One. This table indicates the policy priority areas
that are funded from the provincial allocation. Education is still the highest priority and accounts for
R7.383 billion or 40.18 per cent of the total provincial expenditure in 2009/10. The expenditure in
respect of this policy area demonstrates an increase of 10.03 per cent and 7.51 per cent in the two outer
years to an estimated R8.734 billion in the 2011/12 financial year. It is also important to note the
Provincial Government’s intention to stimulate the Free State economy by investing in the Economic
sector policy area. The Economic sector amounts to R2.072 billion in 2009/10 to R2.247 billion in
2011/12 or an average of 11.05 per cent over the three years of the MTEF. The provincial payments for
all policy areas except Recreation, Culture and Religion are showing a positive growth over the 2008
MTEF.

5.5 Infrastructure payments

5.5.1 Provincial Infrastructure payments

Table 5.4 above shows the provincial infrastructure payments and estimates from 2005/06 to 2011/12,
which will increase by R683.827 million from an adjusted R2.166 billion in 2008/09 to R2.850 billion in
the 2011/12 financial year. The infrastructure spending is anticipated to realize healthy average growth
of 9.60 per cent over the 2009 MTEF period. These funds are intended for infrastructure development
and to assist the province in its endeavor to boost economic development, job creation as well as to
provide and enhance sustainable infrastructure facilities as stated in the Free State Growth and
Development Strategy. This allocation includes national conditional grants earmarked for infrastructure,
for example, Infrastructure Grant to Provinces, Hospital Revitalisation, Comprehensive Agricultural
Support Programme, Land Care, and a top up from the provincial equitable share (Infrastructure
Enhancement Allocation Grant).




On average, over the 2009 MTEF approximately 49.68 per cent of the total infrastructure budget is
allocated to the department of Community Safety and Transport for roads infrastructure and for transport
related investments. The infrastructure budget of the department of Education is decreasing by 23.98
per cent from R450.647 million in 2008/09 to R342.579 million due to the once-off payment of R180
million which was specifically for the eradication of platooning schools in the province. Stripping off the
once-off of R180 million, the infrastructure allocation to this department is increasing by 12.27 per cent
and 24.14 per cent respectively in 2010/11 and 2011/12. These increases mainly relates to Grade R and
special schools infrastructure. Worth mentioning is the significant growth in infrastructure payments for
Health which is increasing with 11.24 per cent from R377.568 million in 2008/09 to R419.990 million in
2009/10. This is attributed to an increase in the Hospital Revitalisation Grant and an increase in the
allocation of the Provincial Infrastructure Grant to this department. The infrastructure allocation of the
department of Sport, Arts and Culture has decreased from R104.885 million in 2008/09 to R74.740
million in 2009/10 due to once-off funding towards the 2010 legacy projects.

5.5.2 Provincial Public-Private Partnership (PPP) projects

Currently the only department with a Public-Private Partnership arrangement is Health.

5.6 Transfers

5.6.1 Transfer to public entities

The transfer payment to Free State Youth Commission is increasing by 7 per cent for both the 2009/10
and 2010/11 financial years while it increases by 4.77 per cent in the 2011/12 financial year. The
transfer payments for public entities under the department of Tourism, Environmental and Economic
Affairs are increasing by 8.84 per cent from R45.1 million to R49.087 million in the 2009/10 financial
year and further grows at a declining rate of 3.32 per cent in 2010/11 due the decrease in the allocation
of the Free State Liquor Authority. It further increases by 5.22 per cent in the 2011/12 financial year. The
transfer payments from the Department of Sport, Arts and Culture are mainly to Phakisa Major Sports
Event and development Corporation. The transfer payments to this entity are R7.773 million in 2009/10,
R10.917 million in 2010/11 and R6.284 million in 2011/12.




5.6.2 Transfers to Development corporations

Table 5.7 above illustrates the transfer payment to the Free State Development Corporation. The allocation to
the Corporation was reduced by 54.6 per cent from R22 million in 2007/08 financial year to R10 million with a
view of re-positioning the entity to focus only on providing support to Small Medium and Micro Enterprises
(SMME's) which will stimulate economic growth and advance Black Economic Empowerment in line with the
Free State Growth and Development Strategy.

In the 2009/10 financial year, the allocation to this entity increases by 7 per cent to R10.7 million and further
increases by 5.6 per cent and 6 per cent respectively in the 2010/11 and 2011/12 financial years.

