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US study ranks SA low

on ‘ec

By Rose Umoren

NEW STUDY by an influential

thinktank waith close ties to

the American Republican

party has declared most of
Afnca undeserving of foreign invest-
ment because 1t is “economically
unfree” and too dependent on outside
aid.

The report, by the nghtwing Her-
itage Foundation 1n  Washington,
comes on the heels of 4 recent United
Nations Conference on Trade and
Development report declaring Africa
the most profitable region for foreign
investors

index of freedom

In sts 1996 Index of Economic Free-
dom, which grades 142 countries
according to an index on “economic
freedom,” the Foundation says that it
found only six African countries
investment-compatible or “economi-
cally mostly free”.

They are Tunisia, Botswana, Ugan-
da, Swaziland, Benin and Zambia.

Like its 1995 pioneer, the 1996
index grades countries on a scale of
one to 10 on various criteria: trade;
taxation, monetary and bankmng poli-
cies; government consumption of eco-
nomic output; capital flows and for-
eign investment; wage and price con-
trols; property rights; regulation; and
the black market.

Ten represents ‘“‘economically
repressive,” one “most free”. In
between are “mostly free” and “mostly
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Investors encéuraged to look to
countries like Botswana and Mali

not free”.

The study assumes that those coun-
tries which are economically most free
are most likely to produce the most
wealth.

Madagascar, Mali, Morocco and
Mozambique join Tunisia and
Botswana on a hst of 24 countries
around the world whose performance
on the index improved most during the
course of 1995.

The study describes these as “24
carat” countries and strongly recom-
mends them to the international
investor.

IMF star performers missing

Absent from either list are such star
performers of the International Mone-
tary Fund and World Bank as Ghana,
Ivory Coast, Ethiopia and Malawi.

This is partly because the study’s
nine criteria for assessing good invest-
ment locations differ somewhat from
those of the two Bretton Woods institu-
tions.

The Foundation's criteria, which it
says are the products of research
among investors and finance ministers,
include dependence on development
aid, external debt burden and currency
strength. Political stability, growth
rate, market size, currency convertibil-
ity, levels of domestic savings and
infrastructure, make up the balance.

While the study asserts that “a
strong local currency is valued by for-
eign investors™, for example, the two
Bretton Woods agencies have usually
encouraged African governments to
devalue their currency in order to boost
exports.

Strong local currency needed

“When investors convert local curren-
cy into international currency, they
want it to have value,” according to the
Heritage report. “There is no sense in
earning local currency that is worthless
when exchanged for dollars or yen.

“A strong currency is also a sign of
a healthy economy. A weak and declin-
ing currency raises import prices,
deters foreign investment, lowers liv-
ing standards and undermines business
confidence”.

According to the study, a currency
is weak if it depreciates by more than
24 percent against the IMF's unit of
account — the SDR (special drawing
right) — over a year. Conversely, it is
strong if it appreciates or depreciates
by less than 12 percent. The currencies
of most African countries have far
exceeded the 24 percent benchmark.

Similarly, unlike the World Bank,
the Heritage analysts believe develop-
ment aid is bad for Africa insofar as it
“distorts the economies of recipient
countries.” Dependence on foreign aid

is “usually a sign of an unfree econo-
my and resistance to reform”, accord-
1ng to the report.

Ghana, for instance, has for about a
decade depended on development aid
from the Bank and other sources for its
much-touted five percent growth rate.
Its grade for the Heritage Foundation is
therefore quite fow.

Conversely, Mali, one of the “24
carat countries”, recently announced
that it may require no aid in 1996.

Development aid, the study says,
“encourages a mentality of depen-
dence that undermines thrift, industry
and self-reliance, which are the charac-
teristics of every successful developed
country”

Internal factors

It says “Africa’s poverty is not the
result of insufficient levels of foreign
aid, weather patterns, or internal strife,
but of African governments’ pursuit of
destructive economic policies that
depress frec enterprise”.

That view is likely to be embraced
by many Republican lawmakers who
slashed US aid to Africa next year by
about a third.

On external debt, the study says
that a debt-service ratio higher than 20
percent is “constrictive”. A 30 percent
debt-service ratio is termed ‘“‘unman-
ageable”.

Most African countries fall into the
“unmanageable” category, and the
study says they thus find themselves in
a catch-22 situation.

If they fail to service debt promptly

onomic freedom’
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or repudiate, their creditworthiness and
attraction to investors drops. If they
strive to honour the terms of the debts,
this “could lead to a budget and fiscal
crisis” such as many African countries
have been undergoing.

The study thus appears to buttress
on-going pressure for radical debt
relief for the continent.

Nigeria and South Africa

The continent’s two giants — Nigeria
and South Africa — are deemed “most-
ly not free” by the study.

But while it credits South Africa
with growth and Lberalisation after
“several dismal years”, the study says
Nigeria is afflicted by a “political cri-
sis” with its military-dominated regime
of General Sani Abacha resisting
demands for democratic change, mis-
management, corruption and falling
per capita incomes.

Topping the index as economically
free countries are Hong Kong and Sin-
gapore, followed by the western indus-
trialised nations.

The study has unsurprisingly drawn
the ire of the aid community. “Of all
the countries listed as free on the
index, only one has never received aid
from the US and that is the US itself,”
Ann Kittlaus, spokesperson for the US
Agency for International Develop- ’
ment, said.

“We basically sustained South
Korea (ranked 22nd and “free”) for 30
years before and after the war. It is now
a large trading partner,” said Kittlaus.

. — Sapa-IPS.




Bill to curb govt say

on provincial loans
(ya) (=) epqlifakb .

Greta Steyn y if they all disagree with him will be
removed,” Davies said. .

CENTRAL government will no longer
be able to exercise total control over
provincial borrowing, in terms of leg-
islation due before Parliament early in
the session, after complaints from the
Financial and Fiscal Commission.

The commission’s representations
to the parliamentary standing commit-
tee on finance late last.year led to the
appointment of a working group to
fine-tune the draft Bill and to rewrite a
key section.

'ANC MP Rob Davies, who is a mem-
ber of the finance committee, said yes-
terday that the Provincial Borrowing
Powers Bill was being changed, soasto
take away the finance minister’s power
to override the provinces should there
be disagreement.

“@Ithe minister will retain a negative
veto as no borrowing will be possible if

| he refuses, but his ability to set the

The new draft Bill had not been pre-
sented to the full standing committee
yet, but Davies believed it would have
a stooth passage through Parliament.

1t is scheduled to be debated before
the Easter recess.

Davies said provincial borrowing
would be decided by a loan co-ordinat-
ing committee which would be set up to
ensure fiscal policy was consistent at
a1 levels of government. The provinces
would be represented on the commit-
tee. The idea was to reach consensus o1
an aggregate level of borrowing.

In terms of the original draft Bill,
the minister would have the final say if
consensus could not be reached. After
the c ission’s submissions, the fi-
nance committee decided the total bor-
rowing could be set only by the min-
ister along with four provinces.
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. "Ijhe,change partly reflects the com-
mission’s concerns with provinces’ ac-
countability and responsibility for
their own finances,” Davies said.

A source said the commission had
also been worried that provincial bor-
rowing decided by the finance minister
would be viewed as effectively carrying
a guarantee. Davies said the original

legisiation had made it
clear that a
guarantee could not be assuraed, un-
less it was explicitly given, as would be

the ’lg}z:se for foreign loans.
e commission has said care
f)h;):]d b((ei taksn to avoid the provinces

eing reduced to spending a
central guvernmcnhp & agents of
It has sought greater fiscal autono-
my for the provinces. The draft final
constitution explicitly prulnbits prov-
{ncvs from charging surcharges on in-
come taxes — one of the commission’s
key recommendations.
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SA scores ‘mostly not free”

rating on economic index

Simon Barber

WASHINGTON — High levels of
trade protection and income tax
earned SA a “mostly not free” rat-
ing in the latest Index of Economic
Freedom prepared by the Her-
itage Foundation, the conserva-
tive Washington think-tank influ-
ential with the Republican major-
: ttyin Congress.

Authors Bryan Johnson and
Tom Sheehy rank SA, Botswana,
Zambia, Uganda and Benin on the
index, which was launched last
year to dissuade Congress from
approving foreign aid to countries

,»~shat failed to adopt mvestment-

friendly policies.
This vears edition is also
pitched us a guide to investors. It

- —provides a snapshot of countries’

adherence to the so-called “Wash-
ngton consensus” on what consti-
tutes sound economic policy.

Top honours this year again go
to Hong Kong and Singapore. SA
shares 66th place with Turkey,
Peru and Colombia. Joint last, at

“'140th, are North Korea and Cuba.
, Countries are scored on the ba-

n HIIL%

515 of 10 factors on a scale of one
five The lower the score, the bet-
ter. SA’s scores average out at
three, the same as last year, and
on the borderline of “mostly free”
and “mostly not free”.

Trade policy 18 what really
pulls SA back. It receives a pro-
visional five plus for “very high
levels of protectionism”, pending
the phase-in of tariff reductions 1t
has promised to the World Trade
Organsation.

High levels of income tax
pushed the score in these areas up
to ¢ n unhealthy four.

Under the heading “govern-
ment consumption of economic
output”, SA gets a three, mainly
because it owns too much. “State
assets include the country’s rail-
ways, national airline, broadcast-
ing services and electric utilities

. there 1s unhkely to be signf-
icant pnivatisation any time soon.”

SA pets a three plus for mon-
etary pohcy “moderate levels of
inflation”) and a respectable 2 un-
der the heading of formal barriers
to foreign investment.

SA's banking environment is

4)

accorded athree.

The authors note that govern-
ment still retains price controls on
a wide variety of goods. They are
also concerned that new labour
legislation may impose de facto
wage controls. Nonetheless, under
this section, they still see fit to
award SA atwo.

On the other hand, SA scores a
three for the protection of proper-
ty rights, which the authors fear
may by weakened by the “redistri-
butionist policies” of government
and by changes in the consitution.

The authors consider the level
of regulation on economic activity
in SA to be relatively low and wor-
thy of a two. They are satisifed
that “most businesses can be
started with a minimum of for-
malities” but are worried about af-
firmative action policies, however

Black market activity isoften a
symptom of economic unfreedom.
SA scores a 3 1n this department,
owing to the residual effect of
apartheid laws and continued
trade restrictions that have en-
couraged smuggling of several
goods, including textiles.

.
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Govt plans office

to manag
40

THE finance department is to set up a
public cash management office to im-
prove cash flow management, in a
move to cut government’s massive
interest bill.

Finance deputy director-general
Maria Ramos said yesterday the de-
partment was seeking Cabinet ap-
proval to establish the unit.

It would be a step towards creating
afully fledged debt management office.

“We want to minimise the cost of
borrowing through matching cash
flows and expenditure more closely.

“Just like any enterprise, govern-
ment can benefit from improved cash
management,” Ramos said.

It was premature to speculate on
new measures that could be intro-
duced, but government would be look-
ing at using idle cash balances in the
public sector to reduce its borrowing
requirements. It would also be keeping
a smaller “float” with a view to reduc-
ing the interest paid on finance which
would not be spent in the short term.

Greta Steyn

e 1ts debt
71)746

47

It is understood that“idle cash bal-
ances outside central government
might also be employed to reduce bor-
rowing requirements.

Ramos said certain public sector en-
terprises had the expertise to make a
valuable contribution to minimising
the cost of servicing public debt
through improved cash management
techniques, and talks were taking
place with them. She declined to say
which parastatals were involved.

The finance department’s cash
management plan is part of a general
approach to run the pubhe sector more
alongbusiness lines.

Ramos also said the department
had established a framework for cor-
porate governance in the public sector
which would also be submitted to the
Cabinet. “The emphasis is on account-
ability and transparency,” she said.

The Reserve Bank, which acts as
government’s broker in the financial
markets, has been trying to smooth its
stock sales over the fiscal year from a

Continued on Page 2
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previous habit of bunching most of the
stock sales in the first couple of
months. Ramas gaid the Bank was also
being consulted on setting up a new
cash management system. Once it was
in place, “everyone, including the mon-
etary authorities, will have much more
information on the flows in and out of
the markets”, she said.

It is understood that the conflict of
interest between the Bank acting i
the market as government’s broker,

and the Bank acting on .5 own behalf
for monetary policy pur, cs, willalso
be investigated

Market sources specu’ . .ed that gov-
ernment might stop usiny; the Bank as
its agent in the markets Government
could appoint brokers and bankers in
the private sector to manage its stock
sales, or handle the sales itself in the
planned debt management office

Government's interest hill accounts
for almost one-fifth of 1ts spending and
it is expected to increase by more than
the inflation rate. That means real
spending cuts are necessary if govern-
ment is to keep its overall spending in-
crease constant i real terms




Western Cape councils ‘face collapse’

Local govt
debt runs 1nto
the billions $&»

Linda Ensor

CAPE TOWN — Local governments
nationwide had accumulated debts of
about R3bn-R4bn and several local au-
thorities in the Western Cape were on
the verge of bankruptcy, sources said
at the weekend.

The constitutional and provincial
affairs department, responsible for
sorting out the crisis, was hamstrung
in its bid to deal with the situation be-
cause it had no clear picture of the ex-
tent of the problem, the sources said.

The department’s media liaison of-
ficer, Izak Retief, said the department
was still attempting to establish an ac-
curate figure on the debt but this was
difficult because of the scanty informa-
tion available.

Official sources said some local au-
thorities had not kept proper accounts,
while in others such an “administra-
tive mess” prevailed that it would take
a long time to sort it out. Some local
governments were 80 heavily in debt
they should have stopped o erations.

The local government debt, mainly
due to the non-payment of rent and
service charges, was largely separate
from ballooning provincial deficits, es-
timated also to be in the region of
R3bn, However, as local authorities
normally carried some debt, not all the
outstanding R3bn-R4bn was necessar-
ily bad debt.

In the Western Cape, hundreds of
millions of rands in debt had been ac-
cumulated by local authorities for ser-
vices rendered, with Cape Town,
George, Paarl and Worcestor being
particu.larlybadlyhit.

Western Cape local government
minister Peter Marais said he had
compiled a memorandum on the situ-
ation which would be submitted to
President Nelson Mandela and Fi-
nance Minister Chris Liebenberg by
Western Cape Premier Hernus Kriel at
a meeting scheduled for tomorrow. The
R8O0m shortfall in the provincial

henlth and education departments’ ‘

budgets would also be discussed.

Marais said he had had several dis- |-

cussions with Provincial Affairs Min-
ister Roelf Meyer but no additional
money had been forthcoming. The
provincial government itgelf was pow-
erless to assist as it was not empow-

ered to raisetaxes.

“The gituatjgm .ié untengble and
could lead to.the complets: cbllepse of
local government in the Western
Cape.” The non-payment of service
charges was 8| ding from the black
community to coloureds, who saw no
reason to pay if blacks were not doing
50, Marais said.

In Cape Town the city council had
been providing services to black town-
ships on an agency basis but was owed
about R100m for services.
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By JOHN SPIRA

Johannesburg — The praise that has
been heaped on the South African
government for its fiscal restraint
may not be entirely justified.

Econometrix, the economic
research unit, says: “One necds to
be.. careful in overstating the new
government's oft-percerved success
n maintairung fiscal discipline”

The fly in the ointment, one
which points to the strong likeli-
hood that the government will over-
shoot 1ts 1995/96 budget deficit of
R29,1 billion, or about 5,8 percent of
GDP. is overspending by the
pm\ mnees

Thus 1s particularly the case in
those provinces wiich incorporate
former idependent homelands.

Finance munister Chris Lieben-
berg has said that the 1995/96 bud-
geted expenditure of R153,2 billion
will probably be exceeded.

The state expenditure depart-
ment has said that the provinces
have sought to borrow an addition-
al R3 hllion

Figures for the first nine months
of the present fiscal vear are now

available. They show that exche—
quer issues were 12,5 percent higher
than they were in the comparable
1994/95 period and represent an
overshoot of the 9,5 percent increse
budgeted for expenditure in
1995/9%.

Econometrix says that at this
rate state spending for the entire fis-
cal year will come out at about
R157 bllion, or R4 billion more than
budgeted.

Fortunately, it says, there also
appears to be overshoot on the rev-
enue side, as a result of higher-than-
budgeted economic growth, which
helps to neutralise some of the
expenditure overruns.

Higher

At the nine-month mark, rev-
enue was 12,4 percent higher than
for the comparable 1994/95 period,
compared with the 10,6 percent
increase budgeted tor the entire fis-
cal year.

At this rate, Econometrin calcu-
lates, revenue would come out at
about R125billion, or R23 bullion
more than budgeted — excluding

\fam of @versyendl ng

the sale of strategic m]

Extrapolating the nine-month
figures for the full fiscal year, the
deficit would be R2 bilhon in excess
of budget, excluding proceeds from
the sale of strategic oil.

This would translate into a
defiat of about R32billion, or
6,5 percent of GDP, agamst the bud-
geted 6,1 percent of GDP.

Econometrix says: “Although an
overshoot equal fo 04 percent of
GDP on the budget deficit 15 disap-
ponting, it pales into insigmficance
when it is compared with ... the
budget overruns mcurred by the
previous government.

“On the other hand, when it 1s
borne i mind that expenditure so
far ths fiscal year could have been
almost R2 bilhon higher, if not for
the fact that most planned expendi-
ture on the RDP has not been
mcurred, then the overrun on non-
RDP expenditure assumes more sig-
ruficant proportions.

“One could argue cynucally that
1f not for the government’s mability
to get the RDP oft the ground,
expenditure would have overrun
budget by as much as Re bilhon.”
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SA blighted by

budget ¢

Mt G NL
Deficits are still the norm
in many OECD member
countries, and South Africa
is no exception, reports
Simon Segal

OVERNMENT'S budget

deficit, now likely to be

above 6% of gross domes-

tic product (GDP) for this

fiscal year (5,8% or R29-
billion was budgeted for last March),
blights an otherwise impressive eco-
nomic record that boasts the most
buoyant economic growth, lowest
inflation rate and largest net capital
inflows in two decades.

Amid all the cheery economic news,
government's finances are arguably
the greatest barrier to the country's
future prosperity. In a world where fis-
cal prudence is the trend, a 6% deficit
figure — and there are some ecoro-
mists who talk about 6,5% —is a
major turn-off to potential investors.

The major problems with a large
public debt include “crowding out” pri-
vate investment. adding to inflationary
pressures, impairing incentives to
innovate and invest, and undermining
monetary policy and hence putting
pressure on interest rates.

In its latest economic outlook, the
Organisation for Economic Co-oper-
ation and Development (OECD) fore-
casts that only six of 19 developed
economies it monitors will borrow
more in 1996 than in 1992.

Deficits are still the norm among
OECD member countries. All but Nor-

deficit
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way are expected to run deficits this
year. With an estimated deficit of 8,6%
of GDP Greece is the most profligate.

The United States is debating how
to balance its federal budget by 2002,
not whether to balance it. The Euro-
pean Union has set a 3% deficit ceil-
ing before allowing member coun-
tries to join a cornmon currency.

This is a far cry from South Africa
where the government is in the uncom-
fortable position of having to borrow to
meet the cost of servicing its debt. The
interest bill (R28-billion} amounts to
almost one-fifth of total spending.

At 58% of GDP, government’s debt
is just below the 60% mark that
economists consider prudent before
a couniry gets caught in a so-called
debt trap. But the trend in South
Africa is ominous —in 1980 to 1981
government debt was 30% of GDP.

ight months into the financial
year economists expect a rev-
enue overrun of R1,5-billion to
R2-billion (R124-billion was bud-
geted for). This is thanks to extra rev-
enue from customs and excise and
the fuel levy. But spending is up 12%
compared to the budgeted 9.5%.
Hence the growth in the deficit.
Economist Edward Osborn cites the
main factors behind this deficit as
provincial overspending, expenditure
of votes from previous years brought
forward into this fiscal year, the
removal of import surcharges and
lower value-added tax revenue.
Acknowledging that the deficit will
be larger than he budgeted for,
Finance Minister Chris Liebenberg
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cites homeland finances as a big prob-
lem. Second and third-tier government
finances are in such a mess that some
economists wonder about the real
extent of the public sector debt.
Liebenberg still talks about meeting
the five-year target of a 4,5% deficit by
1998/1999. This will be a tough task

given that potential privatisation pro-
ceeds are limited and no major econo-
mist expects economic growth to
surge at, say, over 5%.

Liebenberg thus has two main
options to meet his goal — curb
spending or raise taxes. Neither are
attractive. Pressure to spend will only

intensify towards the next general
election scheduled for 1999.
Liebenberg and Reserve Bank gov-
ernor Chris Stals can harp endlessly
to investors about government’s com-
mitment to fiscal discipline but in the
end the figures have to support the
rhetoric. Investors are not convinced.




ExtraR1bn TBVC
debt is uncoveggad

A 20

Greta Steyn

GOVERNMENT had arrived at a fig-
ure of about R1bn in debt from the for-
mer TBVC states which had previously
been unaccounted for after closing off
their books, Deputy Finance Minister
Alec Erwin said yesterday.

He said details about the figure
would be made available by Finance
Minister Chris Liebenberg.” “The im-
portant point is that this does not rep-
resent overexpenditure on this year’s
Budget,” he said.

Interviewed in Pretoria, Erwin ap-
peared relaxed about provincial spend-
ing problems and fiscal policy in gen-
eral. He indicated that the provinces’
actual expenditure overruns would be
much smaller than initial estimates.

“It looks like all the worms have
now come out of the woodwork,” Erwin
said, referring to the financial mine-
field uncovered in the transition from
apartheid regional governments.
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Continued from Page 1

would be “very low, lower than efiuca-
tion, even though we started off in the
stratosphere. All credit is due to the
provinces,” he said.

Asked whether central govern-
ment’s ambitious redistribution of re-
sources from wealthy to poorer
provinces had not been to blame for the
health and education spending over-
runs in Gauteng and the Western Cape
in particular, Erwin said problems
were bound to be encountered during a
transition period. The situation forced
government to take a long hard look at
the efficiency of spending on health

and education generally. A
On further spending reduction he
said once the fat had been r d,

llab (4

Asked about government’s state-
ment to foreign creditors that the
deficit for this year would be 6,1% of
GDP, he said: “It will certainly not ex-
ceed that level. A small overrun of say
0,2 percentage points is no make-or-
break situation.”

Foreigners usually “applauded” this
information on government’s borrow-
ing, which was “fantastic” in a country
like SA. “We have already built up
something of a track record.”

On the situation in the provinces, he
said he had been most impressed by
their ability to cope with a very tight
financial situation. “Gauteng did an
amazing job in reorganising its bud-
get.” The province had managed to re-
duce its education spending overrun to
a sixth of its original estimate. He con-
firmed spending overruns for all the
provinces for education would be about
R700m. The extra allocation for health

Continued on Page 2

cuts could cause damage. The ,last
three budgets had set a “very tight” up-
per limit on expenditure. i

He said there was a misconception
about local government’s debt, which
was reportedly as high as Rdbn. The
local authorities had not taken up bor-
rowings that needed to be serviced,
their problem was the non-payment of
services. Central government did not
need to pick up the tab in the Budget,
but in the long run the non-payment of
services would become a fiscal policy
headache. The absence of saymgnt for
services meant there would be difficul-
ties in maintaining infrastructure, and
capital expenditure needs would be-
come bigger than would otherwise be
the case. .

“We are not dismissing the problem;
it is very important that payment for
services be revived. But this is not debt
in the con ional sense and there

one could reach a pomnt where more

will be no immediate budgetary effect.”



Debt trap ahead
if SA doesn’t
mend its ways,
bank warns L/—‘i)

South Africa is approafhing a
debt trap situation that could
lead the economy to financial
disaster, uuless fiscal con-
ditions improve over the next
few years, Absa Bank reports '

in its Jajest Economie ,Spoj-
lghi, ){}pm %Tij b
A sthiement released yes- |

terday said that while the Gov-
ernment’s debt had risen to al-
most 60% of gross domestic
produet over the past decade,
the situation was not ir- |
reversible,

It said determined policy
measures implemented over a
period of time to avoid sudden
shocks to the economy could
steer the economy away from
the pending debt trap.

Government debt had risen
from 35% to 58% of GDP over
the past decade, causing inter-
est payments to rise from 4%
1o nearly 7% of GDP. During
the current fiscal year R34,2-
billion would be spent on
interest costs alone.

Absa said it was crucial for
the state debt to be reduced,
the primary deficit efanged
into a surplus, and inflation
contained to avoid interest
costs rising and secure eco-
nomie growth,

An overall budget deficit of
more than 4% for 1996/97
would aggravate the fiscal
predicament, according to the
Economic Spotlight. Analysts
were expecting a budget
deficit of around 6% to be
announced at the Budget pre-
sentation next month. — Sapa




EPUTY President Thabo

Mbeki is nght to be

concerned over some of ther

possible effects of ther
increasing globalisation that has
been the centre of debate at the an-
nual meeting of the World Economic
Forum 1n Davos, Switzerland, this
past week. His concern, though, 18
not about globahsation that 18 gath-
ering 1ts own momentum and pace.
It 1s that globahsation should not
confirm or entrench the disparities
between nations.

Spealang 1n Davos earlter this
week, Mbeki made clear that no
country tand SAn particular) can
anthdraw from the world’s ncreas-
ingly integrated capital market or
from agreements such as those of
the World Trade Orgamsation. To
do so would be tantamount to 1nvit-
ing the integrating world to impose
trade or investment sanctions.

Mbela's endorsement and aceep-
tance of globahsation and its conse-
suences for SA were largely echoed
oy Soutn Amncans at the meeqng.

1m1§ﬂm the prinapal conse-
quence of globalisation is a progres-
sive reduction in national seli-deter-
mination. The activities of govern-
ment and business will increasingly
be determuned by external 1n-
fluences — the convergence of
national and economic strategies. I
a reduction of the state's Ea,mumuu

"SA’s acceptance of
globalisation vital to
its economic growth

)

- sation helps

The stll unresolved debate 18
whether governments can or should
attempt to control the Internet. Just
as countries that want to benefit
from globalisation have to remove
restrictions on human, financiel,
skills and technology movements 80,
t00, do they need to remove restric-
tions on information flows.

As one delegate put it philosoph-
icaily though by ically: “Amer-
ica 18 B ing because it em-
braces diversmty. Japan 18 on the
skids because it does not.”

Paradexically, perhaps, globali-

orce regional or
cultural differences. Size is pot all.
Smaller regions can be competitive
if mrm« embrace and adopt new

JIM JONES in Davos

L

— he impetus to encourage for-

write-offs. While motor manufac-
turers such as Volkswagen may
have adopted more efficient manu-
facturing processes, those new tech-
niques have still to be introduced by
firms that supply Volkswegen with
its parts and componenta.
contrast with the US is pal-
wwzm _. Ameries is confident. Its vi-
rant private sector firms may have
suffered badly from competition,

but they have already in place
many of the operating es, 8er-
vices and infrastrueture t are

needed to give them an mmm.m over

dence of action 18 seen 85 2 P
drawback of globalisation, 1t is more
than offset by the economic advan-
tages. As one delegate saxd: “The
fature 1s alreadv here. It 1s just that
s uneveny dewnbuted.”
Globalisation should help re-
dress that unevenness, but only if
its oppertunities are grasped whole-
heartedly. In Burope there is a
growing awareness of the problems
that nsing unemployment creates.
Cyclical unemployment can rapidly
degenerate mnto a far more Im-

| tractable structural vamnety. But

many European natwons were

. apparently unaware of this as na-

ponal socal securty systems
helped cushion the unemployed
from the harshness of no work.

In Europe the chickens are com-
ing home to roost. This week con-
sumer goods manutacturer Grundig
announced massive lay-offs. Re-
cently Daimler Benz ‘announced

. unprecedented losses and profit

Whereas it might lead to a resur-

net and cross-border satellite tele-

gence of Luddism by ind: 1s or
umons affected by a redundancy of
particular skalls, 1t 18 apparent that
technology also creates jobs and
even allows the unskilled to become
'more competitive.

Uw-%wﬂﬁmn ‘between the wages of
glilled and unskilled people have
certainly widened in the G,m wbm will

vision es. And the re-
action 18 not only from countries
that do not subscribe to western
democratic values. meuwbw has

eign tin SA is coming not
only from government and business,
but also from ional }eaders.
Gauteng premier Tokyo Sexwale
and his Western Cape counterpart
Hernus Kriel have become active in-
ional workers,

forced I pr Com-
puserve tohalt delivery of electronic
material the German government

beheves is pornographic.
Governments are spatially or-
gamsed wi the t is not.

almost certainly do so

But unemployment rates have not
risen in that country even nwan“‘wrwa
has been on the frontier of 0~
logical creativity.

Certainly social policies need to

- be devised and put m place to assist

those people who feel lefi out of
society’s mainstream. But that, ac-
cording to the World Bank’s chief
economist Michael Bruno, has to be

geen 1n the context that across the

world those who do not lose out will

be those who adapt to change.
ﬂmnwbe_cw»e& transfer, Bruno

vmrmq.mm. is an integrai part nmﬁ%ww

ternationally competitive.
This, arguably, is of crudal im-
portance to countries in Africa that

can count only on declining aid flows =

and that reman ignored by the rest
ofthe world.
But the debate about national

| sovereignty and national cultures is

heightened as seen by China’s
recent decision to restrict in-
formation flows from the interna-
tional wire services and to restrict
its own people’s access to the Inter-

1t becomes a matter of opinion
whether the proposed Chinese Wall
will prohibit moommm.s i i

Though Sexwale might say dis-
armingly that hewas in Davos more

esoteric debate on globalisation, his
presence alang dozens of city,
provincial and regional leaders from

acrops the _Ecvo :uam—.mmsdm an in-
\lisation that i

Beying's d id

subversive or pp: iate or
whether 1t will simply delay the 1n-
formation flows that are crucizl to
conamic Success.

MBEKI

initiatives are as or more 1mportant
than national ones.

Gauteng’s needs are different
from those of & lessindustrialised
Free State ar a divided EwaZulu-

Zw»&.g%uggmcé&mmuu.

xenophobic mainland Chira, SA’s
future can be seen to be depending

our deci i
and competition as intelligent and
necessary to enhance our interna-
msw»_ 8@”&&4«:&? fFcial
oes that signify en official in-
difference to nﬂ%ﬂ«ﬂﬂ.ﬁ.@& national
populations? If it does, it stands in
sharp contrast to the strength,
diversity and energy of the South
Africans here.
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SO IS apartheid dead”

Politically, yes — but
cconomically there is still
a great divide between
% black and white in South
1 Africa, says the chiel
executive of the South
African Institute of Race
Relations, John Kane-
Berman.

On the political front,
“blacks have taken almost
full control - and the idea
of white supremacy, that
once powerful beast of
the apartheid era, has
been crushed, he says.

After the transfer of
political power to blacks
and the abolition of all re-
pressive laws that provid-
¢d the instruments to en-
torce apartheid against
blacks, there is no room
for white supremacy.

It has been disem-
powered,” says Kane-
Berman

quality

v s Floges and bave-nots —

economy still divides SA

But he is less optimistic
about the possibility of
blacks taking full control
of the country’s economy.

Major assets

Whites continue to
control major assets
which the State has failed
to acquire for the benefit
of black South Africans,
he says.

“Whites still own most
of the country’s assets
that are not owned by the
State.

“Decades of Bantu

education have ensured
that levels of formal edu-
cation-are much higher
among whites than
blacks. Schools where
most of the pupils are
white are better endowed
with teachers, buildings.
equipment and other re-
sources than schoots
where most or all of the
pupils are black.

“Understandably .
this state of affairs causes
anger among blacks and
frustration that the Gov-
crnment of National
Unity has not brought
about any radical im-
provement in the socio-
economic circumstances

of the vast black South
Africans,” says Kane-
Berman.

Affirmative action

There is a necessity for
government to intervene
in the issue of affirmative
action, he says The pre-
viously disadvantaged
communities 1n South
Africa must be given a
chance to have a decent
living.

“While blacks see such
intervention as only fair
and just, whites often feel
threatened by it. it would

cpiif2fab

(#)

be foolish to assume that
this situation will not
have an impact on race
relations in the country,”
says Kane-Berman..

Although reconcili-
ation between tlucks and
whites has become a topi-
cal issue, there are still
signs that South Africans
tend to treat crucial issues
on racial terms, he says.

**The current bitter
controversy at Wits (uni-
versity) has seen people
both on and off the cam-
pus take up positions on
racial tines. Most whites
scem to think Professor
William Makgoba is a
disaster

Commenting on the es-
tabhishment of the Truth
and Reconcihation Com-
mission, Kane-Berman
says he hopes that it will
not attempt to undermine
race relations and that it
will not be biased in1ts in-
vestigations.,
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Proposal to slash fiscal deficit

usiness lays

out strate gY a9

for growth

Greta Steyn

BUSINESS sent a strong signal to gov-
ernment yesterday that dramatic eco-
nomic reforms were needed to push
economic growth above 5% — the pace
required to cut unemployment.

The SA Foundation, representing

ptains of industry, rel d an eco-
nomic growth strategy yesterday, in
the same week that Deputy President
Thabo Mbeki gave broad outlines of
government’s growth and development
plan. Anglo American chairman Julian
Ogilvie Thompson said he hoped the
document would be incorporated in
government’s strategy.

The foundation’s strategy has some
ingredients that are already being im-
plemented, but others that would re-
quire radical policy changes. The most
controversial proposals are on creating
labourimarket flexibility, slashing the
figeal! deficit and raising billions of
rands through brisk privatisation.

Thé group argues that the disman-
tling of exchange controls should be

it

completed in aboult 18 monthg’ time.

Presenting the programme, Old
Mutual econemist David Mohr said:
“SA has the highest unemployment
rate in the world. That means there is
something wrong with the labour mar-
ket.” The foundation’s medicine was to
introduce flexibility by creating a sec-
ond tier for new labourers. Rules on
minimum standards and wages and
extending industrial council agree-
ments would have to be scrapped or
softened for new workers. The rights
and wages of existing workers would
stay untouched. :

Anglo consultant Jim Buys said: “It
is one of the most politically challeng-
ing recommendations.” i

On government’s finances, the doc-
ument proposed the deficit as a per-
centage of GDP be slashed by 1,5 per-
centage points a year — compared with
the present annual target of 0,5. The
present objective of a deficit of 4,5% of
GDP was “far too high — even if it is

Continued.on Page 2

Foundation (")
Continnedfrou%aﬁl% , 9 é

achieved, which is far from certajn”,
Foundation  president

deficit seems to be slipping.”

A radical reduction in the deficit
ht about by spending
e number
of public servants. A portion of the pro-

from privatisation could be used

should be bro;

cuts, including big cuts in

ceeds
to fund retrenchment packages.

Taxes had to be cut, with VAT the
only option for an increase — though
be politically unpopular,

would
Anglo American Industrial

in taking on the unions over VAT™.

The document argued for a safe
net for the poorest citizens, whi

t Conrad
Strauss said: “There is a strong Key-
nesian undercurrent in government to-
day ... the commitment to cutting the

\ orpora- to
tion chairman Leslie Boyd said govern-

ment appeared to have “some difficulty

the emphasis governm
puhGl:'::investmensiin i
vernment should proceed imme-
b- tely mg plrxiaﬁsaﬁon, kicking off
y selling the Industrial Deve:;pment
Corporation’s R4,5bn worth of tisted
equity holdings. This would have no
implications for jobs, and the same
would be true for Safcol (worth Rilbn),
and Denel (about 4bn), Selling “non-
sensitive” assets could raise R20bn
quickly. Privatisation proceeds should
mainly be used to cut government's
debt, which would help relieve the
interest burden.

Some gains should be channelled to
an RDP-type fund for investment in 8o~
cial infrastructure, or be retained in &
restructured IDC. In the second thm
of pxt'lxlvati;iact?hqn, attenl:io:;f should turn

e er cases Transnet,
Tel'ix‘gm tgnd g:kom.
e foundation presented its strat-
egy as five pillars <~ the X
framework, macroeconomic N
efficient government, competitive mar-

should include a “low level® public  ketsand outward orientation.
works programme. An important dif-
ference between it and government’s Ses Page6

growth and development strategy was

Comment: Page 16




Union offlclals thrash out

ESTELLE RANDALL
Labour Reporter

JOHANNESBURG. — Trade
union leaders are meeting this
week to thrash out a common
position so they can put their
stamp on next week’s national
budget.

Deputy president Thabo
Mbeki today opened the week-
long meeting of about 100 se-
nior trade union leaders from
the Congress of South African
Trade Unions (Cosatu), the Na-
tional Council of Trade Unions
(Nactu) and the Federation of
South African Labour (Fedsal).

The trade union leaders are
expected to formulate labour’s
approach to the budget. Issues
at stake are taxation, the low-

ering of tariffs in trade WIt
other countries, job creation
and the restructuring of state
enterprises

The government is under-
stood to have held meetings
with labour and business on the
budget.

Proposals on the table in-
clude the maintainence of VAT
at 14 percent, that personal tax
on lower and middle income
earners be reduced and that
there be a 0,75 percent levy on
retirement fund assets for one
year.

Further bilateral meetings
between labour and govern-
ment are expected before bud-
get day on March 13.

Today Mr Mbeki will brief
union leaders on government’s

growth and development strat-
egy, discussed at last week’s
meeting of cabinet ministers
and senior government depart-
ment personnel

The government’s main tar-
gets for growth are the cre-
ation of 300000 to 500 000 jobs
a year by the year 2000, sus-
tained annual GDP growth of
six percent by then, a doubling
in the share of national income
in the poorest households and
basic household infrastructure
to all by 2005.

In outlining the targets Mr
Mbeki said achieving them
would require significant
trade-offs and sacrifices.

Big business, in the form of
the SA Foundation, has since

;)g)Sltl(C)n Lo budget

argued that they already com-
promised too much over the
new Labour Relations Act and
would be less compromising
over proposed laws on mini-
mum employment standards
and affirmative action.

The SA Foundation has ar-
gued that economic growth ac-
companied by employment
growth is possible only if a low
wage strategy is adopted and
minimum labour standards are
not rigidly enforced throughout
the economy.

Discussion at the iabour
leaders meeting will also focus
on privatisation of state enter-
prises. Progress reports on ne-
gotiations in sectors where
state enterprises exist will be
tabled and assessed.
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Budgets shouldnot .
incre %e — experts
LindaEnskeH 1/ BYD) glg,]/ﬁj

CAPE TOWN — The main problem confronting key
government departments was to build capacity to ab-
sorb funds, and they should not receive large increas-
es in their allocations in the forthcoming Budget, ex-
pertshave suggested.

Writing for Budget ‘Watch, a newsletter published
jointly by 1dasa and University of Cape Town’s Bud-
get Project, the experts argued that the problems in
housing, policing and education could not be solved
aiméwly by throwing more money at them.

tellenbosch. University economist Servaas van
der Berg said the first priority in the education de-
partment was to get the structures, administration
and teachers working.

On housing, Centre for Policy;Studies researcher

Mary Tomlinson said that in view of the sizeable

amount of the housing allocition that remained un-

gpent_from this years Budget (R2,8bn), it would
probably attract 2 smaller slice nextyear.

“At best the housing sector will kee the same
Tevekiof - allocation as last year, More likely it will be

ssoalel back to reflect the Blow! vr,g*an}expected pace

il i
Z5e@ e  Centre 101 470 FREgoIntion repea er
Ij’% TR ibthelor also did:riggbe 9}?&%903:?@191;1& bea

. faglércrease in the polics, budget, hich last year
Totall6d R8,85bn. ’

UCT health researchers I}upendra Makan, Nicole
Valéntine and Joses irigia thoughit it unlikely that
the slice health took of the Budget 1ast year (12,4%)
would increase dramatically.oyer last yea{. “give;x e

base and obligations toservice govemmént debt”.




By jastes LAMONT

Johannesburg — Sam Shilowa,
the Cosatu general secretary, said
yesterday the labour movement
could still influence the contents
of the final Budget, which is to be
announced next Wednesday

Shilowa said: “Cosatu still has
an input at this late stage; it is
never too late.” He denied specu-
lation that Cosatu would call for
industrial action ahead of the
Budget.

Labour representatives met
the government on Tuesday night
to discuss the controversial issues
of the Budget, in what constituted
the first direct, formal talks the
unions have had on the Budget. A

further meeting with the finance
munustry is expected before next
Wednesday.

Shilowa would not comment
on the substance of any of the
talks without a mandate from his
fellow negotiators — the National
Council of Trade Unions (Nactu)
and the Federation of South
African Labour Unions (Fedsal).

He spent yesterday afternoon
in last-minute discussions with
top officials from Cosatu, Nactwu
and Fedsal about the Budget. The
results of thus meeting will be pre-
sented to the plenary session of
the Cosatu labour negotiations
school in Johannesburg today.

Representatives from the trade
untons will then meet once more

dent John Gomomo with general secretary Sam Shilowa

S . Bd 313
Still time to influence Budget,

— PHOTO JOHN WOODROOR

sa mwboém
with th ent, said Cosatu

president John Gomomo.

Trade unions were concerned
over an increase in the VAT rate as
this greatly affected lower-income
earners. The unions also pushed
for the zero rating of a greater
number of items, particularly if
VAT was increased.

They are also opposed to the
government's use of the Budget to
spur industrial restructuring ini-
tiatives, particularly as they relat-
ed to social components and sup-
ply side measures.

The unions expressed concern
in Nedlac that R29billion had
been rolled over in the Budget
from the inefficient housing

department. L

R1,5bn for
—um_mvowm@

Sioree 5 bl

London — Palabora Mining Com-
party has been given the green light
to go ahead with the R1,5billion
development of an underground
copper mine at Phalaborwa in the
Northern province

Palabora has not decided how it
will fund the R1,5billilon project,
but 1t said shaft sinking and under-
ground development would begin
in June 1996, with full production
timed to comcide with closure of
the open pit in 2002.

In another development,
Anglovaal — the mining invest-
ment company — announced yes-
terday it would go ahead with the
development of a new nickel, cop-
per, cobalt and platinum mine in
Mpumalanga province in a joint
venture with Anglo American
Corporation.

Anglovaal said in a statement
the new mine would cost around
R140 million to develop and that
full production could be expected
by the first half of 1997.

The Mpumalanga prospect is
owned by the Nkomati joint ven-
ture comprising Anglo American
and two Anglovaal subsidiaries,
Middle Witwatersrand (Western
Areas) and Eastern Transvaal
Consolidated Mines.

"1t is envisaged that the full pro-
duction rate of 10 000 tons a month
of ore milled, resulting in approxi-
mately 3000 tons a month of con-
centrate, will be reached during the
first half of 1997, Anglovaal said.
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More than Rébn rolled over !

into failure Of) |
govt delivery

L
&D g3 [
Linda Ensor R280bn would represent 56% of GDP,
compared with 54,9% at end 1994/95.
CAPE TOWN — Rollovers of govern- The cost of servicing the debt repre-
ment department funds amounted to  sented between 18-20% of the Budget.
between R6bn and R8bn and depart- While the finance department did not
ments could not expect additional consider SA to be in a debt trap, it be-
funds in next week’s “spen¢ smarter” lieved that if there was No progress in
Budget, it was learnt yesterday. reducing the deficit or if there was an
Disclosing rollover figures, parlia- expansionary fiscal policy, SA would
mentary finance standing committee develop serious problems.
chairman Gill Marcus said govern- “I cannot see the rationale for con-
ment did not need to borrow money for  tinuing to rajse more debt when we
departments to do their work. What can’t manage it efficiently,” Ramos
was needed was an investigation into said, adding that it would be “quite
why delivery was not taking place. foolish” for government to adopt an ex-
Deputy " finance director Maria pansionary fiscal strategy which car-
Ramos agreed, saying the emphasis  ried no job creation benefits. She said
should be on “spending money government spending would not bring
sSmarter”, a strategy which did not re- sustainable job creation, and suggest-
quire additional borrowing or a larger  ed that supply side measures might be
Budget deficit. The rollovers, Ramos the best means to achieve this. These
said, indicated that there were no de-  could include promoting a mix of in-
livery systems. And in a further hint of vestment in small and medium enter-
what faxpayers might expect next prises and €export-orientated indus-
week, she said there was little scope for tries, as well ag devaluing the rand,
government to tax people more, Another priority was to maintain ‘
Ramos and Marcus participated ina foreigninvestor confidence in SA given
debate on public debt management  the problem on the current account of
with Edey Rogers economist Edward the balance of payments, which wag
Osborne, who stressed that a radical kept from erisis only by capital inflows.
cutback in expenditure was the only With only seven weeks of reserves, SA |
way to get the Budget deficit to 5,8%. Wwas very vulnerable to a loss of- foreign ,
Ramos highlighted a reduction in investor confidence, |
the Budget deficit ags the key fiscal pol- Ramos said the original debt of the |
icy issue facing government, By end-
March the total national debt , of Continued onPage 2 ‘
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Skimpy notes do little to help balance

EVERY year, all government de-
partments are required to justify to
Parliament changes to their budg-
ets. Collectively, this process is
known as the adjustment estimates,
and partly reflects departments’
ability (or lack thereof) to stick to
plansset outin the Budget.

It also reflects expenditure which
was completely unforeseen at the
time of the Budget announcement.
Changes have to be justified and
voted on by Parliament.

In justifying their figures, de-
partments are required fo provide
explanatory notes. These “explana-
tions”, usually less than halfa dozen
pages, are artworks of obfuscation,
and usually explain very little. For
example, a Rlbn increase in the
health department’s Programme 6-
Regulation, Services and Pro-
grammesis “explained” in 26 lines.

“As a result of the restructuring
of the department, this programme
was created to make provision for
the new line functions of the depart-
ment,” the note states. In the event,
R1,5m was spent on administration,
R546m on nutrition, R2Im on

HIV/AIDS and sexually transmitted
diseases and R28m on something
called “national health services”.
There is no explanation of why
“national health services” required
an extra R28m, nor for any of the
other items listed. It would be im-
possible to determine, for example,
where the controversial Sarafina 2
play fitted into the budget. One ex-
pects that it would form part of the
R2Im devoted to HIV/AIDS, but
there is no way of knowing for sure.
The system seems to be designed
to not explain anything, rather than
to facilitate an understanding of
how taxpayers’ money is spent. The
amounts involved are so cursorily
described and so breathtakingly
large, parliamentarians are left
more bewildered than reassured.
Surely, it could be asked. all that
needs to be done is to obtain the in-
formation from the department con-
cerned? In fact, this proves much
more difficult than it sounds. Struck
by some figures in the “explanatory
notes” of the housing budget, 1
phoned the housing department for
an “enhanced explanation”. The fig-

viLVY
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TIM COHEN
in Cape Town

ures showed that overseas trips by
Housing Minister Sankie Mthembi-
Nkondo cost (presumably over and
above the planned expenditure)
R135 000. Housing director-general
Billy Cobbett’s overseas trips cost
even more, at R170 000,

In response to inquiries, a de-
partment finance director was very
courteous, but his explanation con-
sisted of the refrain: “I am not au-
thorised to speak to the Press.” The
reason given was that government
departments want to be heard
speaking with one voice; officials are
therefore banned from speaking to
the Press in case they say something
not authorised. So, every depart-
ment has a media officer.

Unfortunately, in the housing
department, no media officer has
yetbeen appointed.

Assistance came from an unex-
pected quarter. The figyres caught
the eye of ANC MP Wm%ﬁhow. Nev-
erone to shy away from controversy,

(49) »D%
Turok aske arcastic question in

Parliament. After listing the fig-
ures, Turck said: “My question is:
Are we building houses overseas?”

The department was forced into
action, and Cobbett issued a news
release breaking down the expendi-
ture. The minister had travelled
abroad six times for a total of 35
days in the 14 months she had been
in office, he said. In total, the expen-
diture came to R53 000 and al.
though entitled to travel first class
she had travelled business class.

This is all very well, except that
this figure does not tally with the
R135 000 as set out in the “explana-
tory notes”. Cobbett did say the
costs excluded a trip thought to have
lasted two weeks to New York. Did
this one trip really cost R82 0007
Cobbett also did not explain his own
overseas trips or his own domestic
travel and subsistence expenditure
of R250 000.

How one spends R20000 a
month travelling inside SA is diffi-
cult to fathom, but the point is not to
single out the housing department,
because all departments are equally

govt books

3 )al

to blame. Taking another example
at random, the trade and industry
department provided this ene-line
explanation: “Legal expenses in re-
spect of the bolts and nuts case
RIm” — as if everybody‘knows all
about the “bolts and nuts case”.

The point is that government de-
partments seem to think that by
providing Parliament with only the
most skimpy information possible
on expenditure and over-expendi-
ture, they are saving themselves a
lot of bother by not having to answer
difficult questions.

If fact, the opposite is true. By
providing only limited information,
when departments are found out, as
they sometimes are (witness the
Sarafina 2 debacle), they are auto-
matically forced onto the defensive.
They have to fight to be heard over
an inevitable din of protest and
must overcome scepticism just to
place the facts on the table. °

If government considers it neces-
sary to tax senior teachers and po-
licemen at the maximum marginal
rate, it could at least explain clearly
whatis being done with the money.

LETTERS
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Cosatu and
deputy finance

ister meet
49 cr(enl)lg [3]4

Y JAMES LAMONT
Johannesburg — Representatives of
South Atrica’s trade unions met
again yesterday in Johannesburg
with Alec Erwin, the deputy minis-
ter of finance, ahead of next week’s
Budget.

Both Erwin and Sam Shilowa,
Cosatu general secretary, declined
to comment on the talks, which
also involved officials from the
National Council of Trade Unions
and the Federation of South
African Labour Unions.

Shilowa, however, did confirm
that the parties had discussed the
forthcoming Budget. He said that
he believed the unions could still
influence the final contents of the
Budget.

He said the unions would issue
a statement before the Budget
announcement.

A union source close to the
talks said that the issue of income
tax had featured prominently. He
said income earners in the R40 000
to R100000 a year range were
taxed too heavily and incomes
above R120000 were proportion-
ately better off. The unions were
bargaining for a reduction in mid-
dle-income tax.

The source, however, believed
the unions demands on the tax issue
would be met over the next two to
three years, but he said 1t was
unlikely that they would be
addressed before next Wednesday's
announcement.




POLITICS

ECENT BUSINESS PROPOSALS on
economic reform threatened
the country’s progress, the
African National Congress
national executive comrmittee said at
the weekend.

The party was reacting to an SA
Foundation document advocating dra-
matic reforms to push economic
growth above five percent — the level
required to cut unemployment.

The ANC said a suggestion to sub-
stantially increase VAT while reducing
direct taxes and “slashing the deficit”
would lead to major social dislocation.

“While there is clearly a need to
avoid a debt trap, the proposal to slash
the deficit to two percent or less seems

IC rejects report
the econol

WD
11/3/9%

Business South”Africa slams the
Govt’s plans to tax 'etirement funds

to be based on blind ideology rather
than seriously seeking to contribute
meaningfully to the challenges of
development we face as a country.”

The foundation's argument for a
flexible two-tiered labour market was
ndiculous, the ANC said.

People employed under such con-
ditions would not have basic human
rights. This was an affront to democ-
racy and a fundamental departure
from any principles of justice.

The _proposed privatisation pro-

gramme also contradicted current
restructuring plans, 1t added.

Two weeks ago big business called
for massive privatisation of state
assets. a reduction in company tax,
slashing of Government’s spending
and a move towards more indirect tax-
ation like VAT rather than income tax.

A week later Business South
Africa, once again criticised Govern-
ment plans to tax retirement funds in
order to raise an estimated RS billion.
— Sapa.




Democracy 1s]

cheap says ANC

ALIDE DASNOIS
Business Editor
AS speculation about Wednes-
day’s budget mounts, head of
parliament’s finance commit-
tee Gill Marcus has countered
calls for cuts in government
spending, warning that
“democracy doesn’t come
cheap”.

“We can't solve the problems
of 50 years in three years,” she
said.

Calls from business to reduce
the budget deficit from the pre-
sent 5,8 percent to 2 percent
were unrealistic. Ms Marcus
told a workshop of the Women's
Budget Initiative in Cape Town
yesterday.

*1 have no doubt the deficit
will go up until 1999, whatever
we do, almost.”

But Ms Marcus said wastage
in government spending should
be eliminated.

e il
It was estlmated that R15 bil-
lion a year was being wasted
because of a lack of internal
autliting of government spend-
ing.

The government should have
its own actuaries, serving all
departments, and should not
have to rely on outstde experts
who often represented vested
interests.

“We shouldn't have to go to
the life offices to check the

iatz flgug " she said, refer-

ring to controversial propos-
als by the Katz Commission
on tax to tax the income of
retirement funds.

The proposals were
slammed by life assurance
companies, which claim the
poor will suffer.

“Since when have the life
offices had as their biggest
priority what 1s spent on the
poor?™ Ms Marcus said.

-
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ANC slams bu

By CAROL PATON

THE ANC yesterday
slammed the business
community's proposals
for creating growth, say-
ing they would “push
the country backwards”
and would be a “recipe
for disaster” if they
were implemented.
Labour Minister Tito
Mboweni said the docu-
ment “Growth for All”,
prepared by the SA Foun-
dation on behalf of 50 top

South African companies
and released last week,
was “dangerous”. It was
an indication that business
wanted to renege on key
agreements reached with
labour and the govern-
ment, in particular the
Labour Relations Act.

“It represents an at-
tempt to roll back the con-
sensus reached between
the government, labour
and business,” he said.

The document proposed
the creation of a “second

tier” to the labour market
which would make it pos-
sible for new businesses to
employ workers without
abiding by minimum
agreements on wages and
working conditions.

The “second tier” would
exist alongside current
businesses and workers
employed under its condi-
tions could be dismissed
immediately for taking
industrial action.

The ANC described this
proposal as “the most

&, _
®

ridiculous of all”.

“The suggestion to cre-
ate a ‘two-tier’ labour
market in which employ-
ees will not have basie hu-
man rights is an aifront to
democracy ... it would
mark the return of insti-
tutionalising black work-
ers once more in a cheap
labour system,” it said.

The ANC also criticised
the proposals on fiscal pol-
icy, which included slash-
ing the deficit to two per-
cent and increasing VAT to

siness’s gro

about 20 percent, saying
the brunt of this would be
borne by the poor.

While agreeing that
there was a need to avoid a
“debt trap”, slashing the
deficit would mean less
money would be available
for poverty relief.

These policies would al-
S0 cause major political
difficulties with the pro-
cess of reconstruction, Mr
Mboweni said.

Responding to the claim
that  government re-

sources — mmvmav:%ﬂm

for poverty relief — would
be boosted by a brisk
privatisation programme,
Mr Mboweni asked: “What
do you do after you have
sold the family silver?”

The ANC also criticised
business for suggesting a
privatisation programme
that flies in the face of the
national framework ag-
reement on the restructur-
ing of state assets.

“The Growth for All
document is a request

2
3&% A%
from big™ business to do

something for them, but
nothing for the poor. In
fact, it says increase the
burden on the poor. What
kind of political system
would accommodate the
proposals they make?”
asked Mr Mboweni.

The document attacks
key pieces of legislation
and government policy for
which Mr Mboweni has
been responsible, such as
the green paper on
employment standards.

However, he declined to
respond to it on behalf of
the government, saying
“the government would
still have to find a way of
responding”.

He said the ANC agreed
that there was a structaral
problem with the labour
market but he said the so-
lution lay in developing
policies that absorbed
large amounts of labour
rather than in suppressing
the rights of workers and
pushing wages down.




S Ll ey S i s e e e S T oz

S BRI Y B IR

ATLE M EL

Unions’ stance on Bu

By JamEes LAMONT

Johannesburg — Vella Pillay, a
leading banker in the labour move-
ment, criticised South African trade
urnions yesterday for focusing their
energles too sharply on isolated
budgetary 1ssues rather than striv-
ing for a total reformation of macro-
economic policy.

“The unons have been drawn
into something not pertinent to the
condition of their workers,” Pillay
said referring to talks between the
government and labour which fo-

cused on a possible tax on the assets
held by life assurers. Pillay is the
director of the National Institute of
Economic Policy.

He said the debate about a hike
in VAT and taxing pension fund
assets as a measure of raising
money for government “was a de-
bate for simpletons”. He said the
reports on what the Budget was
likely to contain “did not touch on
the fundamentals of what the econ-
omy requires in present situation”.

“The issues of what the Budget
deficit should be and talk of invest-

or confidence were soundbites to
confuse people about what should
be the real debate of the state’s role
in evolving a mixed economy”

He said that the government's
economic alternatives had become
“stark and increasingly narrow”.
He said in a society which had
become “angry, violent, cynical and
disinterested in what goes on in
parliament”, the union movement
needed to press for measures to all-
eviate poverty and unemployment.

Pillay said he felt negative about
the government's economic policy.

get comes und

He said wealth distribution was be-
ing achieved through crime and not
through economic intervention.

To correct these problems the
government needed to run up a
Budget deficit appropriate to a
country suffering from 50 percent
unemployment and 2 to 3 percent
population growth, he said.

Pillay argued that the govern-
ment had sufficient international
goodwill to maintain a Budget
deficit of 7 to 8 percent of GDP and
to use it to develop South Africa’s

T TyA )

If  business was
encouraged to expand its
investments, this would
lead to a cycle of growth
resulting  in  unem-
ployment coming down.

O Palio Jordan, the
posts and telecommunica-
tions minister, has asked
the National Institute of
Economic Policy to drafta
reply to the SA Foun-
dation’s economic strate-
gy document released last

month, 5 Mﬁ out on labour’s approach to the Budget
o1 CBr) 12]3]9
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Roger Harrison ... Ernest Mthembu... Debbie Dodds ...
houses and jobs rural areas need spend most money
are the key. upgrading. on the children.

Tommy Berdanis ...
focus on crime pre-
vention.

/3/2,

Dassen Naidoo ...
cut military budget public sector pay to

to boost the RDP,

Leon du Toit ... raise

reduce corruption.

Budget must tackle crime, jobs and p/%vfgilfgx mlefz s?vey Jinds

By Boeav Brown

“Give them peanuts and you get
monkeys” was one of the more
colourful statements that emerged
from a street survey concerning
today’s Budget announcements.
Tommy Berdanis, owner of The
Newsroom Pub and Grill in Bank
City, was referting to his opinion
t the Government should be
concentrating more of the anral
Budget on crime prevention and
staff rendering essential services,
“Inmy line of business it is es-
sential that potential patrons feel
safe and will not be mugged. A
| crime-free country will ensure

more successful small businesses.”
Berdanis’ opinion appeared to
be a common one among the 15
people interviewed, with a few
variations that ventured into edy-
cation and unemployment, while
others bordered on the absurd,
“They should make sure that
every person is given a beer a day.
It won't solve anything, but it will
make the whole country forget
about its problems for 3 while,”
said one tipsy businessman,
Dassen Naidoo said the Goy-
ernment should seriously start
thinking of delivering the RDP to
the people. “There are still squatier
camps and unemployment. With

the RDP we should be starting to
see changes.” He added that the
country’s military budget should
be cut drastically to boost the edu-
cation and RDP budgets,

Ernest Mthembu said the Gov-
emnment should focus its attention
on rural areas, which desperately
needed to be upgraded. “These
people need to be helped so that
they can have access to thin,
plein cities take for granted.”

Caterer Debbie Dodds said
most of the country’s money
should be going to its children,
“The children are the future of any
country. The Government should
spend more on crime Pprevention

for children an? egxcaﬁon so that

we can expect a bright future .

Her view was shared by Su-
raﬁ/a Sarang and Roger Harrison,
who felt housing and unemploy-
ment should share the spotlight
with education for budgetary at-
tention. “Solve the problem we
have with unemployment and
homeless people, especially street
kids, and we will reduce crime a
great deal,” Harrison said,

Leon du Toit, a Housitig De-
partment property inspector, said
that if governiment workers were
paid more, “there will be less fraud
and corruption, and officials won’t
be tempted to take bribes”,




OME analysts will describe

Finance Minister Chris Lie-

benberg as a courageous re-

former struggling in tough
circumstances. Others will say he
has been too afraid to take difficult
steps urgently needed because of
kow-towing to labour. Which is the
correct verdict?

Liebenberg, who is too modest a
man to want to take any credit for
himself, would like to be seen as
part of a team of gradualist reform-
ers, and yesterday told journalists
the reasons why.

He described as “very coura-
geous” the tackling of public service
restructuring, and the start of fun-
damental tax reform.

But neither of these two strate-
gies has been completed yet and, in
the case of the public service espe-
cially, there is no firm evidence yet
of the extreme courage that will be
required if government is to avoid a
fiscal train smash.

The Bill for improving public ser-
vants’ conditions of service for the
next fiscal year is an astonishing
R7,45bn. This compares with about
R3,5bn in the past fiscal year.

O verall, public servants’ remu-

neration will rise by more than 14%
— against a projected inflation rate
for the fiscal year of 7,5%. The big
hike in real terms is aimed at re-
structuring the remuneration pack-
ages of an increasingly restless pub-
licservice.

Such a massive increase in public
servants’ salaries obviously limits
the room for other spending, and it
is clear that deep cuts in real expen-
diture were made to allow for the
salary restructuring. If government
was not counting on massive
rollovers of unspent funds from the
previous fiscal year, possibly as
much as R8bn, the salary exercise
would not have been possible with-
out sacrificing fiscal discipline. The
fact that there is virtually no extra
money for housing in the next fiscal
year — but a massive amount for
salary increases — tells an unpalat-
able story.

Government has major problems
in delivering on RDP pledges such
as housing, but it has no trouble de-

Substantial deficit
cut will be revealed
as virtual reality
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livering its own salaries. Obviously,
once RDP delivery picks up, the in-
crease in the salary bill will again
have tobe reined in.

Mindful of that, Liebenberg is
predicting annual savings of R5bn
on remuneration once “restructur-
ing” (read: retrenchment) has been
completed in a couple of years’ time.
To achieve that, government’s work
force would have to diminish by
100 000 if one assumes an average
package of R50 000 a year. It is es-
sential that this challenge be tack-
1ed as soon as possible, to allow more
room for spending on infrastruc-
ture. Only once that has been
achieved can government honestly
say it has been brave.

Liebenberg’s other claim to have
been courageous is more legitimate.
A change in pension funds’ taxation
which could anger business and
labour, and trigger higher capital
market interest rates, is indeed a
brave step.

But unfortunately consultations
with the pensions industry before
the Budget created the impression
that the move reflected a desperate
need to hit a soft target for revenue.
The perception was heightened by
the initial proposal to place a levy on
assets, which raised a hue and cry
among business.

Opponents of the move also point
out that Liebenberg opted to tax

savings rather than consumption
when he chose to tax pensions in-
come rather than raise VAT. The
net result should be a boost for con-
sumer spending.

Officials were at pains to point
out yesterday that some of the per-
sonal income tax relief will flow
back into savings, and hence the
Budget was not as inimical to sav-
ings as it might appear.

Liebenberg responded to the crit-
icism by saying the pensions tax
was a structural change that was re-
quired because of the industry's
favourable tax treatment. It wasnot
an alternative to VAT; it had to hap-
pen anyway and alse did not go
down well with labour.

rmmvmbvmaMm views on why VAT
could not rise just yet will not go
down well with purists who would
like to see a shift from direct to in-
direct taxes. But it is a convincing
argument that, as long as govern-
ment’s delivery mechanisms remain
faulty, it would be a bad idea to raise
a tax that hits the poor and unem-
ployed. As Liebenberg said, there is
oint in setting up a poverty re-
lief scheme that will just end up as
cash in the bank to be rolled over to
the next fiscal year.
1t is a pragmatic view from a fi-

nance minister who has accepted in
principle that VAT has to_rise,
rather than an effort to pander to
labour.

Liebenberg is quite right in es-
pousing the Katz commission’s view
that the R11bn in tax benefits en-
joyed by the pensions industry is
extreme.

The industry’s argument that
low income earners will be hard hit
also does not hold water, as the ef-
fect on their returns will be
marginal at a 17% tax rate.

What is not yet clear, however, is
the extent to which the move to tax
pension funds’ interest income will
affect capital market interest rates.
If there is one thing that govern-
ment cannot afford it is a higher
interest bill.

Government is budgeting for a
rise of almost 18% in the cost of ser-
vicing its debt, to R34,4bn. The bill
assumes an average capital market
yield of 14% and average short-term
interest rates of 14,5%.

Whether government’s rather
bullish view on the capital market
will materialise is doubtful at this
stage.

Increases in the interest bill and
public servants’ salaries together
account for more than R11bn of the
total R16,3bn rise projected for gov-
ernment spending in the next fiscal
year. That leaves very little for cap-

ital expenditure, which governmzent
every year says should increase.
The fact that capex as a percentage
of GDP will fall to 2,5% from 2,7%
last year is yet more evidence of gov-
ernment’s failure to deliver.

It takes courage to tackle the
interest bill, and Liebenberg has ad-
dressed the problem through inno-
vative ideas on government’s cash
management.

In addition, he has again used
proceeds from selling strategic oil
supplies to bring down the borrow-
ing requirement. But the proceeds
of almost R1,9bn is a drop in the
ocean compared with the overall
borrowing requirement of R45bn.
Proceeds from privatisation would
make a much bigger difference —
once government has the courage to
goahead.

The benefit of using the oil sup-
plies is that it also helps create the
appearance of a lower deficit (whith
is less than the borrowing require-
ment because of loan redemptions
that have to be refinanced).

With the markets focusing on the
deficit figure, Liebenberg has
achieved an apparent cut in the
deficit as percentage of GDP of al-
most one percentage point.

m ut once the proceeds from the
oil sales are excluded in both years,
the decline is less impressive, from
6,1%t05,5%. .

That is the underlying position; if
once-offs are disregarded. .

But even that picture is mislead-
ing; the large spending rollovers
complicate the analysis. The 6,1%
deficit for 1995/96 will probably be
Jower due to lack of delivery, and if
government catches up on delivery
this fiscal year, the actual deficit
will be higher than 5,5% even if
spending and revenue are otherwise
spoton.

The substantial cut in the deficit
is nothing more than virtual reality,
and the illusion will be revealed
when delivery gathers momentum.

Liebenberg has acted coura-
geously and pragmatically in diffi-
cult circumstances, but much re-
mains to be done and the jury willbe
out until the really thorny issues are
tackled.




N LAST YEAR'S BUDGET, the group that got

the worst raw deal was the middle class, but

this year 1t looks as if middle-mcome ear-
ners are smiling — even if just a little.

As some analysts predicted. the marginal tax
rates threshold was shifted from R80 000 to
R100 000, giving a small breather to the heavi-
ly taxed middle class.

The decision to increase the threshold to
R100 000 means that those earning between
R80 000 und R100 000 a year are the main ben-
eficiaries as the portion of their salanes that 15
over R80 000 will now be taxed at 44 percent
instead of 45 percent.

Low-tcome earners get some relief too in
this year’s Budget. For instance, while in the
past financial year they had to pay tax once they
earned above R14 600 a year, this year the
threshold has been shifted to R15 000.

For people over the age of 65, the threshold
1s R27 905. meaning that people above this age
will only pay tax once their earnings are above
this threshold.

But economists say while there is some
relief to middle-income eamers, Finance Min-
ster Chnis Liebenberg's overall strategy
appears to be that of giving with one hand and
taking away with the other.

While there are likely to be some smiles by
low-income earners and the middle class.
Liebenberg could have annoyed his friends
the corporate world slightly by opting to tax
retirement funds and leaving Value Added Tax
unchanged.

Before the Budget, business began ringing
warning bells that taxation on retirement funds
could send the “wrong signals to investors”,
arguing that the best way was to increase VAT
instead.

The income of retirement funds will be
taxed at 17 percent from March 1 this year.
Initially. the Katz Tax Commission had sug-
gested that pension funds income be taxed at
30 percent.

Possible hike in VAT

“This is not an ad hoc revenue-generating
measure incompatible with other elements of
the tax dispensation regarding retirement.”
argued Liebenberg 1n a bid to allay the fears of
business.

But whether Licbenberg agrees or not, it
fooks as1f business has lost out to labour — their
powerful arch-enerues - on the VAT 1ssue.

Early this week, some analysts were still
predicting a possible hike in VAT. “The Minis-
ter might be brave and just do 1t,” said one.

Liebenberg ts quick to emphasise that the
decision to leave VAT unchanged was not due to
adeal with lubour, “This Budget was not based
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his Budget is i

.

Budget

fferent from past ones

ccause

while it will bring a smile to some, it will be bad news
to others, Business Editor Mzimkulu Malunga reflects

Finance Minister Chris Liebenberg ...
wants his budget to be seen as helping
lay the foundattons for macro-economic
stability,

on deals, but principles,” he said.

He added that in a country where almost half
the labour force is unemployed, VAT must be
looked at in a “strategic manner” rather than
rushed into.

But even though he offended his former col-
leagues on retirement tax, Liebenberg did not
entirely overlook their interests. He reduced the
Secondary Tax on Companies — tax on share-
holders’ dividends - by half to 12.5 percent.

On this score, business is surely smihng. In
fact, cutting STC to0 12.5 percent surpassed the
expectations of most business organsations,
which expected it to be reduced to 15 percent.

When STC was introduced three vears ago,
the theory behind the move was to encourage
companies to reinvest the money 1n business
instead of paying shareholders.

Also, the captains of industry should give
Liebenberg u round of applause for reducing the
much tatked about fiscal deficit — the difference

between revenue and expenditure — by R1.3 bil-
lion to R28.8 billion.

The deficit 1s now 5.1 percent of the Gross
Domestic Product — thanks to the sale of the
strategic o1l reserves — which brought R1.,9 bil-
lion 1nto the natonal coffers.

The size of the fiscal deficit was in the news
lately, with some economists suggesting that 1t
was unacceptably high and that the Government
should do something about 1t

Housing budget slashed

To add the cherry on top, Liebenberg even
reduced the Marketable Secunties Tax. a factor
that will definitely set the stock markets alrve,

The only 1ssue which business might take up
with the Government 1s that of the public debt,
which Liebenberg projects will jump to over
R311 ballion by this ume next year.

The debt repayments have increased by 1.5
percent to over R34 billion, just about a billion
rand less than this year's total education budget
This year education is getung the biggest allo-
cation in the Budget, R35,2 billion.

A surprising factor n this Budget was the
R7.5 billion allocation to the Reconstruction
and Development Programme

As a substantial portion of the RDP money
has not been used yet, some expected the RDP
to get less.

But the Government stuck to its plan of allo-
caung an additional R2,5 billion a year to the
RDP.

Liebenberg said there were signs that RDP
delivery was beginning to take off so it would
be a mistake not to allocate funds to it as 1t was
better if there were funds ready to roll once
dehvery picks up.

But contrary to what has happened to the
RDP. housing -~ which was nitially earmarked
to kick-start the economy and create some jobs
— had 1ts budget slashed from around R4 bilhon
last year to R1,5 bullion this year.

This was because there was still some
money allocated to housing last year which was
lying unused in the national coffers.

Liebenberg’s appeal was that his Budget
should be seen as part of the process which was
laying foundations for future macro-economic
stability in all sectors of Iife 1n South Africa.

But like all other budgets, the 1996/97 one
will be good news for some and bad news for
others — because the trick of any budget 15 10
take from somewhere and give elsewhere
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R35 2-b
given to
education

THE Government has allocated R3? 2 billion for education
this year

In a bid to create stability in high-learning tnstitu-
tions, the Government also increased the budget for the
national Department of Educatiod to R5,5 bitlion from
R4.3 bullion. On the other hand the provinces collective-
Iy got R29,7 bilton with KwaZulu-Natal and Eastern
Cape recerving substantial amounts of R5,1 bullon and
RS.4 billion respectively

Munsster of Finance Chris Lictenberg said the money

being allocated to the natienal Department of Education was
aimed at providing sigaificant increases 1n the subsidies to
umiversities and technskans

R100 million would be used for the construction of new
universites and RS0 million for new technikons R300 mil-
lion had been set astde for student financial asssstance

i
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Housing budget cut
THE Government yesterday decreased the housing budget to
R1.5 billion compared with R4 billion last year

Thus reduced amount, said Minster of Finance Mr Chnis
Liebenberg, would be supplemented by significant resources
n roll-overs from the RDP fund and money available 1n the
Nationat Housing Fund

‘The roll-overs, 1f combined, bring the total funds avaslable
for housing functions for 1996-97 to R4,6 ballion — more than
the funds allocated Jast year

Last year's imua) budget allocatton of R1,5 billian to the
Housing Department was supplemented by substantial funds
from the RDP. the resources for the natianal housing -
tive have been by thes which are

o .‘3,»‘

Public Works gets more

THE Government has smereased the Public Works alloca-
tion by 20,1 percent to R28 bilhon i the Budget
announced yesterday

An amount of R100 million has been allocated to an RDP-
funded, lab public works The pro-
gramme forms part of the gavernment's attempl to create
Jobs

In his speech yesterday, Finance Minister Chinss Licben-
berg said that the job creation rematned the country's
“biggest challenge”

“Access to formal wage carning opporiumnies takes

Y
largely for capital subsidies to low-tncome home-buyers

oni of poverty and gives women and mmen a stake
in the economy,” sad Liebenberg

THE nine provances will share the bulk of the R17.1 billion
health budget, causmg a decreasc in the national Budget

Thus means that the national Department of Health wilt
unly get R711 million for the upconung financial year, a
drop of 55 percent on lust year's budget of RL.S bilhon,

The rest of the health budget, R164 billion, has now
been allocated to the provinces Gauteng gets the hon's
share with R3,7 hiltwn, folluwed by KwaZolu Natal with
R3,1 bifhion, the Eastern Cape with R2,5 billion, Western
Cape wsth R2,1 bifhon, Northern Province with R1.5 bil-
hon, Free State with R1.2 brllion, Newth West with R1,1 bil-
lion, Mpumalanga with R783 million and Northern Cape
with R289 mullion

Capilal improvement gets R310 million while carry-
through costs of RDP projects amount to R69 malion R40
million from the RDP 1s for Aids awateness projects

Police
budget is
increased

THE Guvernment has confirmed tts commitment 1o fight
crme by increasing the South Afrcan Polrce Service
(SAPS) budget by R1.03 billion n the budget But defence
has suffered a five-percent cut

‘There 1s an increasing comimutment to community pohicing,
with the Government allocating 16 percent or R4.222 billion of
s entire budget of R9,884 bikion to this sector

Working conditions of police officers will also be tach-
led but the amount to be allocated will be announced later
this year, said Mimster Liebenberg.

The police budget 15 dwided as follows R661,8 million
to visble policing, R210,3 million to medical support for
members and R105 mallion for provncial pohuing

Licbenberg announced that the defence budget would be
cut by 5.0 percent on last year's budget This 15 mmed at
decreastng (110 2,0 percent of the Grss Domestc Product

‘Sin-taxes’
not severe

AS has almost become traditional over the past few years,
the taxman has come and gone for smokers and alcohol
drinkers In s wake he leaves smokers and drinkers
glum-faced. having to pay up more fur their vices

However the “wsi-tanes’ are not as severe as some might
have thought they would be, but at the same tme not severe
enough to duscourage the micoline and alcohol addits

Cigareties go up by 16 cents for a4 packel of twentses
This amounts to 10 cents per kilogram ncresse while pipe
tobaceo goes up by 73 cents 4 Milugram 1 you are a cigar
smoket, expect alvo to fork out an additional 67.5 cents on a
hilogram

THE WATER and hvrulry budget has been increased hy
(1.7 pervent (0 R2,4 billian this year Most of the money (+
ear-matked for use in rural South Africa where water 1 a
e fesoune

The Government says the funds are 10 be wsed to
improve the communily watet supply and sanitation pro-
gramme that gamed momentum towards the end of last year

The project is expected to benefit about two million peo-
ple in the rural areas, particularly 1n arcas like the Northern
Province and the Eastern Cape A substantsal portion of the
money that has been allocated to Water Atfuirs this year —
about RRE7 mudlton - comes from the RDP fund

Last year, Water Affarss got less than R1 billion, but due
t its Increasing importance when it comes to RDP delvery,
thes department has even got betier than hossing - which
was expected 10 he the niamslay for job creation

Income
tax relief
for some

DESPITE pressure {rom business, the Government has
stuck to 1ts guns and contiaued with its programme to move
towards direct instead of indirect tax

Yesterday, Finance Mmister Chins Liebenberg pave 4 hitle
sehef to middle-mcome eamers when he annoutced an eflective
one-perent fax reduchon to people eaming below R100 00

This widl cost the country R2 billion He alsa left Value-
Added Tax unchanged and opled for lax on the incomes of
retirement funds instead The 17 percent tax imposed on the
retirement industry with effect from this month 1< expected
to generate an addstional R2,7 billion

But 1n a move mnterpreted as giving samething back 1o
busingss, Licbenberg alvo drastically reduced Secondary
Tax on Companes - tax on dividends - from 25 percent to 12,5
percent This move will cost the nation around RG0G mlhon

DESPITE millions of rands st} Jying vnused i ats cofters
the Reconstruction and Development Progsamme has been
allocated R7 5 ballion (his year, bringang the total RDP allo-
cation to date to RIS billion

The money wll be used to promate develspment in aseas
Iike thesfollow ing

® A programme addressing the backlog 1n school class-
rooms (R1 billion)

@ Providing free heafth serices (R6R0 million), primary
schoot putntion schemes (RSO0 milhon) and the cost of
restructuning hospatals (R450 mallion)

@ Additonal funds for housing finance (R1.S bilon)

® Altocation for the reshtution of land nights (R116
million) and fand redssinbution (R329 mullion)
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Minister
[4 ?
chuffed
over cut
in deficit
CLIVE SAWYER
Political Correspondent
FINANCE Minister
* Chris Liebenberg says
he 1s ‘‘absolutely
chuffed” that the gov-
ernment has cut the def-

icit before borrowing
and has achieved other

budget objectiyes se
two years ago. { @q;

Mr Liebenberg’s évi-
dence today was the
curtain-raiser for seven
days of hearings on the
budget by parliament’s
joint standing commit-
tee on finance.

He told the committee
it was wrong to call yes-
terday’s budget a *“hold-
ing exercise”.

It had consolidated
gains and set the way
for growth.

Achieving the mile-
stones set in 1994 in the
first post-apartheid Bud-
get should give investors
and people in general
confidence in the gov-
ernment’s performance.

Mr Liebenberg said
there were four areas of
concern for his ministry.

These included that
capital expenditure had
dropped from 2,7 per-
cent of the gross domes-
tic pr(ﬁ ?} t 3 ,56
percent. a "fl ‘E

Another con(’: 35
rollovers from previous
budgets.

A third concern was
that there had been a
10,4 percent increase in
government spending, a
figure which was higher
than inflation.

The fourth concern
was over debt levels,
currently at 55 percent
of GDP.




Budget will see ‘intolerable’ price rises — consumer bodies

By Trove Lunp
AND ManpLa VITHEMBU

Smokers and drinkers will pay
more for their vices, but lower-
income earners will be hardest
hit by Finance Minister Chris
Liebenberg's new budget, con-
sumer bodies believe.

While economists of Gaut-
eng’s Association of Chambers
of Commerce and Industries
(GACCI) gave the budget credit
for being “one step in the right
economic direction”, most con-
sumer bodies predicted Lieben-
berg’s announcements would be
followed by increased unem-
ployment and “intolerable in-
creases in essential foods, goods
and services”.

The Consumer Council (CC)
expressed disdain at the 3¢ hike
in petrol and diesel levies.

“Hasn’'t the government re-
alised that this will have a ripple
effect on all goods and services,
They advocate protection of the
mOon but seem to give with one

and and take with the other,”
said CC spokesman, Eric Matha-
bathe.

Petrol in Gauteng now costs
R1,85 per litre. From that the
Government takes 62,9c. From a
litre of diesel costing R1,87, the
state will take 55,4c.

Housewives League (HL)
president Pauline Kellett said
fuel increases would take many
products beyond the reach of or-
di citizens.

iﬁmvmﬁm dismissed the
reduction in personal tax and in-
creases in pensions as they are
“well below the 1995 inflation
rate”.

He alerted consumers to the

increase fri mnlﬁ 25¢ on

stamp duties and urged them to
“mend their credit habits” and
pay for goods in cash.

Mathabathe said no increase
in VAT was an indication that
the Government was committed
to protecting the poor. But, in
view of other negative impacts,
he reiterated the fact that gains
on the one hand were offset by
losses on the other.

Representatives from the to-
bacco and liquor trade said the
punitive taxes levelled at them,
which aimed to enlarge govern-
ment coffers by more than R500-
million this year, were “de-
plorable”. They warned they
would have no choice but to cut
down on jobs which they saw as
“directly counter to the Govern-
ment’s declared aim of job
creation”.

Pain \_mnm\cm\wm

The retail pi f cigareites
will increase by 4% as a result of
an increase in excise duty of 16c
on a packet of 20 cigarettes.

A spokesman for the South
African Liquor Stores Associa-
tion, Chris Mhlongo, said con-
sumers would bear the increase
on their own as retailers were al-
ready operating on “minute
margins”.

A 340ml beer can will go up
by 2¢; a bottle of grain spirit by
69¢ and cane spirit by 67c.

Mhilongo said as the Govern-
ment issued more licences and
increased taxes, they would
make “good business harder
and harder”. The result, accord-
ing to him, would be a massive
increase in illegal, informal trad-
ing.

GACCI spokesman, Frank
Cauldwell complimented Lieb-

enberg for his “tentative step in
the right direction”. His major
concern was that the Govern-
ment had 1gnored the broad
base of income available from
increasing VAT.

Cauldwell is adamant that
taxing expenditure should be a
priority as it gives consumers
control over their financial
predicament. He warned that
continuing to increase income
tax was a “sure way to take
control out of the consumer’s
hands”.

A more positive move for
consumers, Cauldwell high-
lighted, was the increased entry
level for the highest tax bracket
(45%) to R100 000 a year.

“All in all, i's a cautious,
somewhat helpful, but not at all
surprising affair,” stated Cauld-
well.




Deficit cutto 5,1% of GDP

steals

Tim Cohen

CAPE TOWN — Finance Minister
Chris Liebenberg set the stage yester-
day for wide-ranging tax reform and a
shake-up of the public sector, while re-
ducing the deficit before borrowing to a
notional 5,1% of GDP.

In his Budget speech Liebenberg
announced stiff new taxes on the pen-
gion fund industry which would be
used to help reduce other business tax-
es and provide relief for personal taxes.

The new pension fund impost will
net R2,7bn and will consist of a 17% tax
on monthly gross interest and net ren-
tal income on private and state pension
funds. This and an anticipated R1,5bn
increase in revenue as a result of im-

roved tax collection enabled Lieben-

erg to cut the deficit, reduce sec-
ondary tax on companies and mar-
ketable securities tax and provide
R2bn in personal income tax relief.

Liebenberg announced a 10,4% in-
crease in spending amounting to
R173,7bn and a 13,8% increase in rev-
enue to R144,9bn to yield a deficit of
R28,8bn or 5,1% of GDP. Included in
the revenue estimates was R1,9bn
from the sale of stragetic oil reserves.

Tidespread personal tax-relief, in-

show

S S S
O Full text of minister’s speech
appears in a special supplement
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creasing the level at which the max-
imum marginal rate would take effect
from R80 000 to R100 000 and raising
the minimum tax threshold 6,7%.

He said secondary tax on companies
and marketable securities tax would
be halved to 12,5% and 0,5%, respec-
tively. The VAT ngt was widened to in-

.clude financial sé*vices and gambling

LIEBENBERG

COYIHT

while & new tax would be imposed on
retail credit cards.

The fuel levy would be raised by 3¢/1
with effect from April 3. In addition,
the phasing out of protection to the
synthetic fuel levy would not be passed
on to the consumer but would accrue to
government. Excise duties were in-
creased with tobacco particularly hard
hit. Estate duty and donations tax
were also increased.

Anticipating accusations that the
Budget was “treading water”, Lieben-
berg commented: “This must be the
year to get points on the scoreboard.”

He denied at a pre-Budget news
conference that government had buck-
led under union pressure to “trade off”
VAT with the new tax on the pensions
industry. “This Budget is based on
principies not on deals,” he said, argu-
ing that a VAT rate increase could not
take place without properly targeted
poverty relief programmes. .

Government had not yet been able

to provide these programmes because ;

its record in delivery was “not as good
as we would have liked it tohave been”.

The new tax on the pension fund in-
dustry should not be seen as an ad hoc

. - - Continued ou Puge 2
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of no more

was concerned about the

” about the Budget, saying
reduction of capital expenditure from

He conceded there were

VAT quite o
negatives
government

8o

had a

-prepared team

ugh many vigor-

and traming sessions.

(7

eli
vision and related ini-

ivery in terms of the na-

berg said

h

L

balanced and w.

currency’s purchasing power parity.

which had gone

ous pl
tional strategic

tiatives had to

Meaningful

(%DP. Part of the reason

for this was a large allocation for im-
rovements to public servants’ condi-
f service. In total R7,5bn had to

be allocated to make important struc-
tural adjustments to the public service,

2,7% t0 2,6% of
P
tions of

year.
ope to

we hi
the scoreboard in a big way.’

“With the 1996/97 B

win said the three-year agreement geton

,5bn 1ast year.

pared with about R3,
Deputy Finance Minister Alec Er-
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~Budget squeezes ma

"". Wyndham Hartley

“CAPE TOWN — Ten mainhne de-
. partments have budget increases
"so small, in real terms their fund-
""'ing allocation has been reduced.
o his emerged when Finance
"'\ Minister Chris Licbenberg tabled
"“his Budget in Parliament yester-
day afternoon.
J'"! "The departments with reduced
budgets are:
"‘f' Constitutional development
‘<and provincial affairs which has
""been cut by R200m due to reduced
funding required for the Volkstaat
" Council, the Council of Tradition-
Leaders and the commission on

b

provincial government.

I~ Correctional services gets an in-
crease representing a rise of 0,2%
over the revised 1995/96 figure.

O Environmental  affairs and
tourism gets a raise of 4,7% over
the current revised estimate.

(1 Home affairs is increased by
2,3% or R19m for ID documents
issued during the election.

1 An increase of 0,7% for foreign
affairs to pay for the broadening of
SA’s diplomaticrelations.

Tl Justice increased by 6,4% to pay
for the new Labour Court, increas-
es in judges’ salaries and the ap-
pointment of lay assessors.

1 Labour has been cut by 2,8% or

instr??m ministries”
D14)3)4

q
R146m dug’a‘La reduction in con- \

tributions to the Unemployment
Insurance Fund.

U1 Mineral and energy affairs,
which is down by almost 10% as a
result of a decrease in strategic
loans to the Atomic Energy Cor-
poration.

1 The public service commission
allocation is down by 4,1%.

|
{

1 Trade and industry is down by |

7,3% because of the abolition of
the General Export Incentive
Scheme.

These cuts listed are in addi-
tion to the large cuts in real money
terms to the housing and defence

budgets.
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\Mixed reaction from small, b

all, black busincss

! Patrick Wadula and John Dludiu
|
FINANCE Minister Chris Lieben-
berg’s second Budget speech was
' greeted with mixed reaction by
small, black and independent
fbusiness.

Black Management Forum
resident Lot Ndlovu welcomed
he reduction of the secondary tax

on companies to 12,5% (from a
previous 25%), saying that this
would benefit small entrepre-
neurs who were organised into
close corporations.

But while praising the budget
as being “very eventful and geared
for the poor”, the Foundation for
African Business and Consumer
Services criticised the reduction of
the trade and industry allocation.
“We think in this case (trade and

industry) there should eeh
an increase with a special focus on
the small enterprises where there
is greater need,” Fabcos general
secretary David Moshapalo said.
The Small Business Project,
formerly the Sunnyside Group,
lauded Liebenberg’s emphasis on
job creation and growth, but urged
government to make small busi-
ness the “engine for growth”.
Liebenberg said a 6% growth
rate and 500 000 new jobs annu-
ally and development program-
mes would be important in ad-
dressing the country’s backlogs.
The project’s executive director
Chris Darroll said more clarity
was needed on the state’s small
business policies. She called for
studies to be done gauging the eco-
nomic contribution of the small

d “informal business sectors.
Previous research initiatives on
the informal sector had always
been based on anecdotal accounts.

Theo Rawana reports that
Nafcoc spokesman Mashudu Ra-
mano said black business was dis-
appointed that the minister had
not made any concrete input to
back up his talk of encouraging job
creation. Black business had ex-
pected an announcement of tax re-
lief after waiting for two years, ,
but this had not been attended to.

He said overall, Nafcoc con- |
gratulated the minister on a job
well done in balancing areas that |,
needed attention. He had done
this by not increasing the tax bur-
den on the poor, and had tried to
contribute to crime prevention by
increasing funding to the police.

|
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By Waghied Misbach
Political Reporter

Government  announced  an
maease of R2.72 bidlion in transier
Hows 1o the mne provinces for the
upeommg e — an increase of 3.8
nton last year - m a total sum of
5.2 billson,

Finance  Minister Mr  Chris
Lichenberg said in his Budget speech
vesterday that the Government was
committed to giving greater autono-
uty {o the provinces

He suid the provinces had an
important role to play in “economic
growth and development, and ensuring
financial stability in the country™

In the absence of a formula for allo-
caung the funds 1o the various
provinces, the Government allocated
the funds this year after intensive con-
sultation with provincial treasurers and
other stakeholders,

In future the Financial and Fivcal
Commussion (FFC) will allocate the
budgetary amounts to the provinces.
The FFC has already issued discussion
documents on this issue, which has
resulted in the Borrowing Powers of
Provincial Government's Bill, which is
expected to become legislation in the
“near future™.

Likely share

This year, however, the Finance
Department has after consultation,
given an early indication of the likely
share of the finance which each
province will get.

The lion's share of the R75.2 billion
allacation to the nine provinces will be
taken by KwaZulu-Natal, which will
get R14.5 billion, The Eastern Cape is
second with a sum of R13,9 billion,
followed by Gauteng with R11.1 bil-
lion, Northern Province with R9.3 bil-
lion and the Western Cape coming in
fifth at R8,3 billion.

The others are Northern Cape (R1,7
billion); Free State (R5,I billion):
Mpumalanga (R4.6 billion); and North
West (R6,4 billion).

Finance Minister Chris Liebenber,
political parties.

g delivering his Budg
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hen Sam Shilowa, the general sec-
W retary of Cosatu, last week warm-

ly referred to Vella Pillay, the
econorust and banker, as “the only banker
within the South African trade union move-
ment”, he gave the clearest hint so far of the
alternative economic strategy the trade
unions would promote. For Pillay, the eco-
nomic adviser to the Bank of China, is a man
with clear ideas about the way forward for
the South African economy.

Then this week Pallo Jordan, the com-
munications minister, requested the Nation-
al Institute of Economic Policy, of which Pil-
lay is the director, to draft a response to the
South Africa Foundation’s Growth for All
€conomic strategy document.

This was the document that brought
Pillay back from the margns of econoric
debate to the centre,

But he has for some time been increas-
ingly listened to in a trade union movement
determined to influence economic policy to
encourage “growth with social justice”.
Once openly tipped — in the euphonic days
after the release from prison of President
Nelson Mandela — as the first ANC gover-
nor of the Reserve Bank, London-based
Pillay is a bitter opponent of the convention-
al monetarist orientation of Reserve Bank
governor Chris Stals.

He and Johannesburg-based collaborator

[ and financial consultant Charles Millward
have lobbied and written for nearly two
years about the “misguided” policies of the

“ Reserve Bank and the government.

INSIDE LABOUR

' Union’s banker sounds a Kevpesi

But they appeared to make IMle head-
way. Their deadedly heterogeneous audi-
ence in the ANC and trade unions tended to
react to agendas being set by business and
the Reserve Bank.

The shortcomings of this reactive posture
were shown up clearly with the recent
release of the foundation's document and
the government's national economic growth
strategy. The government’s document was
long on targets and extremely short on
detail.

In contrast, the foundation spelled out
policies, which, in the present jargon, were
neo-tiberal, promoting rapid privatisation,
free trade and an unfettered labour market,

Even when he castigated the foundation
document as “an affront to democracy”, Tito
Mboweni, the labour munister, could only
promise that the government would
respond to the proposals “at a later date”.
Jordan —to the broad approval of most of
the trade union leadership — has pushed
that ball squarely into the court of Pillay.

- This is likely to raise a number of hackles
because Cosatu unions are officially still
committed to “socialism” and given Pillay’s
links with the untons and China, accusations
of “creeping socialism” wll probably be
made. This would be a nustake. The course
Pillay has promoted owes nothing to the
ideas of Karl Marx but a considerable debt to
those of John Maynard Keynes, the father of
the modern interventionist capitalist model.

This is why it will find support among
sections of the business communty and
fierce resistance among elements in the trade
unions. What Pullay proposes 15 a heavily

hord
gﬁ%l /%/(3)1)75

interventiorust packdge mwhich the state
plays a major role n creating  the
conditions — and dictating the direchon —
of econormic growth Public spending lies at
Its core, as does a policy of a managed
exchange rate with a devalued rand and
lower interest rates.

His argument is that South Africa cannot
open up to a fiercely competitive worid
without first addressing the disadvantages
the country faces,

The national currency, he and Millward
have marntained, should be priced at a level
which would make local manufactures com-
petitive and generate substantial foreign
exchange reserves,

Last week, Pillay told several leading
trade uruonists that this approach would
reflect that of many of the Asian tigers,
wncluding Japan.

Exchange rates were deliberately under-
valued by these countries to generate suffi-
cient hard currency to finance current
account defiats without having to resort to
borrowing.

He said it appeared nonsensical that
while South Africa “digs some $20 billion of
munerals from the ground annually” it had
only $3 billion in reserves.

The arguments struck an extremely
responsive chord

They are likely to continue to do so with-
in an admumnistration becormung desperately
concerned at rising rates of unemployment,
A future corporatist state — its dynamic
capitalist, but co-managed by the state, busi-
ness and labour —now seems a distinct

possibility.

/
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Finance Minister Chris
Lisbenberg denies a trade-
off between labour and the

¥ e
%ﬁs Budget had not-
beerr expected to raise.the:
roof, nor did 1t. But CHi:
Liebenberg, the Minister
Finance, was quietly confi-
dent it would be well recetved by the
markets, big business and labour
alike. He insisted it was most definitely
not a standstill Budget, rior a *holding
operation”; indeed, in many
it showed courage and innovation,

Business had other ideas. The
South African Chamber of Business
{Sacob} had pushed for a 1% hike in
value-added tax (VAT) — that didn't
happen. But the expected levy on the
retirement funds did, at 17%.

Sacob was tmimpressed: “The deci-
ston to tax the income of pensions*
funds will be extremely onerous
administratively and is, in Sacob’s
opinion, badly flawed as it amounts to
little more than a raid on the nation's
savings. This, combined with the
decision not to increase the VAT rate
at this time, sends out the wrong
message in respect of the relative dis-
couragement of consumption and the
encouragement of and raises
questions about the ability of the gov-
emment to take tough, and possibly
politically umpopular decisions,”

Liebenberg emphasised that no
deals were done; there was no “trade-
off” between labour and the pensfons
industry. Raising VAT made no sense
when substantial unused funds were
belng rolled over, with the concomi-
tant wasted opportunities for job cre-
ation. But the pensions bullet had to
be bitten: South Africa’s contractual
savings industry was the second best
in the world, he said, because of low
taxes. Its wealth had to be addressed
and the Katz Commission proposals
made perfect sense.

Furthermore, the regressive nature
of VAT argued against an arbitrary
increase. To the criticisms from the
pension fund industry that the levy will
hit the lower-income groups hardest,
Liebenberg's response was swift: over
alonger-term perlod of 10 to 15 years,
it is the highest income groups that
pay more, while the lowest benefit.

Sacob wanted an investor-friendly
Budget and in many respects that call
was answered. The Secondary Tax on
Companies was lowered — by more
than the expected 10%, from 25% to
12,5% and the Marketable Securities
Tax was cut In half to 0,5%.

And Liebenberg re-affirmed the
government’s cornmit-
ment to fiscal disci-
pline: the Budget @,Jhe Bll
deficit target1s 5,1%of §
gross domestic prod-
uct (GDP), against an
out-turn of 6% for

1995/96. The public
debt total, therefore, 13 projected at
55,6% of GDP, compared to 56% last
year, so the debt trap spectre is fad-
Ing, shighitly2 torm seas avey v

Consumers, as long as they don’t

e
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i
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Budset blues
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Chris Liebenberg: The Budget sh

smoke, drink or drive, have reason to
cheer. In line with the government's
pledge to iron out personal income tax
inequities, tax bands have been fur-
ther consolidated; the top rate of
Income tax now kicks in at R100 000
and the minimum tax threshold has
bemralsedfmle4600mR15580.

!
eaction in the markets was good;
R the Jong bond rate was strong at
14,9% after the speech, having
been 15,4% in the morning, and the
rand also togk heart, rising against the
dollar to R3,89.
<4 m..4 But business and
af te . the markets alike had
dget |S‘F hoped for a more defi-
* nite statement on
relaxing exchange con-
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All Liebenberg sald on

- }E the former was that the
government was still on track for a
gradual move at some stage but that
the Budget was not the proper platform
fof siach anridhiricErigrits! G the Tatter
he said steady progress is being made.

Tax

tolron

out

income tax Inequities

His moves towards restructuring the through the tax net every year. To this
public sector were well recetved, aswere  end, the South African Reverue Service
his pledges for more efficient tax collec- will be launched next month —

tion. Indeed, hé could hardly fulstify an'. ‘althovgh thes

Increase in VAT when R10-billion slips

Posi
remains empty.

{tibti of ehief ekéruttbe ¢

R e R T T




32 BNk ReroR Makce 151996

FORrRUM

‘SA Foundation’s report ignores

consensus on the eonomue desvel-
vpment processes dratted  and
aceepted by all pobitical parties

We reter, of counse, 10 the RDP
In thus age o avance, s0 1t sevms,
memony and comnutment tum out
to be disposable products Thes are
emploved only as long as there 1s a
feed Soiet us begn by

the people can be addressed
rogramme > base dou-
e its predeccmsor the

depnyed majonty
Econormusts have long debated
what determnes economic growth,
how the distrbution ot economic
output among social classes 15
determined and what the relanon-
ship 1 between distnbunon and

economic growth.
In the context of these questons
and 1n addihon to

ey | Millions of - S5
The RDP 15 a con- - has also been debat-

ceptual tramework that hmolm live in ed

looks at growth and : One  school ot

doveioprrans ntough | ODlECt POVerty b e o

reconstruction and re-

alongside a

ing a5 the source of

. distnbution. economic growth It
This 1 a necessary fies the relation-
omt 1n a small, imoiv\ ips that first deter-

ot people live i abject
poverty alongside a
small, but wealthy and
economcally powerful munonty,
where 87 percent ot the land 15 held
by 13 percent ot the population and
where the worst nequalities i
income, education, health status
and sklls are present.

The RDP delineates a clear role
tor the multiphaty of interest
groups that have become a part ot

. our emerging democracy, while
. reserving a special role tor the state.

It demonstrates that for the first
time in our hustory the state can

" become a major insttument through

which the needs and iterests ot all

minority’

nune growth and
then the distribution
ot output between
wages and profit
Ths school argues that the state’s
partapation 1n the economy dis-
torts the operation of the market.

‘Another school of thought spec-
sfies relationshups that darectly relate
growth to ncome and tncome dis-
tnibution and argues tor actve gov-
emment partaipaton.

Each approach has distinct poh-
v umphcations.

The framework underlymg the
South Afncan Foundation's report
fits well with the first group of
1deas, 1ts central tenets draw a pic-
ture ot an economy that has a flex-

ble tabour market munumal govern-
ment partapaton 1n the economs,
saving rates and w rullv inte

growth, create suthaent employ-
ment, provide an ncome distnbu-
ton acceptable to the market and

vill not lead
to sustanable growth,

enjoved tor the better part ot this
century

Here are some ot the reasons
why we think thus report should be
rejected

h h

south Amea :EM macm

wn such a taled, trckledown
tramew ork

The report advocates 2 Matr
reduction 1n the gosemment del
and drashc cuts in taxes A simul
neous mp of these two

th /?.:E ot he

Lontrols
South Atnca has histoncally

pobaes requires major cuts in the
government's social and economie
expenditure drasncally houning the
‘s ablitv to restructure

atlocate resources tor
wherever market-tnendly signals
and conditons are present

Given this tramework, the toun-
datton s major pohicy recommenda-
tons will Liberalise, deregulate, pn-
vanse and drasteally reduce the
role ot the state in the economy

Some of its speafic recommen-
dations will reduce personal and
company tax rates so that the over-
all tax take as a share of the GDP
falls by about 05 percent a year;
reduce govemment spending as a
share of GDP by about 2 percent &
vear, quickly remove exchange con-
trols on residents; allow for the
depreciation ot the currency, cut
mnport tanffs taster and gear the
economy to exports; estabiish a flex-
tble, two-tiered labour market;
avoud muumum wage regulations
and mamntam mmmum standards;
speed up the pvatisation process;
discard nationalism of any sort as a
policy option, and promote higher
savings.

We believe that the framework
and policy recommendations
underlymg  this report are
unswtable for bringing  about
changed economuc conditions 1
South Africa.

We argue that the implementa-

Itignores g hus-
toncal evidence ot the role of the
state in growth and development in
the modem world The Uruted
States during the depression years,

the inhented econonuc ettects of
apartheid

These policies weaken the gov-
emment s ability to s hiscal policy

Commentby .. ..

the

+ Nationd Institute for

Japan m its early perod of industn-
alisation and then after World War
2, Korea between the 1950s and
19705, and most of Wester Europe
from the early 1920 are examples of
state mtervention aimed at meetng
the basic needs of the population,
developing miernal markets and
alleviatung the effect of regular mar-
ket tailures

The report ignores the expen-
ence of the 19805, where the adop-
ton of similar polices wn the US,
Canada and Britain actually led to
mereases . their budget defiats
without any reductton 1n unem-
ployment and resulted instead n a
rapid  detenoration  of  social
services.

"... Economic Policy

to change the pattem of mcome dis-
tribution m the country

The repart relegates the devel-
opment and expansion of the inter-
nal market to the penphery, contan-
gent on the success of export-led
growth. The opposite has been the
pattern ot development 1 all the
large- and medsum-sized mdustrial
countnes.

It advocates the creation of a
dual labour market with dutferent
rates of remunerabon and condi-
nions of work. Thus, we submut, 15
economc apartherd

1t adopted as a strategy, 1t will
perpetuate the racal divide with
severe consequences for soctal and
political stabuiity

m.:nna ,mmm:::n porttolio
fisatun ot h Juect tor-
etgn nsestment Reserve Bank data
vstem provided  on the composition ot caputal
the tramework and us-
uficanon for its exploitative anti-  short-term capital movement has

labour policies

The toundation report, through

its framework, promotes those

same pohaes, but this ame under

the banner ot achieving internaton-

al compentiveness and increased
It

been more than 73 percent ot total
capital account actvity

The report advocates double
standards in its treatment ot private-
sector detictt spending and govem-
ment defict %m.asm

The

the role ot tareign trade in econom-
1 growth and creaton  of
employment

Data trom a diverse group of
countries mdicates that in the past
35 vears exports constituted a small
share ot ther GDP and their non-
export GDP created more jobs.

Though the report pomts to the
growth 1n our exports dunng the
past year, no mention 15 made that
the growth of imports i the same
pertod has been hugher Last year
imports increased by more than
33 percent while exports grew by
only 152 percent

It 1s not just our exports that
determne the success or fatlure ot
our trade pohiies

In Mexico, despite an increase in
the country’s exports, the trade
defiat duning 1994 led to the deple-
tion of the countrv’s resesves from
$25 billion to less than $5 bitlion
10 months At present South Africa

has less than $4 bilion in reserves

The report 15 over-confident 1n
1ts estmation of the etfects ot the
removal of exchange and capital

the banking system
the hustorv ot capitabism

allowed comparues to : and  the decon-
firance therr expansion | TEPOIT 15 centration of wealth
bevond thewr internal | ynsyitable for  mto its operational
sources ot revenue and . mechamsm
saving bringing about  The foundation's
The toundaton's proposed  frame-
report dearly advocates nrn:mmm work 15 constructed
pohcies that enhance § economic to consohdate the
it existing pattern of
conditions ncome and wealth

domestically or mter-
nationally

The nsttute beheves the gov-
ernment should also be allowed to
engage m defiat finanang, i a
manner sumilar to the private sector.

We do not share the toundation
report’s underlymg assumpton
that the expansion of private-sector
economc actwvity through the cred-
it market 15 growth-enhanang
while the government's productive
economic achvity must be stnctly
lumuted to 1ts current revenue.

‘The debate regarding a suitable
economic tramework for the
growth and development ot South

The foundation

Anca newds to be compatible and
adhere to the prnaples of the RDP,
otherwise 1t would lose the broad
support given to the programme
Contran to the toundanon’s
tramew orh, the appropnate growth

s of the maj S._Jmﬁ

ha

framewark tor South Amnca should

not be based on an vutdated, trckle-

down theorv that emphasises |

growth

In a country where 5 percent ot
the population controls 80 percent
ot the wealth, no tundamental
change wiil come trom a tramework
that does not buid
the decentralisanon
of economic power

distnbution and the
property  relations
underlymg that distnbution.

This explams the foundation’s
falure to give cogrusance to the
developmental aspects of economc
policy

Though adherence to the
pnncples of the RDP wll promote
and ensure soqal and poliical sta-
bilty, the foundation’s framework
15 more likely to perpetuate eco-
nomic apartherd and to exacerbate
socal and political nstability

)See Inside Laour on the Opinion
and Analysis page
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State debt cost
Parliament

Central statistical service

Education_
Health
Housing __
Land affairs
Promoting the R

Ir: stry
Water Affairs & Fore:

Sup

Improvement of conditions of service® 6 0397
Transfer payments to provinces . 27273

Constitutional development

Expenditure not yet allocated to a vota
I

t i
All other national (net) 2132.0 R
Subtotal:
Buage@,votgs and statutory amounts _ 16 2933
Plus. Standing appropriations 80
Total estimated increase 16 299.3
————=_alecincrease =00 0 162993
(@) Improvements to conditions of service in
1996/97 have not yet been allocated to
the respective Budget votes, but carry-
through costs of the 1995/96 tmprove-
ments in conditions of service are
Included. The increase is caleulated on
the outstanding 1995/96 figure, which
comprises an as yet unallocated amount
of R23,3-millton and an amount of
R468-million mainly earmarked for
salary improvements in the former
TBVC States that did nol materalise
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Who gets what: The main ij al

ST

The revamp of thé public
sector is a major thrust of
government’s commitment
to delivery, reports
Madeleine Wackemagel

THE 10.4% increase in totat

expenditure is higher than

expected, mainly owing to

the R6-biltion allotted Lo

improvement of conditions
of service The process of restructur-
ing the public service is expensive in
the first year, says Finance Mintster
Chris Liebenberg, but the benefits of
a more efficlent civil service will
quickly outweigh the costs.