5.6.3 Transfers to local government

Table 5.8: Summary of provincial transfers to local government by category

Main Adjusted

Qutcome : s . Revised estimate: Medium-term estimates
| appropriation  appropriation 5
R thousand 2005106 200607 200708: 2006109 : 200910 010 0112
Category A ; ;
Category B 67099 6929 4769; 84045 86779 8 876 552 1000 1500
Category C 32078 13 25%: 125998 142309 1297 188157 183511 14731
Total provincial transfers to local government 9175 80616 51 365; 1008 231108 212863 188709 184 511 176231

57 Personnel numbers and costs
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5.8 Payments on training

Table 5.11: Summary of provincial payments on training by Vote

Outcome : Ma!n , Adjus?e‘.i Revised estimateé Medium-term estimates
: appropriation  appropriation :
R thousand 2005/06 200607 2007/08: 2008/09 : 200910 201011 01112
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Table A.4(a): Payments summary by policy area (simple example of bridging table)

Function iCategory :Department Programme

General public services iLegislative iPremier iAdministration
H H :lVianagement services
iFinancial and fiscal affairs iFinance :Administration

{Financial planning and resource management
iFinancial management
{Procurement
: : {Management services
Public order and safety iPolice services iProvincial Safety and Liaison iAdministration
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: ; iManagement services
iAgriculture iAgriculture iAdministration
; i iAgricultural development and research
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: : {Management services

iTransport iTransport iRoads

i i {Road traffic and law enforcement
i i {Transport

:Communication Tourism Tourism

Environmental Protection iEnvironmental protection iConservation management
; ; :Environmental management

Specialist environmental services
Housing and community amenities Housing development Housing Technical service
Planning and development
Health Qutpatient service Health District health services
Primary nutrition programme
iR&D health (CS) iHealth science
:Hospital services :Provincial hospital services
iSpecialised hospital services
Recreation, culture and religion iRecreational and sporting services iSport, recreation, arts and culture iSport and recreation
:Cultural services : iArt, culture and heritage
Facility development
Education Pre-primary and primary Education Pre-primary
Primary
Secondary education Secondary
:Subsidiary service to education :Provision of subsidiary
iEducation not definable by level {ABET
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Lepartment ot Iransport 434 031 Y82 1490 84 U3y 1142590 1134974 1133800 146/ 206 1438 Y61 1534 436
Total: Economic Affairs 895 583 1355919 1318415 1664771 1687673 1673456 2071679 2087575 2247353
Environmental Protection

vy s v e R

Department of Housing 411067 579 156 509320 826410 851338 849 981 1020506 1361240 1440798
Total: Housing and Community Amenities 411067 579156 509 320 826410 851338 849981 1020 506 1361240 1440798
Haalth
Total: Health A2 3461337 3833007 4287858 4469 305 4691147 5197838 5883 355 6207776
Recreation, Culture and Religion

187210

Sporting and Recreational Affairs

118616

138 706

284890

31078

346,081

3440

316658

314300
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Infrastructure transfer - current 1650 1782 1999
Total provincial infrastructure 928 211 1523693 1497014 2150016 2165931 2156917 2303114 2589527 2849758
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R'thousand 2005/06 2006/07 2007/08 2008109 200910 201011 01112

Public Works and Roads 10000
T appropriation  appropriation - .
R thousand 2005/06 2006/07 2007/08 200809 200910 201011 201112
Category A
Municipality H
Category B 67099 69 295 48769 84045 88779 86876 552 1000 1500
Letsemeng 1414 4908 244 365 2 312 54 60 10
Kopanong 1417 17624 284 420 242 392 73 80 90
Mohokare 3513 2810 0 304 216 1296 4 50 60
Naledi 540 4298 8300 104 1604 1604 44 50 60
Mangaung 29178 20155 7511 67893 65867 67051
Mantsopa 581 380 9000 406 343 343 50 60
Masilonyana 369 1400 0 9660 15312 9557 60 0
Tokologo 903 5379 5000 104 104 104 4 50 60
Tswelopele 236 200 9 104 74 9% 4 50 60
QL0 LIy 200 190 144 40V 4V U oV
Dihlabeng 2874 849 0 156 956 856 60
Nketoana 8418 2980 12000 144 189 89 50 60
Maluti a Phofung 627 330 533 156 100 63
Phumelela 2908 776 2500 88 7 50 60
Fezile Dabi 2749 658 4064 15344 15518 41894 18153 5875
Unallocated 1846 1048 1 10323 10825 11323
Inter-provincial transfers 1423
Total transfers to local government 99175 80616 51365 210043 231108 212863 188709 184 511 176 231
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 appropriation  appropriation

R thousand 2005106 2006/07 2007108: 2008109 : 200310 20101 0112

Ranian
W - ruvia uanars 11y : :
Total provincial payments by district 99175 80616 51 365 10043 231108 212863 188709 184511 176231
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