The process Involves downsizing
and rightsizing fatiening the grad-
ings. troning out inequities and pay-
ing market-related salarles to
encourage skilled workers to stay in
the public service No figure was put
on the total numbser of redundancies
envisaged: despite the burgeoning
unemployment problem, the mea.
sure was generally welcomed

Licbenberg stressed a commitment
ta deltvery: revamping the public ser-
vice Is u huge part of that initiative, as
is the new South African Revenue Ser-
vice (SARS), to go on line next month

The isstte of roll-overs was high-
lighted as part of the new efficiency
drive Housing, while allotted a lower
amount than last year, will come out
with R46-billion, owing to the backlog
of unspent monles in the Reconstruc-
tion and Development Programme
Fund and National Housing Fund

Education scores with R5,5-bilhon
aytainst R4,3-hillion last year Substan-
al increases (n subsldies to univers-
“tesand techntkons ane envisaged, us1s

7@50\”11111!0!1 flnd 16 asstst finan- "

ind in Budget

Budget takes
,E}(,SOQ% 9 proach

NE2C— D)

Defenice spending, while down from
4,5% of Gross Domestic Product 1o Jess
than 2% this year. is still high at R10.2-
billion. Scaling down the defence force
is never easy, the defence lobby is a
powerful one. says orte analyst.

On balance there were few surprises
in the expenditure plans, or ndeed, in
the taxation changes, While the levy on
pension funds was expected, other jev-
enue-generating measures amounted
merely to tinkering, Excise taxes could
have been higher, says the health
lobly. while the increase in cstate duty
and donations lax to 25% was seen as
afirst slep to a captal transfer tax

1 Clcar]y the government has

broadly accepted [Michael|

Katz's views on capital trans-
fer tax and a threcfold increase in this
area of taxation can be expected In the
fullness of ime In addition to the rate
hike, action on the treatment of infer-
est-free loans in estate planning and
restriction on generatjon-skipping
devices can be expected in the capital
transfer tax act when it arrives, proba-
bly in 1997, said Tenk Loubser of
Price Waterhouse,

‘The lowering of the Secondary Tax on
Companies and the Marketable Secu-
Titles Tax was welcomed The South
African Chamber of Business polnted
out. however, that company taxes are
still very high relative to our competl-
tors, and called for their abolition

W there was one critieisth of the Bud-
get, from business to labour. it was the
lack of boldness Sacob said that while
#t took some fiscal steps in the right
direction, it did not meet the econonie
challenges that lic head “Some tough
drcisions that are necded to improve,
South Africas ctondshic pHoriting
have not been taken v
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TWO-TIER LABOUR MARKET PROPOSAL

BUSINESS’S BOLD RESPONSE

TO UNEMPLOY

Government’s judicious silence

he novel proposal by big business
Lo create a deregulated, essentially
union-free, labour-intensive job
market — to tunction alongside the exist-
ing high-wage, low-employment sector
— has predictably been dismussed by the
ANC and its aliance partner Cosatu
But the case for a flexible “two-tier”
labour market — set out in the SA Foun-
dation s Growth for All plan (FM March 8)
—1s compelling, backed as 1t 1s by a tour
de force of empincal evidence
Government (as distinct from the ANC)
has yet to respond ta the proposal, which
1t should find hard 1o reject out of hand
despite political pressures
It would be churhsh to see the pro-
posed two-tier job market as a
capitalist trick to “return black
workers to a cheap labour sys-
tem “ as the ANC has suggested
After all, big business (as op-
posed to small and medium-
size enterprises) could quite
easily acquiesce in a corporatist
labour deal, jog along at 3%-4%
growth and use its undoubted
resources to shore up 1ts own
corner
Instead, the plan comes
across as a genuine attempt to
put forward a strategy, i the
national nterest, to overcome
fundamental shortcomings.
SA's unemployment

F <3196
document The proposal has clearly
caught government and labour on the
back toot and 1s set to unleash great
debate

Mbeki correctly idenufied unemploy-
ment as the single most sernous problem
facing the country And in terms of his
framework. key “targets” are the creation
of 300 000-500 600 new jobs a year and
GDP growth of at least 6% by the year
2000 Precisely how this 1sto be achieved
— beyond calls for a “new patriotism”
and promises of Keynesian public works
programmes — could become clearer
around June, when Mbeki unveils the de-
tails of his six-pount strategy

CRISIS
) ﬁ@w@.@

that a lot 6T the roposed by busi-
ness are “nonstarters

The ANC’s National Working Commut-
tee —“in the spint of debate and discus-
sion required by the democratic charac-
ter of our emerging democracy” — says
business’s plan “runs the nsk of pushing
our country backwards and (1ts) pol-
1cy proposals could be a rectpe for dis-
aster

[t describes the two-tier labour market
proposal as the “most ndiculous of ali* —
“a fundamental departure from any pnn-
cples of justice which the business
community has so often advocated

“This proposal woutd mark the retum

Government economuc strategy 1s ex- , of institutionalising black workers once
pected to mclude 1its own 1deas on labour
market reform, based on the report of the

more in a cheap labour system under the
guwise of a‘second tier’ labour market (It)
would be rendered unworkable at
the first attempt and we cannot as-
soclate ourselves with such
Labour Department spokesman
Jerry Madpatiadi dechnes to re-
spond directly to business’s plan
but explains “The Department of
Labour's position 1s tncluded in
govemment's  Framework for
Growth and Development,” " to
which Growth for All 1s seen as a
response. The ANC statement, he
adds, “may be taken as a reflection
of its constituency’s stance * How-
ever, “the government 1s still con-
sidening 1ts response to the SA
Foundation document *

(which at 32.7% of the labour
force, or 4,6m workers in 1994,

Tita Mbowens

Thabo Mbeki

Cosatu has yet to respond for-
mally Its leading hight on such to-

s among the hughest in the
world), steep unit labour costs and mas-
sive poverty (44% of the population live in
poventy)

It deserves serious consideration as a
way to create jobs

The proposal goes beyond anything
government has so far come up with —
specifically, \n its Framework for Growth
and Development unvelled by Deputy
President Thabo Mbek: at the end of
February, a week before the business

Comprehensive Labour Market Commus-
sion appointed by Labour Minister Tito
Mboweni a vear ago Its report 1s also ex-
pectedin June

Commussion chairman David Lewrs
says it would be “inappropriate” for lum
to comment on the two-tier labour mar-
Ket proposal, except to say that “it's a big
1ssue that has come up for intense dis-
cussion and the commussion will cer-
tawly reflect on 1t " He feels, however,

pics, Ebrahim Patel of the SA
Clothing & Textile Workers’ Union
(Sactwu), has been unavailable for a
week

However, the message from Cosatu's
negotiations school last week was that
organised labour intends having none of
1tand wiil put forward its “own agenda *

Sketching the background to busi-
ness’s plan, Old Mutual economist Ter-
ence Moll, one of the authors, says the SA
labour market 15 In an unbelievable
mess, especially at the bottom end,
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which 1s charactensed by huge disequi-
libna No net new jobs have been created
for unskilled workers over the past 20
years, and this segment 1s growing by
2,5%-3%a year

At the same time, intense competition
from East Asia, particularly imports man-
ufactured by unskilled labour, are under-
muning the position of SA's unskilled
workers even further Hence the only so-
lution was for labour costs to be dniven
far more by market forces

A second tier of labour appeared to be
the oniy realistic way of getting the un-
skitied into format jobs This would take
nothing away from existing workers and
at the same ume raise the possibility of
absorbing the jobless Of course, there
would over ume be an mteraction be-
tween the two tiers, possibly undermin-
ing the first

The second tier 1s envisaged as both

n very labour-int ac-
tivities and also acting as a form of disci-
pline on the first tier

The interesting question, Moll adds, 1s
whether this approach is realistic “We
think that, at present, 1t's unrealistic, po-
litically and socially, but, unfortunately,
the opttons are even less realistic in the
long term ” At some stage, government
willhave to do something drastic

The SA labour market, says the SA
Foundation document, 1s one of the most
rtgid in the world Unemployment 1s ex-
cephionally high, umorused workers earn
far more than their nonunion counter-
parts and the formal-informal gap seems
to be the highest anywhere Combined
with wages which are high in relation to
productivity by world standards, this n-
efficiency and inflexibility has tmpeded
growth (especially by undermining -
dustnat exports) and led to the economy
having wirtually no capacity to create
Jobs.

Consequently, “reforms are needed to
allow a free-entry flexible wage sector of
the formal labour market to emerge next
to the existing high-wage, capital-inten-
sive sector.”

This would require the elimination of
extensions of bargairung council agree-
ments to nonparties, mantaning only
those mirumurm labour standards (health
and safety) that don't hurt the poor and
Jobless, avoiding mimimum wage reguia-
tions which threaten jobs, and making
the second (or free entry) tier more flexi-
ble through legisiative changes

Workers 1n the second — or free entry
— tier would have levels of protection

which are high by developing country
standards. They would engage in the ma-
chunery of collective bargaming, be able
to join unions, bargain collectively and
have the nght to strke But they would
face a legal regime more conducive to
employment Where their empioyment
relationship 1s embodied 1n a collective
agreement, 1t would differ
from that goverrung first-
ter employment *And
some legislative provi-
stons that add to the costs
of employment would be
dispensed with ”

Thus, it 1s proposed that
tnthe second-tier
Q Employers should be
free to terminate employ-
ment for commercial rea-
sons with no automatc
right to severance pay and
no statutory procedurat
obligation pnor o re-
trenchment,
QOThe State or the law
would not be able to im-

mformal sector and the unemployed —
includes about 9,2m people, far more
than the 5,2m n the formai sector “The
pnmary objective of the two-tier struc-
ture 1s simply to accommodate such peo-
ple nthe tormal sector

The first tier, 1t1s suggested, mght con-
sist of all current workers in their pre-
sent  employment,  all
workers who replace them
and do not fall into a two-
tier category, and youth
workers who have gradu-
ated into tier one

Second-tier  workers
ought to be guided by the
objectives of new invest-
ment and job-creaton,
particularly for groups in
cnisis ~ youth and people
In depressed areas Within
those guidelmes there's a
range of options, includ-
ing workers appomnted to
new jobs at new opera-
tions, those appointed to
new and addi jobs at

Ebrahin Patel

pose nonwage costs on
employment  of these
workers, who may negoti-
ate Lo receive their wages in any form
they see fit,

Q Workers would be liable for immediate
dismussal for taking part in unpracedural
action and woutd also not have the nght
to engage 1n industrial action in disputes
that they or their employer are not party
to, and

a shouldbe ally ex-

existing  plants, young
workers, and workers in
depressed areas.
According to labour consultant Dun-
can Innes, the business plan makes
many important pomnts and s a good
contnbution to the debate on job cre-
ation. in view of the fact that govern-
ment’s approach to new labour law tends
to emphasise regulation more than flexi-
bility, 1t 1s to be welcomed that the SA

empt from all mimmum standards legis-
lation other than those dealing with the
most fundamental issues

The plan adds that in other countnes
where tienng has been used to ensure
tabour market flexibiity and firm sur-
vival, such as Japan and the US, workers
in different tiers have often been paid dif-
ferent wages “Wage restramnt would
have to be the norm in the second tier, or
the impact on jobs will be neghigible *

It may seem unfair to treat workers in
the same situation differently, and to pay
them different rates for the same work,
perhaps in the same place, says the plan,
noting that urions have traditionaily ob-
jected to such arrangements on the
grounds of discnminanon.

“But this objection 1s false a two-tier
labour market already exists, with one
tier inside the formal sector of the econ-
omy and the other outside 1t.”

The latter — farm workers, those in the

F attempts to redress the bal-
ance "What's more possible now 1s for
government, labour and business to ne-
gotiate more flexibility into the Labour
Relations Act and the Green Paper on
employment standards.”

Though government claums that its
policies will promote job creation, there's
little real sign of it, says innes, warning
that moving towards a high-wage, huighly
regulated market has the danger of pnc-
ng SA out of global markets

Even if the two-tier labour market pro-
posed by business is turned down essen-
tially for political reasons, the imperative
of injecting more flexibility tnto the sys-
tem needs to be accepted by govern-
ment

Growth for All marks an tmportant,
constructive contnbution to the debate
on a vitalissue That debate should now
beginin eamest — even if it means delay-
g the coming mio law of the new
Labour Relations Act &
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Labour aims at ‘balance’

inplanto agb}% 2ye 810

Renee Grawitzky

LABOUR will seek a balance between
promoting social equity and job cre-
ation as opposed to big business’s “sys-
tematic attack on organised workers”
to pursue growth.

This emerges in what could be a
draft labour response to the SA Foun-
dation document, “Growth for all”.

It will pursue tJOb creation through
intensification of public works pro-
grammes, job sharing, labour-inten-
sive projects, training, reviewing trade
liberalisation policies, increased pro-
ductivity and upgrading of technology.

Attainment of social equity through
job creation is part of measures under
consideration by labour and is outlined
in the document, The final document is
expected to be released this week.

Debate between labour and busi-
ness on prerequisites for i

P
e green paper on mploy-

ment standards in the National Eco-
nomic, Development and Labour
Council on April 11. The trade-off be-
tween worker rights and economic im-
peratives could become crucial, espe-
cially in view of the foundation docu-
ment which proposes a dual labour
market and other mechanisms to
achieve labour market flexibility.
Labour’s decument was drafted as a
result of input at 1ast week’s Nedlac ne-
gotiating school between Cosatu, the
National Council of Trade Unions and
the Federation of SA Labour.
ther es being ed
by labour include improving incomes
and the quality of workers’ lives, redi-
recting spending to social services and
shifting the tax burden from the poor.
Foundation head Neil van Heerden
said yesterday its document was in re-
to President Nelson Mandela

+a

growth and job creation could cause
major confrontation which could be in-
tensified when negotiations start on

and De uty President Thabo Mbeki’s
call to the private sector to join the na-
tional debate on growth.




Public borrowing under fire

‘Govtdebta -
| dangerous b is o1t

high— Stals

Greta Steyn

CAPE TOWN — Reserve Bank gover-
nor Chris Stals described government
debt as “dangerously high” yesterday
and said massive public borrowing was
amajor part of the reason why interest
rates were very high inreal terms.

Stals told the ﬁarliamentary fi-
nance committee that government’s
huge borrowing requirement would
put upward pressure on capital market
interest rates this year. Government
had to borrow about R45bn — R28,8bn
to finance the deficit and about R16bn
to refinance loans falling due.

“This has implications for interest
rates .... There is substantial new bor-
rowing and government has to entice
existing investors to roll over stock
falling due by offering attractive inter-
est rates,” he said. But he described as
“a great achievement” the fact that the
deficit would be cut in absolute terms
from the 1995/96 level of about R30bn.

Stals emphasised the importance of
allowing markets to determine inter-
estrates and exchange rates.

The.recent weakness in the rand
had “certainly influenced” the way in
which the Bank viewed the easing of
exchangé'controls. He had not yet had
extensive talks with Finance Minister
Chris Liebenberg about further moves
planned for later this year, but the
Bank believed measures to undo con-

trols should not disrupt the markets.
Stals appeared less optimistic than
Liebenberg, who has shrugged off the
currency’s woes and said that they will
not interfere with plans to ease ex-
change controls.
s sa.i(} interest rates were a

Symp o ic

rather than a cause. The high real
interest rates — up to 9,5% — reflected
the fact that government was crowding
out the private sector in the capital
market. Government’s demand ab-
sorbed all the domestic and foreign
savings available to SA, leaving noth-
ing for private sector investment in
productive capacity. The private sec-
tor’s fixed investment spending had to
be financed through credit creation,
which put upward pressure on money
market interest rates. “A substantial
part of economic expansion has been
financed through money creation,
which causes inflationary problems.”

However, there had been encourag-
ing signs that money and credit growth
was levelling off at a high level.

Stals said the huge increase in gov-
erhment’s interest bill, to a level ex-
ceeding the deficit, meant the net new
borrowings were not even enough to
service debt. The finance department
was aware of the “dangerously high”
debt levels. The situation would im-

Continved on Page 2

stals (¥
— 10

, as that would bring down the
?a?n‘v;t(l)‘f debt to GDP from the present
%.
levg‘li;f;iif director-general Estian
Calitz told the committee that a deficit
of 5,1% of GDP in the fourth year ofap
economic upswing “is not a low deficit
... certainly not contractionary”. But
from where SA had come, it was rel-
i re contractionary.
at:nﬁeelly;tr:: reports Stals said a next step
in easing foreign exchange controls on
SA institutions could be to let them in-
vest 3% of new funds abroad. A deci-
sion on how to relax remaining controls

would have to be taken by the finance
minister and the Cabinet. E
Robyn Chalmers reports that in-
stitutions broadly welcomed the sug-
gestions Stals put forward which
would allow local insti;uﬁons to invest
ew funds abroad. .
3%§{81:1dard Bank chief economist- -
Nico Czypionka said if this happened it,
would signal that government was con-
tinuing the progressive thasmg out of,
exchange controls. “Although thé-
t of funds institut will be.
able to invest is comparatively small, it -
will allow them to build up a pertfolie,
offshore which will have no negative
effect on the rand. It will go some way .
towards normaliging the mx_u'ket. o
SA Chamber ot Business chief,
economist Ben van Rensburg also wel-
comed the proposal. .




CAPE TOWN — Goverpment would
roll over about R10bn of unspent funds
from the 1995/96 financial year —
R9bn more than the highest figure cit-
ed so far, state expenditure director-
general Hannes Smit told Parliament’s
finance committee yesterday.

In other evidence before Parlia-
ment’s finance committee, Finance
Minister Chris Liebenberg indicated
he would be happier with a deficit “well
below” 4% of GDP for the 1998/99 year
previously indicated by government.

Liebenberg said he had a feeling
that world economic growth was slow-
ing down. He did not want to be in a
cycle where growth diminished and SA
still had a 5% or 6% deficit,

Liebenberg also noted the Smith

- commission report into pensions had

indicated that if government adopted a
“pay-as-you-go” system for state pen-
sion funds, the Budget deficit would be
reflected as 3% or 4% instead of 5,1% of
GDP. He felt relaxed about the ap-
proach adopted because the money had
to be paid back, but was concerned
about SA’s financial image.

Smit said the extra R7,5bn allocat-
ed in the Budget to make adjustments
to the public service would in fact cost
R11,3bn if the increases were atfplied
over the whole year. Consequently, the
increases would take place at an as yet
undisclosed date during the year. If
gubl.ic service cuts did not take place

uring the year, the burden on the fis-
cus in future would total R11,3bn.

On the high level of rollovers, Smit
saad the exact figure would be known
only in mid-year. The current rollover
was made up of about R8bn. from gen-
eral government departments, plus
about R2bn of unspent housing funds.

SeePage 16
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Government ‘must not ignore

the servicing of public debt’
By Rov Cokanne a(&ﬂ) /8’/ 2 / Zeén and &meQ;oZche of meet-

Pretoria— The government could not
afford to be complacent about the servic-
ing of public debt, which accounted for
almost 20 percent of state spending,
Estian Calitz, the director-general of
finance, said on Friday.

But Calitz said revenue from the sale
of state enterprises or the changed divi-
dend policy that was being phased in by
parastatals, had not been factored into
the Budget.

Speaking at a post-Budget seminar in
Pretoria organised by the Pretoria
Afrikaanse Sakekamer and the Pretoria
branch of the Economic Society, Calitz
said the public wage bill of R65 billion
included an improvement in conditions
for the provinces.

He said the aflocation constituted a
15 percent increase on the figure for
199596, which required the size of the
public service to be reduced.

Calitz said that if a reduction of
100000 was assumed, this was “some-
what higher than normal attrition”.

He said that the Budget estimates
were conservative.

“The macro figures of the budget
have quite a large margin of resilience in

ing them.”

Calitz said the 17 percent tax imposed
on the gross interest and net rental of
retirement funds was not inshtuted
because of the revenue 1t would generate,
but because of the need to extend the tax
base in South Africa.

He said that of the R2 billion in tax
relief put into the system, 75 percent
would benefit people with an annual
income of less than R70000 and it was
wrong to assume that none of this would
be channelled into savings.

Johann du Pisanie of the economics
department at Unisa said if the VAT rate
had been increased instead of a tax being
imposed on retirement funds, it would
have taxed expenditure and encouraged
savings. .

Koos van Wyk, a tax partner at
Coopers & Lybrand, was pessimistic
about the success of the new South
African revenue service.

He said tax morality was low and
businesses were discouraged because
nothing was being done to bring those
outside the tax net into the system. Van
Wyk said the government was concen-
trating on those inside the tax net and
taxing them more to get more revenue.

1

TP




A First World lacade
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Thus is the second part of a feature on
the compettton cisis facring South
African busiess

. MAJAKATHATA MOKOENA

ithough South Atrica 15
" often referred to as an
industrialised country, 1ts

exports ook more hke those of a
Third World economy — 40 per-
cent raw-matenals Despite the
immensé wealth of our primary
materials; there 15 no jewellery
industry“to speak of n South
Africa. B fact, we see very Lttle
development of value-added
produgis from the raw matenals
we dig out of the ground

Those who ruled the country
untid recently did nothing to build
a manutacturing export base and
while South Afnca 15 the most
dynamic economy m sub-Saharan
Africa, 1t 1s easy to make too much
of resource endowment, especrally
when  the  most  successful
economues of recent years have
been resource-poor countries such
as Japan, Taiwan, Smgapore and
South Korea.

In the fiercely competitive
global economy, the key to success
is not possession of abundant nat-
ural resources or cheap fabour, but
knowledge sophisticated enough
to manage these properly The
abundant factors for which Seuth
Africa 1s famous are not readity
transferable to related, supporting
industries within the economy

Further, the domination of
some sectors by a few, verticalty
integrated conglomerates has not
spawned new, more innovative
entrants in these sectors and the
country’s record of managing tor
oplimum return leaves a lot to be
desired  Despite its substantial
number of entrepreneurs, South
Africa remains in a situation tn
which very basic factors are the
essential source of advantage 1t
heavily dependent on a broad
range of primary products and tts
reservoir of unskilled labour

The country has undoubted
potential to move upmarket inte
the “mvestment-driven” phase of
economic  development  and
increase expotts of manufacturers,
South Africa should invest heavily
n business development, includ-
Ing training and entrepreneunal
support and development. This
will lead to the development of
new economue structures, includ-
ing the cuttivation ot glabally
competitive industries.

This, however, is not happen-
ing easily, nor automatically 1t will
have to be caretully planned, with
an ctficient ahignment of the coun-
try's resources That means that
while we create a teuly competi-
tive atmosphere at home by devel-
oping new industries and reduc-
g impediments to competition,
we should support the global
competiive advantages already
attained by the country’s business
entities. Given globat promotional
support through trade missions
abroad, the companies” increased
revenues from exports would
boost the country’s tax base, not to
mention the overall Wealth and
prestige of the nation, thus leading

o oreaber ermal Prosnenty

The government must pro-
mote an atmosphere where small
busmesses can thrive and grow to
increase employment, especially
those companies  engaged ur
value-added,  export-onented
manufacturing

The  only meaningful
defimtion of competitiveness at
the national level 1s national pro-
ductivity, or the value of the out-
put produced by a umit ot labour
or capital A nsing standard of hv-
g depends on the capacity of a
nation’s firms to achieve hagh lev-
els ot productivity and to increase
1t over time,

A nation’s irms must improve
productivity by rmsmg product
quahty, addmg desirable features,
improving product technology or
boosting production ethiciency

Itas clear that cheap labour and
a favowable exchange rate are not
meanmgtul detmitions
of competitiveness, as

The most ethaent timancial
markets guarantee that money
will reach the most pramiang of
business enterpnses within the
economy, thus leading to more
ethuent allocation of resources

But where a well developed
internationally mtegrated hinan-
cal sector - a country should
support 1ts international compet-
fiveness, South Atrea’s abibity to
manoeuvre 1s constramed by the
nation’s overall corporate’ struc-
ture Most financial snstitutfons
see thewr role as pursuing the com-
petitive objectives of the parent
conglomerate As such, they are
not totally tree to pursue deals
which may be prohitable to them-
selves, and detnmental to the par-
ent Such constramts should be
removed at once As tor the inter-
nal workings ot the tmancial sys-
tom, 1t % punttive to small, fledg-

Jng companies m
the cconomy,

many South Atncan | If is clear that  wore sull, black

companies seem  to
believe Exchange rates

tluctuate and labour ¥ js nof

rates tend to grow with

ones

cheap labour The other can-

stramt 15 the ditfi-
culty with which

greater economic meaninng’ companies shightly
growth To depend un definition of larger than small,

these for competitive-

but not big enough

ness is foolhardy, The Compeﬁﬁveness to be hsted on the

aim is to support high-

er wages and com-

mand premium prices 1n interna-
tional markets for the nation’s
products.

High competition  among
national hrms 1s another prerequi-
site for providing for condibons
conducive to global compelitive-
ness This speaks agamst the con-
tinuation of huge conglomerates
and  monopohstic  companies
within the economy

History has shown that at s
competition governed by unhin-
dered market forces that improves
ovenall econonie pertormance
More competition, not less, should
be encouraged in the country
Previous South Atnican govern-
ments have allowed tor monapo-
lies and conglomerates to flourish,
thus putting the country tn com-
pelitive jeopardy This situation
musl change

On the global scene, however,
Sauth African conglomerates have
nghtly concentrated i areas
which they do best —mining In
these endeavours, they should be
supported by the government
South African companies  fare
poorly 1 ndustries not close to
their core businesses

he pertormance of our coun-
Tlry’s capital markets — the
ethaency with which at allo-
cates scarce tnancial resources —
and the quality ot fimancal ser-
vices are crucial to our compet-
biveness
Financial mshtutons, prvate
and public, shoutd facilitate vatue-
adding activaty within the econo-
my, even as they pursue their prof-
1t objective This means that they
should be free to pursue this activ-
ity ,to then mawumum  profit
etracting capability They should
not be constramed by more pow-
erful entiies such as the govern-
ment or a corporate parent, in the
1ot thecometamer e

ISE have access 1o
capital While

these compames do not have
access to the JSE, they are too large
to jushty the hugher commercial
bank rates they are torced to pay

It costs at least R2 mulhon,
requires a three-year profitabiity
Tustory of at least R1 million and a
mmmmum_mitial jssue price of
shares not less than HKic, to be Tist-
ed onthe JSE The number of pub-
lic sharchokders should be at Jeast
A0 The requirements put smatl-
and mud-range companies at a dis-
advantage tor listing

For South Atica o compete
ettectively in the global markets,
government policies should be
enabling, not obstructne This
requires extensive expertise on the
workings ot economics and basic
business shills among polieymak-
s,

it 15 smportant that econamuc
understanding 15 highest among
business enterprises and govern-
ment othiaals abke to faalitate a
smoother  government-business
commuucation Here people are
the most important ingredient ot
all The avalability ot a skalled
Jabour force ncieases a cauntry’s
compeliiveness A Japanese
triend once said to me that "1t
duesn't matter o us it we awe
accused of copying technology alt
the ime The nost impaortant mat-
ter 15 that we have a worktorce
saphisticated enough to copy”

Furthermore, the attitudes of
the workforce aftect competitive-
ness A largely unhappy, black
workforce in the employ of largely
white, distant and condescending
management 15 Iikely to reduce
morale, and hence pmz}ucnvny

Education, mutual respect and
dedication to common goals can
make a b difference m the com-
petitiveness of an enterptise

‘The same can be said tor a
nation which acts 1n a smular

omier




Rollover system is
under govtreview

Greta Steyn

THE state expenditure department is
overhauling the system which allows
government departments to roll over
massive amounts of money from one
fiscal year to the next.

The review takes place as the RDP
office prepares to carry over R2bn from
its fund into the 1996/97 fiscal year —
the second consecutive year that such a
large amount has remained unspent.

A spokesman for the state expendi-
ture department said yesterday it was
reviewing the criteria which allowed
departments to hang on to unspent
funds. “We are looking at placing some
limitations on the rollovers.”

At present departments can hang
on to budgetary allocations provided
they do not go towards new recurrent
expenditure, and are spent on the
same capital projects as originally in-
tended. “But we are looking at stricter
criteria. Money should only be rolled
over for essential things.”

Government has come under fire for
its failure to deliver, as rollovers have
ballooned from less than R3,5bn in the
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3/94 fiscal year to about R8bn in
the present fiscal year, ending at the
end of this month. If the kitty in the
housing fund is added, about R10bn
will be cacried over to the 1996/97
fiscal year.

Economists said the huge spending
rollovers meant the actual deficit for
the 1995/96 fiscal year was substan-
tially lower than 6% of GDP. With rev-
enue also expected to exceed the
amounts estimated at the time of the
adjustment Budget in February, the fi-
nal outturn of the 1995/96 fiscal year
would probably be a deficit of less than
5,5% of GDP. This compared to last
week’s budgeted deficit of 5,1% of GDP
for the 1996/97 fiscal year.

The state expenditure spokesman
said the RDP fund had failed to spend
about R2bn of the total R3bn it had had
at its disposal in the 1995/96 fiscal
year. It is understood that the final tal-
1y might be even higher.

RDP officials had hoped to end the
year with most of the RDP fund’s al-
location for 1995/96 spent, after a slow
first year which saw spending of less
than R800m.



Move ‘a step towards privatisation’

State set to
minimise debt

O
Mungo Soggot
and Paul Richardson

GOVERNMENT is to cut its exposure
to parastatal borrowing by winding
down the guarantees it grants against
state bodies’ debt.

Finance department <ectaral nohey
and public debt chief director Coen
Kruger said this week the move — ap-
proved by Cabinet on Wednesday —
sought to reduce the state’s massive
Arht crnase + % S
10X N LILULIOIS Iure aLcoundiie,

Analysts said the decision to wean
public sector bodies from central gov-
ernment could also be seen as a move
towards privatisation.

Kruger said government’s guaran-
tees on parastatal borrowing had risen
R3bn to R56bn last year. The step
would affect Eskom, Transnet and
Telkom. “We need to look critically at
our exposure, particularly with regard
to public enterprises.”

Government would now charge fees
for guarantees, which were essentially
a “hidden subsidy as parastatals use
the guarantees in their \debt) prnicing
policies”. The structure and scale of the
fees would be discussed with the bodies
concerned. Government had yet to set
the date for implementation.

ger, briefing capital market
players in Pretoria on funding strate-
gy, said the move would affect general

9)
cuarantees
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government bodies ds well as a few pri-
vate organisations. Government’s total
exposure through debt guarantees last
year amounted to R65,3bn, down on
the previous year's R72,2bn.

Reserve Bank capital market GM
Andre Kock, also speaking at Wednes-
Adav's brefing, said government’s fund-
ing burden for the current fiscal year
would be lightened by extra cash car-
ried over from 1995/96. “Don’t expect
the big bang in April. There is no pres-
sire nn government to fund because we
have plenty of money in the kitty.”

Later a finance department official
said hefty rollovers would help govern-
ment carry over at least R3bn into the
current fiscal year. This would ease the
load when funding began in April.

Government intends to raise
R39,6bn in the local capital market —
the lion’s share of its R45bn borrowing
requirement for 1996/97.

Finance director-general Estian
Calitz said efforts to cut the Budget
deficit could be helped by privatisation
proceeds. “We have good reason to be-
lieve that after negotiations wi{th the
unions some mi@t{}gme i
through to help the it Cn ey
said in his Budget speech he was not
counting on any privatisation cash, but
economists said he was probably being

Continuedon Page2 |
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excessivelyConservative.

Calitz said government would
source extra revenue from parastatal
dividends — another source of revenue
Liebenberg did not count on when set-
ting the deficit target of 5,1% of GDP.

Finance deputy director-general
Maria Ramos said government was
planning to release a report 1n May on

Continued

its cash management operation, which
would seek to make better use of the
money in state bodies and parastatals.
Government was reviewing its capital
market operations, particularly itsxole
as market maker, and was considering !
appownting market makers from:the
private sector.

Public debt management and- ad-
mimstration director Johan Redel-
inghuys said government was plan-
ning a new long-dated stock, the R184,
which would carry a coupon of 12,5%
and mature 1n December 2006.
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Swiss bank gives

nod to SA ecow
4

SA IS bétter p]agvj ?h!j éost emerg-

ing markets to ensure that its sound

economic policies survived, and fears

about life after Mandela were exagger-
ated, Switzerland’s Union Bank said.

Mungo Soggot

The bank ex
grow 4% this y

pected the economy to
ear, which is at the up-

per end of economists’ forecasts.
In an upbeat second quarter report

on the SA econom;
widely credited with

, UBS — which is
having helped

trigger the rand’s collapse last month
by pronouncing the currency 7% to 10%
overvalued — said: “Politically, eco-
nomically and structurally, SA is prob-

ably  better

placed ‘than most

economies in transition to ensure that

the

olicy course is maintained.”
overnment had an “exem;
beit short, record”. High spen,

lary, al-
ing poli-

Continued on Page2
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g totally restructured, the Budget
deficit was falling and tariff barriers
were tumbling. Tuese sound policies
were not just President Nelson Man-
dela’s, but had broad backing.

Post-Mandela instability was un-
likely as there was ample evidence of
the strengthening of the democratic
Process in the past two years, and the
country had been run successfully un-
der a constitution based on the sepa-
ration of powers.

These pivotal concerns, as well as
the question of how exchange control

liberalisation would hit the rand, had
been behind the panic sell-off of the
currency in February.

The bank said although its report on
the rand being overvalued hag been
widely quoted, its central thrust had

en ignored

It had said exchange controls
should be lifted very gradually and
that against this cautious background,
there was room for the currency to ap-
preciate further in real terms.

UBS believed the rand would now
average R3,90 against the dollar. “It 15
hard to imagine why it should weaken
further for any extended period.”

The bank said that GDP growth
would probably slow down to about 39
next year, and it expected inflation to
continue to fall.



Budget paper calls
for improvements

Tim Cohen

CAPE TOWN — The parliamen-
tary finance committee’s Budget
report has called for steps to im-
prove macroeconomic planning,
drawing attention to the high ley-
el of government’s interest bill,
the lack of a “dynamic focus” in
supply-side assistance measures
and alow level of tax compliance.
The report, adopted unani-
mously ]:)y th(i c01’11mittee yester-
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net capitalinflow of R13bn, only
R29bn of real savings was avail-
able to the SA economy.

As this roughly equalled the
deficit, it meant there would be no
savings in the economy to finance
private sector requirements. This
in turn had resulted in pressure
on the capital markets arising
from the need to finance domestic
investment. In addition, there was
pressure on banks to create more
money to finance private sector

day, a ts, in-
cluding a significant degree of
reprioritisation and the restruc-
turing of the public service.

However, it pointed out several
areas which it said required fur-
ther attention, including indica-
tions that the level of tax compli-
ance was at a 50-year low. It ques-
tioned the reliance in the 1996/97
Budget on increased revenue col-
lection. It welcomed the Budget’s
increase to the maximum
marginal tax rate, the steps to ad-
dress fiscal drag and the use of
R2bn to reduce the tax burden on
low-income earners. This “sign.if-
icant shift” should be extended.

It noted evidence presented to
the committee in hearings last
week in support of the contain-
ment of real expenditure increas-
es, as well as concerns that the
budget deficit of 5,1% was still too
high and would effect monetary
policy. Because R16,3bn in loans
was coming to maturity, govern-
ment’s borrowing requirement
with the deficit would amount to
more than R45bn.

Evidence indicated that net
savings last year amounted to
R16bn, and when coupled with the

ption expenditure and the
economic expansion.

“All the evidence presented re-
inforced the need for co-ordination
on }\Jolicy matters between the fi-
nance minister and the SA Re-
serve Bank,” it said in the report.

One of the employment-pro-
moting measures required to be
addressed by government was a
vigorous export drive.

“In this regard, while some
supply-side measures have been
proposed, submissions were made
that they did not have the dynam-
ic focus necessary.”

Evidence before the committee
provided vastly different views on
the attainable target level for the
Budget deficit, with business call-
ing for a reduction by at least 1,5%
a year, while others regarded this
as totally unrealistic.

“In reality, the debate between
the proponents of a 2% deficit or a
9% deficit as presented to the com-
mittee were equally sterile, as
they take little account of either
the socioeconomic or macroeco-
nomic realities, or both, and lack
the innovative thinking required
to address the extensive inherited
blems,” it said in the report.




Problems
with TBCV
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Ez OUS problems were heing
experienced in reintegrating
the former TBVC territories,
and there was reason for grave
concern over financial man-
agement in the provinces, Audi-
tor General Henri Kluever said
in a report released yesterday.

The report, on the accounts
of government for 1994/5, also
said some provinces were expe-
riencing extensive problems in
building new administrations.

The 453-page document was
presented to Parliament’s Pub-
lic Accounts Committee.

Mr Kluever said there were
many individual problems in
the provinces caused mainly
by a “very serious” lack of man-
agement and administration
expertise.

In some provinces bank re-
conciliations had not been done
for several months, which had
serious implications for finan-
cial management and control.

“The need for corrective
steps and a coherent and
dynamic approach cannot be

over-emphasised.” - Sapa.




Future of SA financial management o

Linda Ensor

CAPE TOWN — The future of SA’s fi-
nancial management hung in the bal-
ance as it tackled transformation and
attempted to overcome inherited ob-
stacles, auditor-general Henri Kluever
warned yesterday.

While there had not been further
deterioration in financial management
and administration since end-March
1995, there had not been any improve-
ment and much still had to be done.
Highlighting the problems was the

ed a clear
and

grave concern. Eﬂﬁﬁ&ﬁwﬂw
in the new pro nau._:wa footing a8 &
Nwﬂwwm». put on *he stressed.

X icated a loss of finan-
shopal Uy e aeteriortion o the

R840m in former TBVC states’ expen-
diture on which only a qualified audit
opinion could be given.

Kluever said corrective steps and
closely monitored plans were essential
if the country’s finances were to be
managed properly.

The auditor-general’s report on na-
tional government accounts for the
1994/95 fiscal year — which Kluever

presented to the parlhiamentary stand-
ing committee on public accounts yes-
terday — revealed that the financial
management problems extended from

local government finances m:. -
cial administrations and in some cases
to national government departments.
They also included a deterioration in
tax collection and the breakdown of
controls at SA’s ports and harbours.
However, total unauthorised expen-
diture in 1995/96 amounted to R27m, a
minuscule amount relative to a Budget
of about R120bn. The largest amount,
R24,7m, related to unauthorised de-
fence expenditure.
The report noted that because of the
size and complexity of the transforma-

ife e
b 23

tion, “serious problems are being expe-
rienced with the amalgamation and ra-
tionalisation process. There may be
broad consensus on what needs to be
done, but consensus on how to do it has
thus far unfortunately in most cases
proven elusive.”

The problems mainly related to the
integration of the administrations of
the former TBVC countries into both
national departments and the new
provincial administrations.

Many TBVC accounts, including
bank accounts and suspense accounts,

e = quditor-
ab

general

_February 1996, 452 local au-
..&MW%W&I. 50% — had ».wnmw.rﬁ mmnw..uu%
financial statements up to
usb%tﬁaﬁlﬁw&g in tax Swumwom

ghown in that R10bn was ed o
ia d revenue and customs an
Mwwbw 19% increase over last wmum\.m Tbn

The outstanding tax rose to e
at end-March 1995, aomewnman po
R7,8bn the previous year. CO!

< ib

ecking meas-
nwlwwnwmaou&mwﬁoum

. ¢ for nine months ot longer,
%he collection of which was Mﬂ.ﬁﬁ
e cased “alarmingly” by 17% o 10
Hividuals and 64,4% for COMPATTEL

did not reconcile with control accounts
by material amounts and in many cas-
es accounting records were missing
and could not be reconstructed.
Kluever also expressed concern over
the many agency agreements. While
these were unavoidable during a tran-
sition, they were generally detrimental
to accountability and the efficient ex-
penditure of state resources. He was
pessimistic about the possibility of any
substantial recoveries of TBVC mis-

Continued on Page 2

't local government level,

cous submission of an-

nusl financial statement.

for
cise, and he called
o S S S
of customs and excise 0 act

fraud and gross negligence.

Virtually no controls existed on oS-
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Report of the’

auditor—g‘ener‘al’ in brief -

o0 25]219b

THE five state pension funds were underfunded to
the tune of R52€n according to the latest actuarial
valuations, which are conducted every three years.
Most had shown an improvement in funding levels
since the previous valuation.

O The total cost of the Nel commission, which in-
vestigated the coll pse of the Mast, bond group, was
R5,9m, the report for 1994/95 revealed. Thig was
somewhat lower than initially estimated.

O Shortcomings were found in the internal control

Linda Ensor

2 The multiparty negotiation process in 1994/95 éost
R78m, with R66m eing spent on conference facil-
ities at the World Trade Centre,

LI The value of prison labour used by the correctional
services department in 1994/95 totalled R30m, and
e value of prison labour made available to other

ough the former B phuthatswana Dy

orporation and a foreign front company. Irregular-
ities are believed to have occurred and legal action is
being takén, A further $2,6m may alsobe involved.
O No audit opinion could be made on the recover-
ability of the Kgn'cultural Credit Account’s debtg be-
cause of the number of irrecoverable debts written off
(R21m in 187 cases), as well ag outstanding advances
of R268m and interest of R165m which were due and
had not been paid by end-March last year. Outstand-
ingloans at end-March totalled R1,3bn.

-_—
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SA backlogs ‘cannot

be erased 1

to believe SA’s socioeconomic
backlogs could be erased in five to
10 years, NP finance spokesman
Theo Alant said yesterday. .

This would take at least 25
good years, he said during debate
on the first reading of the Budget.
The country needed an economic
plan with clear and attainable
national goals.

The NP’s primary objection to
the Budget was because of the con-
siderable increase in the country’s
total tax burden, Alant said.

This was in contrast with Fi-
nance Minister Chris Lieben-
berg’s promise that higher taxa-
tion income resulting from im-
proved tax collection would not
iead to a higher tax burden, but
would be used to reduce tax rates.

ANC finance spokesman i
Marcus said the best way tobroad-
en the tax base would be for tax
registration tobe made automatic.

"An integrated system that en-
abled access to information in dif-
ferent departments, such as prop-
erty registers, vehicle licensing
and customs and excise, should be
established urgently.

Reducing the Budget deficit

-

0G Chapzs i

10 years’ |

from 6% to 5,1% was a welcome
trend and, coupled with a budget-
ed primary surplus of 1% for the
first time in many years, was erit-
jcal to maintain.

The projection for total public
debt in 1996/97 was about
R311bn, a slight drop to 55,6%
from last year's 56% of GDP. Oth-
er government spending co
take place only once the interest to
service the debt — R34,4bn in
1996/97 — had been paid.

Freedom Front finance
gpokesman Willem Botha said
SA’s bank rate, which was among
the highest in the world, needed to
be reduced because it compared
unfavourably with the country’s
major trading partners.

Botha said individuals were hit
hardest because of this high rate.
He would prefer to see a lower
bank rate and a loanlevy jmposed
by inland revenue.

Government’s biggest expense
was the cost of its debt. It was un-
acceptable that R1 of every RE was
used to service state debt.

TFP finance spokesman Gavin
Woods said the private sector
should be involved in the budget-
ing process. —Sapa.




‘Reconciliations had not been done Jor months’

State accounts
out of control,

says Kluever
(P8) crzefsah (4a)

By Aubrey D'ANG)LO

Cape Town — There were serious
problems with the financial man-
agement of the government's
accounts, Henri Kluever, the audi-
tor-general, said yesterday.

Presenting the government's
accounts for the past financial year
to the parliamentary joint standing
committee on public accounts,
Kluever put particular emphasis on
the problems of integrating the for-
mer TBVC states, which had failed
to produce satisfactory financial
statements, with new local authori-
ties, some of which also lacked
financial expertise,

Kluever said the situation gave
reason for grave concern,

“Financial management in the
new provincial administrations
must be put on a sound footing as a
matter of urgency. It appears that
certain provinces will have to
receive assistance from national
level to address adequately their
accounting and financial manage-
ment difficulties.”

There was a lack of trained and
experienced staff with a financial
background, and of proper internal
checking and control measures.
Some bank reconciliations had not
been done for months.

The auditors were unlikely to
Ppass accounts for the former TBVC
states because the consultants who
had prepared them had pointed out

that many bank and suspense
accounts diverged substantially
from control accounts.

Kluever said sums qualified by
the consultants in this way totalled
R840 million. It was unlikely that
any of this could be recovered.

His report highlighted a litany
of problems, including un-
authorised overspending by the
defence force, difficulties in compil-
ing the annual financial statements
for the National Housing Fund and
goods flooding into South Africa
without adequate inspection.

He was concerned about the
lack of control of the funds for the
National Housing Fund, which
now ran into billions. Some provin-
cial authorities had problems
“compiling and timeously submit-
ting acceptable financial state-
ments” for the funds, They had
been given an extension until the
end of the month,

Unauthorised expenditure by
the defence force was R24,7 million,
Discussing a secret defence force
account, Kluever said R21,7 million
had been written off on the termina-
tion of a project abroad and the
destruction of a stockpile.

No details could be given, but
the Office for Serious Economic
Offences was awaiting the decision
of the minister of justice on whether
to investigate the project.

) See Page 18
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OVER R26 MILLION IN UNAUTHORISED SPENDING

"Serious probl

THE TRANSITION IN South Africa’s government had thrown
up serious financial management problems, particularly in
the former homelands, auditor-general Mr Henri Kluever
said yesterday. BARRY STREEK reports.

ment and administrative prob-

lems had developed with
South Africa’s transition, with
unauthorised expenditure of
R26,9 million and qualified audits
on aspects of 16 departmental
votes, auditor-general Mr Henri
Kluever said yesterday.

Serious problems were found in
particularly the accounts of the
former TBVC states, three other
homelands and in the new provin-
cial structures, he said in his report
on central government depart-
ments in the 1994/5 financial year.

Kluever said the financial man-
agement and administrative prob-
lems of the transition in South
Africa were “large indeed”. “We
must, however, not let them go
unresolved,” he added.

“In this regard there even may
be broad consensus on what needs
to be done but consensus on how

SERIOUS financial manage-

to do it has thus far unfortunately
in most cases proven elusive.”

Kluever told Parliament’s Joint
Committee on Public Accounts
that “serious problems” were being
experienced with the amalgama-
tion and rationalisation process,
particularly in regard to the former
homelands and the number of
qualified audits of expenditure in
the former TBVC states.

Other serious problems existed
because of the many agency agree-
ments and the rendering of ser-
vices on a recoverable basis.

Extensive problems were being
experienced in some provinces
with the process of building new
administrations.

Kluever also reported he was
not able to express an unqualified
audit opinion about specific
aspects of the accounts in 16 of the
38 budget votes, including Agricul-
ture, Constitutional Development,

Correctional Servt es, Foreign
Affairs, Health, Housing, Justice,
Labour, Defence, Police and the
RDP.

He found unauthorised expen-
diture totalling R26,9m, including
R1,1m in the Department of Jus-
tice and R24,7m in the defence
force.

Most of the Defence expendi-
ture (R23,9m) was over-expendi-
ture in regard to additional mem-
bers of the defence force called up
for duty during the 1994 elections,

A further R284 450 was associ-
ated with the post of secretary of
the SANDF Rugby Association and
R523 711 in aid for the Service Golf
Club was disallowed.

The Department of Education
and Culture in the House of Repre-
sentatives incurred a further
R530 500 in unauthorised expen-
diture for transportation of pupils
living within a radius of five kilo-
metres from a school, Kluever said,

® The new headquarters of the
National Intelligence Service,
authorised in October 1993, has
¢ost R163,6m — R14,8m more
than originally estimated.

ems’ in audit

) cr 2839k

Kluever said the extra costs
included a R4,2 miilion penalty
paid to a building contractor last
year because of a rescheduling of
the works programme.

“Construction costs by the end
of March last year had amounted
to R49 million.

“An element of fruitless expen-
diture has arisen from the need to
redraw the original plans, and
make certain alterations to works
in progress, as a result of the amal-
gamation of the five former civil-
ian intelligence structures into two
new wholly distinct organisations
that could not have been foreseen
when drawing the original plans,”
he added.

© The former white education
department in the old House of
Assembly transferred land, schools
and hostel buildings worth
R16,7m as free gifts during the
1994/5 financial year, Kluever
reported yesterday.

He gave no further details in
the list of “gifts by the state” in his
report on central government
departments during 1994/5,
® See Pages 15 and 18.




Liebenberg’s resignation sparks Cabinet reshuffle

Tim Cohen

CAPE TOWN — Finance Minister
Chris Liebenberg resigned yesterday,
sparking the scrapping of the RDP de-
partment and a host of other changes
which will consclidate the ANC’s pow-
erin the government of national unity.

In the current government’s biggest
Cabinet reshuffle to date, Liebenberg
will be replaced by Trade and Industry
Minister Trevor Manuel. Deputy Fi-
nance Minister Alec Erwin will take
Manuel’s place, while Posts and
Telecommunications Minister Pallo
Jordan will stand down in favour of
RDP Minister Jay Naidoo.

President Nelson Mandela also ap-
pointed three women as deputy min-
isters, with parliamentary finance
committee chairman Gill Marcus be-
coming deputy finance minister.

Two new deputy ministerial posts
have been created for mineral and en-
ergy affairs and trade and industry,
which will be filled by ANC MPs Susan
Shabangu and Phumzile Mlambo-
Ngcuka, respectively. The changes
take effect on April 4.

Speaking after Mandela’s an-
nouncement, Liebenberg said he was
“totally at ease” with government’s fis-
cal and economic policies, denying that
his resignation was based on any dif-
ferences of opinion with his colleagues.

Leibenberg said that at the start of
his roughly 18-month term, he had in-
dicated he would not be taking on the
position for long. His resignation ends
an era of expert non-political and
quasi-political Finance Ministers.

Liebenberg said: “I firmly believe
that everything is in place for the strat-
egy to go forward and that it really
would have been superfluous for me as
a non-politician to be around when you
have the talent sitting on the sidelines
thatcandothejob....”

He had given Mandela the under-
taking that he would not seek another
position in the private sector while in
office. “So 1 am unemployed, although
Pm too young to stay at home.”

Mandela told Parliament the ap-
pointment of Manuel as finance min-
ister created the problem that the ANC
had one more minister than was al-
lowed by the constitution.

“After much reflection”, Mandela
said he had decided to assign Jordan
“other tasks outside Cabinet”, al-
though it is understood he is unlikely
to remain outside the higher govern-
ment ranks for long.

Mandela said that with the appoint-
ment of Naidoo to Jordan’s post, the
RDP office would be closed down, and
Deputy President Thabo Mbeki had
been instructed to handle the reloca-
tion of projects and programmes which
fell under the RDP office’s supervision.

The RDP fund would be relocated
within the finance ministry.

Opposition parties reacted to the
changes with varing degrees of scep-
ticism. The NP said that after former
finance minister Derek Keys resigned,
it had been accepted by the ANC that
the finance minister should be an in-
ternationally respected expert who
was political neutral.

The NP said it was worried about

@" XEQWlN
the signals this decisiofi might send
and called on government to renew its

commitment to the continuation of the
approach that had been followed thus
far.

DP finance spokesman Ken Andrew
said that in the absence of a full ex-
planation, the indications were that
Liebenberg was “fed up with having to
make unsatisfactory budgetary com-
promises which he knows are harmful
to SA’s long-term social and economic
interests.”

Freedom Front finance spokesman
Willie Botha said it was a pity that fi-
nance ministers who had good success
records in the private sector did not of-
fer their services to politics for longer
periods. This unfortunately created
the impression that something was
wrong somewhere, he said.

Sacob president Rudi Heine said
Liebenberg’s resignation came “at an
unfortunate time”in SA’s history when
the country “is still struggling to de-
velop and build a record of fiscal dis-
cipline, financial stability and sound
management of the economy”.

“The fact that in its short history,
the new SA has now had two_finance
ministers is almost cerfain To raise
market concerns about the commit-
ment of the government of national
unity to fiscal discipline.”

Heine said, however, that Sacob
had enjoyed an “excellent working re-
lationship” with both Manuel and
Ervwin in the past, and he hoped this
would continue.

SeePages5and 18
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Infrastructural investment
needs raised at conferengs

Samantha Sharpe

CAPE TOWN — Today’s RDP in-

frastructure investment confer-
- ence would help mobilise massive
_future spendingon infrastructure,
- key factor to SA’s economic
_growth, the minister in the office
-of the president Jay Naidoo said
. yesterday.
... The conference would bring to-
. gether key government officials
~and prominent figures in the pri-
_vatesector, in a bid toenhance pri-
_~vate infrastructure investment.

Naidoo said government was
_.grepared to present at the confer-
\@nce its planning around develop-
_“ment finance, specifically the Na-
“:tional Infrastructure Investment
Framework.
The framework showed two in-

vestment scenarios with a “best
. gase” based on commercial assess-
ments of core infrastructure
needs, as well as the desire to wipe
.amt backlogs within five years.
tog This would require R100bn for
, eronomic  infrastructure alone,
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dropping to R90bn with & slower
pace of delivery.

Economic infrastructure was
one of four integrated program-
mes in the framework which in-
cluded provision for municipal, ra-
ral and social infrastructure in-
vestment, he said.

It showed social infrastructure
requirements at_about R31bn,
with investment 'u}munisipal in-

vironment ighi private in-

vestment eould flourish.

Longer-run_ economic perfor-
mance was enhanced by the pro-
ductivity gains from improved in-
frastructure, with positive spin-
offs for job creation through la-
bour intensive projects.

Deputy Finance Minister Alec
Erwin said there was a major in-
vestment need for infrastructure
i t, with budgetary re-

frastructure
R41bn and R70bn, depending on
the delivery rate and service.

Investment in rural infrastruc-
ture was likely to be smaller, rang-
ing between R1llbn and R18bn,
because of limited absorption ca-
pacity, Naidoo said.

Both scenarios estimated pub-
lic investment growing at 16,7%
and 8,4% a year respectively and
were based on a five year period,
with a slower pace of delivery as-
sumed for the second one. -

Naidoo said that the East
Asian economic miracle showed
that investment in public infras-
tructure had helped create an en-

i
forms, debt management and a
regulatory environment allowing
maximised financial co-operation
between government, the paras-
tatals and private sector capital.
Government’s proposed large
infrastructural investment pro-
gramme was the basis for meeting
needs and enhancing growth and
development, hesaid. .\
While the conference did not
herald a “big bang” approach to in-
frastructural spending, SA could
see infrastructure Emjects unfold-
ing that would help bring its
growth rate to 6% in the next few
years, Erwin said.
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Roiler-coaster ride
for SA markers

Paul Richardson

SA’s currency and bond markets had a
roller-coaster ride on yesterday’'s Cab-
inet reshutfle rumours.

By the close the currency had re-
versed 1,5¢ to R3,9983 to the dollar af-
ter breaching the R4 level nt regular

Continued on Page 2 |

Govt, labour and business
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to talk about 1nffastr%ct%'e |

Samantha Sharpe

GOVERNMENT, labour and the pri-
vate sector will meet today to thrash
out a framework for investment 1n eco-
nomic and social inirastructure, 2
move which could see billions mo-
bilised for infrastructure spending.

Speaking at the opening of the RDP
Infrastructure investment Conference
last might, Deputy President [habo
Mbeki said it was clear the Budget
alone was insufficient to meet SA’s -
{rastructure investment needs.

What was called for was partner-
ships between government, labour,
communities and the private sector 1n
local projects to ensure economic
growth and RDP delivery.

Mbeki said better co-operation be-
tween the private and public sectors
would be helped by government’s first
detailed and comprehensive pro-
or'lmmofnrmfmctm”m

Wit Snilonanl laftuelu

ment Framework.

‘Investors are now
CIlLdr PICLUIE UL LIE SCOpE ulld SCle oL
the public investment programme, and
the envisaged requirements for both
private sector loans and equity.”

The framework was based on_two
investment scenarios. The more afford-
able showed that R90bn was needed
for economic infrastructure invesr-
ment alone. with social infrastructure
spending estimated at R31bn.

Mbeki saxd government was also fi-
nalising a medium-term fiscal irame-
wOrK, Wwhicn would show unanciad 1i1g
ures for allocations to public sector pro-
grammes for a five-year period.

Sanlam chairman Marinus Daling
said it was clear that infrastrucuture
development should be part of SA’s
macro-economic policy. He said there
was little doubt public- and pnivate-
sector partnerships were needed. How-
ever, these partnerships should in-
clude institutions from abroad.

See Pages |
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GOVT, BUSINESS TO WORK TOGETHER

Multi-billion

PLANS TO GET basic services to the people and provide

the infrastructure to promote

growth were discussed yes-

terday. BARRY STREEK and WILLEM STEENKAMP report,

MULTI-BILLION rand pro-
A;ect to get the government
nd business to work togeth-
er and provide basic infrastructure
while promoting economic
growth was launched at the RDP
Infrastructure Investment Confer-
ence in Cape Town last night.

Government and business lead-
ers will meet behind closed doors
today to discuss ways of obtaining
private sector and institutional
involvement in raising the R60 to
R70 billion needed to bring ser-
vices up to an acceptable level over
adecade,

Retiring RDP minister Mr Jay
Naidoo said the drive was to show
“that mfrastructure spending con-
tributes to economic growth but
with a time fag”.

Much work had been done on
drawing up structures in partner-
ship with business, Naidoo said.

Deputy Finance Minister and

new Minister of Trade and Indus-
try Alec Erwin said: “We should
not see infrastructure as a detrac-
tion from growth, but as a contrib-
utor to growth.”

Deputy President Thabo Mbeki
said in the keynote address that
everyone was aware that “the
inequality, unemployment and
poverty that continue to afflict our
country can destroy the political
gains we have made” and only by
“pooling our collective resources”
could the necessary socio-econom-
ic changes be made.

But Mbeki warned that democ-
racy had placed certain responsi-
bilities on communities: “South
Africa simply cannot afford to
carry those who are not paying for
their services despite adequate
incomes. Non-payment of service
charges is unacceptable,

“The rebuilding and construc-
tion of community facilities and

arowth
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the maintenance of serdiced an

their improvement will remain
largely impaired unless communi-
ties contribute by paying for the
services they receive and defend-
ing such assets as electricity cables
within their areas.”

Sanlam chairman Mr Marinus
Daling said in his address to the
conference that “the most impor-
tant of the general requirements”
of a partnership between the pub-
lic and private sectors was that of
fiscal certainty.

This included the government
ensuring that fiscal transfers were
secure, that income streams were
protected along with government
responsibility in the event of
default, and that a “transparent
and flexible regulatory framework”
be created to watch over public
and private sector interactions.

The National Infrastructure
Investment Framework (NIIF)
includes R81bn to R85bn by public
utilities, Eskom, Telkom, Transnet
and the water boards, and a sub-
stantial portion of this funding
will be raised through borrowing.

plan

“Depending (g%’growm sce-

nano and the extent of institution-
al change, the central govern-
ment's budget will have to provide
between R62bn and R80bn over
the next five years.”

Key features include:

® R25bn over five years on
electricity generation and trans-
mission, and the grid electrifica-
tion programme will add Ré-
R12bn to the sector’s financing
requirements over the period.

@ R23bn expenditure on urban
water and sanitation if a full leve]
of service 1s to be implemented in
five years. Total off-budget fund-
ing for water and sanitation is put
at R22-R28bn over the next five
years, peaking at RSbn a year.

@ R14bn over the next five years
on transport infrastructure,
enabling the elimination of the pro-
claimed road backlog in 17 years.
Municipalities could be expected to
add a further R10 to R15bn on
investment in urban roads.

® Upgrading of ports, airways
and railways at an envisaged
R19bn.
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Chris Liebenberg

(] Business reacts

By NANCY MYBURGH AND SEAN FEELY

Johannesburg — Business expects
Trevor Manuel, the outgoing minis-
ter of trade and industry, to pursue
the government’s deficit reduction
targets when he takes over from
Chris Liebenberg as finance minis-
ter on April 4,

In his Budget on March 13,
Liebenberg said that the gover-
ment was aware of the need to cut
the deficit to below 45 percent of
GDP by the end of 1999.

“I ‘am sure about it” said
Michael Spicer, an alternate director
at Anglo American, referring to

Trevor Manuel Gill Marc

favourab?

Manuel's commitment to fiscal dis-
cipline.

Viv Bartlett, chief financial offi-
cer at First National Bank, agreed.
“Yes, 1 think the needs of the coun-
try are such that fiscal discipline has
to be there. We cannot afford to
relax it.”

Manuel's close ties with
Liebenberg would also ensure con-
tinuity in fiscal policy, said Dennis
Dykes, the chief economist at
Nedcor. “In all the meetings I've
been to when Chris Liebenberg has
been there, he has always been
accompanied by people like Trevor
Manuel. They've been like a team.”

Alec Epwin
cT(eR 292/
anuel

The appointment of a senior
ANC member to the key post of
finance minister would bolster the
government's effort to restrain
spending demands, they said.

“There's a lot of pressure from
ministerial colleagues and other
stakeholders, so 1t's desirable he
would be able to fend off those chal-
lenges,” said Spicer.

Though Manuel has differed
with large corporations such as
Anglo American on competition
policy, Spicer said it was a differ-
ence of “means, not goals describ-

ing Manuel as a champlon” 01

market reform.




Manuel committed to policy of fiscal discipline despite the rumblings

By CLIVE SAWYER

Unfortunately for the new
South Africa, prophets of
doom have become a rapidly
growing sector. On oceasion,
one might wonder whether
jitters in the market are
fuelled maliciously, as evi-
denced by earlier persistent
speculation about President
Nelson Mandela's health and
subsequent rumours that he
would quit ut the end of this
year.

Whoever spreads these
rumours does the country a
disservice, and if the dfssem-
ination is done in innocence,
it betrays a profound failure
to understand the dynamics
of the Government of Nation-
al Unity and its commitment

to what Chris Liebenberg
has called the mantra of fis-
cal discipline. :

Swiftly following this
week's announcement of Lie-
benberg’s return to private
life were predictions that the
rand would slide further, and
that international bond In-
vestors would be cautious
about South Africa because
of the rate at which it has
gone through finance minis-
ters -~ two since the 1994
election.

Minority parties were
also quick to express alarm
at the appolntment of a
finance minister from ANC
ranks, apparently purposely
unaware of the respect Tre-
vor Manuel has earned for
his handling of the trade and

industry portfolio.

Negative reactlon to Ma-
nuel's appointment displays
a wilful denial of the initia-
ives he has taken towards
leading South Afriea to-
wards its rightful place in
world trade, and the rapid
learning curve which will be
to his benefit in his new job.

In & sense, it was a sur-
prise to some that Manuel
was not appointed finance
minister immediately after
the 1994 election, because it
had seemed that his role as
head of ANC economic af-
fairs meant Mandela was
grooming him to take over
the national Budget. In-
formed economists have
welcomed Manuel as “mar-
ket friendly” and eager to

abandon the country’s re-
maining exchange controls.

It would be cause for
worry {f, two years after the
election, there was & con-
tinuing failure to under-
stand the role of a finance
minister in the context of the
Government of National
Unity.

This is not to paint the
National Party, or even the
Inkatha Freedom Party, as
the voice of sanity in the
GNU, as no doubt both of
these minority parties like to
be seen.

But it is worthwhile
pointing out that the GNU’s
commitment to fiscal disei-
pline and responsible eco-
nomie policy is closely linked
to a broad national consen-

TREVOR MANUEL: Holds
the nation’s purse-strings

sus on the issue. The ANC
added to the debate with its
statement that In other

democracies the finance
portfolio was under the di-
rection of the majority party.
With supreme confidence,
the ANC said Manuel's ap-
pointment should strength-
en investor confidence at
home and abroad.

Manue! himself was at

pains to assure markets that -

he stood for continuity, and
acknowledged that he and
his new deputy, Gill Marcus,
would have to work hard in
the face of criticism by scep-
tics.

Also prone to misinter-
pretation was Mandela's an-
nouncement of changes to
the handling of the Recon-
struction and Development
Programme portfolio. Jay
Naidoo is to relinquish the

RDP office fotake over ousi=—
ed Pallo Jordan's job as min-
ister of posts, telecommuni-
cations and broadeasting.
Superficial analysis was to
see this as a vote of no confi-
dence jn Naidoo, who has
been subjected to criticlsm
for producing screeds of
RDP-speak documents ra-
ther than houses, jobs and
running water.

This misunderstanding is
born partly of a failure to
grasp the complexities of the
RDP process, and that this
week’s shift of duties to the
finance ministry and Deputy
President Thabo Mbeki sig-
nels a bew phase towards
implementation.

é the National Party
was quick to label the

change as the abandonment
of the RDP, the change is in
line with the programme’s
developing linkage to all gov-
ernment funct: ns. It has
been clear from the outset
that Naidoo’s role was a
short-term one, pending a
more pervasive approach to
reconstruction and develop-
ment among all ministries.

There is further signifi-
cance in the allocation of
RDP programmes to Mbeki,
who earlier this year was
given the Job of unveiling the
Growth and Development
Strategy, the companion pro-
gramme to the RDP.

For the rest, the other
changes and appointmer.is
announced by Mandela are a
manifestation of the normal-

isation of politics. Cabinet
reshuffles are the norm in all
countries, and Liebenberg’s
departure gave Mandela the
opportunity to reward merit
and potential, while further-
ing his government’s com-
mitment to a strong role for
women in government.

(illl Marcus, the new
deputy finance minister,
matches both criteria, hav-
ing gained respect for her
role as chairman of the joint
standing commitiee on
finance.

Other appointments this
week were unlonist Susan
Shabangu as deputy minis-
ter of minerel and ehergy
affairs and Phumzile Mlambo-
Ngcuka as deputy minister
of trade and industry.
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Economists optimistic that

Manuel

Trevor Manuel, former socialist,
activist and now the new finance
minister, will press ahead with
building a market-friendly eco-
nomic strategy for South Africa,
economists predicted yesterday.

That would include tihe
phased dismantling of remain-
ing foreign exchange controls -
a key barrier to South Africa’s
integration into the world econo-
my - and selective privatisation.

Manuel himself has pledged
not o deviate from the policies
of his predecessor Chris Lie-
benberg, from whom he takes
over on Thursday.

Economists said Manuel
could, if anything, speed up the
removal of exchange controls.

“There are some concerns in
the market that he may go for a
more rapid approach. Bul it's
unlikely that the Finance Min-
istry will ignore the advice of the
Reserve Bank for a gradualist
policy,” said Bruce Donald, econ-
omist at SBC Warburg.

Another economist, who asked
not to be identified, agreed.
“There is a bigger risk that
Manuel will go faster rather than

S mal
49

slower,” he said. “1701 e lodks al
his performance as trade and
industry minister, he was very
keen to get rid of tariffs — and
tariffs and exchange controi are
part and parcel of the same
thing.”

Annelise Peers, a fixed-
income analyst at Investec
Bank, said Manucl might want
to act faster, but the eautious
hand of Reserve Bank governor
Chris Stals would be a con-
straint.

Closer to labour

“The timing will nol change
with Manuel in charge. Any deci-
sions will still have to be taken
together with the Reserve
Bank,” she said.

Manuel, with his background
in the labour movement, might
also be able to sponsor the Gov-
ernment’s privatisation pro-
gramme more cffectively than
Liebenberg, analysis argued.

“Manuel’s appointment is
good for the privatisation pro-
cess as he is closer to labour and
he may be able to convince
them,” Peers said.

‘&-%w'emﬁﬁg
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Government plans to sell off
some non-strategic siaie enter-
prises and find strategic equity
partners for others were fiercely
attacked by trade unions at the
end of last year. That led to the
establishment of a consultation
process with labour. Old Mutual
economist Dave Mohr said: “The
agreement reached with labour
will dictate the path of privatisa-
tion. more than a new minister
of finance will.”

Life investment group Sy-
frets said in a statement: “There
is concern about the level of eco-
nomic expertise of some of the
new appointments, in particular
Trevor Manuel.”

Another area of possible ten-
sion would be Manuel's relations
with the Reserve Bank, and in
particular with Stals.

“The past two ministers (of
finance) were both non-political-
Iy aligned, and now we have a
department headed by two ANC
ministers. There may be some
pressure on the Reserve Bank to
do what the Government wants,
rather than to act independently”
one economist said. - Reuters




New finance
boss Manuel

VOWS to tax
SA ‘smarter, |

Iy RAE HAR@
Political Corres ogdent
ETEL

TREVOR MANUEL, South Africa’s new
Finance Minister, says he will live up to
the ANC’s promise that government
should “tax smarter, not harder” and
broaden the pool of taxpayers.

Mr Manuel told the Sunday Times he
supported the “general thrust” of the Katz
commission on taxation, including in-
creasing the number of taxpayers, sim-
plifying the tax structure and getting
tougher enforcement.

“The reward would be a higher yield,
which gives you the manoeuvrability that
does not exist at the moment,” he said.

Mr Manuel takes over political respon-
sibility for tax collection, including the
customs service, of which he has been
highly critical in the past.

“I've not spared the customs service
public criticism, but for a very good
reason — no industrial policy can have
auy integrity until such time as we have
efficient customs enforcement,” said the
country’s first black finance minister.

The establishment of the new Revenue
Service, which amalgamates Inland Rev-
enue and Customs and Excise, was “ex-
ceedingly important” as it would improve
revenue collection.

Mr Manuel said business would have to
adapt to the fact that they now had a
finance minister who did not come from
their “inner circle”,

“It's about proving the cynics wrong,
and saying decisions are taken on a range
of facto‘rs, carefully considered, that

said he fully Supported
changes to the way the country ran its
finances, outlined by his predecessor Chris
Liebenberg in his Budget speech.

These included:

@® The establishment of an expenditure
evaluation unit to make sure government
money was used properly;

@ Better management of South Africa’s
massive foreign debt; and

® The use of the Medium Term Expen-

diture Framework, which would lead to
better long-term budgeting.

“We need to check not only that no one
is stealing money, but that the money and

* resources are being utilised in a way that

is entirely compatible with policy,” he
said.

Although South Africa spent a greater
portion of its gross domestic product on
education than most countries, it still had
a “lousy education system” because the
meney was not being used properly.

“The answer can’t be just allocating
more resources,” he said.

management of provincial
fin(:::cets},lsvhich wags described as cause foxi )
“grave concern” by the 'auéltor general |
this week, Mr Manuel said: “The fme;lnce
ministry is not unhappy about what ﬂa:g;
pened. The auditor ge"‘sersétii[lltill(ﬁs anof

iew. I think the jury i -

Vl?‘? wlotuld like toJ seeus stljengthepmg the
hand of the provinces, increasing }tlhet !
capacity of provinces to 1mp\e5nent tha
part of the fiscal arrangement
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NEWS  POLITICS AND LABOUR

L e
Ineqmigﬁthlghhghted

By Abdul Milazi
Labour Reporter

ORGANISED labour yesterday
released a social equity and job-cre-
anon policy document aimed at
addressing social and economic
inequahiies in South Africa.

Labour’s chref negouator. Mr
Ebrahim Patel, said if implemented
the proposed plan could create
between 350 000 and 550 000 jobs
and build at least 300 000 houses for
the homeless.

The document, compiled by
South Africa’s three major trade
union federations — the Congress of
SA Trade Umons. the National
Council of Trade Unions and the
Federation of SA Labour - has 1den-
tified key issues such as mass hous-
ing programmes and the redistribu-
tion of wealth as the only way to

equty in the country

It also says the reduction of the
vast inequalities in society should
include the eradicanon of poverty.
promotion  of  worker  nghts.
increased employment and the pro-
vision of basic infrastructure for all
cutizens.

According to a survey by the
Human Sciences Research Council,
the poorest of South African house-
holds (40 percent) earned less than
six percent of the country's total
income, while the richest (10 per-
cent) earned more than half the total
income.

The survey further revealed that
while Afnicans made up 76 percent
of the population. their share of
income amounted to only 29 percent
of the total mcome

A recent study by the Key Indica-
tors ot Poverty in South Africa rated

the country as among the highest
with mcome nequahty 1n the world.

Cosatu general-secretary Mr Sam
Shilowa said orgamsed labour huad
helped the majornty of South
Afnicans to get the vote and now they

would ensure that the vote “means .

something”.

Nactu general-secretary Mr Cun-
ningham Ngcukana said the trade
union movement needed to move
from shouting siogans and come out
with concrete proposals on what
should be done to address the
nequalities.

The document, which would be
negotiated at the Nanonal Economic
Development and Labour Council.
also proposes the modernisatuion ot
the country’s industry base, a ban on
overtime to create more jobs. the
redistribution of land to the poor and
the reduction of consumer tax.




Ways to

LMOST TWO YEARS AFTER South Africa

embraced a democratic system of

government, the country is still char-

acterised by vast economic and social
inequalities.

This is the view of three major trade union
federations, which released a policy proposal
document on social equity and job creation at a
Press conference this week.

The document is the result of months of dis-
cussions between the Federation of South
African Labour, National Council of Trade
Unions and Congress of South African Trade
Unions.

At the Press conference, Nactu general secre-
tary Mr Cunningham Ngcukana said the unton
movement must move away from shouting slo-
gans and put forward concrete proposals on what
should be done to comect the imbalances.

Active promotion

He argued that the active promotion of social
equity was the key objective of organised
labour because many South Africans are poor,
underpaid, unemployed and homeless - their
basic needs are not being satisfied by the pre-
sent economy.

The document further charges that the coun-
try’s economy is still in the hands of the minori-
ty, who acquired control over it through land dis-
possession and the exploitation of black people.

end

overty

NG
The trade gﬁo verefit is leading the fight to

address the country’s social and economic inequalities.
Labour Reporter Abdul Milazi looks at its proposals

for social equity and job creation...

Cosatu's Sam
Shilowa ...

Inequalitles are the
result of deliberate from shouting

“In more recent times busi has eng;
in speculative activities which have served to
foster unproductive economic activities.” the
document says.

“Instead of investing n plant, equipment
and people, it has invested in shopping malls
and huge glass and concrete towers as monu-
ments to the sterility of the corporate and finan-
cial sector™.

Glaring inequalities

The document quotes statistics from a survey
by the Human Sciences Research Council,
which reveals glaring inequalities.

According to the HSRC survey, 40 percent
of South African households earn less than six
percent of the country’s total income, while the
richest — a mere 10 percent — earn half the total
income.

It also states that although blacks make up
76 percent of the population, their share of the
total income amounts to only 29 percent.
Whites, who make up less than 13 percent of
the population, earn 58,5 percent.

The survey points out that South Africa
compares with Brazil in having the highest
income 1nequality.

In South Aftica the poorest, who make up 53
percent of the population, account for less than

¥ slogans.

10 percent of total consumption, while the nch-
est, a mere six percent, consume over 40 percent.

“Of the poorest, a third live in shacks or tra-
ditional homes and 80 percent have no access to
electricity, 70 percent do not have tap water and
more than 80 percent have no access to modern
sanrtation,” the survey says.

Cosatu general secretary Mr Sam Shilowa
argued that these inequalities were not acciden-
tal, but the result of low-wage policies and
deliberate policies of the old government to
underspend on social services for blacks.

He pointed out that economic growth can
enhance social equity only when more jobs are
created and when enough of the resources gen-
erated are ploughed back into the development
of communities.

The document points out that reducing
inequalities should involve the redistribution of
wealth, promotion of workers’ rights, increased
employment, development of people and the
provision of basic infrastructure and services to
all citizens.

To advance these goals, the federations pro-
posed that at least 300 000 houses be butlt each year
for three years. They say such a programme would
create between 350 000 and 550 000 jobs.

The federations further propose the mod-

o
Nactu’s Cunningham
Ngcukana ... unions
must move away

ernisation of the country’s industrial base
to foster job creation,

They also propose establishing a
National Restructuring  Fund to
finance the introduction of new tech-
nology and organisational assistance
where compantes are able to show
increased production and the creation
of new jobs.

The federations also propose expand-
ing the savings rate in South Africa as a
means of financing new investment: “An
important means of achieving this is
through the promotion of savings levels
from workers, through strengthened
provident and pension funds.”

A ban on overtime is proposed as well
to ensure that more people are employed.
“Not all overtime is able to convert into
fullime work; nonetheless, large num-
bers of new jobs can be created should
overtime he cut.” the document states.

It 15 also argued that the domestic
market should remain the main focus of the out-
put of local goods because it constitutes a major
market where local producers have all the
advantages of quick deltvery.

Domestic demand

“Instead of the current attempts to cut down
domestic demand, we argue for wage and
income policies which expand the local market
for manufactured goods and services.” states
the document.

In addition, the document argues that small-
scale farming 1s important for the country’s eco-
nomic growth and requires land redistribution
to the poor.

The federations further propose a reduction
in Value-Added Tax because it apphes to the
poor and unemployed equally.

The document argues that a recent study by
the Finance Department shows that the very
poor pay 9,1 percent of their income on VAT,
while the wealthy pay between 5,04 and 5.5
percent.

Another proposal is that much of the coun-
try’s budget should be redirected towards ser-
vices and infrastructure for the poor.

Whether these proposals will work in the
present economic climate remains to be seen.




POLITICS

GROUP’S ECONOMIC STRATEGIES ‘DANGEROUS’

THE BRENTHURST GROUP, representmg almost the entire

Outrage at ‘big bog

formal economy, has upset unions and Labour Minister Tito
Mboweni with its proposals. BARRY STREEK reports.

ISCLOSURES about an
Dinfluential big business

organisation, the Brent-
hurst Group, and its takeover of
the South African Foundation to
promote free trade as the key to
economic growth has provoked a
sharp reaction at union and cabi-
net level,

The three major trade union
federations have described the
group's strategies, released by the
foundation as a “Growth for All”
document, as “a well-financed and
well-publicised campaign to cling
on to their wealth”.

Business organisations, particu-
larly the South African Chamber of
Business (Sacob), have been side-
lined by the Brenthurst Group.

Details about the group have
been given in a report, The Empire

Strikes Back, by the monthly mag-
azine, Millenium, in its latest issue,

“They are galvanising their
ideas and resources in the belief
that for South Africa to succeed,
the country must move away from
its present dream of ‘development’
economics and concentrate
instead on economic growth to
drive its development require-
ments,” Ingrid Uys wrote,

She said the “powerful and dis-
creet institution” came into play
when President Nelson Mandela
approached the country’s foremost
business leaders in 1994 and asked
them to constitute themnselves as a
sounding board on macro-eco-
NOMic issues.

The Brenthurst Group, named
after the residence of its host, Mr
Harry Oppenheimer, was formed

HOST: Mr Harry Oppenheimer

in response.

Other members include Anglo
American chairman Mr Julian
Ogilvie-Thompson, Rembrandt
Group founder Dr Anton Rupert
and SA Mutual chairman Mr Mike
Levitt. “Their collective industnal
power 1epresents virtually the
entire formal economy ,” Uys

club
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The group has decided to revive
the SA Foundation, under former
ambassador to the European
Union and former director-general
of foreign affairs, Mr Neil van Heer-
den, as its vehicle.

Details of the group's strategies
have provoked widespread opposi-
tion. Labour Minister Tito
Mboweni described the proposals
as “dangerous”. He said the docu-
ment had failed to address black
advancement or the need for antr-
trust legislation.

The Congress of South African
Trade Unjons, National Council of
Trade Unions and Federation of
South African Labour Unions say
in their document, Social Equity
and Job Creation: The Key to a Sta-
ble Future, that high levels of eco-
nomic concentration have a major
negative effect on social equity.
“The concentration of power ...
limits the prospect of inclusive
economic decision-making.”




overnment seeks

tatlor-made mﬁ_

A partnership between
government and private
sector has been formed to
tackle development
backlogs, writes Lynda
Loxton

OVERNMENT and the

private sector are investi-

gating innovative financ-

ing packages to foot the

estimated R170-billion to

R230-billion bill to tackle infrastruc-

ture backlogs throughorit the country.

They met behind closed doors in

Cape Town last week to examine vari-

ous options and, although several tech-

nical details still have to be finalised,
appear to be keen to co-operate.

But as newly appointed Trade and

Industry Minister Alec Erwin

warned, neither side™ should
approach this with expectations of a
“big bang” that would see overnight
changes and results.

Erwin said it was clear the mnfra-
structural needs identified could not
be funded only by the national Bud-
get, or by the national development
finance institutions (NDFIs) such as
the Development Bank of Southern
Africa.

“Another position argued is to pri-
vatise the whole thing and allow the
private sector to get on with the job,”
Erwin said.

“Rather than adopting either of
these extreme positions, government is
developing various tailor-made institu-
tional and regulatory measures ... in
partnership with the private sector.”

He said four basic sources of finance
were available. These included fiscal
transfers, which could be seen as

\T7¢
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€quity in projects, concessional

finance from various multilateral insti-
tutions and international sources,
development finance from the NDFls
and loans raised on commercial terms
from the capital markets.

“The nature of the projects and their
risk and revenue profiles will deter-
mine the funding mix,” Erwin said.

To make this work, government
had to ensure there was effective
public-sector debt management,
appropriate regulatory frameworks
and stable multi-year budgeting.

“All these elements are being put in
place,” he said.

Key to this would be the restructur-
ing of NDFIs, which Erwin said were
fragmented, lacked policy co-ordina-
tion and tended to crowd out capital
market operations rather than
“crowding in additional resources for
development”.

He said the infrastructure pro-
gramme was a major structural
change for South Africa and called for
the creation of possibilities that the
market itself would not have created.

Government was not well-suited to
play a leading role in project financing
and the NDFIs should be restruc-
tured to be the leading public sector
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Alec Erwin: ‘All the elements are being put in place’  PHOTO NATASHA PINCUS

instrument to facilitate development.

He envisaged the NDFIs as acting
as a bridge between the Budget and
private capital and said the private
sector also had to “develop new
expertise in operating in regulatory
environments, taking on longer-term
investments and working in a close
relationship with the public sector.

“The private sector cannot expect
the state to assume all risk while they
are only involved in cherry picking
(picking only the low-risk, high-profit
mvestment options).”




. debateon economic transformation.

Labour’s controversial

.against business, write

. Wackernagel « - .

| hard, espectally if the Congress of -

proposals have pitted it

Jacquie Golding-Duffy
and Madeleine

. ABOUR and business were
in direct conflict this week
with the release of labour's
on growth, devel-

The document says “hard choices™”

Businesses may niot know just how

South African Trade Unions (Cosatu)
_has anything to do with it.
Cosatu assistant general secretary

. Zwelinzima Vavi says the document is

“crucial” and will have to be central to
arty economic poticy that is formulated
by government, business and labour.

The blueprint. Social Equity and Job
Creation — the Key to a Stable Future,
was released this week by Cosatu, the
Nattonal Council of Trade Unions
{Nactu) and the Federation of South
African Labour Unions (Fedsal).

The document follows similar ini-
Hatives by government, and the South
African Foundation's input into the

- Vavi says Cosatu wants “whites to
give up their privileges” and stop
resisting the fact that they have to let
go of the economic reins of power.
In a scathing attack on the SA
Foundation and Its document,
released at the end of February, Vavi
says the document is Growth for a
Few as opposed to Growth for All
“Business is not being singled out.

. Workers are also making sacrifices

but [business] has to realise that the,
-stage has been set for a fight between
us and them.”

Labour’s blueprint does not aim to
please the business sector —nor does
it. The document raises “serious con-
cems", says the South African Cham-
ber of Business {Sacob), while Nico
Czyplonka, chief economist of Stan-
dard Bank and one of the architects
of the SA Foundation’s framework,

_calls it “unworkable”.

“There appears to be a basic differ-
ence in the philosophical approach
which drives the labour proposals

opment and job creation.” }

have to be made by the econormic elite
., if social equity 18 to be achieved. .

/;

Sam Shilowa: Cosatu’s 9 1}

and the views of the business com-
munity — with labour appearing to

~ favour an approach that ‘protects’
jobs and creates employment by har-

bouring inefficiency and increasing
rigidity,” says Sacob.

The tax proposals worry Sacob and
Czypionka. Any increase in business
taxes would deter foreign companies,
whose Interest in fixed investment here
was terjuous at best, says Czypionka.

Zunaid Mooila of the National Insti-
tute for Economic Policy believes the
plan had much to offer: “Myths about
the impact on foreign irvestment are
misplaced; once we have got
going, and income distribution is
improved, investment will pour in.”

A bosberaad is due between govern-
ment, labour and business and, says
Vavi, labour's blueprint will be central to
it. He says the other documerits sub-
mitted will be considered, but labour’s
position is now been spelt out. Mass
strikes by Cosatu's affiliates to achieve

¥y

{ts goal, he says, are not “an fmpossbil-
ity and “cannot be ruled out”.

“it is clear that business feels gov-
ernment should remain out of the pic-
ture and merely play an administra-
tive role but labour feels government
should be more involved,” Vavi says.

he National Economic, Develop---

ment and Labour Council {Ned-
lac} says it “welcomes the docu-
ment as labour’s mput into the process
of debate on economic transformation”.
Nedlac programmes director Debra
Marsden says the documents submit-
tﬂdbyallquanzlsmﬁ.mherthedebate
on transformation and economic
em|] ent will serve as the basis of
discussion over the next few months
within the highest ranks of the council.
Vavi stresses that a critical require-
ment for the new democracy is “the
active promotion of social equity * and
this is the key objective organised
labour has set for itself.

d labour's growth pian this week

PHOTO: RUTHMOTAY

The document outlines that social
equity in South Africa, and particu-
larly the reduction of the vast inequal-
ities in the soclety, must entail:

@ redistribution of wealth,

@ the eradication of poverty.

@ the promotion of worker rights,

@ increased employment

@ the development of the full human
potential of our people, and

@ the provision of basic infrastruc-
ture and services to all citizens.

Vavl says labour's contribution to
the economic debate is a bid to clarify
what it sees as the current economic
situation and also to expand on
labour’s overall viston for the future.

The document continues to say that
the inequalities prevalent tn South
African households are not accidental
but are the natural outcome of low
wage policies followed by the private
sector and the deliberate policies of the
former state to under-spend on soctal
services for black people.
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COSATU'S SIX PILLARS OF GROWTH

RED HERRINGS AND

Perceptions of how best to fos/etm yeéJs alcurrentpnces

growth are rooted in economic philoso-
phies. Soit's not surprising that Cosatu —
with its roots in international socialism
— sees one of the mamn pillars of growth
In SA as “breaking the stranglehold of
business in the economy.”

Following the recent publication (by
the SA Foundation) of a growth strategy
advocated by big business, SA’s largest
trade union organisation, together with
Nactu and Fedsal, has published a docu-

ment called Social Equity and Job Cre- -

ation 1t proposes the negotiation of a
new antitrust policy And it says that “or-
ganised labour will now set up an anti-
trust commission to report concrete pro-
posals within two months. We will
seek far-reaching changes to the cor-
porate structure.”

It describes the foundation’s pro-
posals as “sterile” and says members
have created a range of red herrings,
such as an alleged labour elite. “In so
doing, they seek to let poor people pay
for growth and development, while
keeping the wealth and power of the
pnvileged intact.”

Labour fears that “with the wrong
policies we may achieve either no
growth or growth which benefits
shareholders but offers no equity to
workers and the unemployed.”

Big business is accused of “seeking
to repudiate key elements of agree-
ments reached by its representatives
with labour and government, on cen-
tralised bargaining, at the national eco-
nomic forum in 1993 and on the Labour
Relations Act, at Nedlac in 1995.”

The unions put forward six pillars of
growth “based on SA realities ”

The first is a job-creation programme.
Among other things, it proposes:

Q The State builds at least 300 000 hous-
ing units each year over the next three
years. “Initial calculations show that,
over this period, 150 000-220 000 direct
construction jobs can be created. An esti-
mated further 200 000-330 000 indirect
jobs may be created.” The cost of this ef-
fort 1s put at about R30bn over three

(1)

Q0 Modermisation of our industnal base
“A more efficient industry would be able
to win back parts of the domestic market
that have been lost to imports. it is the
essential platform from which to launch
asuccessful export effort.”

It proposes the retention and expan-
sion of fiscal measures to encourage
reinvestment of corporate profits, and
the setting up of a national restructuring
fund to finance the mtroduction of new
technology and work organisation;

Q Job-sharing;

Q A pragmatic programme “which low-
ers tariffs carefully and not quicker than
required under the terms of the General

Agreement on Tariffs & Trade .  prag-
matic trade policies geared towards
opening up the economy in a manner
which will not lead to massive job
losses " The unions stress the impor-
tance of “concrete social adjustment

Q Training and dev:%pmem of the work

force.

The second pillar 1s redistrbutive fiscal
policies to redirect spending towards so-
cial services for the poor and increase the
redistributive features of tax policy.

However, this would involve an in-
crease in corporate taxation, a reduction
in Vat, a 55% tax rate on individuals
eaming more than R200 000 a year, a
capital gains tax and a luxury goods tax.
And it questions the need for a Budget
deficit reduction

The third pillar is aimed at “big con-
glomerates (which) own banking, min-
ing, industrial and retail businesses” be-
cause “the concentration of power in a

. few hands limits the prospect of inclusive

economic decision-making.” And 1t in-
cludes an organogram showing compa-
nies “under the effective control of Anglo
American.”

The fourth pillar 1s improvement of
workers' rights In this context, it's pro-
posed that the top 58 companies —
which are named — publicly agree to re-
lease information on the pay of their indi-

. vidual executive directors, “particularly
their CEOs.”
The proposal will be put to the 58 com-
panies.

programmes to ensure workers do not .

bear the brunt of the globalisation;”

O Expansion of domestic demand and -

promotion of local purchasing policies

“We argue for wage and incomes policies

+ which expand the local market for manu-

factured goods and for services This ap-
proach should be combined with efforts to
increase the efficiency of production;” and

The fifth pillar 1s greater industrial
democracy and the sixth 1s championing
economic development and workers’
rightsinternationally.

Cosatu 1s motivated by mcome in-
equality “According to the Human Sci-
ences Research Council, the poorest 40%
of households earn less than 6% of total
income, while the nchest 10% earn more
than half the total income. While blacks
make up 76% of the population, the black
share of income amounts to only 29% of
total income. Whites, who make up less
than 13% of the population, take away
58,5% of total income

It points out that SA has “among the
highest income inequality in the world”
and says: “Even commentators not par-
ticutarly sympathetic to organised labour
are struck by this contrast *

Inequitable income distribution of this '

- APRILS - 1996

otder certamly demonstrates huge dis-
tortions 1n the economy But these won't
be solved by contorting further the forces
of growth. m

Financial Man
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WHEN the SA Foundation un-
veiled its plan at the end of
February to create economic
growthin South Africa, it set the
stage for renewed debate on the
economy.

This week, it was labour's
turn to take the stage with its
document “Social Equity and
Job Creation”.

At the outset, labour (that is,
the Congress of South African
Trade Unions, the Federation of
South African Labour Unions
and the National Council of
Trade Unions) states its over-
riding goal as the pursuit of
greater social equity.

Labour proposes six pillars to
its social equity and job
creation plan: a programme to
create jobs, a redistributive
fiscal policy, breaking up the
conrlomerates, promoting wor-
ker rights, building industrial
democracy and steps to pro-
mote equity and economic de-
veloprent globally,

The foundation’s “Growth for
All” strategy rests on five pil-
lars, all essential to boosting the
investment and efficiency that
leads to growth: a solid legal
framework, sound macro-eco-
nomic policy, efficient govern-
ment, competitive markets and
an outward orientation.

Over the coming months
many of the issues raised in both
the documents wili be debated
in the chambers of the national

ity LR

LESLIE BOYD: Chairman of

Amic, which sponsored the
SA Foundation document

economic development and
labour council.

But the vast differences inap-
proach means that there are
substantive gaps between
labour and business in almost
every area of policy.

These are some of them:

Job creation, wages

A large part of labour’s docu-
ment is concerned with strate-
gies to create jobs. It proposes a
large public works and housing
programme, estimating that if
the government was to build
300 000 houses every year for
three years, 350 000 to 550 000

labo

South Africa’s top companies and
biggest trade unions have widely
divergent views on how to make the
economy grow, reports CAROL PATON

new jobs would be created.

It also proposes saving jobs
by removing trade tariffs slow-
ly, winning the consent of busi-
ness to stop retrenchments, and
restructuring the public sector
through retraining and rede-
ploying staff rather than
through job cuts.

It proposes a wage policy that
would increase the buying pow-
er of workers in order to stim-
ulate the domestic market. This
need not be inflationary, the
d t argues, if p
nied by changes to make pro-
duction more efficient. Effi-
ciency can be improved through
various productivity-enhancing
measures, especially the train-
ing of workers, but also through
cutting management jobs and
reducing the salaries of top
executives.

The most impertant strategy
for job creation proposed by the
foundation is the creation of a
low-wage sector. According to
the foundation, this strategy
would lift three times as many
people out of poverty than or-
dinary economic growth could.

The foundation believes trade

unions have pushed wages
above market levels.

Labour market

The | foundation’s low-wage
strategy entails freeing the
market from labour market
controls. “Reforms are needed
to allow a free-entry, flexible
wage labour tier in the formal
sector next to the existing high-
wage, capifal-intensive tier,”
its document says. These re-
forms include exemption from
existing wage agreements and
from most basic employment
standards.

In contrast, labour suggests
the need for additional labour
market mechanisms to im-
prove the quality of life and in-
come of workers. Among these
are: national industry-wide col-
lective bargaining forums, a 40-
hour week and paid maternity
and child care leave.

Fiscal policy, deficit
In labour’s view, fiscal policy
should be a means of enhancing
the state’s capacity to embark

on social equity programmes. It
proposes: increasing corporate

mma
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EBRAHIM PATEL: Textile
union leader and author of
the new labour document

taxes, removing VAT on basic
goods, a tax on luxury goods and
taxing those who earn more
than R260 000 at 55 percent.

Labour argues that the
deficit — the difference be-
tween state spending and in-
come — is being reduced too
fast and will lead to job losses
and slowed down growth.

The foundation argues that
the deficit is too high and should
be brought down much faster if
SA is to compete favourably
with other developing countries
for investment. Cutting the
deficit would bring interest
rates down and encourage

business

investment. But to do so without
raising taxes, state spending
needs to be cut.

The foundation envisages
drastically cutting the number
of civil service jobs and reduc-
ing welfare spending.

Corporate taxes should be
cut, VAT increased and the tax
system simplified, it says.

Privatisation

This area is not given mach at-
tention in the labour document,
but the foundation says it must
be done rapidly to make the
economy more efficient and to
generate resources to reduce
the deficit.

The social equity document
will form the core of labour’s

bmissions to Nedlac. Busi
South Africa, the convenor of
business in the council, is known
to be working on a new docu-
ment in which its proposals to
Nedlac will be tabled.

With two opposing positions
on the table, all eyes are now on
the government, whose growth
and development strategy doc-
ument is due to be completed
this month.

Labour’s document seems to
have been welcomed in many
government circles already.
Many of the proposals it makes
— on employment equity, basic
standards and training — are
areas already being seriously
considered by the government.

L.




Greta Steyn

THE state expenditure department
and the provinces have agreed on a 10-
point plan to beef up the provinces’ fi-
nancial controls which in some cases
have been seriously lacking.

State expenditure director-general
Hannes Smit said yesterday the de-
partment was helping provinces get fi-
nancial management up to scratch.
The dark picture painted by auditor-
general Henri Kluever of the provinces’
financial affairs had brightened.

The 10 poirits provinces had agreed

Bid to beef up contro&i?(?n g%o‘;\gﬁfgg

competence of available financial staff,
internal auditing and controls, bud-
getary processes and capacity, data
capturing and accounting, suspense
account management, control over gov-
ernment cheques and bank reconcili-
ations to ensure proper cash flow man-
agement, monthly and annual cloging
of books, financial management and
reporting and control over assets.
Sources said the most serious prob-
lems had arisen over cash-flow man-

Continued on Page 2
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Tim Col

CAPE TOWN — Government had al-
located R10m to a new cost-cutting
body, the Expenditure Evaluation
Unit, and expected immediate and
“spectacular” cash savings from the
unit during the current financial year,
state expenditure director-general
Hannes Smit said yesterday.

Although the body had been ap-
proved by the Cabinet early this year,
no one had been appointed to head it
yet, he said.

It was hoped that Deputy Finance
Minister Gill Marcus would take re-
sponsibility for the unit.

Smit said former finance minister
Chris Liebenberg had wanted the body
to be led by a politician who could de-
cide whether government programmes
were in line with government policy.

The unit would differ from the au-
ditor-general’s office, which for the
most part made audit judgments ac-
cording to prescribed rules on whether
government spending was in line with
budget appropriations.

The establishment of the unit was
motivated by the belief that many gov-
ernment programmes were simply
hangovers from the past administra-
tion and not in line with the policies of
the government of national unity.

Smit conceded that the body had the
potential to be unpopular, as it would
effectively be second guessing the judg-
ment of departmental heads. But he
stressed that the unit could also be

Continueq onPage2
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savings, but government was seeking a;
“spectacular” return on its investment,!

Costs /,%” ) lelgb pendngaselloctive

used as 2 tool by ministers, who had
supported its establishment.

He said the unit would be looking
for cash savings on expenditure and
would identify projects that could be
cut. If the unit was successful during
the 1996/97 financial year, its func-
tions could be broadened to include in-
vestigations to determine whether

Smit said. It was inconceivable that it]
would yield lower savings than its'
R10m budget. b

The body would have no formal pow-*
er but would make recommendations
to the finance department and the min-
isters of the departments concerned.
Its reports and findings would remain
internal matters unless the finance
minister decided otherwise, Smit said. ¢
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— still wrangling over cuts
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| we want from him (Rustomjee)
GOVERNMENT and business are con-  ig that he keep his promise,” a business
tinuing their long-running wrangle source said. “It augurs badly for the fu-
over the planned cut in export subsi- ture that government can make com-
dies, with no solution in sight, sources mitments and then goback on them.”
close to the National Economic, Devel- Rustomjee said department difficul-
opment and Labour Council say. ties had prompted the move to out the
The showdown, the first face-to-face subsidy. These included severe cuts to
encounter between the parties since the department’s budget.
their differences were aired, happened e other area of contention wag
at Nedlac’s trade and industry cham- whether business had advance warn.
ber meetingyesterday. ings of the mooted cuts — the depart-
Sources said business had used the ment believed this had been done at
meeting, attended by the trade depart- meetings with business groupings
ment’s director-genera] Zavareh Rus-  gsuch as Sacob. However, a senior busi-
tomjee, to launch a “diatribe” at 80V~ ness source said: “Government warned
ernment over its plans to cut the gen- s informally, but said that those
eral export incentjye scheme’s subsidy meetings (at which impending budget

t06% in July from its current 129, cuts were discussed) were confidential,
Business accused the trade and in-  sowecould not tell exporters,”
dustry department of reneging on its Rustomjee never said whether the

promise that the scheme would be cuts would definitely be made.
phased out slowly before its termina-
tion next year, and that business would SeePage6
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‘Deep divisions over

Greta Steyn

DEEP divisions between business,
labour and government on SA’s eco-
nomic policy are clear in Business SA’s
policy document, which will be used to
negotiate at the National Economic,
Development and Labour Council.

The document, which draws heavily
on the work of one of BSA’s member
organisations, the SA Foundation,
again challenges the union movement
to become more flexible.

The SA Foundation document,
Growth for All, prompted an angry re-
action from labour with its call for a
more flexible labour market.

Labour Minister Tito Mboweni, who
had not yet seen the BSA paper but
intensely disliked the SA Foundation’s
work, at the weekend raised doubts
over the possibility of reaching consen-
sus on an overall social accord on eco-
nomic policy. “The differences are from
Capeto Cairo.”

He believed a better approach

SA economic %!glicy

Ibb i§/ L'L/qénight be to tac emugugal'i‘ii%m

Nedlac on which consensus was more
probable, and to build a series of ac-
cords. “There needs to be a discussion
about what is meant by social accord.”

The BSA document also recognised
the need for further discussion on the
different options of an overall social ac-
cord; a series of “mini-accords”; or some
other mechanisms.

Although the BSA document is less
aggressive in tone than its predecessor
from the SA Foundation, it echoes the
same sentiments on labour: “It will be
necessary to make the labour market
significantly more flexible. In the ab-
sence of progress on this front, even:
higher growth will not stop the rising
tide of unemployment and poverty.”

BSA’s differences with government
are also clear in its views on fixed in-
vestment. Government has indicated
that huge investment in social and eco-
nomic infrastructure should drive

Continuedon Page 2
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ing for its own interests. .
g’[‘?::BSA document feils to call for

¢ 0 1
i wth, while the BSA ai- the strengthening of competition po
;‘\;oel;oﬁ:t imdramah'c increase in pri- icy, although it says “rules inhibiting

vate fixed investment is thekey.

The BSA sees the eight essential el-
ements for job-creatis growth as: re-
ducing crime and violence; fiscal re-
form; accelerated privatisation; re-
forming inappropriate labour market
institutions; expanding and improving
education and training; improving pro-
ductivity; a vigorous export drive and
smallbusiness development.

These elemepts do not coincide en-
tirely with the SA Foundation. Impor-
tant additiotrils to th(zh busir::ss ap&

ch are the view that “improve
P 1t is ial for Yn her
productivity”, as well as the need for
small business development.

BSA also emphagises the need to exz urces of eﬁi;:ienc)"" -
A sleo emphegl oy T fod < :

mpetition” need to be d.mman.ﬁed. It
g(l’sn%nes not tackle fiscal incentives for
investment, whichll:as.been the source
i t in business
ofdmgz]‘aegz\e; m “A common frame-

work should acknowledge f.lmzl Elilghte:
wth and poverty a ;
Eugre far higger levels of private in-

vestment, complemented by appropfﬁ-

© ate public fixed investment, and far

igher levels of labour utilisation ac-
?og‘panied by, increased levels of edu-
cation and training, 7%

+ 4It qught also to support measures
aimed at ensuring a copipetitive envx;'
ronment, private ownsrship, rule o
law and macmeconomx‘ggqﬁ;ablhty asthe
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‘ANC focusing on economy as key

WHY did you decide to leave poli-
tics to join a black company that is
akey player in the economy?

Given our country’s transforma-
tron challenge to have an economy
that will have sustainable growth, [
see joining Nail as a move to another
terrain of struggle. After the success of
the political struggle, I see this as an
attempt to play a role in that area.

The economy is one of the
spheres where the legacy of apartheid
remains acute. We are likely to see
more key black political leaders enter-
ing the economy. This is a national
mission and not so much a question
of a few people enriching themselves.

However, we need to be creative
and look at how to give meaning to
the whole concept of black empower-
ment. [s it the enrichment of a few or
is it a situation where we create vehi-
cles that can help empower people?

The orientation of white business,
which has been very successful, has
always been: “We are going to help
empower our own.” [ think it is about
time that among black people we
begin to have that kind of approach.

How will your joining Nail be seen
by the financial markets?

Rather than being seen as an
event that will dampen the markets, |
think it should be viewed as an affir-
mation of what we want to achieve as
a movement, as a people and as a
country. In our political circles, the
business sphere was always looked
down upon. We have done this to
our own detriment and to the detri-
ment of the country.

I think getting into corporate
Africa, being part of Nail and working
together with Dr (Nthato) Motlana,
Dikgang Moseneke, Enos Mabuza
and Jonty Sandler is going to mean
that you have a concentration of

rather able people who can attract a
number of business opportunities.
They will be able to add value to
whatever operations or enterprises
they get involved m.

One of my key interests is the area
of smal! black business. 1 would like
to see what we can do, what the econ-
omy can do, what the government

can do to assist and to ensure that
small black business does come into
the mainstream of the economy.

Will your move be seen as a deser-
tion of your old constituencies,
such as the trade unions?

arena of
%NWM: s mmw Sé_m\aqm.:\%w_ 4 [9¢!

bid, such as Nail, the National
Empowerment Consortium and oth-
ers. Johnnic is important because it is
one of the possible key vehicles of
black economic empowerment.

MR CYRIL RAMAPHOSA talks to MZIMKULU MALUNGA,
AGGREY KLAASTE and MIKE SILUMA about his move from
Parliament to New Africa Investments Limited (Naif).

Transnet. [ am now being deployed
in the private sector. The ANC1s
beginning to focus on the economy
as the key arena of struggle to com-
pletely transform SA society.

I have briefed comrades in the
National Union of Mineworkers.

They are excited that I could be
part of the Johnnic bid. Given the
fact that unions are also getting heav-
ily involved in business and are in
many ways becoming employers, the
ideological divide tof capitalism ver-
sus socialism), which existed in the
past, is no longer the main issue.

What is the role of unions in the
economy?
Unions want to have a stake in
the economy and I welcome that.
This is something that big business
should welcome. The unions are
already demonstrating a good acu-
men for business. | have been, for
instance, to the NUM conference and
seen how workers have been
analysing the reports of NUM invest-
ments with a great deal of pride, say-
ing: “We own this. This is ours.” Giv-
ing workers a stake 1s the way to go to
ensure more people have a stake in
the economy. Unions want to play a
more meaningful role. They also have
opinions about the growth of the
economy. It should no longer be the
prerogative of white business to play

Does your move mean that the
ANC is taking over Nail?

A corporation such as Nail does
not need a political name-tag. The
important thing is that it should be a
serious, efficiently-run business that
is going to play a key role in the econ-
omy. 1t is sheer coincidence that [ am
ANC and Dr Motlana, the chairman,
is known to be ANC.

Are you leaving politics because
you are out of the race to succeed
President Nelson Mandela?

I thunk presidents are made of
sterner stuff. Being part of the ANC
collective, we are not accustomed to
saying: “This is my ambition.” It is
the ANC that finally decides what we
should be and where we should go. It
is the leadership of the ANC that has

What is your role in the Johnnic
bid?

I have dealt with people who have
been involved with the bid. I have

taken the decision that [should move  been consulted and briefed onanon-  akey role in the economy.
in this direction. My deployment  going bass, initially by the unions.
demonstrates how seriously the ANC  Later I interacted on this issue with What is your view on

unbundling and competition?

black business. The role I will play
Competition is the hallmark of

is approaching the economy. Saki
largely depends on what is decided by

Macozoma has been deployed in
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Greta Steyn

THE ANC’s national working commit-
tee had sent the writers of Deputy
President Thabo Mbeki’s growth and
development strategy bask to the
drawing board amid signg that it would
be months before the phckage neareq
completion, sources said yesterday.

érnment, it seemed unlikely that an

Growth strateg
t%lg to I;%gm?@h “plan

—

1sts

gotiated this year, a source sajd.

C spokesman Ronnie Mamoepa
said yesterday the national working
committee had accepted the work done
so far in principle, but thought “more
flesh” wag pecessary. “It needed to be
enriched,” he said. He denied specula-

entation plan for the RDP. “There
has to be clarity on im lementation
and internal consistency.” He gaid that
from the ANC’s Perspective, it wag eg.
sential that the party and the alliance’s
views were taken into consideration.
Describing the strategy as “quite a

overarching social accord would be ne- Continued on Page2
-
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Gl‘ OWﬂl ZM) negotiations on g gopi) accord began

massive task”, he said; “The days of would entaj] ifi i
Scussing broad-baged economic and icy package \:21':111.:1 gzsi’i{see(sia;g g;zlf”gll:

socigl Ppolicy are over. The issue now is
clarity about lmpIementaﬁon.”

., Sourees said the plan might be fin- i i uge
ished only in Sepbember, bit Nedlac Zz?itment inveocation and traini

marces said they had e ected govern- economic infragtryetypa: i
™ment to put a draft, op e table when me prevent:iunf.uc 7% and nationa]
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IMF urges caution
on depreciation

By PETER FABRICIUS

Weshin n Bureau ‘7
A sl

ternational Monetary Fund

has cautioned SA not to allow the
rand’s rapid fall to push up local
prices and therefore inflation.

That would lose the benefits of
depreciation m making South Afri-
can exports more competitive in-
ternationally, IIMF economuc coun-
sellor and research department
director Michael Mussa said at a
press conterence in Washington.

It was natural for some depre-
ciation to have occurred in an eco-
nomy that was suddenly opened
after being very closed for a long
time. But “the pace of downward
adjustment that has occurred dur-
ing the past few days and weeks
exceeds that which one would
normally anticipate or wish tosee”.

The depreciation was “not en-
tirely unwelcome, given the high
levels of unemployment”. But it
was important not to let it affect
domestic price levels substantially.

The London Financial Trmes
editortalised yesterday that the
rand’s fall suggested continuing
doubts - “probably unjustified” ~
about the country’s political and
economic leadership.




Mbeki takes over major

Tim Cohen

CAPE TOWN — Deputy President
Thabo Mbeki has taken over major ar-
eas of economic and policy planning
from the defunct RDP office, providing
his office with significant functions.

eki announced yesterday the as-
signment of functions of the RDP of-
fice, giving his office the Central Eco-
nomic Advisory Service, the Central
Statistical Service and the RDP’s de-
velopment planning unit. In addition,
Mbeki will take over other policy work
of the RDP office and the administra-
tion of disability, gender and children’s
programmes.

All the RDP’s presidential lead pro-
jects would be allocated to ministries
and departments most closely con-
cerned with them, while staff would be
redeployed along with projects.

No retrenchments would be neces-
sary and staff would be either “hori-
zontally deployed” or relocated.

The finance department will control

economic, polic ctions
’ p&b l L%j }Pn (ya

donor funds as it has been allocated
both the international development co-
operation function and oversight of the
SA International Development Forum.

The provincial affairs and constitu-
tional development department has
been allocated disaster management
and control of the municipal infra-
structure investment framework,
while the public works department will
co-ordinate the National Economic De-
velopment and Labour Council.

Mbeki’s economic adviser Moss
Ng g said discussi with the
finance ministry had taken place re-
garding the Central Economic Adviso-
ry Service and other bodies.

He said the finance ministry had
said it appreciated the need for an
overall general economic planning
unit, but felt there was a need for
macroeconomic planning in the finance
department. The finance ministry had
indicated it intended strengthening its
fiscal development unit to help with
macroeconomic planning.




Conflict a threat to

1abour market re ort
B0 22|¢|2 dg%)q@ﬁ

Renee Grawitzky

CONFLICT between the SA Foun-
dation and organised labour on
macroeconomic  policy could

 threaten attempts within the

1abour market commission to find
common ground on the drafting of
its report expected this year.

National Union of Minework-
ers assistant general secretary
Gwede Mantashe, at Cosatu’s liv-
ing wage copference in Johannes-
burg at the weekend, said that de-
bate within the commission re-
flected the differing views
outlined in the SA Foundation
“growth for all” document and or-
ganised labour’s “gocial equity and
job creation” document.

Mantashe said the chapter on
macroeconomic policy was prov-
ing difficult to write as commis-
sioners tried to reconcile diverse
views on achieving set objectives
of the eradication of poverty and
the elimination of discrimination.

Discussion, he said, reflected
general agreement that economic
growth which “results in the rapid
creation of new employment” was
critical to meet such objectives,
with stability crucial for growth.

Emerging , he said,
reflected general support for sec-
toral minimums as opposed to a
national minimum wage, the need
for legislation on a social plan, 5%
of company turnover to be spent
on training, the subsidising of
1abour intensive projects, affirma-
tive action legis?ation which re-
quired companies to0 formulate
target-base affirmative action
policies as well as provision of as-
sistance for small, micro- and
medium-sized enterprises.

In debate on wage determina-
tion — which included ensuring !
jncreasing employment and pro-
ductivity, reducing poverty and
jnequality — consideration was
being given to “temporary varia-
tions” for small enterprises from
bargaining council agreements.

Extension of such agreements,
he said, would rely on the labour
minister being “sensitive to possi-
ble disemployment effects of such
extensions”. A social accord
should be negotiated in the Na-
tional Economic, Development
and Labour Council to cover
wages, prices, investment and
productivity and address inflation
and unemployment, he said.




ITHIN weeks of each
other, the SA Founda-
tion and the trade
umons have tabled sig-

nificant economic documents. Both
begin wath roughly the same
thought: two years have passed
since the political breakthrough in
our country, now is the time for
greater economic decisiveness.

For labour, going forward means
carrying the logic of pohtical demo-
cratisation into the sacial and eco-
nomic domain. The SA Foundation
document, Growth For All, has a
very different agenda.

I have the impression the spon-
sors of Growth For All were sur-
prised by the rapid and vehement
ANC cniticism of their intervention.
Reasons for the criticism lie partly
in the detail of their document, but
also, and more profoundly, 1n its im-
plicat overarching assumptions. I do
not believe that these have yet re-
ceived sufficient attention.

Growth For All tells us that SA’s
“political miracle” must now be fol-
lowed by an “economic miracle”,
However, as the ensuing chapters
make increasingly clear, the eco-
nomic miracle is a “disappearing
act”. What 1t hopes to make disap-
pear is, precisely, a large chunk of
the political miracle about which 1t
pretends to be so proud. The first
target is government.

The document 1nvokes the usual
neo-liberal mantra of radical dere-
gulation, liberalisation, a “brick pri-
vatisation programme”, major cuts
in taxes, and the reduction of gov-
ernment spending as a share of GDP
(by about 2% a year).

_ hese measures will strip gov-
ernment of any effective strategic
rolein the economy.

We have just installed the begin-
nuings of democracy, and already we
are being asked fo replace elected
government with government by an
unelected market.

In pushing this agenda, the doc-
ument ignores overwhelming evi-
dence on the key role the state has
played in growth and devel

. ing inve

SA Foundation
document is a case
of selective amnesia

.\.mg
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JEREMY CRONIN
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Japan 1n its imitial period of indus-
trialisation (and again post-1945)
and, more recently, China and the
Asian Tigers.

The document bases some of 1ts
underlying assumptions on a total
misrepresentation of these realities,

We are told, for instance, that the
“gap between North and South Ko-
rea” proves the superiority of the
free market over central planning—
asif South Korea, particularly in its
critical takeoff period, presents us
with anything remotely resembling
the deregulated, unplanned, liber
alised economy and minimalist
state recommended for SA.

Growth For All has to admit the
last major growth spurt in the SA
economy was driven considerably by
the public sector. “Back in the 1960s
and 1970s 8A’s overall investment
record was quite impressive. Boom-
i ent helped the
grow at 4-8% a year on average. A
great deal of this investment,
though, was by the public sector...”

Why the “though”™ In the 1960s
and 1970s, the document can say,

CRONIN

moments likes to forget this argu-
ment. Instead, it tries to attack the
public sector down an entirely dif-
ferent flank. There is no need for
major E_E.u.n sector-led infrastruc-

much of this public inv ent was
“inefficient” and wasteful”. That is
true, the public sector in that period
was guided by an apartheid agenda,

over the past century. This has ap-
plied particularly to sacieties (like
our own) in which a huge recon-
struction effort has been required to
breals out of wartime ruin, or eco-
nomic depression, or Third-World
backwardness. Examples meclude
the US in the depression years,
Western Europe after the war,

The d 1t correctly men-
tions Mossgas and township con-
struction 1n “the wrong places”. But
this is an argument against having
an apartheid public sector.

However, aving used the inef-
ficiency argument in order, by con-
flation, to argue agamst any sub-
stantial role for the public sector in
development, the document at other

tural d in our present
situation, it tells us, because SA’s
“economic _infrastructure looks
quite sound”. Suddenly all those
Sﬂumrw.wm arewell located.

But the document does not want
to dismantle the new state entirely,
Business, after all, needs 2 law-and-
order state that can Pprotect proper-

, discipline the unions, and force
poor communities to pay for ser-
vices. (Failure to pay for services is
consistently treated under “dealing
with crime and violence”,)

Grudgingly, the document does
also concede a minimal welfare role
to the state, provided it confi it~

. .
which the document hopes to coax
us, a sweatshop economy geared to.- -
export and not domestic needs. It is-

a strategic perspective that 1s un-
just and unworkable. -

The Asian Tigers achieved their
export-led growth in a very different .
global situation, Today virtually ev-
ery other Third World society is also
being coaxed 1nto this race to the
bottom, where each state competes
against every other state to make it-
self, in the words of Michael Valsy,
“more attractive to global commerce
and the ambulatory well off”.

There are many things that
should be common cause within the
SA debate. Present proportions of
public sector consumption (versus
investment) spending are too high;
major public-sector Testructuring
must occur; our economy is not suf-
ficiently productive; we need to ex-
ert great caution not to fall into a
debt trap; we cannot ignore new
global realities. But the framework
within which one locates one’s re-

to these chall is abso-

gelf to the ghetto of the absolutely
destitute. Just how minimal the
state’s economic role is intended to
be, and just how barbaric are the
levels to which Growth For All is
prepared ta stoop, are refiected in a
section on old-age pensions.

The authors are horrified that
some of the present recipients of 0ld-
age pensions actually live in house-
holds “with per capita income close
to or above the minimum living lev-
el”. They refer to a 1993 study in
KwaZulu-Natal in which “about
42% of total old-age pensions paid
out was received by households with

~mnm~< decisive.

Growth For All tells us: “Only a
decade or two ago, SA was a fairly
low-crime socjety.” Is this arrogance
or innocence? In the heyday of
apartheid, whole communities were
being dispossessed of land and
homes, grand larceny of this kind,
and brutal repression, created, .
among other things, a two-tier
labour market. .

_u the midst of this mmnmmmm.wonm :
crime against humanity it was still

pr per capita i of
about R168 a month...”

Besides the new democratic gov-
ernment, the other prime target of
the document is the trade union
movement. The document is quite
forthright: “another disadvantage is
that the trade union movement is
one of the strongest in the world”,

The main line of attack against
unions is in the document’s central

roposal of a “two-tier labour mar-
wmn:., If the SA Foundation were

Ppossible, perhaps for a privileged -
minority, to view matters from the -
security of boardrooms and suburbs -
and to conclude that SA was “a fairly
low-crime society”. It is unforgiv-
ableto think like thisin 1996, -
There is, then, another vanishing -
act in the document or, rather, an
appeal to amnesia. It expects the :
litical miracle” of April 1994 to _
aw a veil over the economic past, .
to declare a general amnesty on the *
licity that existed between

making recommendations for Mala-
wi it would not even consider a first
tier. So there is a backhanded com-
pliment to Cosatu in this posal.
But it seeks to perpetuate the apart-
heid dual economy in a new, formal-
ly deracialised, variant. How many
capitalists are going to remain in
the first tier when there is a sweat-
shop second tier down the road?

In the end, this is the direction in

B Ty ey

white minority rule and the vast .
moSon that still dominates the mar-
etplace. The SA Foundation should .
not be surprised if the labour caucus
at the National Economic, Develop- .
ment and Labour Council and the. _
ANC alliance have a different view. o

0 Cronin is SACP deputy general
mmnnm»n-_.% and a member of the ANG
i utive ittee. .
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Nedlac enters debate on
a growth accord for SA

Greta Steym 25 u_lqu C%)
THE National Econm!nic. Developmenu:m abour

Council (Nedlac) secretariat is to provide impetus to
the debate on a growth accord for SA, with a doc-
ument highlighting the areas of agreement and dis-
agreement between negotiating partners.

Nedlac executive director Jayendra Naidoo said
yesterday submissions on 2 growth strategy had
been received from labour and business, but not yet
from government, the community constituency or
black business group Nafcoc. He was speaking ahead
of today's key executive council meeting, at which a
decision is expected to be taken on how to achieve 2
social accord on a growth strategy for SA.

“A consolidated document is being planned which
reflects the areas where the different constituencies
are closer and those where there are most disagree-
ment. With a matrix like that, one can start seeing
the issues,” Naidoo said,

Tt is expected that today’s meeting will nominatea |

special group to deal with the issue after the original
idea of a large “hosberaad” of stakeholders fell
through. An important issue to be decided is whetber
to try to achieve an overall growth accord or to ne-
gotiate a series of “mini-accords” on specificissues.

Labour Minister Tito Mboweni has indicated he
favours the latter, as the divisions between negotia-
tors are so wide an overall accord seems unlikely.

[+



State takes over R2,4-bn homel dg’ de
Finance Minister 2%9%2%&41

THE government had taken over a
debt of R2,372 billion from the former
governments of Venda, Lebowa and
Gazankulu, African National Congress

‘evor Waj
in a written reply to a question sub-
mitted by André Fouriﬂ) of the Nation-

al Party. - Sapa. (47




By RoY COKAYNE

Pretoria — Poverty in South
Africa had risen at 2 percent a
year in the past 15 years, said Jan
Visser, the executive director of
the  National  Productivity
Institute.

“This is not the kind of soil in
which any country can hope to
grow a flourishing democracy. It
is ... sand, and it is fast running
out” he said in the institute’s
annual report released this week.

Political ~ stability largely
depended on the prosperity of the
people, but the average South
African was not prospering,
which spelled danger.

“The formal sector of the eco-
nomy now employs the same
number of people as in 1980 and
the number of black people
employed in our factories is the

samne as it was in 1975,” he said.
“The gross domestic produc-
tion per capita decreased at...
2 percent per annum since 1980.
Since the production per capita in
a country equals the consumption
per capita, this means that pover-
ty increased at a rate of 2 percent
per year over the past 15 years.”
He said the problem could
only be solved through economic
growth, but economists agreed
that the balance of payments situ-
ation was preventing South
Africa’s economy from growing.
“Although we are fortunate at
present that the positive capital
account of the balance of pay-
ments is more than offsetting the
current-account deficit, we must
be realistic and accept that the
only long-term solution is to com-
pete against the rest of the world.

SA’s “pathetic’ performance threatens

democracy, says pro

ductivity institute
eT(BR) 25 [4] al,

9

avenue’to be used for continued
growth. (Only) if every organisa-
fion increases its productivity will
exporters be able to compete
internationally,” he said.

Poverty or the lack of prosper-
ity was not only limited to the
unemployed, but also hit those
with work.

Nominal earmings for an
employee in the private economy
increased at a rate of 15,4 percent
a year from 1981 to 1994, equiva-
lent to a real earnings rise of
1 percent a year.

He attributed this “pathetic
performance” to the fact that
employers and employees did
not pursue the same objectives.

He said if employers and
employees respected each other’s
objectives, it logically followed
that they would help each other

=

“The current account is the to achieve their objectives.
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Simon Barber %
WASHINGTON — Government was
drawing support from the IMF and the
Bundesbank for its gradualist ap-
prpqch to exchange controls, Finance
Minister Trevor Manuel said earlier
this week. R

Manuel, on thie Tystiday of a tour of
US and UK banking-institutions, said
he would not put a yalue on where the
rand should settle because it would on-
ly encourage speculators who had
grown rich beggaring other currencies.

The rand, meanwhile, ended its
two-day attempt at a rally, slipping to
a R4,2625 close last night from Tues-
day’s R4,2350. Dealers said the market

J#l3

sbank ‘back SA ’
li—‘%e ank ‘tiag approach’

as growing increasingly concernéd
about prospects of next week’s strike.
They said, however, that the unit
seemed to have founda trading range.

Manuel met officials from the US,
Federal Reserve, IMF and World Bank
yesterday before heading home.

He said: “We have been able to draw
on .. the fact that the IMF is not
putting pressure on SA ... and has not
urged a big-bang approach but has
been un.derstanding of an approach of
gradualism’. He said Bundesbank
president Hans
same view.

Manue

Tietmeyer took the
repeated that the rand -

Continued on Page2

vE @ evuingroL ST

Continued P,
i b itab
which has fallen 17% against the dollar

since February — was moarginally un-
dervalued, but would not put 8 value
onwhere it should settle.

«It’'s not a fight worth fighting,” be
said. “You don’t want to open yourse
to all kinds of arbitrage which says SA
does not have the reserves to engage
currency s%eculators who always have
deeper poc ets.” The reserves of coun-
tries had been transferred into the
pockets ofindividuals in this way.

He hinted that he was considering
new foreign borrowings and reviewing
guvernment’s debt management strat-
egy. “We are taking a fresh look at cur-
rency and maturities within our debt
portfolio, bringing together our domes-
tic and foreign exchange exposures,

was happy with
government'’s comm tment to fiscal
discipline, poting that last year's
deficit came in at 5,5%, against the
5,8% projectedin the Budget.

The US state department, however,
said in its recent report on major
trading partners, that SA’s budget
deficit, at nearly double the “global
norm” of 3% was sgtill unsustainable,
and if maintained over the long term,
could result in extremely high levels of
government debt”.

Manuel and predecessor Chris Lie-
penberg sought to play down the sig-
nificance of their tour. it had been

lanned six weeks ago and was not to
e confuged with the “roadshow”
scheduled for June.

Liebenberg said the main purpose
of the trip was to enable him to 1ntro-
duce Manuel to his contacts in the fi-
nancial community. '




urday with the rand having
reached previously unchart-
edlows against the dollar on Friday.
The dictum of the IMF in its lat-
est semi-annual World Economic
Outlook, released 10 days earlier,
seemed apt: “When doubt has arisen
about the resolve of policy-makers
to tackle problems, markets have
demonstrated the ability to force the
necessary policy changes at a
substantial cost.

HE new SA celebrated its
second anniversary on Sat-

“Market discipline on economic
policies, in contrast to self-disci-
pline, often involves excessive
volatility in asset prices, with seri-
ously adverse consequences for ac-
tivity and employment.”

The market is not a monolith, as
Finance Minister Trevor Manuel
correctly, if a little too testily, noted.
Its participants have diverse mo-
tives for buying and selling, and re-
spond differently to different stim-
uli. With the rand in the R4,50 to the
dollar range, some punters pre-
dictably see bargaing in SA bonds.

Z ew York traders are also re-
porting signs of corporates starting
to show an interest in buying rands
to invest in SA joint ventures. SA
labour has suddenly become a lot
cheaper and SA exports look — for
the time being at any rate — to be
newly competitive.

As for the short sellers, who have
been making hay on the currency’s
decline, Reserve Bank governor
Chris Stals evidently hoped that
Friday’s interest rate hike would
make their schadenfreude — joy at
others' grief — a more expensive
and less tempting pleasure. To short
a currency you first have to borrow
the stuff. Besides, SA’s foreign re-
serves, at a paltry $3bn, cannot be
that tempting a target.

If there is anyone out there de-
liberately attacking the rand to
send government a message, they
have surely made their point. Late
on Friday, government faxed its em-
bassies the ANC’s statement declar-
ing “optimism” that Cosatu’s mass
action scheduled for today had be-
come “unnecessary”, and that
labour, industry and government
'intended as a “matter or urgency” to

Govt must declare
firm policy to bring
rand back to r@m_%
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try to develop a unified platform.
The cover note said, in effect: get the
word out before the markets reopen
after the weekend.,

Lots of reasons are given for the
rand’s plunge, but as trite as it is to
say so, it all boils down to confi-
dence. Speculators — always the
S.:EM of first vamon» in such
episodes — may be making things
worse, but they are only exploiting
sentiment that is already there.

What has happened, essentially,
is that the new government has
used up the slack it was granted be-
cause of the remarkable way in
which it handled the transition.
Now, it seems, investors want SA’s
people to move beyond congratulat-
ing themselves about what hap-
pened two years ago and bickering
about what to do next.

Everyone has a pretty good idea
of what the problems are, and it does
not take a genius to foresee the dan-
ger of continuing to lollygag around

ey decisions concerning the growth
and competitiveness of the economy
when nearly haif the black working-
age population under 30 is chroni-
cally unemployed. s

That is not a sustainable state of
affairs and unless it is confronted,
and new wealth starts being gener-
ated and spread around in the form
of jobs and improved living stan-
dards, political and social forces will
be unieashed that will send capital

screaming for the exits — with or
without exchange controls,

Nobody is asking for a perfect so-
lution to be served up whole, entire
and perfect on a platter. All that is
needed is commitment to a credible
programme including a schedule, by
all means phased and contingent,
for the elimination of exchange con-
trols that shows government is in-
tent on setting up an environment
in which investors, foreign and res-
ident, will feel happy holding rands.

> solid statement along those
lines backed by all players could
%&oﬁ stabilise the rand at four to

e dollar, a veteran New York trad-
er predicted last week.

The fact that Manuel was unable
to offer anything approaching such
a statement in his meeting with
bankers and investors here last
week undoubtedly took a toll. Read-
outs from his talks at the US trea-
sury were not so positive, either.

Hopefully it will be a different
story if and when he returns in June
for what he promises will be the real
“roadshow”. This was just a “famil-
iarisation” trip with his predeces-
sor, Chris Liebenberg, in tow —
“holding his hand” as ambagsador
Franklin Sonn joked.

Actually, it was not very funny.
The last thing SA needed last week

was a finance minister perceived as
needing to have his hand held.

More broadly, government needs
to pay attention to what might be
n&mwnw. the “flakiness factor”. It is
probably unfair to implicate directly
Foreign Minister Alfred Nzo’s jaunt
to Libya in the destabilisation of the
SA currency.

Nonetheless, it is one of 2 num-
ber of developments that have
raised questions about govern-
ment’s adroitness, and which have
added to unease about where SA is
headed. This is not a good time to be
poking a T in the eye of the US
or its ke ies. It does not add to
SA’s credibility; indeed it feeds prej-
udices — the same prejudices that
are at play when markets get into a
tizzy over President Nelson Man-
m&%.m _umm:r.m King the TS

alking of poking the €ye,
what was this about rebidding the
contract Boeing signed to deliver
four 777s and two new 747s to SAA?
Boeing spok Jerry Joh
called a Friday report “speculative”,
W&bnum out several factual errors,
ut the company was clearly peeved
all the same.

The US state department, un-
able to get the story promptly de-
nied, was also unhappy as was the
office of the US Trade Represen-
tative, which had already specifical-
ly criticised SA’s trade and industry
department for the less than

. .3
straightforward way it sought to
squeeze extra offsets out of Boeing

r the tender was closed.

Officials wondered, in exaspera-
tion, whether government was us-
ing the Boeing deal as leverage in
talks over that ever running sore,
the Armscor indictment.

Pratt & Witney, which is seeking
the contract to provide engines for
SAA’s 7778, has been wondering the
same thing, and it is fair to say that
this has been souring Washington’s
thoughts about Pretoria. Not that
they had not already been soured by
SA’s threats to disband the US-SA
binational commission if Armscor
was not granted sovereign immuni-
ty from prosecution for the exten-
sive crimes with which it is charged.

At all events, were SA to rebid
the Boeing contract, it would be
headline news here and would have
a serious effect on US attitudes to-
wards SA. While SA might score a
few points with the French, whose
Airbus Industrie lost out to Boeing,
a deal is a deal. Although saying it
sounds horribly Piet Koornhof-ish,
SA’s credibility is on the line.

§r< should an American in-

vestor want to turn his dollars into
rands to invest in SA if its govern-
ment acts in a way that suggests its
word is not worth the paper it is
ﬂﬂﬁwmu.w ali dstob

inally, a grim reality nee: e
faced. With memories of April 1994
receding, it is evident that foreign
investors have a far lower panic
threshold for keeping their money
in rands than they did for holding
Mexican pesos, even though, be-
neath a veneer of Harvard-trained
technocrats, the Mexican govern-
ment was and is one of the most cor-
rupt and gangsterish on the planet.

It took two assassinations, an in-
surgency and imminent default to
wake the punters about Mexico's
fundamentals. Nothing faintly ap-
proaching that has happened in SA,
yet the rand is taking a bigger beat-
ing than it did after PW Botha’s Ru-
bicon speech.

Investors have been more skit-
tish since Mexico, of course, but is
there prejudice involved? Certainly.
Unfortunately, crying foul will not
make things any better.




OES business leadership

want to negotiate the fu-

ture or doesn’t it? And if it

does not, what will it do
instead? The questions are raised b,
the SA Foundation’s Growth For Em
document.

It has been billed as a statement
by our biggest 50 companies: since
no one has publicly denied this, we
must assume that it is. And, for bet-
ter or worse, the document does
read like a big business charter: crit-
ics note that it is silent on small
business promotion.

Its centrepiece is a proposal
which lambasts our labour relations
model and suggests a two-tier sys-
tem which would weaken union
power. Its merits are less important
than the fact that it rejects the
Labour Relations Act and the think-
ing behind it.

What is wrong with that? Noth-
ing — businesses are obviously en-
titled to criticise laws they dislike.

I owever, the law our biggest
firms are said to reject was negoti-
ated by Business SA on behalf of,
among others, those rejecting it.

One explanation, angrily ad-
vanced by Labour Minister Tito
Mboweni, is that business is reneg-
ing on the deal.which produced the
Act. Anotheris that Business SA ne-
gotiators were not bargaining on be-
halfof our biggest corporationa.

Whichever explanation you buy,
the implication is that an influential
section of business does not pin its
faith on negotiation with labour and
government over labour law.

This seems to be confirmed by
the fact that Growth for All was not
initially tabled as a negotiating doc-
ument at the National Economic,
Development and Labour Council
(Nedlac), the formal forum for ne-
gotiations between business, labour
and government, If business leaders
who back the SA Foundation docu-
ment endorsed negotiation, they
would presumably have told their
Nedlac representatives to argue
that the Act had tobe renegotiated.

Insiders suggest the fact that
they did not was no accident. They
say key business figures are disen-
chanted with Nedlac, which they see
as a vehicle for labour to impose its

Big business mus
accept our future
rests on negotiatio
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will. They would, these sources say,
rather rely on persuading govern-
ment tc ignore labour if it gets in the
way of growth.

This is, to say the least, an im-
portant development.

It has become a cliche to insist
that our prospects for political
stability and economic growth de-
pend on negotiated compromises —
not only between politicians, but
also between powerful interests,
none more important than business
and labour.

Negotiated compromise means
that neither side can get much of
what it wants unless it is prepared
to give the other something of what
it wants.

The outcome will not please
purists on the economic right or left,
but it will work, so the argument
goes, as it will ensure stability,
without which growth is impossible.

Growth for All suggests a section
of business does not see our future
that way, that it believes that only a
purist solution, not negotiation at
Nedlac, can achieve growth.

What is its alternative to nego-
tiation? Reaction to Growth for All
hardly suggests direct appeals to
the government are recipes for suc-
cess. This will not surprise anyone
acquainted with our politics.

Did the document’s authors ex-
pect that a party which won major-
ity support as the vehicle of black

liberation, the most organised ally
of which is the union movement,
would even agree to discuss a call by
white business leaders to bypass the
unions?

The point is not simply, as some
of the document’s backers apparent-
ly acknowledge, that its release
could have been handled far better.

It is that the thinking behind it
misreads our politics. A strategy of
the sort which Growth for All

roposes could be implemented only
ww a government committed to tak-
ing on the unions and strong enough
todoso.

>35bm who believes our cur-

rent government can be turned into
a cross between Margaret Thatcher
and Chiang Kai-shek simply be-
cause it is prepared to sell off some
state assets needs a crash course in
political savvy.

Nor is there much evidence of
local business influence on the ANC
leadership — there is wide agree-
ment that the major influence on its
economic shift has been foreign
business, which carries no apart-
heid baggage.

It is one thing to draft documents
urging a weakening of union influ-
ence — quite another to show how
this is to be achieved. And, since all
the evidence suggests that the

unions are not going away, there
seems to be no alternative but for
business to negotiate with them.

It is possible to see Growth for All
not as an attempt to bypass nego-
tiation but as a means of strength-
ening business’s bargaining pos-
ition. It is a standard bargaining
tactic to ask for far more than you
expect in the hope of placing the oth-
er side on the defensive.

However, it is hard to see how
business can strengthen its negoti-
ating position by creating the im-
pression that its negotiators do not
speak for those they are meant to
represent. If Growth for All is to be
negotiated, with whom and where?
Not with Business SA, for it is not
its document. Is Nedlac to be sus-
pended while the government and
labour negotiate with the SA Foun-
dation, which is not a negotiating
body? And if Nedlac is to continue,
how do the other parties know that
what is negotiated there will be ac-
cepted by the corporations that be-
long to the foundation?

An important point lies behind
this. Negotiated compromise sounds
nice, but it demands adjustments
from those who rely on it. And one
thing it may demand from business
is a different view of employer
organisation.

‘With some exceptions, big busi-
ness has not taken mEeWwowmn organ-
isation seriously in the past: the

idea that corporations should sur-
render decision-making to & em- %
ployer association does not sit well
with chief executives who feel able
tolook after themselves.

In the past, that might have
worked because the business cli-
mate was not shaped by negotiated
national policy.

It cannot work if policy is to be
negotiated because negotiators
have to speak for those they are
meant to represent — policy cannot
be negotiated separately with each
chief executive. If we are to proceed
through negotiation, business will
need to give up some of the rugged
individualism it prizes and accept
the need to negotiate as an organ-
ised group.

Business is not the only interest
finding adapting to negotiated com-
promise difficult.

One recent example is Trade and
Industry Minister Trevor Manuel’s
reluctance to negotiate competition
legislation at Nedlac. And, as the
ANC strengthens its hold on govern-
ment, we may see more ministers
trying to show they can deliver by
tabling laws which affect business
without negotiating them.

Z or do we yet know how eager
labour will be to ensure that vnion
members abide by the Act it nego-
tiated at Nedlac.

More generally, we may still be
in the phase in which all parties be-
lieve that negotiation is the art of
getting the other guys to agree to
your agenda.

Tough as negotiated compromise
might be, there is no evidence yet of
an alternative.

Neither a large parliamentary
majority, a membership of more
than a million workers, nor owner-
ship of most assets is likely to prove
a strong enough weapon to enable
the owner to shape policy alone.

Whatever the graphs or the lat-
est studies say, the only economic
poticies likely to secure our future
are those bargained by the major in-
terests in our society.

The sooner all parties realise
this, the sooner willprogress begin.

0 Friedman is director of the Cen-
tre for Policy Studies.




Hot-tipped Hogan turns
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down Marcus’s 2!17 ir
i
mittees Themsélves, now have a

Mungo Soggot
BARBARA HOGAN, the African

National Congress MP hotly

tipped to succeed Gill Marcus
as chairman of the influential Joint
Standing Committee on Finance.
this week stepped down as a candi-
date for the chair.

Hogan, who has been one of the
commitiee’s most active members,
said she had opted out of the run-
ning as she preferred to work quietly
from the back benches, where
she would be free from the ad-
ministrative work that comes with
the job.

However, others close to Hogan
said she did not want to become
involved in a political battle over the
post — senior ANC officials are
understood to be keen to have a
black successor to Marcus, who
was made deputy finance minister
in last month’s Cabinet reshuffle.
Hogan refused to comment on
this.

ANC MP Zingile Dingani, who was
Marcus’s deputy, is likely to be the
new chairman, another MP said.
ANC MP Rob Davies would be
elected deputy to Dingani.

The ANC has recently changed
the rules for electing chairs of par-
liamentary committees so that the
party as a whole, and not the com-

greater say.

Under Marcus, the finance com-
mittee carved itself an important
role as a check against government
profligacy.

As well as acting as a check
against the executive, parliamen-
tary committees are effectively spe-
cialists for political parties on par-
ticular areas of legislation. They
hold hearings on Bilis, preparing
them for Parliament. Most are dom-
inated by the ANC.

Dingani joined the ANC under-
ground structures in 1982. He was
national treasurer of the National
Education Union, before it became
part of the South African Council of
Trade Unions.

Dingani said this week he trained
as a teacher at the Cape College of
Education in 1983 to 1984, and
took a part-time degree in English
and psychology at Vista University,
where he also studied business eco-
nomics and commercial law.

Earlier this year he took a course
in economic policy formulation with
the New School for Social Research
in New York, and is currently com-
pleting a post-graduate diploma in
economic principles at London Uni-
versity.

He was elected to Parliament as a
Free State MP.




SA has a lot to learn from the economies of its
neighbours in Africa, says UN deyelopment head

By Avam Cooxe

hen a little grey-looking
man in a pale blue suit
says one of life’s great-

est joys is listening to the music
of 20th century Russian dissident
Shostakovitch, then one’s interest
pricks up.

Listening to Shostakovitch,
one of Russia’s greatest classical
composers, who spent his life
writing music that tested the
very edge of Stalin’s tolerance, is
harrowing to say the least: dis-
cordant free-form modernism
mixes with melodious reveres
into Russian romanticism to form
what is today recognised as truly
revolutionary music.

It is this sort of paradox, these
clashing contradictions that
strike 51-year-old David Whaley,
head of the United Nations De-
velopment Programme (UNDP)
in South Africa.

After nearly a year in the
country, Whaley pinpoints, with
meticulous powers of observa-
tion backed by an academic past
in economic history, some of
South Africa’s key challenges.

He talks of restructuring and
refocusing the public service:
“public works is going from
being a public buildings depart-
ment to a major player in the de-
velopment process ... essentially
it is becoming a development
agency and adopting labour in-
tensive techniques”; and of novel
ways of fighting crime ~ “one has
to apply community develop-
ment techniques very cautiously
as an antidote to violence — we
need to assist communities to
focus on shared problems, which
is vital to rebuilding relations in
shattered communities”.

But these are not quick-fix so-
lutions rattled off, they are
thought-provoking and consid-
ered, but most of all they are
spurred on by what he sees as the
extraordinary openness of South
African society.

“I have never experienced a
place where so many people are
involved in debate about the fu-
ture of the country and the new
constitution; where so many peo-
ple go to vote and so many sing
the national anthem so enthusi-
astically.”

It is another paradox of South
Africa’s changing face that today
the UNDP sits in Pretoria,
sharing its experience in devel-
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opment gathered from countries
that once labelled South Africa a
pariah. And one can’t help but
feel privileged to have the likes
of this eloquent and inquisitive
man at its helm.

His position here, and that of
the organisation he represents, is,
on the surface, not very contro-
versial. But its task is made diffi-
cult by a long history of disinfor-
mation, with the state-controlled
SABC at the forefront.

It started when the UN was
lambasted by South African au-
thorities for engineering interna-
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he was still stunned by what he
saw in our country.

Driving down from Kenya
with his Dutch-born wife Marret-
je Netelenbos and his three sons,
he was devastated by South
Africa . “I had read a lot about
this country, but I was deeply
and profoundly shocked by wﬁat
Isaw,” he said.

It was the beautiful, neat little
towns that rocked him - their
friendly country fotk and then,
tucked haphazardly behind a
hill, a sprawling township totally
devoid of economic activity.

tional sanc- The lack
tions. of economic

Remem- activity in the
ber the likes rural areas is
of presenter 1 a direct off-
Cliff Saun- shoot of
ders’ endless apartheid
reports planning, but
showing Whaley also
graphically sees it as just
the plight one of the
and torment many lessons
caused by South Africa
sanctions? needs to

Sanctions i | lean  from
provided | Africa.
Whaley with In  his
an avenue | years in
for his frus- Africa, hehas
trated imagi- seen the spir-
nation while it of creative
a teenager. entrepre-

He recalls neurs every-
when  his where -
school  in “wherever
Worcester, people have
Efril:;d’:rel_ Observation ... David Whaley has ssce:ss tgﬂf]ee:}
opened the sPent three decades in Africa tile land in
boxes of ap- Africa, they
ples they received from a school  have proved very successful”.
in Worcester, South Africa. aley’s most striking in-

The tradition of gift swopping  sights come through his compar-

and building alliances between
the two schools, based purely on
their common name, stretched
back many years. But this occa-
sion in 1961 was one of the turn-
ing points for a young man that
began a journey into Africa last-
ing three decades.

Today he speaks of political
reform in Benin, of his years in
Burkino Faso, Gabon, Algeria,
Togo, Madagascar and, most re-
cently, in Kenya.

Having lived through bloody
and bloodless revolutions and
seen this continent which, in his
words, was “deserted by the in-
ternational community at a time
when it needed support most”,

isons with our African neigh-
bours, comparisons that could
lead South Africans to a new per-
spective on their continent.

Are we an island off the coast
of Africa, or are we rooted to the
toil and joy that is this continent?

While he found South Africa
has an enormous amount to offer
in terms of trade, markets and
technologies, it has a lot to learn
from Africa when it comes to the
issue of addressing the needs of
the majority of the population.

He points to a recent example
while on the farm of Kenyan
President Daniel arap Moi.

Moi was excited, having just
received a fax from the South

African Department of Agricul-
ture, at the prospect of finally
gaining access to the technolo-
gies available to South African
farmers.

“But arguably the best tea and
coffee in the world is produced in
Kenya. And it is not grown on
big estates with high technology,
but by peasants on tiny holdings
in amongst a range of subsistence
crops on no more than a hectare
of land. That is practical - high
productivity and high value.”

His vast experience and un-
questionable commitment to
Africa enable him to portray, in
the humblest of ways, the fact
that development does not al-
ways equal large scale schemes
backed by huge funding that de-
liver instant gratification. Rather
he looks also to developing peo-
ples’ economic productivity at a
focal level.

But there is more. There are
vital lessons to be learnt, even
from the likes of one of the
world’s poorest “crisis coun-
tries”, Burkino Faso:

“You (South Africans) have
an extraordinary lack of attention
to the needs of customers and in
certain services the activities and
procedures should look to some
of West Africa’s poorest nations
and learn.”

South Africans know poor
service like they know drought,
but have simply come to live
with it. But if viewed as the
tightrope on which our economy
teeters, service becomes pivotal.

This, Whaley says, could be
the Achilles heel of the South
African economy: “Even when
you are internationally competi-
tive again in terms of labour poli-
cies, productivity and technolo-
gies, if your services are not
following and not enabling your
people to compete, it will fail.”

With this in mind Whaley has
formed his own, one-person con-
sumer watchdog, to counter
what he calls a “culture of lack of
complaint”.

Between dealing with South
Africa’s new bureaucrats, read-
ing about anything from drug
syndicates to political philoso-
phy and, of course, listening to
Shostakovich, Whaley has time
to drop another gem.

“This region, which for so
long was the region of great de-
spair, is now the one of greatest
hope




deputy director-general Bernie Fanaroff, communities and businegs,

Fanaroff wag speaking at thig week’s “So what we need is an alignment of the
launch of a road show for the local economic planning and efforts of national, provincia]
development government policy — g wide-  and local governments. If one of these goes
ranging scheme to accelerate growth and offin a different direction, the synergies are
create jobs in poorer communitieg, weakened or lost,”he said.

He dismissed reports that the RDP had Fanaroffsaid government had to rethink
been abandoned, saying it remained the incentives offered to boost small and medi-
centrepiece of government policies, Howey. um enterprises, ag incentives in the past
©r, new activities which hacf the potential to did not create sustainable development, A
create new jobs would be focused on. new, more flexible, framework  wag re-

These included services created through quired, with local and Provincial authori-
the inst@l!ation of infrastructure such as ties expected to have the respongibility of




Economists want IMF

By Christo Volschenk

Cape Town — As money market
rates jumped and the spectre of
another Bank-rate hike loomed
ever larger, economists called on
the government yesterday to intro-
duce a package of policy measures
“to regain the inttiative and sta-
se the financial markets”.

But the Reserve Bank and the
finance department adopted a
wait-and-see  attitude warning
against overhasty decisions

Economists polled by Bustness
Report expected an imminent hike
in the Bank rate, but said 1t should
be part of a package which must
include a short-term loan from the
IME.

Late yesterday, Fstian Calitz,
the retiring director-general of
finance, confirmed that the depart-
ment was “not considering to go to
the IMF for a loan at this time”,
while Chris de Swardt, the senior
vice-president of the Reserve Bank,
said “it would be wrong to assume

loan a
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the Bank rate will’ tomatically

rise because the money-market
rates have jumped”,

Nick Barnard, an economist at
BoE Natwest, said an increase of
1 percentage point would not be
enough “An increase of 1,5 to two
percentage points, combined with a
range of other measures, would be
needed to stabilise the markets,” he
said.

Barnardt and Johan Rossouw,
the chief economust of Huysamer
Stals, said the time was npe to

hi

Ll id
er rates
10/4[at
approach the IMF for a loan

“A loan of Ré billion to RS bl-
lion may do the job,” Bamardt said

He also said government|
should announce that the removal
of exchange control regulations had
been suspended until newt year,
“The reserves are just too low tc
proceed  with the removal,’]
Barnardt said.

Until Jast month's reserv
figures were announced on Wed
nesday, he was in favour of th
quick removal of the controls,

1




M arket turmoil hastened NP exit
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‘will

not change’

\ Myndham Hartley

| TAPE TOWN — President Nelson
VMandela and the ANC moved swiftly
yesterday to reassure the world that
government policy, particularly on the
economy, would remain unchanged fol-
lowing the withdrawal of the NP from
the government of national unity.

The NP's withdrawal — rumours of
which threw financal markets into
turmoil on Wednesday — raised the
question of when Inkatha leader Man-
gosuthu Buthelez1 would follow suit,
leaving the ANC to govern alone until
the next general election in 1999,

Mandela, at a news conference
about three hours after NP leader and
Deputy President FW de Klerk had
told him of the NP’s decision, said gov-
ernment’s policies were based on the
needs of the people and would not
change. Flanked by Finance Minister
Trevor Manuel and Deputy President
Thabo Mbeki, he was clearly referring
to economic policy and the fiscal dis-
cipline which the NP has claimed cred-
1t for 1n the unity government.

He thanked De Klerk for his contri-
bution to the transition to democracy,
saying he would have preferred to have
worked with the NP until 1999. De
Klerk's contribution to the transition
was too great to say “good riddance”.

De Klerk said the NP would with-
draw from the government at the end

of June. The decision was based on a
desire to serve the national interest
better.

The decision came amid rumours
that a leadership challenge forced De
Klerk's hand. He strenuously denied
that there was division m the party
vver the decision.

The decision to leave government,
which was to have been taken at a
meeting of the party’s federal council
next Tuesday, was apparently has-
tened by the hammering which the
markets took as a result of speculation
on Wednesday. Delay could have
meant further damage and the deci-
sion to leave was taken by the party’s
federal executive and ratified by a cau-
cus meeting yesterday morning.

De Klerk and Mandela said the de-
cision was a positive step in the growth
of democracy mn SA. De Kierk said the
development of a strong and vigilant
opposition was the only way to pre-
serve “genwne” multiparty democracy
in SA. Because the new constitution,
adopted on Wednesday, did not include
provision for a uny government st
any other form of joint decision mak-
ing, “we have decided that the time has
come for us to play our full role as the
main opposition party”. He said the
time had come for the ANC to take re-
sponsibility for governing the country.

Continued on Page 2




SA scrapesbym
US e%ggggnccs st

Simon Barber

WASHINGTON ~— Economic free-
dom in SA was tarnished by heavy
state involvement in key industri-
al sectors, a cosy relationship be-
tween big business and politicians
and insider trading, a report re-
leased yesterday said.

The report, compiled by re-
spected human rights group Free-

om House, bases its criteria on
the conditions under which a Bill
Gates-like entrepreneur would be
able to build a Microsoft from
scratch without having to pay
bribes, have friends in high places
ortoe a party golitical line.

SA scraped though for a rating
of “free” along with most industri-
alised nations, while a number of
the East Asian tigers, including
Singapore, Malaysia and South
Korea, did not.

Report editor Richard Messick
said that in South Korea Microsoft
would not have flourished on its
own, but only as a subset of an in-
dustrial conglomerate like Hyun-
dai. In Singapore, Gates’ success
would have been contingent on not
offending the government.

Freedom House scored 82 coun-
tries on the extent to which they
afforded six freedoms: to own
Eroperty, earn a living, operate a

usiness, invest one’s earnings,
trade internationally and partic-
ipate in a market economy.

SA scored ﬁ; 16, placing
it on a par with Chile, Italy an
Jdapan at the bottom end of the
“free category”. It was the only
African country to make the cut.

It lost marks in the “freedom to
operate a business” category be-
cause “control of the country’s
larger industries by a few inter-
locking conglomerates severely
limits business opportunity. New-
comers are at a disadvantage. Mo-
nopolistic and unfair business
practices by the leading conglom-
erates arerarely investigated.”

Points were also deducted in

. the “freedom to invest one’s éarn-

in?s" category. “Heavy state in-
volverherit in a number of key in-
dustrial sectors has long limited
private investment opportunities.
Insider trading and other manip-
ulation are considered common
and can hurt small investors.”

Exchange controls led to loss of
goints under the heading of “free-

om to trade internationally”.

Although it did not effect SA’s
final score, the authors were un-
easy with the extent to which “the
few conglomerates that dominate
SA’s economic landscape have
close ties to top politicians. Many
large companies have hired for-
mer officials of the ruling ANC to
establish closer ties with the new
government”. Messick said Free-
dom House had a “bias” against
“crony capitalism”.




HE Standard Bank’s deci-
sion tolead the banking pack
in restoring margins is cOoIm-
pelling evidence of SA’s fzaith
in free markets. Finance Minister
Trevor Manuel might have made

extraordinarily fre

Who needs an independent Re-
serve Bank when one has bank-ers
eager to protect profit margins?

One cannot blame the hanks for
acting; in fact they would have con-
tradicted their very raison détrez, if
they had failed to raise interest
rates while they were able to do so.
Criticising anyone for acting witk a
profit motive in mind is downrigzht
silly. Their actions, however, affesct
the entire economy.

The national ~ interest is riot
banks’ responsibility. Banks often
invoke the national interest in their
arguments to support their actioras.
Yet that is an understandable ploy,
an obvious smoke screen — about as
convincing as a beer manufactur-er
claiming that the national intere=st
will be protected by a priceincreasee .

>= increase in interest rates is

usually accompanied by a state-
ment from the Bank explaining tlae
macroeconomic reasoning behirs 1
the move. The absence of such =
statement last week was hugely sigx-
nificant. It implies that the Ban Ix
does not necessarily agree that th e
move was unavoidable. It suggest: s
that interest rates rose, not becaus e
of the economy’s needs, but becaus €
of banks’ needs.

Ifthat is true, then it raises ques -
tions about the kind of economic sy s —
tem we have. Do we really want =
system that favours financial sex —
vices at the expense of the manyy —
facturing industry?

Many industries have tolive witi=z
intervention — for example, cloth—
ing manufacturers facing high im—
port tariffs, or the oil industry facin g
government control of their mar-—
gins. Yet banks, it seems, get of ¥~
scot-free.

Stals’s failure to write a state—

about

Stals’s silence raises
SET10us questions
economy

SA

ph 24|s [qb

GRETA STEYN

ment arguing the case for higher
interest rates s a serions omission.

Is it a sign that he fears the po-
litical fallout and wants to “lay the
blame” very clearly on the banks?
Does he think the market speaks
more eloquently than he does?

Does Stals not believe that there
is a good macroeconomic argument
tobe made 1n favour of raising inter-
est rates, other than the vaguely
supportive comments he made last
week?

If we are “leaving it to the mar-
kets”, we need to know how it all fits
together, what it means and why it
is all happening. To simply “blame”
the marketsis just not good enough.

Should the Bank have sanc-
tioned a rise in rates? It is by no
means clear that the two percentage
points rise in interest rates will save
the rand. There are countless exam-
ples (England, Sweden and Turkey)
of how excessive interest rate move-
ments did not succeed in beating off
acurrency attack,

The rise in interest rates comes
at a time when there are many signs
that the economy is cooling down.
But a slowdown in economic growth
is obviously no argument against an
increase ininterest rates,

As Stals said: “Interest rates
force the economy to grow at the

rate it can afford.” The point he
makes is the key issue in the debate
on whether interest rates should
have risen. The kind of shock the SA
economy has suffered as a result of
the rand’s devaluation has left it lit-
erally poorer; the country has to cut
its coat according to its cloth and
interest rates are the scissors,
Capital has fled out of SA and
without it we have to face up to the
fact that domestic savings are woe-

STALS

fully inadequate.

Printing money to make up for
our failure to save can create the il-
lusion of maintaining economic
growth. It is a bit like waking up
with a hangover and reaching for a
beer. It feels good, it brings back the
pleasures of the night before, but
eventually that hangover will have
tobe faced.

That metaphor undoubtedly ap-
plies to the first interest rates in-
crease. Yet one could argue that last
week’s move needs a different meta-
phor. It is like going for a long run,
while suffering from the world’s
worst hangover. It might Jjust push
you from feeling sick to a near col-
lapse. In theory it might get rid of
the hangover, but at what cost?

Arguing the case for higher inter-
est rates is obviously difficult, but
not something that the Bank should
try to shirk. If we are in an economic
mess, it must be explained.

If we are not, and banks’ share-
holders are simply being allowed to
sleep peacefully while those of man-
ufacturers worry, there is some-
thing seriously wrong. The financial
sector is running ahead of the rest of
the economy.

Stals’s mantra of “financial sta-
bility” became a reality (at least for
alittle while).

We allowed the stable financial
situation and relatively low infla-
tion to fool us into thinking that the
economy is sound, poised to become
an emerging market success story

The rest of the economy has not
yet caught up with the financial se¢-
tor, and the preoccupation with lift-
ing of exchange controls ignored
this. The list of major problems is
long: SA has made no progress to-
wards privatisation; neither has it
moved towards a more effective
competition policy.

There has been some progress on
the industrial policy front, but not
enough. Company tax rates are too
high. Delivery of the RDP has been
slow. Government needs to getridof
100 000 public servants to pay the
others better. So far we have seen
the pay increases, but not the mass
exodus from the public service,

m inancial liberalisation should
form one part of an overall economic
strategy. The major differences be-
tween labour, business and govern-
ment on formulating such a strategy
suggests it is still some way off. Fi-
nancial liberalisation ecannot be
rushed if the rest of the economic
strategy is not ticking along nicely.
The proper sequencing of economic
liberalisation is recognised as nec-
essary by even the most ardent of
free marketeers.

With hindsight, SA should per-
haps not have got rid of the financial
rand. Or, having opened itself up to
the vagaries of the markets, it
should have made sure its economic
policies could stand international
scrutiny. It should have acted swift-
ly and in small steps to continue the
process of lifting capital controls,

Stals’s “blaming” the markets is
shorthand for pointing out that the
SA economy lacks direction, has no
strategy to speak of, and is being
bogged down by fights between vest-
ed interests.

He isin an invidious position, but
cannot just wash his hands of an
interest rate increase. He at least
has to tell us why we are in the mess
we are in, even if he alone does not
control how we get out,




By Christo Volschenk

Cape Town — The ANC demied
yesterday that 1ts national execu-
tive committec last week rejected

ANC . . . )
(i denies H.ﬂwmgm mOAN@H.BE@H; S mQ.WWNMM

were ditferences of opinion over
tundamental policy 1ssues between
Tito Mboweni, the labour mimster,
and Pallo Jordan, the environment
and tourtsm munister, on

nomic policies, and maintained
that the onlv sustainable way for-
ward lies in the effective imple-
mentation of the growth and

development path

The spokesman manm\w The
suggestion in the report that there
were major differences between
members of the national executive
over the strategy is a .

fo
23

5 %w
strategy d

the near future”.
A few weeks ago, a spokesman
for the National Economic Devel-
opment and Labour

published “in

the latest version of the govern- the one side, and Alec  ; # . informed by the fabrication and g # : Council (Nedlac) said
V ment’s strategy tor growth and  Frwin, the trade and 3 Mcmmmmﬁ-oam RDP vision,” the devoid of any truth.” The committee the strategy would be
7 development. industry minister and i that there were  spokesman said Yesterday DQﬁme —as submitted to Nedlac,
! The sirategy 15 being written by Trevor Manuel, the . “At an earlier Mboweni, who is where 1t will be
7 a special sub-commuttee of cabinet, ?ﬁwsnm munister, on the  § differences meeting of the chairman of the eco- the gover, nment  debated.
led bv Deputy President Thabo other. national working nomic affairs sub- § ; Labour and busi-
Mbekr. qrm sub-commuttee was A spokesman for the over 1.5 commitiee, the committee of the :.mm\m TQQ ness have already
7 constituted by President Nelson ANC said the growth m?Qﬁva\ are growth  strategy national executive, ._.:l_.nn‘m& — subnutted strategies
Mandela last August. strategy was not dis- d id of was discussed. declined to com- g hat i ired to the council.
Reports vesterday said the cussed at the last meet- evora o “The committee  ment. ,w at it require A growth strate-
7 national executrve had rejected the  ing of the natonal exec- % any truth’ accepted the basic During ﬁrm. snap i elaboration’ gy for the country
latest version of the strategy as too  utive commuttee. : . tenetsofthestrategy,  debate in parliament that takes all the
7 “Thatcherite”, meaning 1t pandered “The executive butagreed —asthe last week on the constituencies  in

too much to the markets.
The report also alleged there

commuttee did express its confi-
dence in the government's eco-

government itself had indicated —
that 1t required further elaboration.”

recent drop in the value of the
rand, Manuel said the growth

Nedlac into account will then be
formulated.
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Students call for mass
actionon campusi@)

Kevin O'Grady 5b 2"-7 5 76

THE SA Students’ Congress (Sasco) has called a
day of mass action on July 31 at campuses coun-
trywide to press government into extending the
national commission on higher education’s dead-
line by six months.

Sasco secretary-general Oupa Bedibe said in
Johannesburg yesterday there was wide agree-
ment at a recent consultative conference held by
the commission that its deadline should be ex-
tended to December, but this had not been done.

Labour, b tudent repr ives
at the conference protesbed that the commxssmn,
which is to make r
SA’s higher education system by J' uly, had not con-
sulted widely enough in drawing up a recently re-
leased discussion document.

“Our mass action will alse aim to highlight the
crisis in higher education and force administra-
tions to expedite the process of transformation,”
Bodibe said.

He criticised “very small” student organisa-
tions — such as Azasco and Paso which instigated
violent protests at Technikon Pretoria last week
— for trying to turn the crisis on campuses into
“racial war”,

Sasco also called on the ANC to “come up witha
clear economic policy” as the financial crisis on
campuses was linked to a broader economic crisis.

NP slams ‘tragic
econorr 1c circy

Wynd?m Hartl y & e}
CAPE TOWN — The NP has lashed out a Eld

Nelson Mandela and Cosatu for what it describesas a
“tragic economic circus” which is seriously under-
mining investor confidence.

NP finance spokesman Theo Alant yesterday re-
ferred to the contradiction between Cosatu’s chal-
lenge to commercial banks and Mandela's declara-
tion that privatisation was fundamental ANC policy.

He said Cosatu secretary-general Sam Shilowa’s
attack on commercial banks for increasing interest
rates, in which he threatened to “nationalise mon-
etary policy”, was a claim for state intervention in the
banking sector -— which the NP opposed.

Alant said the NP was shocked that Shilowa
should “threaten a boycott against Old Mutual” sim-
ply because it was a member of the SA Foundation
which expressed views with which Cosatu disagreed.

“The NP believes ... Cosatu’s bullyboy tactics are
at loggerheads with the democratic principles 1n the
constitution.”

Alant said his party was convinced “the economic
circus staged by the ANC and its alliance partners’
was detrimental to economic growth, job creation and
the ability to addresa socioeconomic backlogs.

“Mr Mandela’s “capers” on these issues only wors-
ens the situation,” he said.

He charged that Mandela had said in Germany
last week that “privatisation was policy” and that the
ANC would convince Cosatu to change 1ts view —
while this week Shilowa flatly rejected privatisation.

The NP also charged that Mandela was “under-
mining his stature as a statesman” when he accused
the NP of being “racist in 1ts support” for the death
penalty. Party spokesman Johan Steenkamp said
vast numbers of South Africans wanted the death
penalty. He said most victims of murder and rape
were black and therefore greater penalties for these
crimes would benefit blacks in particular.




The weakened rand has made costs “exceptionally- high’

Does the state’s overseas vowﬂc‘%m:
291519

By Edward Osborn

Johannesburg — There 1 as much
ratonality to the government's
borruwing abroad as there 15 to
buymng hagh-cost Itahan fashion
shoes

The usual justfication tor it 1
k0 test the market and or to estab-
lish a presence in the market and a
benchmark tor South Ancan cor-
porate borrowers Yet, one has not
heard of the corpurate sector
pressing the government to blaze
the tral

Pethaps the ground prepara-
tion 1s more tor the parastatals, but
the necessity tor parastatals to hind.
market tunding abroad s as famsv
asit s tor the state

Contractor finanaing ot over-
seas tabricabon 15 another matter
and toreign exporters are never
business-shy The parastatals are
simply musled into borrowing at
supposedly cheap rates

Theses rates may indeed prove

to be cheap tor them, but onls on
the basis of appropnate terwand
cover, which transters  the
exchange losses to the toreign
exchange loss account of the
Reserse Bank and ultmatels to the
taxpayer

The parastatals thus come out
alnght but the state carnes 1ts nsks
tselt and must meet the tull costs
of borrowing

Borrowing abroad 1 some-
tumes undertaken to add to the tor-
eign exchange reserve postion but
1t 15 questionable whether the state
should assume this responsibibty,
especally when the overall level of
public debt 1s at a disastrously
bugh level

"The IMF drew on the compen-
satory and contingency financing
y i Decembr 1993 expressly
to bulster toreign reserves because
ot the strain to the balance ot pay-
ments braught about bv the
drought The proceeds were sold
to the Reserve Bank m amplifica-

©e

on of the resertves but the res)

sibility tor servicing costs and

redemnpion staved with the state
The only und dable mot-

1560 swith South ha: d&
rates
As alwass, a hirtle anthmenc is

estic

vation, despite 1ts rrationality, s to
demanstrate the country’s finan-
aal wanty

mure than assertion
Below [ gwe the results for the
maor state borrowings abroad,

excluding  the

As Owen Homoud, ¥30 billion
the tormer tinance mun- Samurar bond of
ster sad ‘It turther A Qm..-:.n: last June and
proct ot the country's { bond raised February's

hugh credit ratng was
needed, it was provided
by the loans we have
successtully rawed m

R88m in 1983.
The state paid

£100 mulkion bond
because serviang
has not vet begun

December

recent months i the  § service costs 1983's 85 percent
full glare ot internation- DM40 millron
al publiaty * of R438m German  bond

It 1s clear that the raised R88 million

costs of borrowang abroad tor a
countrv which 15 structurally and
chrorucatly operating with a weak-
ening currency are exceedingly
high.

It 15 self-deluding to tocus
mvopneally on the rate of imnterest
on the bonds and make compar-

at the ime In the exght years to
redemphion, the state had to pav
sertice costs of R438 mullion

This gves an average annual
service cost ot 62 percent, which is
way oft the loan's §5 percent
terms The cost includes the
exchange losses on redemption,

whach the tnance menistry tucked
away a5 Management costs

On the basts o marlang to mar-
hetas it were the caputal exchange
losses of each vear can be brought
to account The costs, mncluding
nterest and capital loss in rand
terms, were over 33 percent over
the eight vears They jumped dra-
matically 1n 1985, when the rand
collapsed That vear, 1t was
124 percent

Ot course, 1n his hubns,
Horwood could hardly have anie-
1pated such 3 tum of events

The 7,75 percent DM46 mullion
German bond rawsed the tollowing
year tared a lle better For the use
of R149 mullion, the state paid out
R33omillion over the next exght
Jears, grang an eftective service
Cost of 45 percent a y ear

The worst vear was again 1985,
when the imputed service cost was
89 percent

Matters learly went awty m
1985 and borrowing has had to be

more sahstactors i the past tew
vears of politcal dismantiing

Nevertheless, the 10,5 percent
DM55 million German loan drawn
down
December last vear was expensive
by any standards up to

October 1991 and -

prevais unt then, the average see-
vice cost will be 26,3 percent
The IMF's $750 mullion loan of
December 1993 has tared much
better to date
Assuming it was drawn down
at the rate of 407

Last year, the average ser- percent  which
wvice cost on the Octaber I i o was the standard
tanchenas T o pmens, | Hisa fair bet drawnng  mght
and on the December | that the rand rate appheable at
tranche 29,8 percent il the tme, the

It current exchange | Wi move average service
rates are extrapolated o § downwards cost 1 the bwo
October and December N . years to last
thus vear when the two | @ither steadlify  December was
parts ot the bond wall be . , 9.1 percent a vear
redeemed, the average 1O 1N SPAsms The recent

service costs will be
38,5 percent and 32 percent respec-
avely.

The 10.375 percent 5o mullion
Ecu bond of Februarv 1992 cost the
country an s erage of 24,7 percent
a vear over the next tour vears It
wall be redeemed next February
and 1t the current exchange rate

collapse ot the
rand 1s going to make a phenome-
nal ditference, however
1 the exchange rate 15 R+.30 to
the doflar m December the imput-
ed service ost tor thus year will be
248 percent
Fnally, the 97 percent
$750 mullion global loan rased m

g make financial sense?

December 1994 had an imputed
service cost of onls 126 percent
last vear

Assuming an exchange rate ut
R4,30, however, tus vear's service
st will be 29,3 percent.

Ot course, 1t 15 ot mewtable
that the rand will connnue to
depreciate in the future and one
could claim thar a withdrawal
trom the internahonal markets
would be tantamount to an
admission of such an nevitatibity

Given the price and cost mech-
anusms of our economy, however,
s a tar bet that the rand will
move downwards ether steadiv
or in lurching spasms

Is toreign borrowang ov the
state worthat then, gaven the evi-
dence of the past and the need 1o
elimunate all torms of unnecessary
cost in the budget” — Reuter

T Ostorn s an mdependent. econc-
st and 2 consubtant fo Edey, Rogers
& Campang, the stockbrokng firm




THE rand crigis had added 1bn to
SA’s debt-servicing burden for fiscal
1996/97, taking the total to R37bn, Fi-
nance Minister Trevor Manuel told the
Senate yesterday.

Reuter reports he said the interest
pPayment next year was likely to in-
crease to a “little more than R40bn” ag
the debt burden rose to R31 ibn.

Greta Steyn reports government

_—
! Rand crisis adds R1bn é% dzebt burden

A < i

in March budgeted'for interest and
debt-servicing bill of R34,4bn. How-
ever, the projection was based on an
average capital market interest rate
for the year of 14% — compared with
current levels of about 16,30%. Econ-
omists calculated that the extra inter-
est paid to the domestic capital market

Continued on Page?2
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Debt burden (47)

Continued from éﬂ e 12 ! l 7
would add about Rlél to thqe g -

den this year. To this had to be added
the extra amount due to foreign cred-
itors because of the rand’s weakness.

The extra spending on debt servic-
ing will take the increase from last
year to more than 26%. Interest pay-
ments already consume almost one
fifth of the Budget and their increasing
claim on government's resources is one
of the reasons economists are clamour-
ing for privatisation.

Manuel said his department was
continuing to devise new programmes
to promote fiscal discipline and to cut
state spending. “Gains made through
zero-based budgeting have been impor-
tant, but limited. The time has come to
make savings through better co-ordi-
nation between departments and tiers
of government, coupled with a sharper

focus on programmes within every de-
partmental budget.” A new Budget
council including provincial and na-

6 tional finance ministers, top treasury

officials and the finance and state ex.
penditure departments met last week
for the first time. It would co-ordinate
allocations to provinces and could con.
tribute to the government’s Budget re-
form programme.

“Initial discussions point to bring-
ing the provincial budget cycle forward
so that allocations are made and full
discussions_held prior to the end of
February. This would enable the na-
tional Budget, when tabled in March,
to be comprehensive and contain a full
compilation of ex enditure, borrowing
requirements and revenue estimates.”

The state expenditure department
was examining the trend towards roll-
mg over chunks of ministerial budgets
and was looking at hmiting rollovers
not relating to projects that were under
way, Manuel said. An audit of rollovers
would be completed by the end of July.
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EUROPFAN credit rating agency

IBCA has given SA a long-term foreign
currency rating of BB, which is two
notches below investment grade.

The rating applies to senior and un-
secured long-term government debt,
and acts as a ceiling on the ratings of
other SA issuers rated by IBCA.

The foreign currency rating com-
pared with RMexico's and was better
than the rating for Romania, IBCA
said in Johannesburg.

. IBCA has also assigned, for the first
time, a BBB investment grade rating
to SA’s rand-denominated debt.

. Bonds ended a volatile day sharply
higher, with the benchmark govern-
ment R150 20 basis points higher, lift-
ed by speculation on the updated rat-
ngs — released after markets bad
closed. At 4.12pm the R150 was trad-
ing at a yield of 15,76% against Tues-

SA govt debt wins
mediocre rating

day’s close of 15,96%. The E168 was
quoted at 15,88% from 16,07% at Tues-
day’s close.

Dealers said the market was initial-
ly knocked by worries over the rating
and heavy foreign sales on Tuesday,
but recovered by mid-morning.

_ Bond Exchange figures showed for-
eigners were net sellers of R544,69m of
SA bonds on Tuesday after selling
R130,72m on Monday.

The rand was mildly firmer at
R4,3674 from R4,3750 after tracking
the bond market. “The rand moved on
the back of the gilts market, initially
weakening and then taking heart as
dollars flowed in from abroad into the
bond market,” a currency trader said.

IBCAs review is the first since the
withdrawal of the NP from the govern-

Continued on Page 2
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Debt rating “#
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fall in the rand, which has shed 2 fifth
of jts value agamst the dollar since
md-February.

IBCA’s foreign currency rating, first
assigned last year, ig on *he low side
compared to Standard. & Poor’s BB+,
also a speculative grade rating, and
Moody’s investment grade Baa3.

The agency said the recent fragility
of market confidence had obscured tan-
gible progress on growth, improved
business investment, an impressive
performance by ‘menufactured exports
and betber-than-expected inflation.

This meant that the effect of the fall
in the rand on import prices and in-
flation might be absorbed without
pushing inflation into double digits.

Consumer price nflation was 5,5%
in April, a 24-year low.

Trade competitiveness should also
benefit, underpinning SA’s foreign ex-
change earning capacity, IBCA said.

But downside risks remained.

wThe Budget deficit remains too
high despite recent reductions, given

investment and the risks of financing
the resulting current account deficit,”
1BCA said. This was contributing to ex-
ceptionally igh real interest rates.

The government had also moved
slowly on privatisation. although the
principle wasnow accepted, it said.

«“Moreover, the political and assoc1-
ated economic risks in SA remain sub-
stantial,” IBCA said.

«The departure of the NP means
that the moderates within the ANC
will now have to fight their own bat-
tles, and the ANC’s traditionalists may
not give Trevor Manuel, the new fi-
nance minister, an easy ride.”

In addition, KwaZulu-Natal, where
local elections are due on June 26, was
a dangerous flashpont and rsing
crime underlined soc1al tensions.

IBCA noted that the higher domes-
tic currency rating reflected the inher-
ent strength of sovereigns in servicing
their own currency because of their
powers of taxation and, to a lesser ex-
tent, monetisation.

The better-than-expected perfor-
mance on nflation underpinned the
rating, 1t said. The public debt to GDP
ratio remamed below the Maastnicht
609 criterion. — Sapa-Reuter-I-Net.




Govt, bank look at

infrastruc

Robyn Chalmers

GOVERNMENT and the Develop-
ment Bank of Southern Africa are
discussing the possibility of open-
ing different interest rate win-
dows for financing disparate lev-
els of infrastructure, CE lan
Goldin said yesterday.

Goldin said the discussi.ns
were still at a preliminary stage,
but were part of talks on the fu-
ture role of the bank in assisting
the financing of SA's huge infras-
tructure bill.

He said the bank was planning
to lend money at rates which were
closer to the current interest rates
than the previous reduced rates.
But the proposed revised rates
could be balanced with conces-
sional finance for low-cost recov-
ery investments.

The bank’s recent decision to
refinance the R3,1bn of former
homeland .debt on its books at
higher interest rates was in line
with its policy of lending at rates
closer to the commercial rate.

The average interest rate on
the former homeland debt, which
involved almost half of the bank’s
total loan book, was about 8%
against commercial banks’ prime
rate of 19,25%.

However, Goldin said the refi-

Ire bi
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mg talks were also part of the
bank's need to build up its re-
serves to provide 1t with an im-
proved 1ncome stream as well as
strengthen its capital base.

This was largely due to govern-
ment proposals that all national
development finance institutions,
including the bank, hecome in-
creasingly self-sufficient and less
reliant on state funding.

On the issue of affirmative ac-
tion policies at the development
bank, Goldin said he was comfort-
able with the recent appointment
of former World Bank executive
David Ferreira.

“We urgently needed an expe-
rienced person to protect govern-
ment and bank interests and ad-
vise when negotiating deals on in-
frastuctural projects such as the
Maputo Corridor.

“Talks with the private sector
on such projects are rapidly gain-
g ground, and Ferreira has
much experience on this sort of is-
sue and can help to speed up the
process,” he said.

Goldin said the internal trans-
formation task force, appointed to
investigate the bank’s restructur-
ing and the affirmative action
committee, would be making pro-
posals on a rapid and effective af-
firmative action policy.




F SOUTH Africa needs a

wake up call, this is it. A num-
< ber of recent world surveys
indirate we're among the highest-
taxed, least-competitive, most-
corrupt, least-secure and least-
sexy nations on earth.

It may just be a coincidence, but
the graph of world competitive-
ness, drawn up by the Internation-
al Institute for Management De-
velopment in its 1996 World
Competitiveness Yearbook, looks
uncannily like Mount Everest.

At the summit is the US; Sin-
gapore is at camp four, preparing
for a dash to the top; Hong Kong
and Japan are at camp three; Brit-
ain, France and Australia at camp
two; and China, Italy and Spain are
still at base camp.

South Africa is still in Katman-
du, bickering over equipment.

Okay, there is some good news.
As bankers, we come sixth out of
46 countries, with the institute de-
ciding our banking sector exercis-

South Africans are

_ By CHRIS BARRON _

es a positive influence on industry
second to few others. Cosatu, of
course, might beg to differ, but the
survey predated the commercial
banks’ latest unilateral interest
rate hike.

The Reserve Bank gets fairly
high marks (7,64 cut of 10), and a
15th placing for the positive im-
pact it is having on South Africa’s
economic development.

As far as the good news is con-
cerned, though, that is pretty
much that.

Even before the latest series of
interest rate jumps, the cost of
capital in South Africa was ad-
judged too high for competitive
business development.

In the context of interest rate

hikes and the subsequent talk of
collusion among the banks, it is not
entirely irrelevant to mention that
our score on the monopoly chart
stinks as well.

n none of the other 45 coun-
tries surveyed are domestic
markets dominated by a
handful of enterprises to the e:
tent South Africa’s is.
We’ve hit rock bottom in this
category, with far too many of our
key industries being gobbled up by

are awarded a di decisive
fail — 2,25 marks out of 10.

South Africa comes bottom in
the availability of skilled labour,
bottom in economic literacy —
with far too many workers having
an alarmingly fragile grasp on
where money comes from and how
it should be used to create more
money — and bottom in the qual-
ity of science-related education at
schools. Of the countries surveyed,
we also have the least number of
students studying science- and

y-related b at

far too few corporate giants.

The fact personal taxes are so
highisn’t deing the country’s com-
petitiveness any favours, either —
they “discourage individual work
initiative”. We are the eighth high-
est-taxed nation out of the 46 sur-
veyed, for which performance we

survey

the perceptions of those who do
business with South Africa, rather
than on measurable statistics.

But, of course, for businessmen
wondering who they should and
shouldn’t do business with, percep-
tion is reality.

mitigating factor, perhaps,

is that many of the coun-

tries which score better
than South Africa have been let off
very lightly.

Most of the corruption which af-
flicts developing countries like
ours, says Dr Eigen, emanates
from precisely those nations
which emerged from this survey
looking squeaky clean.

“We only deal with passive cor-
ruption — not with the perception
of corruption coming from the in-

dustrialised countries,” he told the
Sunday Times this week.

“Most of the bribes on interna-
tional contracts are paid by ex-

ecutives of corporations in the .

most advanced industrial coun-
tries,” he said.

Not entirely unrelated to the
topic of lies and corruption, of
course, is the matter of Sarafina2.
Not only has the debacle surround-
ing this musical enhanced our
prospects of an even worse cor-
ruption rating next year, but it’s
done nothing for our performance
in the sex and competitiveness
surveys either.

According to the sex survey,
safe sex is less likely in South
Africa than in any of the other 14
countries surveyed. And AIDS is
seen as a bigger threat to com-
petitiveness in South Africa than
in any other country looked at.

As lovers, we're best forgotten.
In fact, as the 1996 global survey
by Durex shows, we usually are.

tertiary level.

In view of the ongoing crime
wave, it goes without saying that
South Africa inspires less confi-
dence among inhabitants and
would-be inhabitants in their per-
sonal safety and the protection of
their property than any of the oth-

ds o
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er countries surveyed, bar Poland,

Venezuela and Russia.

South Africa has the second-
highest brain drain rate of the 46.
Doing nothing to reverse this trend
is the fact our immigration laws
do more to prevent local compa-
nies employing foreign skills than
the immigration laws in any but
six of the other countries cov-
ered.

: q

m.romgu-n we

institute concludes insider trading
is more common in the South
African stock market than in 28 of
the countries surveyed. X

Which brings us to corruption,
and the encouraging news that
we're less corrupt than Uganda,
Kenya and Nigeria.

But a whole lot more corrupt,
according to a 1996 survey by Ger-
man-based Transparency Interna-
tional, than those in whose com-
pany we might fancy ourselves

over p re-
straints on the negotiation
of cross-border business
ventures with foreign partners are
found to be more stifling here than
in any of the other countries.
While our international trading
may get a firm thumbs down, as
far as insider trading is concerned,
we’re up there with the worst. The

New Zealand, the least corrupt
nation on earth, Scandinavia,
Canada, Australia, Britain, the US
and 14 other countries leave South
Africa’s virtue looking somewhat
tarnished.

Chairman of Transparency In-
ternational, Dr Peter Eigen,
stresses the survey was based on
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Options spelt
out for state
sell-offs plan

Pofitical Correspondent

OPTIONS for privatising state
assets are spelt out in the gov-
ernment’s macro-economic
strategy disclosed today.

Restructuring may mvolve
the total sale of the asset, a
partial sale to strategic equity
partners, or the sale of the asset
with the government retaining
a strategic interest.

Restructuring will take place
in a phased manner to ensure
maximum value and adequate
regulatory frameworks

The document said detailed
sectoral consultation, planning
and preparation for asset
restructuring was taking place.

The telecommunications sec-
tor aimed to complete negotia-
tions this year to find a strategic
partner and address other
restructuring issues.

A similar process is to unfold
this year i1 other sectors,
including minerals and energy,
agriculture. forestry, leisure
and transport. .

o

Forecast of 830 000

jobs in m&ﬁ ears,

Trevor Manuel outlines ec

CLIVE SAWYER
Political Correspondent

MORE than 830 000 jobs will
be created in the next five years
because of the government's
economic growth plan, Finance
Minister Trevor Manuel said
today.

He outlined the plan in a
presentation to parliament.

A combination of higher
investment. both public and
private. together with regulated
flexibility would enhance job
creation, he said.

Mr Manuel told the national
assembly that a key thrust of
the government’s strategy was
the promotion of continued pro-
ductivity improvements.

These improvements were
aimed at bolstering the devel-
opment of skills in the work-
foree countrywide.

In terms of international
comparisons, South Africa’s
investment in human resource
development was inadequate,
Mr Manuel said.

~Effective training across all
employment sectors is central
to our strategy.”

Investment in social and eco-
nomic infrastructure would
play an important role in pro-
viding for long-term growth in
productivity of capital and
labour, while providing for a
much-needed extension of basic
services to households. L

There was a backlog of about
R170 billion in infrastructure,
Mr Manuel said.

A large-scale public sector
investment programme was a
core ingredient of the new
growth strategy.

This would “crowd in” pri-
vate investment and help to

- p———

mic growth strategy

boost the growth rate towards
the required 6 percent.

Mr Manuel said the govern-
ment’s aim was to address defi-
ciencies in the country's major
network infrastructure and the
backlogs in household infra-
structure over the next five to
ten years.

He said the annual Budget
would make provision for a
steady increase in capital
spending.

But private sector resources
would have to be geared to
finance investment plans.

The framework for financing
municipal infrastructure had
been designed to mobilise the
best possible mix of govern-
ment grants, development
finance and private investment.

The national public works
programme would have a “very
special place” in this.

JOB CREATOR: Finance
Minister Trevor Manuel in
parliament today.

Exchange
controls
to be relaxed

THE government remained com-
mitted to the phased lifting of
exchange controls, Mr Manuel
told parliament.

New measures announced
today include:

@ Policies directed at foreign
investors to include relaxation of
access to domestic eredit.

@ An increase in the 1imit of
asset-swaps by institutional
investors to 10 percent.

® Institutional investors will
be allowed foreign currency
transfers during this year of up "
to 3 percent of the net inflow of
funds during the previous cal-
endar year.

Mr Manuel said approval of
these transfers would be sub-
ject to the 10 percent limit on
asset-swapping.

Finally, corporate entities
which operate in the export field
and also import goods will be
allowed to offset the cost of
imports against the proceeds of
exports, provided the set-off takes
place within 30 days.

Also announced were adjust-
ments to exchange control limits.

1




Finance Minister
firmly behind

privatisation

CLIVE SAWYER
Political Correspondent

FINANCE Minister Trevor Manuel today
unveiled a market-friendly economic plan
aimed at increasing growth to 6 percent by
the turn of the century.

A firm commitment to privatisation is a
key element of the plan, outlined in Mr
Manuel's budget speech to the national
assembly.

The government's plan for rebuilding the
econony entails:

@& A competitive platform for export
growth.

@ A stable environment for a surge in
private investment.

@ Restructured public services and gov-
ernment capital expenditure.

© New emphases in industrial and infra-
structural development.

@ Greater labour-market flexibility.

® Enhanced development of human
resources.

The strategy envisages a strengthening of
economic growth while containing infla-

FULL REPORTS AND
PICTURE
ON PAGE 11

tionary pressure through a tighter fiscal
stance.

The government also wants to reinforce
appropriate monetary policy that is able to
stabilise the real exchange rate, further
reductions in tariffs and a commitment
to moderate wage demands.

Also part of the strategy is an increase in
labour absorption by economic expansion
of non-traditional exports and improve-
ments in the functioning of the labour
market.

The package emphasises the need for an
improvement in income distribution
through an effort to change the composition

tice Minister Dullah Omar sitting behi

Picture LEON MULLER, Chief Photographer.
NICE WORK: Finance Minister Trevor Manuel gets encouragement from Jus-

nd him in the national assembly.

State assets strategy outlined

TYRONE SEALE
Political Staff

THE government is finalising plans to
restructure state assets in a way that deliv-
ers the socio-economis miracle that will
place wealth in the hands of all, says Jay
Naidoo, Minister of Posts, Telecommuni-
cations and Broadcasting.

But while the state seeks out strategic
partners to help deliver basic infrastruc-
ture and services, it has no intention of
relinquishing its majority control in key
parastatals, he says.

Speaking in the national assembly today,
Mr Naidoo said R170 billion was required
to drive a programme that would deliver
growth, provide basic services and have a
multiplier effect on the economy.

The government on its own did not have
these resources and would have to seek
partnerships with the private sector, labour
and the community.

Parastatals were a foundation of this
strategy.

One of the priorities in the restructuring
of state assets was to develop a code that
clearly established the role of the govern-
ment as the shareholder, the board as its
representative, and its relationship to the
management and the workforce. *’

in key institutions, the government had
no intention of relinquishing control.

In Telkom, the engagement of a strategic
equity partner was fundamentally based on
the government retaining majority shares
and driving the restructuring of the com-
pany to deliver services people demanded.

of government spending, the direction of its

tax and investment incentives and a com-
mitment to speed up social services.

Key elements of the package announced
today are:

@ A faster fiscal deficit reduction pro-
gramme.

@ A renewed focus on budget reform to
strengthen-the redistributive thrust of
spending.
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f a macro-economic policy that has to address the needs of a large
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Minister hopes to enlist
co-operation of labour
and business to ‘shift gear’
and get the economy up
to its full potential, reports
BRUCE CAMERON

Cape Town - The reduction of
government borrowing was &
fundamental and non-negotiable
target of the Government's
macro-economie strategy, Minis-
ter of Finance Trevor Manuel
sald yesterday.

In an interview with Manuel,
his deputy Gill Marcus and
deputy director-general  of
finance Maria Ramos, he said
the strategy had been based “on
what type of macro-economic
policy will support the Recon-
struction and Development Pro-
gramme”.

Earlier in Parliament, in the
first major economic policy
statement since the fall in the
value of the rand and the exit of
the National Party from the Gov-

249

of “Natlonal “Unil
Manuel received the full support

d bring ck&m ", Even if
business and organised labour

of his cabinet colleag

In an unusual step, Deputy
President Thabo Mbeki opened
the finance debate, announcing
the broad details of the macro-
economic strategy. He was fol-
lowed by Manuel and senior cab-
inet ministers, including former
head of the RDP Jay Naidoo and
Labour Minister Tito Mboweni.

Manuel hopes by using this
strategy to “shift gear” and, with
the co-operation of labour and
business, to get the economy up
to its full potential. He knows
that the Government has made &
tough choice and that “the pain
of adjustment will have to be
shared equally”.

He said most governments
which had to address the needs
of a large poverty-stricken popu-
lation would have gone the easi-
er route of spending more.

Manuel said the Government
had the responsibility to set
macro-economie policy. Once
this was done, “we have to try

pted the broad framework
and targets, “the devil will be in
the detail”.

Marcus said she believed that
business and labour were
pulling back from the hardened
positions of a few weeks ago.
“They have received the signal
(from the Government) that
what they were doing was un-
acceptable. They might not have
found each other but they have
taken stock of their own posi-
tions,” she said.

Manuel sald his appeal to
labour and business for wage
and price restraints was “not a
wage and price policy”. In a
soclal pact, wage demands
should be tailored not only to
inflation but also to productivity,
he felt. If productivity improved,
then wages could also be in-
creased.

However, productivity did not
lie in the hands of labour alone.
1t was also the responsibility of
business to train the labour

dges reduction

ent _eom mimsu
/1S

force. He said further negotia-
tions were needed on issues
such as & training levy on busi-
nesses.

Ramos said that although
monetary policy would remain
firm, it would no longer have t0
take the strain of keeping a grip
on the economy alone. It was 2
package of reforms that would
achieve targets such as a growth
rate of 6%, lower inflation and
lower interest rates.

Monetary policy was already
being assisted in achieving these
targets by changes to industrial
poliey, while fiscal discipline.
restricting government borrowing
and upward pressure on interest
rates, were also key elements.

But it was a package, not
only & fiscal policy. It was a set of
policies that should be consis-
tent. And in an unusual quirk,
Ramos said the process had been
helped by the depreciation in the
rand, as this would stimulate ex-
ports and help locally produced
goods to compete with imported
goods on domestic markets.
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growth plan

By ADRIAN HADLAND _

The Government's new blue-
print for economic growth and
employment, unveiled in Par-
liament by Finance Minister
Trevor Manuel yesterday, has
received mixed reactions from
different sectors.

Business groups hailed the
blueprint, called the Macro-
economic Strategy for Growth,
Employment and Redistribution,
as a bold, ambitious but wel-
come step.

Trade union representatives
said there were aspects of the
plan with which they were
happy, but also expressed “seri-
ous reservations” abhout some

areas. :

South African Chamber of
Business director-general Ray-
mond Parsons said the plan,
which aims to boost economic
growth from less than 3% to 6%
of GDP and create up to 400 000
jobs per annum by the year
2000, was “a major step in the
right direction”.

“In many ways it responds to
recent business calls for econo-
mic leadership by Government
and for greater predictability in
economic policy.”

Parsons welcomed the tax in-
centives provided by the plan,
the proposed assistance to small
and medium business, the re-
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TREVOR MANUEL

laxation of foreign exchange

conirols and the Government’s
* continuing commitment to fiscal

discipline. N -

“While a long and arduous
road lies ahead and sacrifices by
all will be required, this policy

- outline points the way ahead
and should give a fillip to inves-
tor confidence,” Parsons said.

He added, however, that the
Government could have been
less ambivalent regarding its
attitude to privatisation in the
plan.

Cosatu assistant secretary-
general Zwelinzima Vavi said
the labour movement was
pleased to see the incorporation
of several points in the plan,
including the focus on educa-
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tion, the use of public works pro-
grammes, the commitment to
infrastructure development, and
the linking of tax incentives to
job creation schemes.

These aspects, among others,
had all been advocated by
labour and had featured strong-
ly in its own contribution to the
economic policy debate, Social
Equity.

But Vavi also said Cosatu had
serious reservations over other
elements of the plan, in particu-
lar the “conservative fiscal poli-
cies” the document intended to
implement. ~~ -

The plan outlines a radical
reduction in state debt from
5,1% of GDP this year to 3% by
2000. 1t does not rule out the
possibility of raising value-
added tax.

“These prescriptions do not
take into account the state of
development in the economy
and the need for massive spend-
ing on infrastructure and deve-
lopment,” Vavi said.

He also stated that the docu-
ment’s call for “wage modera-
tion” sat uneasily with Cosatu's
policy of targeting the wage gap
and, especially, its call for the
moderation of the wages of
senior managers and execu-
tives.
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‘Thatcherite’
opens new d

“CALL me a Thatcherite,” is how
Deputy President Thabo Mbeki
greeted the media after the govern-
ment’s macro-economic plan was re-
vealed in Parliament on Friday.

Economically this description was
a bit off the mark but it is never-
theless an apt comment on the over-
all direction of the Growth, Employ-
ment and Redistribution Strategy.

The programme, unveiled by Fi-
nance Minister Trevor Manuel, re-
lies on a mixture of tax incentives,
renewed fiscal restraint, further ex-
change control relaxation and, crit-
ically, a commitment to labour mar-
ket reform.

Mr Manuel detailed a number of
practical measures but was vague on
perhaps the most critical aspects of a
reform programme — privatisation
and a more flexible labour regime.

The programme was welcomed by
local businessmen but foreign in-
vestors, deterred by the lack of con-
cise privatisation timetables and
more widespread exchange control
liberalisation, drove the rand down
by about 5¢ on Friday.

The most controversial aspect of
the strategy are its labour market
reforms which are likely to meet
with strong resistance from Cosatu.
The document foresees a “social
agreement_to facilitate wage and
price moderation, underpin acceler-
ated investment and employment
and enhance delivery”.

Mr Maniiél warns that the frame-
work is not up for negotiation “but
clearly we have to negotiate the de-
.. tails with our social partners”.

The dacument projects growth of

2

year but rising steadily to achieve

- ¢

3,5% this year, falling to 2,9% next -

By SVEN LUNSCHE

6,1% by 2000. This scenario envisages
an increase in job creation from
126 000 this year to 409 000 by 2000.

“Growth itself will account for
one-third of new jobs while more
than half of new private sector job
opportunities will have to arise from
institutional reforms in the labour
market and private sector wage
moderation,” the strategy says.

A critical element of the economic
model is a commitment to even
sterner fiscal discipline. The deficit
is seen as dropping from 5,1% in 1996
to 4% in 1997 and 3% by 2000.

The projections have been met
with scepticism by economists but
Mr Manuel believes that stricter au-
diting, a cut in the number of civil
servants and a limit to wage increas-
es will ensure targets are met.

Other reforms can be grouped in
three major categories.

Labour market

Some of the proposed measures
could run foul of existing labour laws
or recommendations by the Labour
Market Commission, to be released
this week. Mr Manuel emphasised,
however, that laws could be changed
if necessary.

He did not envisage a minimum
wage across the whole economy. In-
stead the strategy seeks to set min-
imum wages according to appropri-
ate standards by sector and area.

Wage agreements would have to
be sensitive to regional labour mar-
ket conditions, the diversity of skills
levels in firms of varying size, and

n
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the needto foster training for new
labour market entrants. These re-
forms could include a less onerous
wage schedule for young trainees.

Foreign exchange

The government announced a fur-

ther liberalisation of foreign ex-
change controls, but shied away
from a “big-bang” approach. The re-
forms, to come into effect later this
month, include:
I I Allowing local financial institu-
tions to swap up to 10% (previously
5%) of their assets with an overseas
institution. Of this 10% institutions
may also transfer 3% of their 1995
net inflows into foreign currency.

Life insurance officials estimate
that 3% of net inflows amounted to
no more than R2-billion.

L: Merging the holiday and business
allowances for SA residents to a total
R60 000 a year.

11 Lifting the borrowing capacity of
foreign investors from 50% to 100%
of shareholders’ equity.

Trade and industry

In order to attract foreign invest-
ment Mr Manuel announced a range
of new tax allowances.

They comprise an accelerated de-
preciation for all new investments in
manufacturing — to three years at
33,3% for plant and machinery and to
10 years at 10% for new buildings —
and tax holidays of up to six years for
new investments, dependipg on re-
gional location and job creation.

The depreciation of the rand would
also lead to a compensating lowering
of tariffs, Mr Manuel said.
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Cosatu responds cautiously to M

By Gosa NouLovu

While trade union federations are
divided 1 therr reaction to
the Government’s announcement
of its macro-economic strategy,
business has backed it o the hilt.
The 2,5-million strong Cosatu
registered mixed feelings about
the plan unveiled by Finance

Minister Trevor Manuel on
Friday.

Through its deputy general
secretary, Zwelinzima  Vavi,

Cosatu said it would respond in
an informed manner, guided by
the policy directions contained in

the RDP and social equity docu-
ment.

Cosatu has now asked the
leadership of its affiliates to study
the plan in detail in terms of the
RDP and labour’s social equity
document.

The federation hopes that by
doing so it will be able to identify
areas that need “further elabora-
tion, reformulation, new empha-
sis and differences in policy ap-
proach”.

Again, Cosatu would judge
the macro-economic strategy doc-
ument by the impact it would
have on the “working-class and

the poor; j nﬂ.lmm& and reten-
tion; wage levels; workers’ rights;
provision of infrastructure; the
Govemnment’s role in the produc-
tive sector of the economy and
labour market.

‘The only aspect that seemed to
please Cosatu was the section that
focused on education; use of pub-
lic works programmes; commit-
ment to infrastructure develop-
ment; linking of tax incentives to
job-creating schemes and the ex-
pansion of labour market regulat-
ed net.

But Vavi stated that Cosatu
had serious reservations regard-

anuel’s macro-ec ]
NS oS P IE,

icies
intended for implementation. He
said its prescriptions “fly in the
face of labour’s proposals set out
in the social equity document”.

Against Cosatu’s position is
that of Steel and Engineering In-
dustries Federation of South Africa
(Seifsa), which welcomes the new
economic strategy document.

In a press statement, Seifsa
described the minister’s docu-
ment as market friendly, saying it
showed the Government was
committed to increased economic
growth, reduced unemploymernt
and in promoting “an investor-

strategy

friendly environment by the year
2000”.

Regarding wage moderation,
Seifsa is not overly worried. As
long as the wage moderation call
is productivity-linked, Seifsa feels
it is encouraging.

The Anglo-American Corpo-
ration has described Manuel's
strategy as a “substantial achieve-
ment” which sends a positive
signal to markets and investors.

The South African Foundation
also welcomed the strategy. Of
great importance to the founda-
tion are the goals put forward in
the fiscal policy.
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stance has generated vigorous de-
bate within ANC ranks, and wathits
allies Cosatu and the SACP

The debate 15 on the role
ment ~hould play in the e
Those who crincise the plan from
the left believe government has a
stronger role to play than foreseen
by Finance Minister Trevor Manuel.
But these crtics are probably miss-
g the pownt thar the package ac-
cords d ney rule w the public sector.

Of the 333 V00 new jubs the pack-
age aims to create by the turn of the
century, government programmes
can account for a quarter, the strat-
egy document says. Real govern-
ment mvestment growth 1s project-
ed to grow almost 17% between 1999
and 2000, whle the rate for paras-
tatalsis put at 10%.

> large portion of public sector
fized investment will not be on cen-
tral government’s budget, hecause
of the major role foreseen for local
authorties and parastatals. But
that does not detract from the fact
that the pubhc sector does play a
meamngful role in the creation of
new jobs 1n Manuel’s plan. Critics
need not fear a “Thatcherite” rolling
away of the public sector.

The important point the policy
package makes about the public sec-
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So. how will that growth be
achieved? Manuel suggests Q:H«”m
central government's deficit
help generate growth. That 1s a2 view
that would seem odd to any {crude)
Keynesian, especially at a time
when the econémy is slowing down.

Giving his reasons for speedmn;
up a cut in the deficit to 4% of GD.
in the next fiscal year, gmbv_m_ said:
Mﬂm need a bhold mrEM& mm increase

omestic savings an
tionary pressure in check. ‘—.ﬂ_m aum
deficit cut) will stimulate private-
sector investment.”

THe stimulation of private in-
vestment, however, does not follow
as night ‘after day from the deficit
cut. The effect is indirect — via
interest rates — and there is likely
to be a time lag. A cut 1n the deficit
reduces government’s borrowing
and, as a result, interest rates need

. A lower interest rate
».oa an acceleration in

tor’s role is that it hing;

ic growth. Massive mncreases in gov-
ernment and parastatal fized in-
vestment will be possible only as a
result of economic growth.

That %w represents a
turnaround for many in the ANC,
who believed the causality ran the
other way around. They saw rapid
government spending as a spur for
growth. But the approach now is
growth first, big government spend-
ing later. Thatisa Smﬂ nrnn is cmu.ﬁ
hard to swall

growth.

Q.o<m-.u.Bmun foresees a fall in the
real Bank rate from 7% this year to
3% in 1999 if the package is imple-
mented. Contrast this with the base
scenario, in which the real rate falls
more slowly and is 4,5% in 1999.

A «EcS. mmwnE.m of the Ebb is »._um

lower Egnmmn rates, of which rrm
deficit cutis one element.

The emphasis on wage modera-
tion will algo help reduce the burden

ly as it is not always mvum.—.mu» in the
short run that the growth, if it ma-
terialises, will be translated into a
better life for all.

on -y policy to fight inflation.
Also playing an important role in
the anti-inflation plan 1s the speed-
ing up of tariff reductions, to com-
pensate for the rand’s depreciation.

The combination of a weak ex-
change rate and aggressive tanffre-
forms is seen as crucial for the cre-

ment — hence the need for an active
industrial pohey.

want role o reform

market About 30% of the new jobs
will emanate from wsutution:
forms 1n the labour market, vncmom
sector wage moderation and “em-
_u_oﬁdm:n m:?pnnsm policy shifts”,

P fagns on the

Il intensity tis
weels with the release of the labour
market *s findi

The granting of tax in: for
X ’

ation of an i ionally pet.
itive economy The focus on inter-
national competitiveness should re-
duce the importance of strong do-
mestic demand as a determinant of
private fixed investment.

The package focuses on creating
a_ macroeconomic environment 1n
which private fixed investment can
flourish to set off a virtuous circle of
growth. But macroeconomic policy
alone is not enough to get the de-
sired rates of private fixed invest-

MANUEL

LETTERS

inve and tax holidays in cer-
tain instances. 1s a major step for-
ward. It represents a break with
past ANC thinking which opposed
tax incentives for compamies be-
cause they “eroded” the tax base.

What will the effects be of the
combination of sound macroeco-
nomic and industrial pohicy?

The strategy document is opti-
mistic — if the package is imple-
mented, it projects real growth in
private mvestment of about 9% this
year and next year. This growth
compares with about 6¢% 1n the base-
hne scenano for this year, and a
slowdown to about 4% next year.

The projections seem unreahstr-
cally optimistic, and 1llustrate one
potential problem with the package*
1t might take longer to kick in with
quite as much force as 1ts architects
foresee. It might take a little longer
for enough growth to materialise to
finance a massive public-sector in-
vestment push which meets basic
needs and creates jobs.

But that vncEmE 18 :oﬁdbm next
to the real obstacle — the fe

The strategy’s wwmﬁuuaoum on
private sector wages are not dra-
matic. Aside from this year, positive
real growth of 1% a year 18 still ex-
pected. But will the unions accept
that? Likewise, the unions can be
expected to kick up a fuss aver the
speeding up of tariff cuts.

OQmwn: s power in influencing
policy is obvious from the lack of de-
tail on privatisation in the strategy.

Privatisation, 1n the first couple
of years at least, will not play a big
role in the reduction of govern-
ment’s borrowing requirement.
That pont has not been lost on for-
elgn Investors.

Foreign capital inflows are a ma-
jor factor in the success of the paek-
age. Inflows will help bring down
interest rates, and will finance a
current account deficit kept high by
faster tariff reductions. Will foreign
confidence be enough without ro-
van vﬂcwamwnoae The package,
short-term

of implementing the package.

Can government realistically re-
duce the deficit to 4% of GDP in the
next fiscal year, when there is every
ndication that it will battle to meet
this year’s target of 5,1%? It 15 com-
mon cause that if delivery picks up
— if there is a smaller roilover of
spending into the next fiscal year —
the deficit wall exceed 5,1%

To meet this year’s target, and

costs, is nrm only way to ensure siis-
tainable job  creating growth.
Manuel is 1n a better position to see
it through than his apolitical prede-
cessor Chris Liebenberg. The plan
might not be an Iron Lady strategdy,
but 1t will take a comrade with
nerves of steel to implement.

 Simon Barber’s column will wn
pear tomorrow.

-
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to plan cautious

Business Day Reporters

LABOUR's carefully worded prelimi-
nary response to governme_nt’s macroe-
conomic strategy was designed not to
highlight claims o1 threats to the ANC-
Cosatu alliance but to indicate legiti-
mate concerns about fiscal discipline
and wage moderation responsibly. .
But this tempered response might
have to be reviewed in weeks to come if
Cosatu’s leadership was placed under
ressure from members on the ground,
abour sources indicated yesterday.
Cosatu was satisfied with govern-

ment’s focus on education, public

works, infrastructure dgvelopmept,
linking tax incentives to job creation
and expansion of the labour market
regulated net. However, it hagi serious
reservations about conservative fiscal
policies which it said were not in line
with its social equity proposals.
Labour’s social equity document said:
“Reducing the deficit too quickly would
cause deflationary pressure on the
economy and would slow do:vn eco-
nomic growth and job creation.

Cosatu said proposals around wage
moderation were contrary to policies
which targeted reducing the wage gap.
It called for wage moderation for senior

manggers and exe, Ziv S, é
gﬁ /géonéuqedonPage2

Labour (47)
Contlnuedf?)a}’/aéziéo(qhéﬂight

Although Cosatu
government's move to further reduce
tanffs, this too “flies 1n the face of
labour’s proposals” Labour has pro-
pused a review of the current trade hb-
eralisation programme and where Job
losses may result, “our country should
not hherahse faster than required un-
derthe terms of GATT”

SA Chamber of Busmess director
general Raymond Parsons said the
framework was a major step in the
right direction and should provide a fil-
hip tonvestor confidence

“Giovernment’s positive approach to
macroeconomic policy, together with
an  all-embracing growtg strategy,
shoxed 1ts willingness to investigate
innovative ways of job ereation

“In addition, its preparedness to in-
troduce a flexible pomtion towards
labour market realities should give in-
vestord here and abroad encouraging
signalson SA’s long-term future *

Sasol said the accelerated depreci-
ation on plant, machinery and huilding
would have a positive effect on 1nvest.
ment — which would benefit the

oup’s cash flows and also expand ita
large capital investment Programme

SACg deputy general secretary
deremy Cronin said the arty broadly
welcomed the framework wiich “had
not displaced the RDP”, Although gov-
ernment had come up with a coherent
policy which relied on providing the

right chimate for investors there were
no guarantees that 1f SA did the right
thing, growth would be achieved
The second-largest trade union fed-
eration, Fedsal, congratulated govern-
ment on efforts to give direction to the
economic debate ﬁ] said the focus of
economic debate should be around gov-
ernment’s proposals
The rand weakened sharply against
the dollar following the release of the
lan, losing more than 4¢ to R4.36 in
ate afternoon trade
Equities alsa lost overall, but moved
off the day’s worst levels on squaring of
positions before the long weekend
Dealers said the impact of the plan had
been cautiously neutral, and the mar-
ket was holding off to digest 1t before
reopening after the holiday
Dealers in the capital market said
the overall content of the blueprint had
been discounted over the previous two
days, and foreign banks had led profit-
taking when the plan contained less
detail than they had hoped for
he gilts market ended weaker on
Friday, giving up early gains when for-
eigners sold after the announcement,
“After the rand sell-off, bonds followed
suit,” one dealer sard A mild sell-off
had been predicted earher, dealors
saying the market had been “buying
the rumour” and was likely to “seli the
fact” howeverit recerved the news
The government’s benchmark long
bond was trading at a yield of 15,6%
late on Friday, two pomnta higher than
the previous day's close The electnaity
bong
15,725,3,5 points up

-

was also weaker at a yield of .
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Govt’s growth blueprint

gets enthu

Reports by
tukanyo Mnyanda

GOVERNMENT’s blueprint_for
‘economic growth, announced on
Friday, has brought a positive re-
gponse from the building and
property industry. Spokesmen
gaid it could bring increased activ-
ity and sustainable growth if giv-
en business and labour support.

<. “Since President Nelson Man-
dela’s recent visit to Germany,
government has been making all
the right noises. It is telling the
international investor community
that SA is a good risk,” BMI Busi-
ness Research strategy consultan-
cy unit director Llewellyn Lewis
said yesterday.

. He was especially pleased with
the strategy's emphasis on priva-
ttsation, growth and job creation.

Lewis said the building and
construction industry must be an

) plafb

egy aimed at job creation. He be-
lieved an effective social partner-
ship between business, labour and
government would develop over
time and that all “current hassles”
would be solved.

The Building Industnes’ Fed-
eration of SA (Bifsa) welcomed the
strategy, saying it would stimu-
late activity in the ndustry.

Executive director Ian Robin-
son said: “Government’s plan wili
go a long way to stimulate activity
in building and hopefully we can
get back on a path of sustamable
growth as a result. However, 1t is
important that business and trade
unions give the document their
unqualified support.”

Labour’s response has been
more cautious. It has praised fac-
tors such as the emphasis on ed-
ucation, public works and infras-
tructure development, but was

siastic welcome

/9%

more guarded on government’s
emphasis on fiscal disapline and
wage moderation,

Robinson said the policy frame-
work's aim of reducimg state bor-
rowmg would help reduce the up-
ward pressure on interest rates.
The mndustry could expect robust
growth if rates declined.

He welecomed government’s ob-
jective of making more money
available for skills training.

Seeff Holdimgs CE  Errol
Finkelstein said the strategy's
positve factors included a possi-
ble lower interest rate, mild infla-
tion, job ereation and higher busi-
ness confidence and growth

SA Property Owners’ Associa-
tion executive director Brian
Kirchmann said the strategy was
a step in the right darection, but
even bolder steps were requared to
eradicate violent crime and to
attract investment.

Jusisnsas
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- Mandela says sacrifice is

Iy

a part

ﬁmgohen A T wm .
k ol A C .
CAPE TOWN — President Nelson
Mandela yesterday endorsed the
recently announced macro-eco-
nomic framework as an expres-
sion of “new patriotism”, acknowl-
edging that sacrifice would be nec-
essary to make it work.

SPeaking during the Presi-
dent’s budget vote in parliament,
Mandela said the framework en-
joyed the support of the over-
whelming majority among various
sectors and political schools of
thought.

“We would be less than candid
if we did not acknowledge that
reaching the major summit we
have identified for the turn of the
century will require some deliber-
ate investment on the part of all
those involved.”

To exercise moderation in wage
and salary increments was to in-
vest in greater capital injections
and thus create possibilities for
hundreds of thousands of people

*

of ‘new pa

to be absorbed into the main-
stream of the economy.
“We should all frankly ac-

knowledge that there will be sac- .

rifice,” he said. B

This sacrifice would be shared
by all and no one should seek to
exploit the co-operation of others
for narrow selfish interests.

Mandela repeated his asser-
tion that privatisation, strategic
equity partners and organisation-
al restructuring were all govern-
ment policy.

He said he had been informed
that substantial progress had
been made in negotiations with
unions,

He mentioned Mossgas, the
SABC regional radio stations and
progress in the telecommunica-
tions sectors as pointers to the
many forms restructuring would
take.

Mandela pointed out that the
better use of taxes and restructur-
ing of the civil service would allow
for more funds to be used for pur-

triotism’

oses that had direct social
enefit.

Government had to ensure
there was a stricter control of
‘spending and not allow things to
continue “simply because they

-have always been there”.

Mandela emphasised strongly
the need for jog creation saying
that jobs were the dividing line'in
many families between self-es-
teem and helplessness.

He chal?enged all South
Africans, including political lead-
ers, businessmen, visitors and em-
ployees abroad.

“Our success in portraying who
we truly are to the world depends
onallof us.

“It is one thing for us to ac-
knowledge our problems openly
and frankly. Yet it is another to
engage in the kind of self-serving
scepticism that has the mtended
or unintended effect of discourag-
ing prospective investors about
the real prospects that our coun-
try has,” he saxd. .

At
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Zunaid Moolla

#HE government's macro-
economic framework is dis-
appomnting on all three

Bl counts of its title — growth,
employment and redistribution.

Despite increased investment pro-
jected for government, parastatals and
the private sector, it achieves a meagre
average gross domestic product (GDP)
growth rate of 4.2% over four-and-a-
half years, which nises to 6,1% by the
year 2000. For the first three years
this is only slightly higher than popu-
lation growth of approximately 2,5%.

The costs of achieving this mod-
icum of growth, on the other hand, are
quite high. The fiscal deficit is gradu-
ally reduced to 3% of GDP, indicating
amarked withdrawal of the state from
playing a leading role in catalysing and
directing econormic activity.

When real government investment
growth mcreases eventually to 16,7%
and the fiscal deficit is reduced to 3%,
we are compelled to ask which social
programmes will be abandoned. Forit
is not clear that sufficient revenue will
have accrued to the state {with
employment growth mncreasing at an

average of 2,9% during the period) to
allow for this level of investment and
still have funds available for satisfying
the basic needs of a vast section of the
population, whose numbers will have
increased ever1 more by that time.

Moreover, real wage growth in the
private sector is projected to grow at
no more than 1% per year for the
four years, suggesting that there will
be little prospect for the state to
increase the proportion of taxes paid
by the working class.

The reduction in revenue is com-
pounded by the government’s pro-
posal to introduce a flexible labour
market which implies a two- or three-
tier system, with the second and
third tiers earning considerably less
than those in formal, skilled employ-
ment. The inequality in incomes for
which South Africa has been notori-
ous is thus set to grow, encouraged
in part by government policy.

With the emphasis on manufac-
tured exports, generally capital-
intensive in nature, we must assume
that a higher proportion of the 1,3-
million jobs that will be created
between now and the end of the cen-
tury will be in the service industries

M+t

or the mfrastructure Eomam
Given the severe deficiencies mba
backlogs in infrastructure, we would
have expected a much higher rate of
growth in employment. In fact, when
we look at the ratio of the combined
rate of growth in investment by gov-
ernment, parastatals and the private
sector to the number of jobs created,
we see that an average growth of
26,4% per annum in investment
yields no more than 270 000 jobs.

The lesson that appears not to
have been learned here is that non-
export production generates more
jobs than the export-producing sec-
tors. Estimations done by the
National Institute for Economic Pol-
icy (NIEP) show that for the United
States economy a 1% increase in
non-export production creates
almost twice as many jobs as a 1%
increase in export production.

For the United Kingdom and ltaly
the magnitude is even larger, with
four times and 3,4 times more jobs
being created respectively. Here it
might also be useful to point out that
data from a diverse group of coun-
tries revealed that over the last 35
years exports consistently consti-

ed a small share of their %@

included countries that have ch—..
ously promoted their exports for
many years, namely, the US and
Japan, where the share of exports to
total output was only 8% and 10% on
average respectively between 1960
and 1994.

uch dismal projections for
m growth and employment are, of

course, bound to make a
mockery of redistribution as spelled
out in the Reconstruction and Devel-
opment Programime base document.
The standard mantras of education,
health and welfare services, housing,
land reform and infrastructure are
mentioned in their usual rhythmic
cadence. But they are nowhere made
to appear as the core of a reconstruic-
tion programme with the vital force
that they each possess for rejuvenat-
ing the economy and setting it on a
long-term sustainable path.

For all the talk of tax incentives
there is not even a single mention of
capital gains tax or a wealth tax for
those companies and individuals
who are not prepared to shift gears at
this new juncture. This is best illus-

Three economists evaluate the government’s growth strategy — with mixed opinions

The standard stock of _Qmmm

()2t [*6

trated in the investrent-savings gap,
which shows a spread of some 11%
narrowing to 3% by the year 2000.

Then there is the optimistic
assumption that all export earnings
will be re-invested n the country. It is
optimistic because the authors
appear not to have considered that
with the removal of exchange con-
trols capital flight is a distinct possi-
bility, or that a good portion of those
export earnings could be spent on
imported luxury consumption items.
The consequences for both the capi-
tal and current account in these sce-
narios are self-evident.

What the new macro-economic
strategy lacks most is a sense of
urgency about what needs to be done
to break the cycle of poverty in an oth-
erwise wealthy country. Alternative
strategies appear to have been
ditched in favour of the standard
stock of ideas that have prevailed in
this country for the past half-century.
We can, and should, do better than
this.

@ Zunaid Moolla is acting general
manager, National Institute for
Economic Policy




Economic policy “1s
in labour’ %%nterests’

L

DEPUTY Finance Minister Gill Mar-
cus defended the macroeconomic policy
package yesterday after Cosatu’s blis-
tering attack, saying the fuss had been
caused by misconceptions.

But the framework remained “not
negotiable” as it set broad parameters
for policy that could not be shifted.

“It is up to us as government to en-
gage the umons at all levels ... to ex-
plain tolabour that our macroeconomic
programme is in their interests. If
more than 800 000 jobs are created,
that is certainly in labour’s favour,”
she said at a Johannesburg Chamber
of Comamerce and Industry lunch.

Marcus said there was a misconcep-
tion that the programme was calling
for “wage restraint”. It was, in fact,
proposing that increases be linked to
productivity improvements. The chal-
lenge was productivity, rather than
simple wage restraint, which was not
an issue for labour alone. Training had
an especially important role and gov-
ernment was investigating incentives.

Employment creation was the best
way to change SA’s skewed distribu-
tion of income. The average household
income of the poorest South Africans
‘ would double in 10 years if the plan

was implemented. “The greatest redis-
tribution takes place when people are
earning their own wages.”

She emphasised again that govern-
ment’s policy was not just another doc-
ument to be debated. Government had
to take into account the needs of all
South Africans and was not going to
barter between strategy documents.

Marcus was talking before last
night’s top-level meeting of govern-
ment, business and labour representa-
tives to begin hammering out the fu-
ture of the National Economic, Devel-
opment and Labour Council (Nedlac).

Government is pinning its hopes on
Nedlac to help achieve an agreement
on wages and prices that should help
keep a lid on inflation after the rand’s
depreciation, but labour and business
are sceptical about this possibility.

Marcus, referring to the Nedlac
planning meeting, said: “If anything,
Nedlac’s role will increase.” She be-
lieved Nedlac had had too much on its
agenda and had paid too much atten-
tion to detail which should have been
the prerogative of Parliament.

She called on business to see oppor-
tunities in government’s policies, say-
ing these would lie mainly in local gov-
ernment partnerships. She called for a
positive view of affirmative action.
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THE GOVERNMENT’S macro-economic
strategy unveiled last week sets South
Africa firmly on the path to growth and
commits the ANC to an irreversible
embrace of the market principle.
PATRICK BULGER reports.

tuture’s so bright, I've got to wear shades”,

the government’s macro-economic strate-
gy unveiled last week shows South Africa the
way to a glittering future,

That it is an African National Congress plan
makes it all the more remarkable. It takes no
great insight into our recent historv to under-
stand why this is so.

On the political level, the strategy represents
the ANC's irreversible embrace of the market
principle. On the economic level it is a standard
correction package of the sort the International
Meonetary Fund itselt might have proposed.

The genesis ot the conversion car be traced
to President Nelson Mandela’s return trom a
tour i Asia a vear ago. At his next cabinet meet-
ing, a commuttee was set up to produce a plan to
create high growth and sustamed prosperity.

Of course, the idea was controversial. It
umplied a radical overhaul of the Reconstruction
and Development Programme and an adjusted
economic role for the state.

The RDP said littie about other vital econom-
ic aspects — such as the role of the private sector
and foreign investment in creating jobs and the
proper role of the ANC's trade umion ailies, the
Congress of South African Trade Unions, in an
expanding economy marked by high unem-
ployment and a narrow skills base.

The RDP failed to galvanise soctety and the

[ IKE the old rock song that goes “the

economy to meet the challenges and dangers
ahead Fnter the Growth and Devetopment
Strategy, with httle doubt the idea of Deputy
President Thabo Mbeki. With the consummate
skill ot the political insider, Mbekr and his
colleagues began putting togetlier a multi-
pronged strategy. [t aimed to reverse the shide
towards a business-as-usual economic approach
leavened onlv by a handtul of RDI projects

Its other elements are the National Crime
Prevention Strategy announced lust weeh, the
National Infrastructure Investment Framework
and the recently-released report of the Labour
Market Commission,

Just how radical a departure trom earlier ANC
thinking is the new economic strategy’ Three
examples: where the ANC and 1ty allies
previously held that a relatively large budget
deficit would be needed to wipe out povertv and
soclo-economic backlogs, the new plan 15
emphati¢ that the deticit must be cut from 3,110
to three percent by the vear 2000; w here infla-
ton highting was previously seen as Thatchenst
and anti-populist, inflation now takes its proper
place as the economic sahoteur it so clearly 1s,
and, finally, where ey er-INCreasing reaj wages
were regarded as central to the iberation agenda,
the strategy envisages a modest 0,8 real growth
1 private sector wages over the next i e vears

If the cycle ot jobless growth in wHich the
economy found itself was the cataivst tor a new
approach, the recent decrease in the dollar value
ot the rand acted as the spur and peg upon
which so much of the plan hangs.

"The depreciation presents both an opportu-
nity and a threat,” the plan notes.

“An unco-ordinated response, embrotled 11
conflict, will cause further cnisis and contrac-
tion. Linked to an integrated economic strate-
&y, on the other hand, 1t provides a spring-

|

A alittering embrace

14 o ob oot
Prvard for énhanced economic hetnte, 1t s,

Lire pomts of ditterence between the AN
and s alhies 1n Cosatu and the South \trycan
Communist Party (5 APy should be clear tor al)
tosee Three pomts about this,

The first1s that organised labour itselt has
mueh to gam from the plan’s successtul imple-
mentation. [raining and shalls transter, the cre-
41100 of an average of 270 000 jobs a vear over
the next five vears and vast new export markets
and cheaper goods ansing trom tantf reduction
all redound to the workers’ benetit.

Among public sector workers, the news 1y
even better with an average 1,3% real growth in
wages over the next tive vears. But inevitable
retrenchments must be handled sensitively,

For the SACP. engaged as it is 1n an exercise to
“roll back the market”, the plan will tax 1ts ability
to dress up ideological deteats as successes

It will no doubt succeed, pointing to the
enhanced role of government investment and
increased mvestment m parastatals. But tor the
SACP, the game 15 up. It exther modernises rts
own thinking in the mterests of serving the
alliance or it haves ot on 1ts own path

tor the man i the street who has httle truck
with competing wdeologies, the plan otters
much It promises moderately higher wages, a
stable exchange rate. a vtable and graduallv
talling real interest rate, cheaper goods and a
sense ot contidence in the tuture that wili
undoubtedly encourage individual entrepre-
neurship and saving.

The ship ot the economv has been turned
180" and 1s now headed out to the deep blue
waters which hoth promuse and threaten much.
Another currency ensis or a tatlure ot pulitical
direction could blow “S\S Growth” oft course
But steadv seamanship could tinaliv realise our
riches and undoubted potential,




" MANUEL'S izi/qcno-r?/vowc FRAMEWORK
A GO ? 2Ng A,FORECAST

Econoﬁists ;lgre[ th?cnnomemCs ot

Finance Minister Trevor Manuel's new
macro-econonie framewaork are sound
enough What they are debating 1
whether the assumptions fed nto the
model are credible.

Scenario projections are not a hard
forecast GDP growth of 6,1% in the vear
2000 is a goal — not a prediction. 1t sig-
nals that government has decided to pur-
sue a policy model that will allow 1t to
move in that direction and make those
results possible

But, says Wits visiing professor ot
business cconomics Ronnte Bethlehem
“Whether these targets are reabsed will
depend not just on domestic policy for-
mulation, but on exogenous circum-
stances — what's happening to the world
business cycle 1f SA follows the world

~ economy in an upswing, it will be a lot

easier for us to reach the targets that
have been set. If there is a downswing, it
will be more difficult

There are a number of variables, and
some people are afraid the outcome
could be jeopardised if they don't all
come up to expectations For example,
the framework projects a 14 basis point
jump in GDP growth, from 4,9% in 1999.

This assumes significant Increases in
both private and public investment That
places heavy rehance on the RDP, which
may fail to deliver. And it assumes year-
on-year real private mvestment growth
of 17% in 2000.

Another reservation: can the Budget
deficit be reduced to 3% Econometrix
chief economist Azar Jammine says
“This presupposes a sharp cut in govern-
ment spending  and/or - extensive
privatisation t's opento debate whether
either will be realised ”

The audit to find areas of cost saving in
government expenditure, including the
RDP, 1s under way But, predictably,
while Minister of Public Enterprises

| Stella Sigcau's statement on privatisa-

ton gives a measure of certamnty, it con-
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future for SA

A long-term mtan epocted to
yield results over the next 20 years

By Sharon Chetty

VIR U R T yeats s
enhists cconomists ndus-
tralists, protessionals and
academies wall work on 2
sramd plan that s exprted o0 provide
the blucprmt tor South Aluca s future
cLononie Access
[hese experts, togetber with 2 broad
pectium of people, will weanly potert
tal new markets and ek out trends that
will pomt to where on best g th aras
will he
The natsonal researsh and rechnology
foresight programme was Launched by
the Department sf Ants, Culture, Sucnee
and Technology i Jobanie sbure last
Fudas and from now en groups of dedi-
Cated professionals will ensure that the
Comntry’s full potentrad 15 assessed
It will be « fong-ferm Lommitment o
a plan that 15 capecied to yield results
over the aee 20 years

Order and redress

Actording o Dr Michael Kahn, head
of the task team that put the progamme
Logether, the wdea 15 to “bring some hind
of order and redress” ta the field “In
the past rescarch was too fragmented,”
he sand

A 28 person advisory board compris-
Ing tepresentatiies from . government,
business, labour academia and cvil soct-
ety will head the propsamme

1015 headed by Tetkom chicf executive
Dr Kran Clark and mcludes Dencl man-
apng dircctor Mr JPL Alberts, Wits
Uversity sescarch professor Professor
Wlliam Makgoba, tmversty of Cape
Town vice chancellor desigaate Dr Mam-
phele Ramphela, the National Feononic
Desclapment and 1 abour Counctl’s My
Javendra Nardoo and Human Setences
Recearch Council presudent D Rolf
Stumpf

They wall work with a task team that

will then laise with coordinators of dif-
ferent sectors which can ilude. for
example, a cambimation of the snformal
<ector and information technology, or
urbanisatian and transport

The vasious sectors fhat will bhe
looked al are shll 1o be decided as the
team would Tike to firsd consider sugges
ons from all interested people

The foresight programme i one of
three mapor tasks the department 18
mdertabing

A white paper an science and technol
apy 15 beng worked on and. at the same
Timte, an audit of saence and technology
s beimg done 1o Took al South Alnea’s
snengths and weaknesses

The results of this “stock-taking™
the first 10 he done in the'country wili
then anfluence Government policy. juture
investment n rescarch and development
and will also provide busmess and imdus-
try with an sdea of the impact soence and
technology can make m (herr work

1t with also help to achieve concensus
on whese future prionties should be for
the industnal, socio-economic and ser
vice sectors, coordinate  research
between different players and reach
agreement on how the different sectors
can take advantage of existmg and
future technologics

The foresight programme will also
take mto consideration the huge socral
and economic eeds of the country, said
Dr Phiteman Mywara, a Unisa physics
Jecturer secanded to the four person 1ash
team

Other team members are Dr Mauread
O'Doncoll of the Counal for Stientific
and Tadustnal Rescarch and M1 Rasigan
Maharag, a project conrdinator of the
International  Develapment  Research
Centre

One trend that 15 already emergmg 15
an merease 1 nvestment 10 manuidctar-
ng resources, said Mpwara

“The cost of extracting gold feom the

carth 15 heconing too expensive so other
v of growth and mvesument must be
Tooked for®

Sume of the more pbvious aeeas that
can be loohed at mchude tounm, or how
our mmeral fesoorees can be used o
masimum henefit

At the same ome, the challenge w15
look at how technolopy can fulfil South
Alnca's soctal and development nerds
anil how Ingh technology can be used los
hase needs

Another guestion would be do we
fave the skills for the development we
need”

High crime rate

Synergy between diflerent sectors will he
mvestigated, for example how informa-
fion technology can benefu the snfarnial
sector ar how technology can help pro-
vide better security i a socicty besel by a
bigh crime rate

Kahn said that istancally South
Africa has a good tradition of people
participating in Varous processes,
the same should be expecied of this
programme

“All policy studics are nied ta_the
Reconstruction and Development Pro-
gramme We have o think about what
kind of <ocicty we would ke to live i
and plan for thal,” added Kahn

Farcsight ptogrammes are commonly
wsed by other successful industrial
natwns, but Sonth Africa 35 she first i
Al 10 use such a method

Japan 15 considered 1o be the most
adept at such planning and they hoast a
30 percent success sate In that country
mtensive surveys ameng the soence
and technology commumity has been

Forging the
future ...
task team
members Dr
Michael
Kahn {top
teft), Or
Phllemon
Mjwara (top
right) and Dr
Malread
o'Driscoll
{right).
PICS JOE
MOLEFE

done since 1971 to work out techno-
Togical trends

The Netheriands, United Kingdom,
United States, Giermany and Korea are
some of the other leading nations which
have used this exercise.

Kahn said there has been a five-year
debate 1n this country over where suence
was going and what was happening with
tesearch and development The foresight
progiamme was expected 10 shetch the
big piciure
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™ wee 164 when the ANC
became the ettective gove
cunment - despite the
ol of Natonal
Tty Deade at s coonomist
Brnce Cameron s contention that
thae sth Ao conemy has
e ol g the recommenda-
Lons mud m 4 World Bank
il s produced that y ear
s ot assomed that the
Covcment would have theee
ventolanns
B e establislunent of gow th
1t Dstly g standards and per
L apity gross demestic product
B i o of unemploy
nwent parthcularls among blacks
& The narrow g of mequahtes in
the destnbation of ncome and ac-
oo public serses
Lo achue these obyecties the
wport stipulated that Govern
sent ot need a stateey that
et
B Rapid s th i shifled labour
s npeaading the <hills of serm-
It sorbeis
B Slittn g the nonudactinng se-
for emphasis tow ands eyports
| Stlatng e emphoyment
vty theowzh el westructar-

ey and ow ot swall bus-
nes

B R tinturmg governnunl ex-
penditae by o public n-
foshment o omb-
“tracture and pubhc
servies amd taget
iy this s ands the
Pret commumties
B Sistonable bl
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Tonetan
vonsistont wath st
Blentationale
Despite what Cameron labels
AN econonie fesponse that s
sometimes muddied andam-
Ly atertis aindl at other times retro-
Lremane he e convineed that the
ANC s determioed and fum “in
e nmtment to these policies.
and oy .
The more,” he says, “includes

‘collapsing’
civil service [, .0

1s playing
" World Bank

At 2][9b

to
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Govt has achieved much but jobless figure dulls the gloss, reports Mike Nicol

chiselling away at protective im-
port barners, gradually removing,
evchange controls and moving
away trom the policies of nation-
alisation tow ards privatisation ”

Casen this, Cameron believes
that mam Loy pohiey decisions
should have gone a long way to-
swands mspiring confidence both
mternally and abroad

Cameron s .\rpdrmll buovan-
«v 1 not without cautionary
notes, howeser There are ifs and
bute throughout s analysis, m-
Aucnced not Jeast by the prossure
tomg applied by s oters who be-
leved the ANC's electioneenng
pronuse of “a better hte for all”
and have not vet seen therr expee-
tatms reahsed

r
Fl\e adwevement of these
expretations 1< also dependent
upon a willing and competent
envtl service Ttis hkely that n tu-
ture the avil servie will be char-
acdersed by what - economist
Stephen Friedman refers to as
“pockets at efticiency, but with

mudh ncompetence, ton
As ke points out, 1t 15 simply.
wrong-headed to wnite oft the
cndl service as betng m a state of

collapee

“The tuture of the pubhic ser-
vee 18 not set
tled,” he savs
“Much will de-
pend on the de-
caons politi-
clans make -
and how will-
and  able

hold  thewr  ser-
vants to account
“Willing and able” are the key
sords They waply a citzenry
with a mare equitable spread ot
wealth than is currently the case
But unfortunaicly recent sta-
trstics show that internal econoye
drecrepancies among, blacks are
widening, although the gap be-

tween blacks and whites 15 nar-
rowing  During apartheid's last
decade the nchest 20% of black
households saw a 40% growth in
income while the buying power
of the poorest 407 ot black r\nuw
holds declned by 4

With the unemployment rate
now considered to be about 40
and only one out of 10 new en-
trants to the labour force hnding,
employment in the tormal sector
many economists are inclmed to
describe the current economy as,
at best, stagnant

Added to this 15 rural nugra-
fion — estimated at some 700 0
people annually - towards the
cties i search of a belter Iite
Maost of these “refugees” end up
in the quatter camps, which are
now an ever expanding feature of
every mayr aty m the counlry

However, st1s important not o
see these squatter camps as symp-
toms of urban decay but rather of
rural despar A survey of rural
seitlements tound that i a typical
village 45% bive in mud houses,
54% have “some kind ot tlet ta-
crlity”, there 1s often no electricdy
o runnIng water, few peopie arc
emploved or self-emploved, and
the nearest chime 15 almost 10km
away, .

In astudy on poverty, Data Re-
scarch Afnca estmated that to

move all poor rural prople to an
annual subsistence wcome ot
R4 about 28 milkon jobs
would need to be created and re-
tamed As the estimated popula-
tion of 4 mulhon 15 expected to
double m the nevt 25 vears - not
counting illegal  mmigration,
which 1 currently unkinown and
15 vanously put al bitween twa
and erght milhon  the pressures
enthe eeonomic policy are severe

In the begamning the ANC's re-
sponseto the econmic challenges
was its Reconstruction and Devel-
opment Programme - RDP an
actom m that was soon embraced
by the whole cowntry as an 1deal,
akey, amantra to rescumg the na-
ton

Desprle tius the RDP office
was dosed down earher this year
and e fund transfenied to the
Minister of Fmance while pohey
and matormg 15 now e e
spansbibty of Deputy President
Thato Mbeh i othee

“ Thete can be lrttle doubt that
the dosure of the RDP oftice
marked o downgiading of the
programme,” savs Dr Gavin
T ewis, edhtor of the RDP Momitor
“Nonetheless, it would be a grave
nustake to undereshmate the con-
tinued sigmfcance of the RDP
both m symbohe terms and as a
cential pobitical plank of an ANC
hent on redressing
the injustices ot the
past even as it

Mistake to

being, improved aithough there 10
no money to provide it tree, fike
wise  pnmary,  preventaline
health cane tacililies are being aim-
proved, or, i many cases, estab-
hshed

In addition,  electnfication
and fresh water schemes are be-
ginming to alter the sandards of
Iving in many villages

“The ambitions targets -

tially < by the RDP Wihte Paper

have been conaderably toned
down,” adimits Lewrs “The more
saber assessmenls now are fo-
cused on practical results, with a
much greater involvement of the
prnate sector and of the almust
entirely neglected NGO seclor

In South Afnea the term NGO
applics to 54000 crganisabons
from the Institute of Race Rela-
tions ta Operation Hunger  To
Ann Bemston, execuhve director
of the Centre fur Deveiopment
and Fterprice, this “intricate net-
work” mahkes society “nicher,
more eftechive and more compas-
sionate”.

She points to Lalin American
expenence where NG-municipal
collaboration has become routine
in jocal planrung, prmary health
care, housirg, garbage collechan,
and urban transporl  And citds

the North Amer-
states  of
New York and

adopts  orthodo underplay Massachusetts,
capitabst economic - - - where more peo-
pohcics significance pic work m the

“lake the RDP
senousty -t will
continue to aftect
all our hves for at least the next
three years

He wdentites three kev areas
where ordinary pevple have ben-
efited from RDP projects hous-
g, cducation and health care
Housng 15 note increasing at
moind 4 0K low-cost umts a
month, primary educaton 15

of the RDP

non-profit sector
providing social
. services  there
than in the government sector

"The imphcations here for find-
ing solutions to both rural and
urban problems are obvious A<
Bernstein puts it, the “mnovation,
pluralism, diveraty and robust in-
duviguatign of NGOs, 18 an ex-
pression ot the values and real
needs of people 1n society”.
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SA’s GNP makes it the 41st-richest
country, says World Bank report

By PerEr meuus @

hlngton

S(mth Afnc j ?\e 41st-richest
country in the world, measured
by gross national product (GNP)
per capita, according to the World
Bank.

In its 1996 World Develop-
ment Report, the bank estimates
SA’s GNP per capita as $3 040
(R13 070) in 1994, the latest year
for which statistics were available.

This placed it just within the
dass of “upper-middle-income”
countries with GNPs per capital
of between $2 900 and $8 955. The
bank placed SA 93rd from the bot-
tom (41st from the top) of the
world’s 133 main nations, just
after Mauritius {GNP per capita
$3150) and just before Brazil
($2970).

SA’s ranking apparently im-
proved two rungs but this was
due to technical reasons as two
countries for which scanty figures
are available were removed from
the list.

SA did, however, really gain
rank over Estonia, which fell from
41st to 45th, but lost rank to the
Czech Republic, which, after
making drastic free-market re-

forms, rose spectacularly from
50th to 39th place.

Gabon, with rich oil reserves,
had the highest GNP per capita in
Africa of $3 880, placing it 34th in
the world.

Using the different yardstick of

“purchasing power " parity” -
which takes into account what a

buy domestically
rather R,Lm just its exchange rate
with the dollar - SA’s GNP per
capita was higher at $5130. But
under this measure, it fell seven
levels on the rankings, o 48th, be-
cause other countries’ GNPs rose
more.

For the first time, the annual
development report measured the
distribution of wealth in different
nations, using the Gini index.

SA’s Gini index was 58,4 — the
third worst in the world after
Brazil, with an index of 63,4, and
Guatemala with 59,6.

On the Gini index, a score of 0
would mean completely equal
distribution of wealth and a score
of 100 would mean all the nation’s
wealth was in the hands of one
person. However, the Gini indices
were based on 1993 figures so did
not reflect the redistributive ef-
forts of the new SA Government.




economy while the full extent of the reforms

assignment at Finance. The department

OUTH AFRICANS woke up with a shocke.

in April to discover they had becomes

part of the global economy. The ran@
had lost 20% of its value in a little undex
three months.

Although the South African economy”
during the apartheid years hadbeenonza
nasty downhill slide, it had been protectecl
from the buffeting of international market =
and the shocks had generally been less severe= -

Many reasons were advanced for the cok—
lapse of the currency, from the injudicioe S
challenge of newly-appointed Finance Mim -
ister Trevor Manuel to the “amorphous mas ~
Ket” to rumours about President Nelsox.
Mandela’s health.

The fundamental problem simply wa s
that the rand was over-valued. The underls” -
ing causes were the size of government debt,
which is now reaching the R300-billio Tv
mark; the cost of servicing that debt; adthre
effects on inflation.

The government did not inherit a clem 11
slate when it took over power in 1994. It w=as
heir to a structurally imbalanced econom. 7,
which had been driven for 40 years by wh- &t
could charitably be called a misguided arad
hugely unsuccessful programme of sock al
engineering.

Apartheid resulted in massive unemplo>y-
ment; appallingly low living conditions For
the majority of the population; a huge1ly
uncompetitive manufacturing industry, h3d-
ing behind complex protection bartiers; Aan
increasingly heavy debt burden; low forei g1
and gold reserves; and an inefficienta x1d
greedy civil service.

An ANC-dominated governme= 1t
appeared to many by April 4, linked as it v~ as
t0 the Communist Party and talking poputist
economic theories, to be set to repeat = he
economic foolhardiness of the NP.

to do in improving the supply side of the

will take a number of years to reach fruition.
The proposed introduction of legislation to

promote competitiveness between South
African companies could prove to be Erwin’s
hardest nut.

Manuel has to take up an equally arduous

Fightis on to slay

BRUCE ment Programme. The RDP has

been embraced by the country,

CAMERON takes including the ANC's political

opponents, as a means of

aclose look at the improving the lot of the wider
g population.

South African JENR MR The ANC has accepted, with

economy as we L3Nred Doty the ::%:,Em of :w Ewﬁm.mnc.

. ' 2 nomic blueprint in June, that for

head towards the %.w % @W%ﬁﬁ the RDP to work there has to be

year 2000 THE ROAD AHEAD real economic growth and this

cannot be achieved with Robin
Hood economics.

1t came to power on the promise of a
“petter life for all” but it soon found slogans
were easier than delivery. The ANC's pre-
sumptions of significant wealth to dispense
disappeared rapidly as it discovered what it
had inherited.

The ANC had to think again. Its response
to the many economic problems has mostly
been determined and firm, sometimes mud-
dled and ambiguous and at other times retro-
gressive.

But it has also been expected to jump
through fiery hoops like a well-trained circus
animal from day one. Very little space has
been given to the ANC to develop sound
policies — both by the pressures of the elec-
torate’s expectations and by its local and
international critics.

The increasing antipathy between organ-
ised business and labour has not helped the
government in drawing up and implement-
ing economic policy.

The ANC, maintains that, like any other
government, it has a right to intervene in the
économy to correct the injustices of the past.
- Central to its economic policy is the

Much of what it is doing fol-
lows recommendations set out in
a 385-page analysis of the South African econ-
omy undertaken by World Bank economists
Peter Fallon and Luiz Pereira de Silva in 1994.

They assumed correctly that the new gov-

ernment would have three central aims:

© The improvement in living standards

and growth in per capita GDP.

@ The reduction of unemployment, par-
ticularly among blacks.

@ Narrowing inequality in the distribu-
tion of income and access to public services.

To achieve these targets the World Bank
report called for:

@ The rapid growth in skilled labour by
upgrading the skills of semi-skilled workers.

® Shifting the manufacturing sector
emphasis towards exports.

® Stimulating employment growth
through rural restructuring and encouraging
small business.

@ Restructuring government expendi-
ture by raising public investment in infra-
structure and public services and targeting
this towards the poor and underprivileged;
and restricting growth of recurrent expendi-
ture to meet budgetary targets.

the chm

Reconstruction and Develop-

) cr Io[H[96

@ Keeping the inflation rate stable.

The ANC has committed itself to all of
this and more in the macro-economic strate-
gy. The more includes chiselling away at pro-
tective import barriers, phasing in the
removal of exchange controls, moving away |
from policies of nationalisation towards —
at the moment — playing cat and mouse
with privatisation.

It has started restructuring the budget,
reducing massive military expenditure in
favour of social upliftment programmes,
while sticking to a commitment to gradually
whittle away the enormously high debt bur-
den now nearly R300 billion. The toying
with privatisation has been initiated more by
the need to tackle the debt nightmare rather
than for any ideological reason.

It has started a major restructuring of
labour relations, attempting, sometimes suc-
cessfully and other times not, to bring along
both organised labour and business — at
times having to separate them by the ear Tugs
as they stamp their collective feet in obsti-
nate rejection of the position of the other.

But through the imperfect National Eco-
nomic Development and Labour Council
(Nedlac) some progress has been made in
moving towards a tripartite approach to eco-
nomic development.

On the trade and industry front, Manuel,
when still in charge, moved rapidly to
restructure his department, bringing in
much needed expertise to make industry
more competitive; opening negotiations to

get South Africa better international trade
deals; starting new initiatives for the devel-
opment of small business; taking on both
unions and employers to reduce protective |
tariffs, and working on incentives to encour-
age employees to upgrade training. '

His successor, Alec Erwin, still has much

Treeds to De revitalised and with mounting
pressures for additional spending he will
have to hold the fort and resist attempts to
build the debt burden.

Increasingly it is becoming clear that if

government wants to reduce the debt it will
have to go the privatisation route. Although
the government is gradually reducing the
size of the annual deficit, until it reaches zero

the total debt will continue to grow, as does
the interest bill.
1f government can slay the debt dragon
the benefits will be substantial. It will increase
the critically low level of national savings,
making more money available for infrastruc-
ture investment, both social and industrial; it
will reduce interest rates, allowing
increased private sector investment wam Em:.

er conswmer demand; bring down Tnianony;
reduce taxes; and most importantly, create
greater international investor confidence.
There are still many key policy decisions
to be made but the general direction taken so
far should inspire greater confidence both
internally and abroad than has been evident
5o far. The question in the short term wili be
whether the government can deliver more
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Expert Ramos a ‘welcome selection’ as D-G of finance

By Karmv Saimxe
Palitical Staff

Maria Ramos, new director-gen-
eral of finance, is respected and
acknowledged, even internation-
ally, as an expert in her field,
Gauteng MEC Jabu Moleketi said
after her appointment.

Speaking passionately about
the “welcome selection” of 37-
year-old Ramos, Moleketi said he
was convinced of her capabilities
not only because of his own expe-
rience with her, but because she
was spoken of highly by many

“She is unique in that, unlike
others usually appointed to that
kind of position, she has had links
not only with the private sector,
but also with the developmental
sector of the country.

“She has been deeply involved
in economic and developmental
debates in South Africa since be-
fore the 1994 elections and has
come face to face with South
Africa’s economic challenges.

“She does not deal simply
with issues from an abstract posi-
tion, but is concerned about meet-
ing the basic needs of people.”

hold the position of finance direc-
tor-general, following the early re-
tirement of Estian Calitz at the
end of May.

Earlier this year, her name
came up as a possible replace-

Ramos saying it gave South Africa
“access to the talents of a v
skilled and competent person”. ~ .
Ramos was born in Lisbon in
1959 and holds an MS¢ in eco-
romics from the University of

mentsfor Alec Erwin as deputy fi-  London. She also holds othes de
nance minister. grees and has lectured in econom-
The post was ultimately filled  ics at Unisa and the University of ,
by ANC executive Gill Marcus.  the Witwatersrand. :
Moleketi said this was a clear po- She held various positions in .

litical statement that finance was  the private sector before joining ,

not just “an old boys’ club” and  the qvil service. Before her ap-,

added that it was a challenge to pointment last week, Ramos was

the private sector. deputy director-general in the fi-
The ANChas commended the  nance department, responsible for

people. Ramos is the first woman to ~ Cabinet decisigq to appoint financial planning. \
Atan 917 {96 (&™) Fep's "5 |




lass cellings for

our new D- G Mana,

Talented ... Maria Ramos

By Karin Scrivike
Political Staff

Imost everything about

South Africa’s new di-

rector-general of fi-

nance is remarkable.
Much of it because she falls so
hopelessly short of the usual
stereotypes.

Soft-spoken and unassuming,
Maria Ramos's body language
tells you there is a self-assured-
ness there that is not practised or
learned, but inherent. Her re-
sponses to questions are consid-
ered, but not contrived. People
like her. They also think she’s the
best candidate for the job.

Ramos, who was born in Lis-
bon in 1959, was appointed South
Africa’s first female director-gen-
eral of finance recently.

Although she says she has not
thought much about the signifi-
cance of her being the first
woman, she has registered plea-
sure “because it is a very positive
signal for women in the field of fi-
nance and economics; in a small
way it sets a precedent which
might make it easier for other
women to break in”.

“I have never been intimidat-
ed by any kind of glass ceiling.
From the day I started working as
a clerk at the Vereeniging branch
(of First National Bank) [ remem-
ber being so angry when I found
out that &e men [ work with, who
had started at the same time as I
had but were eamning more than 1

Ao 12|#]a6

Her interest in polltrcs is mherlted from her maternal

grandfather a member of the Portuguese Communlst Party

And the ANC was the pIace ‘where dreams could come true’

did for no good reason except that
they were male.”

Ramos’ sense of outrage was
what brought her to the doorstep
of politics within the ANC when
she started studying at the Uni-
versity of the Witwatersrand on a
bank scholarship in 1984 after six
years of working in the bank.
Being from an immigrant family
helped  hone  her  anger.
“As a family we were always
aware of how difficult it was to live
in an environment where so much
discrimination was part of life.”

Ramos mentions that her in-
terest in politics may have been
inherited: her maternal grandfa-
ther was a member of the Por-
tuguese Communist Party.

“There was always a political
sensitivity,” she says.

A.t Wits, she gained what

she calls a deep sense of how
“fundamentally wicked the sys-
tem was”. She joined the ANC
and found within the party an
abiding sense of a future.
“It was for me a party where
dreams could come true. This was
a country that was worth giving
your life for if it came to that.
There was common vision, even
when things looked bad.”

Ramos completed her studies
with a first-class honours degree
in economics in 1987 and
took them up again in 1992 at the
University of London, where she
completed an MSc in economics.

Her long career shows her
utter dedication to her field. She
lectured at Wits and at the Univer-
sity of South Africa, was an eco-
nomics research officer at the Lon-
don University and has helped
the ANC bring its economics and
planning offices from Lusaka to
South Africa.

She took a lead in ANC eco-
nomics policy formulation and
was appointed to the Department
of Finance in May last year as
deputy director-general of finan-
cial planning,

Most recently, Ramos has been
credited with much of the hard
work behind the macro-economic
strategy package announced by
Finance Minister Trevor Manuel
last month.

“I have been so Jucky to be in-
volved with the ANC. It changed
my life. Looking back 1 have a
great sense of humbleness. Not
many people have had the oppor-
tunity to be involved the way 1
have.”

Turning to economics in South
Africa in 1996, Ramos says the
greatest challenge for the country
is job creation.

The macro-economic plan was
designed precisely to address this,
she says.

“Although we have experi-
enced growth in the last two
years, it has been disappointing
because it has not created the
amount of jobs we would have
liked it to. Government had to re-
define its role in economics to en-
sure that we save more. It had to
use tax revenues in a targeted and
efficient manner. It had to address
the uncomfortable debt situation,
because servicing our debt costs
more than we would like it to. The
macro-economic plan answers all
of that.”

However, Ramos is aware

that it takes a long time to turn
“this big ship” around and be-
lieves results will be seen in the
next five to ten years. Her belief
that South Africans are “just a lit-
tle too negative” comes throu, h
when talking about this, about

rand’s recent decline and about
the much-discussed brain drain
from the country.

She also often touches on the
issue that South Africa and its
people have been protected for
long and need to adapt their atti-
tude to fit in with a more competi-
tive world market.

About the rand, she says: “It is
difficult to sit and watch the cur-
rency devalue and not be able to
do anything.

“But there was no point in try-
ing to shout loudly along with
everyone else who was saying
‘Do this, do that’. In a crisis situa-
tion you have to give yourself
time to evaluate and listen, then
take action,”

At the same time, Ramos be-
lieves the rand will settle at its
right level.

“Our currency has never been
exposed to the international capi-
tal markets, which are quite
volatile. Now the rand is respond-
ing to that volatility.”

The same fear of exposure to
competition is what appears to af-
fhict many South Africans who are
packing for foreign shores, blam-
ing affirmative action, she says.
“Those are ill-founded fears.
There is more competition in our
job market, the environment is de-
manding and one needs sharper

skills. If you are good, have the |

skills and the commitment and
are prepared to work hard, you
will find your place.”

Ramos appears to have found
hers and, although she spends
much of her time working, she
admits she loves it. When she’s
not working she leads a quiet life
from her Kiilarney home where
she reads novels, listens to jazz,
opera and classical music, and
spends time with close friends
and her family.




A DOCUMENT drafted
by the Minister of Fi-
nance and detailing the
government’s  macro-
economic  framework
has been slammed by
Sam Shilowa, general

secretary of the
Congress of South
African Trade Unions
(Cosatu).

Speaking at the Univer-
sity of the Western Cape
yesterday, Shilowa called
the document a “neo-liber-
al” plan which posed seri-
ous difficulties for the
working class and the
country as a whole.

He warned that if the
issue was not handled

Shilowa’s bombshell

ooz.mnﬁvn it might lead to
a crisis in the alliance
between the ANC, the
South African Communist
Party and Cosatu.

The document was
drafted by ANC minister
Trevor-Manuel.

Shilowa, who was
addressing a seminar
marking the South African
Communist Party’s 75th
anniversary, said Cosatu
intended drafting alterna-
tive proposals and present-
ing them to the govern-

ment.

The Cosatu general sec-
retary, a member of the
communist party’s central
committee, said the
framework would never
bhave emerged from the
ANC before the 1994 gen-
eral elections.

The communist party
and Cosatu were finding it
very difficult to deal with,

“It means something
has gone terribly wrong
that such a document is
able to emerge and be on
the table.”

He said he intended
making even harsher crit-

policy — a rejection which
conflicted with the princi-
ples of the reconstruction

and development pro-
gramme and which would
stifle the economy,
Shilowa said.

The framework’s com-

icisms out of earshot of the mitment to loosening
media. mxo_ﬁ:mm controls was
B I’s plan rejected also pr tic.

an expansionist monetary

The government was
T 21/2/9

E.ongn to create an

been a conspicuous casu-
alty of recent political
change.

He asked whether the so-
cialists Left had fared any
better and whether the

~friendly cli s ist party offered
without any guarantee anything that the ANC and
that investors would Cosatu did not.
come. Why, when ANC secre-
“It's the equivalent of tary general Cyril
saying there are certain Ramaphosa had an-
sufferings we've got to nouncedhe wastakingupa

accept on earth because
we are hoping we are going
to have a better life after
death,” Shilowa said.

@ Historian Professor
Colin Bundy also ad-
dressed the seminar, say-
ing that the far Right had

post on the hoard of New
Africa Investments Limit-
ed, had the communist par-
ty not warned that it was a
major step towards
enrichment of a black
bourgeoisie, Bundy asked.
— Sapa
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SACP slates
Manuel’
plan for
eco) omy

Poiin TAFE AND S b
The South Afn%;nll%laumst
Party (SACP) has added its voice
to growing criticism from the |
labour sector about the country’s
new macro-economic strategy
announced last month.

SACP depuity secretary-gener-
al Jeremy Cronin, speaking at a
seminar marking the party’s 75th
anniversary yesterday, said there
wete severe misgivings about the
strategy.

His comments followed those
of Sam Shilowa, of the Congress
of South African Trade Unions
(Cosatu), on Saturday that the
strategy was “unworkable and
unwinnable”.

Shilowa indicated that, if the
differences between the Govern-
ment and Cosatu were not han-
dled correctly, they could lead toa
crisis in the ANC-Cggatu alliance.

Cronin yesterday said his
party’s concerns had been raised
in meetings with the ANC.

The SACP was worried that
the strategy was too dependent
on the private sector.

He said the framework which
Finance Minister Trevor Manuel
had described as non-negotiable
still had tobe fully endorsed by the
ANC and its alliance partners.

The policy could not be decid-
ed en only by “some macro econo-
mists playing on their computers”.
.t was part of the SACP’s duty
to continue building the ANC and
to prevent it becoming a “rain-
bow” organisation that was
everything to everyone and noth-
ing to the poor and working class,
Cronin said. '
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plans'won
help the boor
— Cosatu

JOHANNESBURG. - The Con-
gress of South African Trade
Unions has attacked the gov-

ernment's macro-economic pol-

icy proposals

Cosatu general-secretary Sam
Shilowa said the policy docu-
ment failed to mention any pro-
gressive institutions, and “there
can be no progressive outcome
out of conservative modelling”.

Cosatu assistant general-sec-
retary Zwelinzima Vavi said
the macro-economic framework
would not help the poor.

It was based on the Reserve
Bank’s extremely conservative
model, Mr Vavi said.

“We are particularly con-
vinced... as the executive com-
mittee... that that model 1tself
can’t in any way help the poor,
the working people and those
who have been looking at the
reconstruction and develop-
ment programme to deliver
social needs like houses, elec-
tricity, water, roads and infra-
structure,” Mr Vavi said.

Commenting on Finance Min-
ister Trevor Manuel's statement
that the macro-economic frame-
work document was non-nego-
tiable, Mr Shilowa said' “Cosatu
says it's going to engage with
the government and with the
ANC... They've got to decide
what their response is going to
be.

Ina statement, Cosatu said
certain aspects of the macro-
economic framework would
take the country in the opposite
direction of the RDP economic
growth path.

“These areas include the pro-
posals on rapidly slashing the
budget deficit; contractionary
monetary policy and the nLift-
ing of exchange controls; labour
market policy and unemploy-
ment: investment and industri-
al policy; as well as trade and
tariffs,” said the statement

There were alternative ways
to develop a macro-economic
framework which would pro-
mote development. 1t said.

“This growth path, like most
examples of development 1n
societies undergoing recon-
struction, would see redistrib-
ution, elimination of unem-
ployment, improved labour
standards and increased social
spending as not just being a
long-term objective of econom-
icdevelopment, but the means
by which society will attain
rapid economic growth.”
Sapa.




Cosatu slates new
govt fram

G

COSATU yesterday came out
strongly against certain aspects of
government’s macroeconomic
framework — slating them as “a
certain recipe for economic disas-
ter”. However, the federation com-
mitted itself to “engage actively”
with government and its alliance
partners to find alternatives.

General secretary Sam
Shilowa said the framework had
been discussed at a Cosatu exec-
utive committee meeting at the
weekend, at which it was agreed
that certain aspects would “take
us in a direction diametrically op-
posed to the economic growth path
outlined in the RDP”.

These included proposals on
slashing the budget deficit, con-
tractive monetary policy and the
Lifting of exchange controls,
labour market policy and unem-
ployment, and investment, indus-
tnal and trade and tariffs policy.

Cosatu believed that “whatever
economic difficulties and chal-
lenges the country is facing, there
are alternative ways to develop a
macroeconomic framework which
would be able to promote a devel-
opmental growth path”.

“This growth path ... would see
redistribution, elimination of un-
employment, improved labour
standards and increased social
spending as not just being a long-
term objective of economic devel-
opment but the means by which
society will attain rapid economic
growth,” Shilowa said.

Thas approach was the only one
with a “reasonable prospect” for
success, A framework based on
“conservative” World Bank, IMF
or Reserve Bank models were a
“certain recipe for economic disas-

Kevin O’Grady

or
) 22 17)%

ter”. To be successful, an economic
strategy could not rely on one par-
ty “to drive the pracess but must
be the product of a truly national
effort”. This would require an ac-
tive role by government, business
and labour in the strategy’s devel-
opment, Shilowa said.

“A special onus will need to be
placed on South Africans to invest
massively in our «conomy, since
any strawcgy which is premised
solely on foreigners investing in
our country, while we fail to show
confidence in ourselves, is doomed
to failure,” he said.

The committee was currently
formulating alternative proposals
for further discussion with Cosa-
tu’s allies. “We are convinced that
it is possible for the alliance to
reach consensus on an approach.”

Cosatu’s response to the plan
was tame compared to comments
by Shilowa at a weekend SACP
meeting, where he said “some-
thing has gone terribly wrong that
such a document is able to emerge
and be on the table”.

However, Shilowa said yester-
day he spoke at the meeting in his
capacity as an SACP central com-
mittee member and had no bear-
ing on Cosatu’s position.

Shilowa also warned of a pos-
sible deadlock in negotiations in
Nedlac’s labour market chamber
on employment standards legisla-
tion “unless business changes its
approach”, There was currently no
agreement on key issues “except
for the issue of child labour”.

Sapa reports that Finance Min-
ister Trevor Manuel’s spokesman
Jennifer Wilson said yesterday
Manuel would not react publicly
to Cosatu’s criticism of his frame-
work, which he had described as
non-negotiable.

Cosatu,

.general secretary S:

am mE_o.sB. right, .mna_.cww.mw an

s recent
officer Neil Col

left, look on.

ews briefing on resoiutions made at the union
general secretary Zwelinzima Vavi and internal
Picture. TREVOR SAMSON




Community groups slam Govt w_m
e GRG:

‘Reliance on private enterprises to boost the mno‘a‘oé\ will be mw@qmm: cost’, say leaders

By Apam Cooke

ommunity organisations
‘ have joined Cosatu and

the SACP in condemning
the Government’s new macro-
economue plan, whle business
has called for the sectors to ad-
dress their concerns in a struc-
tured way.

At a media conference mn
Johannesburg yesterday, the
country’s communuty represen-
tatives on the National Econom-
1c Development and Labour
Council (Nedlac) said the Gov-
vrnment's relilance on private,
enterprises to boost the econo-
my would be at great cost.

“Government needs to kick-
start the economy instead of
waiting for private enterprise to
do the job.

“Without Government ac-
tion the marginalised will be for-
gotten, as will the RDP” said
convener of the community sec-
tor in Nedlac, George Dor.

The community sector said
the strategy did not cater for the
socto-economic needs of com-
munities, especially the disad-
vantaged.

The overall business convener
at Nedlac, Raymond Parsons,
said yesterday that there had tobe
a “single-minded determination”
to realise the goals of the RDP.

“If the targets and goals of
the macro-economic strategy are
to be met by 2000, early imple-
mentation is essential

The scrutiny ot mvestors

| Strategy
does ot

| cater for the

| marginalised

here and abroad remains in-

tense,” he said.

The statements come as

Deputy President Thabo Mbeki
tours the US trying to garner

support and investmedt for the
country.

At the weekend the SACP
added its voice to growing criti-
cism from labour about the Gov-
emment’s new Growth, Employ-
ment and Redistribution Macro
Economic Strategy. The strategy
was announced in early June.

Cosatu’s Sam Shilowa said
on Saturday that the strategy
was “unworkable and un-
winnable”.

Shilowa indicated that if the
differences between the Govern-
ment and Cosatu were not han-
dled correctly, they could iead toa
crisis in the ANC-Cosatu alliance.

Head of Sanco's Wno:onanm

dep ..h:c:—‘ﬁwbc&ﬁv\ Jack, said

the community sector wished to
set up a lobby group with labour
to pressure the Government.

“There 1s an attitude creep-
ing into Government of a non-
consultative culture, especially
in the Department of Finance,”
he said.

He added that increased fiscal
spending would ensure that the
marginalised would become cen-
tral to the economy as a whole.

He satd coping with the dis-
advantaged - made up of
women, rural dwellers, thigdis-
abled, aged and unempiéyed -
was only briefly mentioned in
the Government strategy.
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JOHANNESBURG. - The goals of the
government’s recently released macro-
economic framework are directly
interrelated with the objectives of the
Reconstruction and Development Pro-
gramme, Finance Minister Trevor
Manuel has said.

Mr Manuel yesterday told delegates
at a United Nations Development Pro-
gramme seminar at the World Trade
Centre that the government was com-
mitted to the redistribution of wealth
and had not abandoned the RDP.

In response to comments by Cosatu
secretary-general Sam Shilowa at the
weekened in which he aggressively
criticised the government’s strategy,
Mr Manuel said the plan underlined
the objectives of the RDP.

“There are direct interrelationships
between what we (the government)
are doing for the economy and the
RDP,” he said.

says

The government’s strategy commit-
ted the economy to the privatisation of
certain state assets, trade liberalisa-
tion, the abolishment of exchange con-
trols, wage and salary restraint and ﬁs
cal discipline. "

He declined to dxrectly respond to
Mr Shilowa’s attack, saying that he
was not as yet aware of the specifi¢
issues raised by the labour movement.

Mr Shilowa said at the SA Commu-

¢ nist Party’s 75th anniversary celebra-
tions the government’s plan was “neo-
liberalist” and a blueprint for profit at
the expense of development. .

He criticised the intentions to
remove exchange controls and the
commitment to reducing the budget
deficit.

The strategy posed serious difficul-
ties for the working class and was
incompatible with the goals of the
RDP, Mr Shilowa said. - Sapa. "
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CLIVE SAWYER
Political Correspondent

THE government is standing
firm on its macro-economic pol-
icy in spite of vehement crit1-
cism by its labour and Commu-
nist Party alliance partners.

Finance Minister Trevor
Manuel has emphasised that
the policy, unveiled last month,
was not open for further nego-
tiation.

His stance is to be discussed
at a Cosatu leadership meet-
ing next week. The African
National Congress has refused

to be drawn on the row, refer-
ring inquiries to Mr Manuel's
office.

The mounting tension about
macro-economic policy 1s the
first unbridled confrontation
between the alliance partners
since the election, with the
labour and SACP components
eager to assert their views in
the face of the government’s
determination to follow its cho-
sen path.

Cosatu has hit out at the pol-
icy, which provides for privati-
sation, trade liberalisation and
fiscal discipline. as out of line

on economy

ARCr 24376

with the aims of the Recon-
struction and Development Pro-
gramme

Mr Manuel told a seminar in
Johannesburg yesterday that
the policy was 1n line with the
RDP.

The labour federation has
been angered 1n particular by
government endorsement of a
call for a Limitation on wage
demands.

Whatever the domestie reac-
tion from ANC alliance part-
ners, the policy has been wel-
comed by foreign and domestic
investors.

CaD

But there was a sign yester-
day of continuing uncertainty
about South Africa’s economic
future as pessimism about the
country's foreign reserves and
capacity to pay debts pushed
the rand to just more than R4.40
to the dollar.

The Finance Ministry said
yesterday the need for a sepa-
rate RDP allocation had fallen
away because departments and
provinces would be responstble
for managing funds allocated to
them for reconstruction and
development 1n the same way
as other voted funds.




“Shilowa denies specu

Reneé Grawitzky

COSATU general secretary Sam
Shilowa yesterday dispelled specula-
tion of a showdown with government
over economic policy and reiterated
that no new radical positions had been
adopted on the macroeconomic plan.
Shilowa said at a business break-
fast that when labour agreed with the
ANC and government it was portrayed
as a “conveyer belt” of government and
if government appeared to support
labour then labour was portrayed as

A2 (14

running the country.

His statement to an SACP work-
shop at the weekend, that govern-
ment’s plan was unworkable, has been
interpreted as representing a shift in
Cosatu thinking as_this contrasted

1312

. 2 “
ation ow a mwo.,ﬁ.ﬁéﬁ between C

ﬁ.&ﬂbﬂmﬁﬂ..&ZO MP and SACP cen-
Philip Dexter said Shilowa had been
quoted out of context. Shilowa had con-
veyed that thé alliance partners had
not developed an adequate response to

with Cosatu’s preli YT to

gov ’s plan and needed to do so.

government’s plan.

Shilowa said the position articulat-
ed by the federation’s executive com-
mittee did not reflect a major shift.

He said this week his comments at
the weekend were made in the context
of his SACP membership.

Shilowa said Cosatu’s rejection of
the belief that the country could create
400 000 jobs was not based on a lack of
faith in government, but rather that no
guarantees of investment existed.

Labour’s concerns about the policy

would be discussed within the ANC’

and the National E ic. D
ment and Labour Council (Nedlac).
Labour’s support for government
was based on the belief that it had the
capacity and political will to effect
transformation in the country.

Sources have indicated that the
ANC’s national executive committee,
has not yet debated the plan.

Dexter said if the plan was not ne-
gotiable “how come it is heing dis-
cussed in Nedlac?” He said in a climate
of tripartism there was no case for it
not being open to negotiation. “If gov-

P

ernment is to govern then it will have
to take on board same of its constituen-~
cies’ concerns.”

Organisations forming the commu-
nity constituency in Nedlac — the SA
National Civics Organisation, Nation-
al Women’s Coalition, Disabled People
of SA and the National Rural Devel-
opment Forum — resolved at the week-
end to reject the plan on the basis that
it was seen as non-negotiable and a de-
parture from the RDP.

Comment: Page 12

govt

osatu and
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President Nelson Mandela with German Foreign Minister Klaus Kinkel yesterday.

Kevin 0'Grady

GOVERNMENT’s new macroeco-
nomic framework had “thrown the
switches for investment and jobs”,
German Foreign Affairs Minister
Klaus Kinkel said last night.

Sapa reports that following dis-
cussions with his South African
counterpart Alfred Nzo later in the
day, Kinkel and Nzo signed a
DM50m contract for housing in ru-
ralareasin SA.

Speaking at an SA Institute of
International Affairs meeting after
his arrival in SA yesterday, Kinkel
said the only path to prosperity and
social progress was competitiveness
on world markets and the frame-
work, released by Finance Ministex
Trevor Manuel last month, was a
step in the right direction.

“Competitiveness applies not
only to companies but to the country

as a whole, its infrastructure and
education system, the dependability
of its laws, the diligence of its people
and adaptability of society,” he said.

“In Germany, too, we are being
reminded that new jobs are only cre-
ated where companies invest, and
today they pick the countries which
offer them optimum conditions.

“President (Nelson) Mandela and
the SA government have drawn the
right conclusion.” Although African
countries were faced with “tremen-
dous problems” such as high unem-
ployment, housing shortages and
crime and the road ahead would not
be easy, “unlike a few years ago, you
know 1t is the right one and that it is
up to you to shape a better future for
your country”, he said.

“Moreover, your lucky star has
given you a uniquely capable polit-
icalleadership.”

Referring to Mandela’s recent

Picture: TREVOR SAMSON

state visit to Germany, Kinkel said

a,

SA’s economic policy onright \R%,&,

it was “a wonderful experience for
us Germans to welcome this great
statesman and conciliator in our
Parliament. With his friendliness
and modesty, he won our hearts for
himself and his country”.

The way SA was dealing with its
past was “exemplary” and would
give the country the “confidence and
perseverance needed to master the
difficult transition ahead”.

What mattered most to foreign
investors was that crime was tack-
led with determination and markets
further deregulated. “But progress
has already been achieved in spite of
all the difficulties.”

“Growth rates have increased
since the political transformation
two years ago, inflation has been
slowed down and the parliamentar-
ians and businessmen accompany-
ing me share my view that the

k

springbok’s ill not be confined
to the rugby field,” Kinkel said.

“German government and busi-
ness intend to help you make this
leap forward,” he said.

“Today I want to tell you that we
trust in the course you have taken.
You can bank on our friendship and
support in difficult times,” he said.

Kinkel also said he was hopeful
that negotiations on a free trade
area between SA and the EU would
commence in the near future. Al-
though the EU had “made heavy go-
ing of it, the offer to open our mar-
kets which is now on the table gives
SA considerable opportunities”.

Kinkel is in SA on the second leg
of a visit to four southern African
states. His first stop was Botswana,
and he will visit Mozambique and
Zimbabwe later in the week.

Mandela and Nzo said they had
raised the role Germany could play

I

_Kinkel

in helping SA attain a favourable
free trade agreement with the EU.

SA wants the EU to review its
latest proposal, in which 38% of
agricultural produce would be ex-
cluded from free trade with Europe.

Mandela and Nzo indicated that
assurances in this regard had been
received from Kinkel.

Mandela said he had told Kinkel
SA agricultural produce was mno
threat to the European market be-
cause imports were on a relatively
small scale and produce ripens in
the European off season.

Kinkel said he was confident a
solution would be found.

Nzo suggested Germany, Britain
and France consider joining forces
to promote SA’s case in Europe.

Kinkel said Germany was inter-
ested in the SADC as an economic
entity, and he welcomed its focus on
economic as well as political issues.




Praise for econo
gic objectives. G" q ﬁ /4

JOHANNESBURG - The govern-
ment’s macro-economic strategy
has received an overwhelmingly
favourable response from mem-
bers of the American Chamber of
Commerce in South Africa.
Described as a major step for-
ward, AmCham members said it
provided clarity and direction to
foreign investors who would now
have a clearer picture of the coun-
try's medium and long term strate-

A recent survey conducted
among AmCham members indi-
cated that while there was deep
concern regarding short term
issues such as violent crime, in the
long term there was much confi-
dence in the general democratic
direction taken by South Africa
and its political development.

«AmCham would now like to
add the economic rider to this ear-

1C strate/bgy

42512
ier assedsment and convey to the

authors of the strategic plan the
chambers' strong support for its
stated intentions.

1t is the view of the chamber
that government's economic policy
document has embodied an
investor-friendly and market-ori-
entated approach to resolving the
recognised structural constraints
which exist in the South African
economy.” - Sapa.



Economic paper
under discussion
49
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KEY pillars o goZern ent’s macro-

economic policy document were being
negotiated, SACP deputy general sec-
retary Jeremy Cronin said yesterday.

Cronin was commenting during a
briefing on the plans outlining the par-
ty’s 75th anniversary celebrations over
the next few days.

Cronin said one of the pillars of the
strategy relating to state asset restruc-
turing was already under negotiation.
“We are not bumping into an unbend-
ing government,” he said.

In clarifying the current foray
around the opposition to the macro pol-
icy, Cronin said discussions at an al-
liance secretariat meeting yesterday
revealed that robust debate within the
alliance was a good thing.

Cronin and party.general secretary
Charles Ni qaklga said that the nature
of the alliance had always allowed for
discussion and the alliance was not
about to break up because there were
differences.

It was only in the unlikely situation
that the ANC indicated that it was
wrong to transform SA, that it would
not be rational to continue the alliance.

Cronin said the party’s misgivings
on the plan had already been raised in
bilateral meetings with the ANC. The
party understood the constraints fac-
ing SA and the finance ministry. How-
ever, such a plan should be politically
driven rather than by technocrats.

The plan relied heavily on the belief
that if the right signals were present-
ed, the private sector would play its
part. However, Cronin said experience
had shown that the private sector
moved only into a growing economy,
and not only when an economy was
presenting the right signals.

Ngakula said the party was not im-
plying that the document should be
swept away either but rather that it
should be open to interrogation.

They outlined the countrywide
plans for rallies, meetings and other
activities to celebrate the party’s 75th
anniversary. The main rally, to be ad-
dressed by President Nelson Mandela,
Cosatu’s Sam Shilowa and Ngqakula,
will be in Cape Town on Sunday.

The party was launched in Cape
Town in July 1921 but was banned in
1950. The party was unbanned togeth-
er with the ANC and a number of other
political organisations in 1990.

'
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The SACP
while not disput-
g the need tor
fscal  discipiine,
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Budget cut less
drasticativ. Co-
satu mooted  a
more radwcal op-
tion using funds
allccated ny FW
de Klerk's gov-
emnment to bol-
ster the Public
Service Assocla-
tion pension fund
to reduce the
deficit to 3%, ot the GDP

The cnticism contrasts with firm de-
fence of the macro-coonomic plan by
Manuei and Deputy President Thabo
Mbeki Manue: has desunbed the “fun-
Jdamentals' of the strategy as non-nego-
uable, Mbeks has tcid Amenican business
moguls that the ANC-fed government 1s
determuned t2 mplement the pran to
Mane SA a sey’ Propustion ty in-
vestars He saysthere:s ‘nothing new ' in
the Lett'sopposition
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Cosatu colleagues, Zwelenzima Vavs arc
George Nhadimeng he was configent 1t
could be resoived through discussion

But there 1s ancther perhaps greater
pertt 1f the ANC 1s seen to hesitate and
compromise in the face ot the verbal on-
slaught from the Lef, potential investors
detecting vacillation rather than determi-
nation may retreat to sater r — to use
Mbeki's metaphor — sexier countries

In that case, to quote a wetl-placed
business abserver the MES :Macro-Eea-
nomic Strategy} may easily become 3
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CLOTHING STRIKE

TAKING UP THE nccnmﬁ%v

As if to underline Cosatu s opposition t
government economc policy, the SA
Clothing & Texnle Workers' Union
(Sactwuy, led by chief Cosatu strategist
Ebralim Patel will go on strike this
week demanding a 10% ‘package” n-
crease n pay and benefits

This teilows the union s rejection
employers’ final offer last week of an 8%
ncrease n the annual wage negota-

tions Management's opening otfer was w
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Striking a balance

Cosatu's attack on the
growth plan is a sign

of healthy debate, nota
riftin the alliance,
reports Madeleine
Wackernagel

HE gnvernment was this

week keen 1o distance
#tsif from the growing 10w
over the Congress of South
Afiean Trade {Unions' criti-
1o of fs growth and 4evelop
mentstrategy by [t
“We are nnt gofnp to ,::ck )
embrofled in a debate
through the me-
dta,” satd a repre-
wentative for the
Ministry of

Finance
But  Finance
Minister Trevor

Manuel earlier reit-
erated that the para-
meters of the macro-
coomamie framework
“were not negotiable
wiving rlse to spe
ton that the govermnent
was headed for a show-
ddown with the unfons and
a consequent hreak-up of
the ANC-SACP-Cosatu
alfiance

Such clatms were quickly
denied by insiders. "It was
naive of Manuel to think
he could get away with i1
without _some sart  of
1esponse from Jabour,” sakl
one “Now fhe unlons have
had tune to conslder the strat-
cgy, they are atring thei con-

e, rightly But there istoom - Hammering home his point: Sam Shilowa says South
11 i Africa should not ‘sacrifice national soverelgnty on the altar
of profits’

— indred,
ssary. People

for debate
healthy and ne
are over-reacting

Jeremy Cromin of the South
African Communist Tarty concurred
“Within the alliance there Is very
s(rang support for ongoing debate on
macro-ecanomic policy Marmed has
not sald he 1 ditching the Recon-
struction and Development Pro-
gramme in tavour of self-inilicted
structural adjusiment, so the
alllance §s not at risk  Fliere is no
major policy ift, Just debate

“Our concerns lie with the exces-
sive tiscal constrainis in the govern-
inent s sirategy, a policy of fow Infla-
tlon and high Interest rates will
squash growth. In addition, it is
overly dependent an private-sector
investment, we would like a greater

public sector role with backing from
the market

1 uf the strategy has to be
B flexible, situations ¢ hange
canstantly Already, the
Budget defteif is at 5.9% of grows
domestic product. against a target of
400 for 1996-97 S0 one can't fahe 3
rigld approach 1he teality 15 more
flid
“This is 1ot a silly argument abont

cqually, we nu(] u slu " mnu ,
path ™ UgI
a

Cosatu's Sant h o choed
(hest concemns hut saved his most
vehenwnt critism fon the market
"We are mdanger  of rehnquishing
our national sovereigniy in the
sphere of economic decision making
and saciificing 1t on the altar of
prohts
The problem for the markets was
not that Cosatur critictsed the
prowtl strategy — “they
wantkd, wonldn { thev” was
the general assessment

— but that the govern-
ment should not cave
in.

“As long as the
government stays
firm and sticks to
this course, inves-
tors will not be
put off.” says
Dennis Dykes,

chicf economist

very strung
statements
from the gov-
ermment in the
past few
months on pol-
tev, signalling
fts  commit-
ment, s peo-
ple  know
where  they
stand Ws
uncertainty
that puts
investors off "
The logical
forum for ongo-
ing debate on
economic
fssues Is the
Natlonal Eco-
nomic Develop-
ment and Labour Council The gov-
ernment ts due to present fts plan
next month, with a report-back from
the three constituencies scheduled
for February 1997
Hut while Manel is certan to sfick
to his guns on the paramelers of the
plan, the details are up for negotia-
tion, leaving plenty of room for con-
froniation and controversy, says an
insider
Cosatu may dig in it heels.
h national strikes are not

versus pr
or fiscal restraint versus lassitude
Dut we are cot emed that alternative
models were not considered There is
no casy papulist alternative, we
understand the constraints But

eapected *At the end of the day, we'll
deal with this (n a typical South
Afrlean way, and thrash it out
until we eventually reach an under-
standing *

SACP puts pressure on business

Lynda Loxton

LEADING member o[ the
A South African Communist

Party has called on the govern-
ment to take tough action to stop
the “Investment strike” by the pri-
vate sector.

African National Congress MP and
SACP central executive committee
member Philip Dexter told the Mail
& Guardian that business seemed
intent on pitting members of the
ANC-SACP-Cosatu alliance agrinst
each other in a bid to break it so that
it could play a dominant role in shap-
ing economic policy.

Dexter sald this was “extremely
{rresponsible and unpatriotic™. It was
sending a message to forelgn
investors that “we are not a nation of
winners, but people who can't agree
on anything”.

He believes a crunch point is com-
ing. Domestic and forelgn capltal are
not investing “and if they do they are

Investing in a manner that s short-
term, speculative, gel-ynm-money-
out-quickly”.

For this reason, the SACP remains
opposed to the lifting of remaining
exchange controls because it could
fead to capital Dight.

SACP criticism of the govern-
ment's commitment to the gradual
easing of exchange controls has led
to speculation that the ailiance is in
danger of splitting, but Dexter
denied this, adding that criticism
and dehate were healthy and normal
in the elliance.

“I think the policy framework is a
response to the kind of squeeze that
the government is feeling at the
moment. It was the best response in
that it was the least worst choice. It is
an attempt to keep soverelgnty within
our country and not undermine the
agenda of the ANC-led alllance

“But, if we are honest, there are
contradictions and those need to be
resolved. shere’s going to be a bust-

up and there js going to have to be
some kind of showdown between
bustness, labour and government.

“It requires the government being
tough, saying to the unions, right,
we agree that your wages are low
and we are prepared to make a com-
mitment, but you have got to make
a commitment to productivity. Say-
ing to business, if you don't invest
in the areas that we identify, then
we are going to penalise you, we are
going to tax you "

This could harm the economy. but
the present lack of investment was
equally damaging and “one some-
times has to experience a little bit of
pain to get better ... we have got to
keepon reminding ourscives that this
1s not a normal economy, this isnot a
normal country and buainess In this |
country is not normal. it basically
looks after the interests of a tiny
white minority and until we break out
of that and until we transform . we are
going to have to go the hard rout




fadiba shows
his allies
the mailed fist

President tells SA Communist Party

and Cosatu' that Manuel’s economic

growth plan is not up for negotié{ion

Lrow 223[gb - (49)

By Parrick BuLGer
Cape Town

resident Nelson Mandela
Pstmngly endorsed Finance

Minister Trevor Manuel's
new economic growth plan yes-
terday, warning the ANC’s al-
liance partners that the plan’s
“fundamentals” were not up for
negotiation.

He was making a keynote ad-
dress at a South African Commu-
nist Party 75th anniversary rally
at Gugulethu in the Western Cape
attended by about 500 people.

His speech was billed as a
major statement on the state of the
alliance that binds the ANC, the
SACP and Cosatu.

As was expected, Mandela
strongly endorsed the alliance but
warned the two smaller partners
that the Government had to take
decisions that might not be popu-
lar with everyone.

Manuel’s growth plan is based
on strict fiscal discipline, privati-
sation and other measures aimed
at attracting massive foreign in-
vestment and creating up to
400000 jobs a year and 6% annual

wih,

gmIt has been criticised by Cosatu
and the SACP for being “anti-
worker and neo-liberal” and
inconsistent with the govern-
ment's commitment to the RDP.

But Mandela, while careful not
to damage the alliance, staunchly
defended the plan.

“This strategy is government
policy. Its fundamentals are not
up for negotiation,” he told the
rally which was also addressed by
Cosatu general secretary Sam

Shilo

While discussion of the plan
was not “forbidden”, investment
was necessary. He referred to pri-
vatisation, saying: “There is no
disagreement in the alliance that
some of the assets should be pri-
vatised, that others should ac-
quire strategic partners and that
yet others should restructure their
operations. The detail is being,
and should be, settled in negotia-
tion on a case-by-case basis.

“An impression has been cre-
ated that a major clash is looming
in the alliance.

“There is no such clash on the
horizon.

“The staying power of the al-
liance is its ability to debate issues
openly and frankly; and it is out
of such debate that the best course
is established.

“This is our experience from
struggle and it will continue to
guide us in the future.

“We must, however, be honest
to say that there will be instances
where urgent and bold decisions
will have to be taken. And on that
count, we shatl not shirk our re-
sponsibility.”

There was substantial agree-
ment within the alliance on the
RDP but a successful RDP needed
jobs, a“governmeiit that spent
within its means and action to
limit “galloping prices rises”.

Reuters reports that Shilowa
did not refer to Mandela’s com-
ments when he addressed the
crowd and spoke in favour of ne-
gotiation within the alliance on
the plan. He received more enthu-
siastic applause than Mandela
did.




'Top rating

DASKS pht

Lukaiyo Mnyanda

US RATING group Standard & Poor's
endorsement of government’s macro-
economic strategy has been welcomed
by economists who say it is an endorse-
ment of government policies by one of
the world’s major rating agencies.

AP-DJ reports S&P described the
strategy as a consistent and coherent
plan that could boost SA’s creditwor-
thiness if implemented successfully,
despite the volatility in the currency
market. S&P also threw cold water on
prospects of Jower-than-expected eco-
nomic growth and rising inflation, say-
ing in its July edition of Credit Week
that SA had a stable political outlook.
The strategy had “a market-friendly
mix of fiscal discipline, exchange con-
trol reform and tax incentives”.

Nedcor chief economist Dennis
Dykes said the report could indicate

agency
sfrategy

S&P was considering rerating SA
which could see it given an investment
grade. “This is good news and it gives
government moral support.”

8&P raised SA’s long-term foreign
currency credit rating to double-B-plus
in November last year and assigned a
triple-B-plus rating to the country’s
rand-denominated debt. However,
these ratings were just below invest-
ment rating, The latest report has
raised hope that SA might make an in-
vestment grade when the agency re-
viewsits ratings.

Rand Merchant Bank economist
Rudolf Gouws said: “This is excellent.
It’s exactly what government needs.”

The report would bolster investor
confidence and could see SA obtaining
better credit ratings, allowing it to bor-
row on lower interest rates. “Govern-
ment now needs to get labour on board
and follow through on its policies.”




NEWS IN BRIEF

Pretoria strikers fired

PRETORIA — About 300 strik-
ing workers at a Pretoria metal
works, who held 15 administra-
tive staff captive in their offices °
for 12 hours on Tuesday, were
 fired yesterday morning. Man- ¢
agement consultant Darran
Ross said the workers had ig-
nored an ultimatum to return '
to work. Management would
not negotiate further. 3

Overspending claim

PIETERSBURG — The NP in
Northern Province claimed |
yesterday that the provincial i
government had spent about !
R14m too much in recent prop-
erty deals. NP MPL Burger :
Lategan said government had |
bought a building in Pieters- ¢
burg for R18,6m, but the true :
value of the property was no !
more than R7m. Government i
had also bought a block of |
townhouses for R11,5m, worth .
about R2m less.

Boeing blows engine

THE SAA Boeing which trans- y
orted the SA team to the At- 4
anta Olympic Games blew an .

engine en route to Johannes- -

burg from London carrying 185

-passengers yesterday. Spokes- »

man Leon Els said there had .

been a “technical problem with *

one of the engines, but this has

already been repaired”.

Policemanin court i

PORT ELIZABETH — Supt Jo-
hannes Gerhardus Visser, 42,
of the SAPS information sys-
tems department at police
headquarters in Pretoria, ap-
eared in the Port Elizabeth
gional Court yesterday after
he and a colleague were arrest-
ed for raiding telephone booths
in the Eastern Cape.

REPORTS' Sapa, Business Day Reporters.

SA does badly in
€CoNnomic surve

amportmpanga P! |8 14b

SA HAS fared badly in a new interna-
tional competitiveness report for not
spending enough on developing its hu-
man resources, bringing up the tail end
in a 46-country survey.

This emerged from the latest SA
Competitiveness Monitor 1996 by the
SA branch of US-based WEFA econo-
metric consultancy.

The group measured competitive-
ness in eight categories and found SA’s
performance in five was lower than the
average for developing countries. “In
respect of its people (matters such as
literacy rate, skills and labour produc-
tivity) SA came stone last,” it said. On
domestic economic strength and man-
agement performance, SA fared slight-
ly better, ranking 44th and 40th.

The group said SA was likely to ob-
tain high returns if it invested re-
sources into uplifting the skills of its
work force. Upgradi 1% of the
(black) work force’s skills to the level
enjoyed by whites could translate to a
2% jump in GDP gro

SA compared “relatlvely favour-
ably” with developing countries in sci-
entific and technological capabilities
and the quality of its infrastructure.
But it still lagged behind developed
and newly industrialised countries.

jm s fared rea-

sonably well against other developing
countries. However, this did not corre-
spond to the country’s performance in
average living standards.

This could be attributed to SA’s se-
rious unemployment, a factor consid-
ered in living standard but not produc-
tivity comparisons, the report said.

It was critical of the export perfor-
mance of SA manufacturing industry
and said the sector needed strong in-
ternal competition to improve the stan-
dard of manufactured goods.

World trade had expanded much
faster in industries which dominated
SA’simports, rather than its exports.

Countries like SA with abundant

natural resources often developed a de-
pendence on these regources. “Compet-
itive advant: ys d ds on
rapid innovation and lmpmvement
rather than on static advan

The report also identifi low SA

saving and investment levels as one of
the major obstacles to improving its
competitive performance. had the
lowest investment rate in 1994, drop-
ping from 30,8% in 1980 to 15, 1%,

SA’s domestic saving rate had also
decreased from 39,1% in 1980 to only
19% in 1994 when it was only about
half the rates of Indonesia, Korea and
Malaysia.

Anglovaal joins exodus from CBD

Lukanyo Mnyanda

MINING and industrial group Anglo-
vaal yesterday joined the exodus from
the Johannesburg CBD, with its indus-
trial and corporate division’s senior
management moving into new premis-
esin Rosebank

However, the group’s mining sector
would remain at its Main Street head-
quarters, a spokesman said yesterday.

The group would be taking up a
4 000m? building — costing “just under
R30m” — at the corner of Bolton Road
and Bath Avenue.

The spokesman said Anglovaals
leases in city centre buildings, used to
accommodate staff overflow from the
Main Street premises, had matured. It
was decided to concentrate the mining
division staff in the two fully occupied
Main Street premises.

Hanekom cgndmon approves ch

Louise Cook % ,,@l

AGRICULTURE and Land Affairs
Minister Derek Hanekom last night
conditionally approved the amend-
ment of the maize marketing scheme
thig year, sources said.

After a marathon meeting be-
tween the maize advisory committee
and the SA Futures Exchange — un-
der the auspices of the minister — a
source saxd Hanekom told the meet-
ing he would approve changes to the
scheme if the written submssion
from the committee reflected agree-

ments made at the meeting.

These apparently boiled down to
placing a 3,3-million tons cap on ex-
ports, doing away with automatic
opening of export pools by the Maize
Board, going with a floor price of
RA490/ton net to farmers and opening

a new export pool if the price to the
farmer threatened to p below
RA490/ton.

Yesterday’s special meeting was
also attended by the SA Futures Ex-
change agricultural markets divi-
sion, banned from previous meetings.

A furore broke out in the maize in-

nges

dustry whi afe GM John Wixzley
accused the committee and the Maize
Board of interfering in the market.
He warned the exchange could close
after trade in maize futures contracts
came to a halt in July. “Effectively
this would mean the end of a free
market in agriculture.”

However, District Securities Bank
markets manager Tka van Niekerk
said Safex would have an easier run
next yearin a free market.

The maize advisory commuttee
and Safex were not avatlable for com-
ment after the meeting.




- Why measuring competitiveness

By Christo Volschenk
IAFE FDITOP

he International Institute for
H‘Zm:;mn:,m:» Development,

a busmess school m Lau-
sanne, Switzerland, and the World
Economic Forum, also based in
Switzerland, had a scrap late last
vear which ended 1n divorce,

The organisations parted com-
pany, but the breakup had posttive
consequences. It reminded inter-
national businessmen and policy-
makers that the forum’s annual
ranking of economies according to
their competitiveness has always
had shortcomings. '

In fact, measunng competitive-
ness is no exact science

For cight years the institute
published the annual World
Competitive Report on behalf of
the forum. When their ways part-
ed, each decided to publish its
own ranking of country competi-
tiveness. !

The forum called its ranking

the Global ~Competitiveness
Report and the institute called its
publication the World Competi-
tiveness Report

Both nstitutions define com-
petitiveness in broadly the same
way as the ability of an economy
to create wealth (to grow) and
improve the living standard of its
people.

The two institutions
used almost exactly the
same criteria for mea-
suring competitiveness
and yet they came up
with completely *differ-
ent rankings because
they used different

Two rankings
make it difficult
to judge which
countries are
becoming more

and third positions.

The institute put New Zealand
at 11 in its ranking It also put
Germany, the powerhouse of
Europe, in 10th position while the
forum gave it the 22nd spot on its
list of 49 countries.

Many more countries suffered
under the divergent views of the
two institutions.
For instance, the
institute reckons
Japan has the
fourth most com-
petitive economy
in the world,
while the forum
feels Japan is not

weightings for the same o worth a place in
eight criteria compefitive the top 10 and
For instance, the relegated it to the

itute put the US on top of its
list of 46 countries as the most
competitive country. The forum
gave the US the fourth position
and ranked Singapore as the most
competitive economy with Hong

Kong and New Zealand insecond ~ Zealand slipped from ninth places

13th position.

e advent of two rankings
also made it difficult to judge
which countries were becoming

W 0T and which less competitive.

The institute said New

LABOUR

last year to 11th place this year in
what must be interpreted as a loss
of ecompetitiveness.

The forum, on the other hand,
calls New Nmm_wwim&m new star”
and promotes it from nowhere to
third position.

“Reforms in New Zealand in
the past decade will be widely
studied and emulated in future,”
predicted the forum.

In short, the two lists give con-
fusing signals which make life dif-
ficult for policymakers and dilute
the value of the reports.

Fortunately, South Africa’s pol-
icymakers will have no difficulty
in interpreting the two reports.

The institute put South Africa
44th out of 46 countries and the
forum put South Africa 43rd out of
49 countries.

Both organisations have pretty
much the same message-for South
Africa: it is at the bottom of the
heap when it comes to competi-
tiveness.

5 The scrap between the forum
e Yo,

and the nstitute may be important
to South Africa for another reason,

It will remind local business-
men that compelitiveness means
different things to different ana-
lysts, that competitiveness 1s diffi-
cult to measure and that neither
the forum nor the institute ranking
is gospel.

This is important
because .both organi-
sations rely heavily on

The feedback

1S an mexact science
&) ar(m)lslgb

ionmakers for their views. ﬁ %

Every year the institutions
send long questionnaires to thou-
sands of senior executives in the
private and public sector to get
views on factors which influence
growth but which cannot be mea-
sured.

The feedback given may easily
be tamnted by
previous perfor-
mances by

the feedback of local |on South South Africa on
opinionmakers 1n  the X the competitive-
public and private sectors Africa may be ness rankings.
oo e ol Liginied by e
For instance, the qual- muﬁmS.OCm senior  public

ity of the judicial system
in protecting property
rights and settling com-
mercial disputes is a fac-
tor which is taken into account
when compiling the rankings.
Since the efficiency, honesty
and predictability of the judiciary
cannot be measured objectively,
the organisations ask local opin-

performances e

servant with lit-
first-hand

knowledge of

our labour mar-
ket is asked about the flexibility of
the market, he may — consciously
or otherwise — tend to fall back
on the views held by the institute
in previous World Competitive-
ness reports. This would be that
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VS

Cosat
By Anton Ferreirt u—q )

Johannesburg — The government
may have declared 1ts macroeco-
nomic plan to be non-negotiable,
but its allies in organised labour
have yet to get the message.

Zwelinzima Vavi, the assistant
general secretary of the labour fed-
eration Cosatu, said this week that
continued debate over economic
policy could not be silenced.

“It was announced that the
framework was non-negotiable.
This is unacceptable to Cosatu,”
he said.

“We believe that, even if there
is agreement on the objectives of
development, there 15 siguficant
disagreement on the means by
which we meet these objectives.

“It is these means which
Cosatu believes should be open
for public debate and negotia-
tion,” he said.

Vavi made his comments a

insists o

week ager am& lo‘.l?a xrg;t-

ing of hus Cosatu and South Afri-
can Communist Party allies: “This
strategy is government policy. Its
fundamentals are not up for nego-
tiation.”

Trevor Manuel, the finance
munister, announced the macro-
econonuc plan in June.

Cosatu and the SACP, in a for-
mal alliance with the ANC,
condemn the macroeconomic plan
as “Thatchente” or “neo-liberal”
and say it undermings the
reconstruction and development
programme .

David Welsh, a political scien-
tist, said the question was whether
the macroeconomic framework,
generally welcomed by local and
foreign investors, really was non-
negotiable.

“] don’t know the answer, but
if there is negotiation and in the
process the plan is watered down,
there will be massive loss of face

ting economic plan

or the ANC which will com-
pound the fears of investors,”
Welsh said.

But he sad the ANC would -

have the greater leverage mn any
showdown with its leftist allies.

“For the foreseeable future
there is no political niche for a
workerist party in South Afnca.
Cosatu and the SACP know that if
they broke from the alliance, it
would be a one-way ticket to the
wilderness.”

Welsh noted that the need to
consult Cosatu and the SACP had
held up the implementation of key
planks of ANC policy, particularly
the privatisation of parastatals.

Steven Friedman, the director
of the independent Centre for
Policy Studies, said there was little
question of the alliance breaking
up, describmng it as “a complicated
mix of differing visions ... bound
together only by common support
for some general principles”.

“The fundamentals of the eco-
nomic blueprint may mdeed not
be open to discussion but the
detail almost certamly 1s and
detail can be as important as prin-
aple,” Friedman said.

He said concessions to the gov-
emment’s labour and communist
allies would not necessarily hob-
ble South Africa’s efforts to inte-
grate with the world economy.

“Getting there partly by nego-
tiating the route with the unions
and therr left allies may be far
more workable than using an eco-
nomics textbook as a road map,”
he said, citing the need to redress
the heritage of apartheid.

“The realities within the
alliance could lead to policy paral-
ysis. But the fact that the alliance is
unlikely to come apart could do
far less damage to our economic
prospects than most analysts
assume — it may even enhance
them ” — Reuter

23




Bankers’ margins under pressure

Govt will not
veer off course,
says Manuel ¢

Greta Steyn

FINANCE Minister Trevor Manuel
vowed yesterday to prove wrong cur-
rency speculators who were betting
that government would fail to imple-
ment its macroeconomic strategy.

Manuel was speaking after the rand
took another beating, hitting a record
low against the British pound and set-
ting a new three-month low against the
dollar. The currency ended yesterday
at R4,5415 against the dollar and at
justbelow R7,05 to the pound.

Manuel said the SA markets were in
the throes of “a period of uneage” which
had been caused by several factors.
These included a lack of faith in the SA
government’s ability to implement the
tough policies proposed in its macro-

ic strategy rel d in June,

“We have to live with this reality,
and 1 am not willing to take a view on
where the bottom will be for the rand or
what the period of the pullback is likely
to be. Government will hold its course
steadily throughout this period of
volatility,” he said.

Manuel appealed to market players
to take a longer-term view, saying the
implementation of the macroeconomic
strategy was a process and not an
event. SA was being prejudged now on
issues such as fiscal policy which would
take until next year’s Budget to take
shape. However, government had re-

signed itself to a difficult situation in
the markets. “We are focusing on the
long term, and between now and then
is likely tobe a spiky path.”

He said the present nervousness
had caused the markets to attach too
much importance to factors such as the
Bank’s oversold forward cover posi-
tion, and the decline in the foreign ex-
change reserves. Other “realities” such
as the reaction of players who had sus-
tained losses in the initial run on the
currency were also playing a role. He
conceded that money market condi-
tions were tight.

Asked about his discussions with
Bank governor Chris Stals about inter-
est rates, Manuel said that he would
not overstep the bounds of the Bank's
independence.

Bankers said yesterday their mar-
gins were under pressure and they
would like to see a higher prime over-
draft rate. However, they were unlike-
ly to act without the Bank taking the
lead, for fear of experiencing another
furore.

Traders expect this Friday’s trea-
sury bill tender rate to be the key to
whether lending rates will rise or not.
However, some fear that Stals might
ignore the cue from the money market,
evenifthereis a further increase.

“He could take the view that banks’
margins should be squeezed for a
while,” one banker said.




Econong#'qc
Reneé Grawitzky pILlE QL

GOVERNMENT'S macroeconom-
ic strategy represented an ad-
vance on the RDP, which did not
take nto account current govern-
ment financial constraints and
represented a statement of what
government wished to deliver but
had not costed, Rand Merchant
Bank economist Rudolph Gouws
said yesterday.

Gouws told the Them & Us
seminar there should not be a
clash between the two documents
as the macroeconomic strategy did
not oppose the RDP but represent-
ed a second stage which took 1nto
account the inevitable trade-offs.

Cosatu assistant general secre-
tary Zwelinzima Vavi said Cosatu
did not consider the macroeco-
nomic framework to be an appro-
priate framework for the realisa-
tion of the RDP goals.

lan ‘an improvement’

Cosatu, he said, did not accept
that the framework was non-
negotiable and “there is no way
that government will succeed in
simply pushing its framework
down our throats.”

He said government was mere-
ly trying to attract investment by
“saying the right things” or saying
what it thought business wanted
to hear.

Gouws said the rand crisis had
its origins in problems with gov-
ernment finances and was not pri-
marily the result of speculation.

The macroeconomic strategy
was an attempt to reduce the bud-
get deficit as the country could not
contmnue to finance debt payments
as this would eventually “take us
into the hands of the IMF”,

Apartherd legacies did not
mean that SA could escape the
hard realities facing its economy
and the reality of the fiscal policy,

“a mess created by the old govern-
ment”. It was crucial to create eq-
uity by creating opportunities and
increased skills through educa-
tion and training. However,
growth was a prerequisite for
greater equity.

SA Commercial Catering and
Allied Workers’ Union assistant

general secretary Herbert Mkhize _

said equity had to come before
wth

owth.

Equity would create the incen-
tive for growth.

Meanwhile, Saccawu members
picketed outside the Parktonian
Hotel, where the seminar was
held to protest against the re-
trenchment of 120 workers by the
hotel management.

The workers said they were re-
trenched after the hotel decided to
contract out all the services in-
cluding catering and housekeep-
ing and security. "
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GOVERNMENT'S MACRO-ECONOMIC STRATEGY

Now You sE

The money market was teetering on a
number of important psychological
thresholds early this week The shortage
was approaching R9bn on _
Monday And Friday's
Treasury  bill  auction
pushed the 90-day rate up
68 points to 15,99%, only
one point below Bank rate
— at which the Reserve
Bank lends to clearing
banks

OnTuesday, at 16,8% the
three-month rate on cer-
tificates of deposit was 80
points above Bank rate
This means that banks
could borrow from the
central bank and lend to
the market at a profit.

They are constrained
only by the amount of eli-
gible paper (Treasury bills
and short-dated govern-

i) ot

Trying to suppart therand - or at any
rate mantain an orderly market — is one
of the things that created the present sit-
uation, because it played a
big role in reducing for-
eign reserves — by 9% to
R10,37bn last month.

This, in turn, con-
tnbuted to the money
market shortage. Liquidity
is affected by the level of
reserves, because when
capital flows out of the
country, rands are sold to
buy dollars, which means
rands are being taken out
of the market.

Money market scarcity
drives up the price of
accommodation to com-
mercial banks by the Bank,

ment stock) they have to
use as collateral.

“When the market shortage gets to
these levels, the barks find it more and
more difficult to raise the collateral to
borrow from the Bank,” says Standard
Bank treasury director John Lloyd.

When the shortage is this high, banks
also face the possibility of going into de-
fault on their statutory reserve require-
ments.

Wiilliquid asset constramts lead banks
toraise their rates?

"Raising rates doesnt necessarily
solve the problem, because it doesn’t
create money But it compensates for the
costs of finding more liquid assets be-
cause banks are forced to go to instity-
tions for them,” says Lloyd.

But these are just symptoms of the dis-
tortions created when the official rate is
out of kilter with the market.

Borrowers were depressed by specula-
tion that Reserve Bank Governor Chris
Stals will take the plunge and raise the
Bank rate to help support the rand. But
market rates will continue to climb irre-
spective of what Stals does (see graph)

reflected  1n
the  15,99%
Trevor Manuel Treasury bill
rate and this, W
in tum, ac- 200/60
counts for the rise in the 90- =%
day bankers acceptance rate 20,2
t0 16,25% on Thursday. o
The only way to stop mar- 19,8
ket rates from climbing fur- 194

ther will be to reverse the
outflows of capital. If interest
rates are not to rise, the only
alternative is a move on the
part of government which
will prove it is ready to share
the burden of creating stabil-
ity in financial markets

When Finance Minister
Trevor Manuel said this
week that government will
stay on course, it did little to
reassure those who had not
realised government was as
yeton course

And Cosatu’s reported re-
sponse to the announce-
ment fuelled scepticism. It
came from assistant general
secretary Zwelinzima Vavi:
“There is no way that gov-

19,0

18,3

Prime overdraft rate

® L]
3%
emment Will succeed in simply pushing

its framework down our throats. It is just
not possible.”

Finance DG Maria Ramos says much is
being done behind the scenes She told
the Council of Southern African Bankers
last week: “There are a number of things
in the package that are in the process of
being implemented.”

But Ramos concedes that “government
has not had a good enough communica-
tions strategy” to keep the private sector
informed on developments.

If nothing 1s done to remedy ths, the
first proof of achievement — meeting the
target of 4% of GDP deficit — will only
come on March 12 next year when
Manuel presents the 1997-1998 Budget

Meanwhile, Finance is echoing Stals's
entreaties for people to take a longer-
term view of events,

B
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The current slogan 1s “Economics 1s !
notanevent, itisaprocess ”

But the markets are subdued by the
short-term outlook The bond market
was quiet with the government R150 :
trading around 1540% on Tuesday !
morming  Equities traded fairly firmly
throughout

The Industrial index rose 27 points to
7923, the Gold index rose about 7 points
to 1802 and the All Share index was up
23 pomts from Monday at 6 691

The rand was at US$/R4 5285 after
reaching a three-month low ot 4,5450 on
Monday

“The short-term risks are very real,”
says Fleming Martin Asset Management
MD Carmen Maynard. “The rand 1s virtu-
ally defenceless against another attack !
like the one which we saw in February |

‘It 1s difficult to take up any tirm long-
term position on when, for example, ‘
interest rates will start coming down or
the economy will bottom out * & ‘

I

PRIVATISATION @
THE OUTSIDE‘R/

/576
The appointment of Hong Kong &

Shanghar Bank and its SA subsidiary,
Simpson McKie James Capel, to advise
government on the restructuring of State
assets was unexpected.

Considered by many as the outsider in

100 candidates,

Stella Sigcau
——— e

|
the shortlist of four, selected from nearly ‘
|
\

Simpson McKie
beat off strong |
competition  from
Credit Suisse First
Boston,  Fleming ’
Martin and the Na-

tional Assets Irtia-
tive (a loose con-

sortium  including
Standard Bank,
Ermst & Young, ‘

1 Moseneke & Part-
ners and Thebe).

The appointment
is for a year. Simp-
son McKie execu-
tive director Chris Niehaus won't be |
drawn on how much is involved or what
his firm stands to earn, though he con-
cedes a number of RIOm has been
bandied about.

The interest 1n the appointment — ‘
competitive advantage aside — is that |
privatisation (considered a key element |
of restructuring) 1s percetved to be the |

launch pad for SA’s economic revival

Pressed to indicate which area may be
treated first, Niehaus says the exercise 1s
ablank sheet “As a first step, we have to
determine what's been undertaken so far
and what progress has been made ”

The essential problem 1s that, though
restructuring falls under Stella Sigcau's
ministry, the assets are spread around
government in general. Pulling together

the initiatives launched through a vanety |

of departments 1s likely to be a tall order
In itself, Niehaus estimates 1t could take
as long as four months before the HKSB
Simpson task team is able to map the
early developments And only then will it
be possible to move to the second stage
of determining future action

Allin all, it seems privatisation is likely
to be a process of indetermmate dura-
ton. Simpson corporate finance and
marketing director Andrew Moir says the
process has lasted indefinitely in other
countries For example, 13 years after it

| was launched in the UK by then Prime

Minister Margaret Thatcher, it still trun-

| dles along.

Hong Kong & Shanghai Bank is the
world's biggest measured by Tier 1 as-
sets (Euromonecy June) and its at-
tributable profit for first-half 1996 came
nat£1,6bn

It has been involved in a wide range of
recent privatisation exercises, including
Ashanti Gold Fields, British Gas, and En-
tel, the Argentiman State-owned tele-
phone monopoly

Privatisation urgency is one thing —
and the FAf among others 1s anxious for
the process to start moving after years of
stasis — but achieving much 1n a year is
probably akin to expecting a miracle.
The trouble is that’s what the country
needs. David Gleason

ECONOMIES IN TRANSITION
WHY RussiA LAGs CHINA

International investors have sent Rus-
sia’s and China’s stock markets skyward
this year, therr indices doubling since
March. Yet the two countries’ economic
prospects are very different, says a study
of them reported in The Ching Analyst,
published by the South East Asian Bank
Credit Analyst Research Group

Many 1nvestors believe Russia’s
prospects are better than China's Rus-

sia’s huge instabitity, they reckon, has |

been caused by 1its big bang approach to
econormuc reform, as agamnst Chmna's

gradualist strategy But Russia starts from

a better base, they sav, because 1ts econ-
| omyis more industnahsed than China's
They are wrong on both counts, says
the Analyst Before radical restructuiing
started in 1990, Gorbachev tried many
‘ gradualist reforms similar to China’s For
| example, a two-track pricing mechanism
i was introduced in 1987 to allow State

enterprises to sell their residual products
at market prices after fulfilling State or-
ders. Private agricultural production was
alsolegahised in 1987 and foreign invest-
ment was encouraged

Yet Russia’s economy lurched into “the
downward spiral that continues today *
Between 1988-1995, its GDP declined by
54%. Inflation, at 2 500% 1 1992, still
forges along at 60% a year

Meanwhile, China’s economic reforms
were not as gradualist as many believe,
says the article

“Its rural reforms were nothing short of
a big bang In 1978, China’s agncultural
sector was still saddled with Soviet-style
farming communes. But in 1981 the Chi-
nese started to swiftly and almost spon-
taneously dismantle the collectives

“By 1982, they had been eliminated
and private farms and households be-
came the country's primary bas:s of agr1-
cultural production.”

China’s still heavily agricultural econ-
omy has enabled it to perform better
than Russia’s, says the article. Russia's
overwhelmingly urban and industr-
alised economy could not adapt to new
demands and opportunities as quickly
‘ “Under Russia’s centrally planned eco-

nomy, heavy industry was overdevel-

oped and skewed towards the defence
[ sector; 1ts hght industry was largely

neglected and its service industry virtu-
ally non-existent "

Worse, the labour force was highly
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“Sector’s changing share of total wark force, 1978 - 1994

(SOURCE: CHINA STATISTICS YEARBOOK & RUSSIAN FEDERATION. 1985
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IMF warning on mar

Simon Barber

SAN DIEGO — IMF economists
are more certain of what did not
trigger the attack on the rand
that began last February than
what did.

One thing the authors of the
latest annual IMF staff report
on the SA economy are sure of:
SA in early 1996 bore little re-
semblance to Mexico in Decem-
ber 1994.

SA authorities, says the re-
port, handied the surge of cap-
ital inflows that started after
the 1994 elections, and amount-
ed to R21bn last year, remark-
ably responsibly.

SA “performed well” on the
“key test” of absorbing the in-
creased flows “efficiently” to fi-
nance additional private fixed
investment, which grew by a full
percentage point of GDP last
year, to 16,9%.

Spurred by rapid growth in
private domestic investment,
the external current account
deficit rose to a substantial, but
financeable, 2,6% on GDP last
year, small compared with Mex-
ico’s 8% when the Tequila Crisis
struck.

SA’s  external debt was
“rather modest by world stan-
dards”, and while “a significant
proportion” of the inflows were
short term, there had been “a
determined effort” by the Re-
serve Bank and others to reduce
short-term exposure.

“All other macroeconomic
variables were moving in the
right direction.” Throughout
last year “the authorities re-
mained broadly on track in their
efforts to reduce the fiscal
deficit, allowed a limited appre-
ciation of the rand, implement-
ed a sterilised intervention in
the spot market and reduced the
net oversold forward position of
the SA Reserve Bank.

Rand appreciation

“As a result, the rand appre-
ciated 7,7% in real terms from
May last year through January
this year, net reserves increased
from about zero in mid-1994 to
$3,5bn by end-1995, and the net
forward position declined rapid-
ly.... At the same time, author-
ities removed capital controls on
non-residents and relaxed con-
trols on residents.

et

“In sum, the direction of poli-
cies was appropriate and their
achievement significant.”

So what, other than rumours
of President Nelson Mandela’s
ill-healih and the imminent re-
moval of remaining capital con-
trols, launched the assault on
the rand?

Aside from “uncertainty
about the course of future pol-
icy” — exacerbated by the un-
expected departure of finance
minister Chris Liebenberg —
factors cited in the report in-
clude the 7,7% real appreciation
of the currency during the pre-
ceding months; suspicions
raised by the Union Bank of
Switzerland that the Reserve
Bank was actively intervening
to keep the exchange rate with-
in a predetermined band, thus
making it a tempting target for
speculators; and the sharp in-
crease in international long-
term ratesin February.

The report finds the last-
mentioned theory the least com-
pelling, given the marginal ef-
fect of rising rates on other
emerging markets.

Unable to pinpoint any pre-
cise cause, the authors of the

volatility
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IMF’s report fall back on a
warning that market sentiment
can be volatile and that SA had
better be careful now that the
sentiment can directly affect the
country’s macroeconomic bal-
ances, particularly through the
capital account.

Shifts in sentiment, the re-
port suggests, are likely to be
felt disproportionately by SA
since its foreign exchange mar-
ket is “by international stan-
dards, relatively small”.

IMF staff impart three pieces
of advice: implement financial
and structural policies that
strengthen market confidence;
take care that government’s
commitment to such policies is
not called into question; ensure
that markets are confident that
policies will be adjusted appro-
priately in the face of unexpect-
ed developments.

“If uncertainties in these ar-
eas are not addressed,” the re-
port concludes, “the benefits for
growth of an easing of the ex-
ternal financing constraint ...
would be lost as a result of the
associated increase in the coun-
try risk premium, and thus
higher domestic interest rates.”

Belt tightening required for 6% growth

Simon Barber

SAN DIEGO -- The success of govern-
ment’s macroeconomic strategy to achieve
sustained 6% growth by 2000 will need con-
siderable fiscal belt tightening, according
iéoAthe IMF’s latest annual staff report on

The report, newly released but complet-
ed in May before the unveiling of the
macroeconomic plan, lists a number of fis-
cal measures that could be taken to help
raise fixed investment from the 18% of
GDP projected for this year, to the 26% tar-
geted for the 2000/2001 fiscal year.

The measures, outlined in a chapter en-
titled Accelerating Growth and Fiscal Pol-
icy, include major cuts in business and
farming subsidies: for example, the elim-
ination next year of export promotion, re-
gional industrial development pro-
grammes and subsidies for Armscor which,
between them, accounted for nearly 1% of
GDPin 1995/96.

Subsidies for nuclear energy (but not
safety) and water works, worth 0,26% of
GDP, are listed as candidates for the axe in
1998/99.

Other steps are recommended for mak-
ing e:dstinilg:vemment expenditure more
efficient. ong these are redirecting
funding away from universities to primary
and secondary education, and away from

the military towards police and judicial
services. Teachers wages could also be “tar-
geted” more productively, with savings go-
ing toimproved infrastructure.

The report accepts the macrceconomic
plan’s goal of increasing foreign invest-
ment to just under 4% of GDP by 2000, but
says this figure is the highest that can rea-
sonably be expected, even though it falls far
short of the 5,5% averaged before the mid-
1980s.

How close SA comes to the 4% goal de-
pends in large measure on government
maintaining a credibly sustainable fiscal
stance, the report stresses.

The report rejects arguments, based on
the fact tﬁat the yield-to-maturity of gov-
ernment debt exceeds the growth rate of
nominal GDP, that SA may be falling intoa
public debt trap.

-The report contends that at current
growth rates SA can avoid a public debt
trap — defined as an increasing ratio of
government debt to GDP — so long as rev-
enues are outpacing non-interest outlays to
generate a primary surplus of 1,5% of GDP.

“The current medium-term fiscal frame-
work would lead to a primary surplus ex-
ceeding 1,5% of GDP by 1997/8, and assum-
ing that the overall deficit continues to be
reduced by 0,5% of GDP a year thereafter,
the primary balance would show surpluses
... 0f 8% of GDP by the turn of the century.”

Meanwhile, the projected 4% of GDP up-
per limit on likely foreign investment
means domestic savings, now running at
15,5% of GDP, will have to rise to 22,1% to
meet the 26% target for 2000.

The report advises against government,
now a net dissaver of 2,7% of GDP, seeking
to make a major contribution to the
required total savings by raising taxes.

“In SA, any effort to raise public sector
saving leads to a decline in private saving.
However ... the offset is likely to be lower
when expenditure cuts rather than tax
hikes produce the increase in public
saving.”

Government could make a larger con-
tribution to boosting net savings — of up to
1,2% of GDP in 2000 — and thereby put
less of the onus on the private sector, if it
was serious about implementing structural
reforms, including privatisation.

Such reforms would be likely to spur pri-
vate investment “by imparting greater con-
fidence in the economy’s long-term
prospects” and, all else being equal, “would
eventually raise the availability of foreign
savings that could be channelled into the
domestic economy beyond 4% of GDP”.

However, even under the best of circum-
stances, fiscal “adjustment” will have to be
a “central element of the structural reform
effort to stimulate private saving, growth
and employment”.




‘Neo-liberal whims’ under Cosatu attac

Reneé Grawitzky

THE SACP and Cosatu at the week-
end called for a macroeconomic pol-
icy that would better the lives of peo-
ple and not “pander to the whims
and manipulation of employers and
neo-liberals”.

Addressing thousands of mine
workers at a rally on Saturday com-
memorating the 50th anniversary of
the 1946 mine workers’ strike, Co-
satu president John Gomomo said
that the macroeconomic plan was
faulty and virtually denied anything
approaching a positive interven-
tionary role for the state in the
economy.

SACP general secretary Charles

Nqakula said that a macroeconomic
policy had to ensure the betterment
of the lives of South Africans and not
“pander to the whims and manipu-
lation of the bosses and neo-
liberals.”

He said that the case of union
leaders in 1946 had not changed 50
years later where mine workers con-
tinued to be subjected to the same
conditions.

Nqakula said the political situa-
tion was the only thing that had
changed, where mineworkers had
contributed significantly to the po-
litical breakthrough in 1994. As
such, the political struggle had to
continue to transform society: “We
need to take full control of our pro-

gramme for democratic transforma-
tion. If we do not do this, the neo-
liberals will succeed in their at-
tempt to divert us.”

Ngakula said the 1946 strike es-
nw&:wwumm the militancy of the labour
movement in SA, while “the NUM
strike of 1987 was a tribute to the
militancy of the 1946 strikers”,

These sentiments were ex-
pressed in a memorandum present-
ed to Chamber of Mines negotiator
Frans Barker during the rally. The
NUM said that August was a signif-
icant month in the history of mine
workers and it was not only in 1946
that mine workers showed their
muscle, but also during the 21-day
strike which shook the chamber in
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The memorandum highlighted
the negative effect of the single-sex
hostel system, in view of the recent
killings at Gold Field’s East Drie-
fontein mine, “proof of the dangers
of the hostel system promoted by the
chamber”.

The union also raised demands
relating to job security, inequality,
especially of the racial variety, and
the financing of education and train-
ing with emphasis on industrial re-
lations training.

The union warned that if the
chamber failed to respond within
seven days the chamber would have
to take responsibility for; the
consequences.
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Policy
lacks a
vision —
Gomomgo

By Abdul Milazi (
Labour Reporter "/'7 >

THE Government’s conservative and restrictive eco-
nomic approach exposes its lack of understanding of
the macro-economic policy.

This is the view of Congress of South African Trade
Unions (Cosatu) president John Gomomo. He was
speaking at the 50th anniversary of the 1946 African
Mineworkers’ Union strike at the weekend.

“The manner in which the Government addresses
fiscal policy, the relaxation of exchange controls, mon-
etary policy, the lowering of tariffs, the restructuring of
public assets and the so-called flexibility in the labour
market, all point to the lack of understanding of the
macro-economic policy as perceived by the workers of
this country,” Gomomo said.

Cosatu believes in alternative measures to those
proposed by the Government.

“We propose a development programme which
secures for people a vision and certain prospects of
raising living standards and increased employment
opportunities.” .

Gomomo said the model and policy prescriptions
followed in drafting the Government’s macro-econom-
ic framework “lacked a sense of reality about the state
of our economy”.

He argued that economic growth could not be based
on the “globalisation myths”.

“Cosatu considers it irresponsible for Government's
economists to deny the right of the state to deploy its
fiscal policy to manage the business cycle in order to
achieve stability in employment,” said Gomomo.

South Africa needs an alternative view of fiscal and
monetary policy to that expressed in the macro-eco-
nomic framework document.

“The linkage between fiscal and monetary policy is
crucial. This arises from the dual problem of managing
the national debt and the control of inflation,” he said

He said the macro-cconomic framework prohibited
any intervention by the state in the economy.

“The programme of reform proposed in the docu-
ment argues for a reduction in the role of the state and
the deregulation of the economy, thus leaving the econ-
omy to the behest of market relations and little else.”




Cosatu ‘will not
march against
economic policy’
By Guy Oliver T (M—l px) ‘7‘ l%@:ﬁ 9}

LAB P EDITOR

Durban — Cosatw's opposition to the government's
non-negotiable stance on the macro-economic strategy
will not be taken to the streets by the labour federation,
Gam Shilowa, the general secretary, said yesterday.

“You will not get anybody coming and marching in
the streets against the government’s MaCro-eCoNOmMIc
framework because they say it is not negotiable ... peo-
ple will think you're mad .. the debate is not about
whether the framework is negotiable ornot .... what we
need to look at are other alternatives,” Shilowa told
business and union delegates at Cosatu’s Them and Us
conference.

Ghilowa said there were differences between the
government and labour, and highlighted the attitude of
these alliance partners towards the deficit. He said the
government wished to bring the deficit down to 4 per-
cent, The labour movement would agree with the bud-
get deficit approach but that it must be managed that
key social issues, such as health and education, do not
suffer,

Shilowa said in the past that it was justified to
oppose everything emanating from the regime (the
National Party government) without looking at it

“We do not have the luxury any longer ... we have a
legitimate government. We cannot be locked in perma-
nent opposition.”

The establishment of a Cosatu parliamentary office
enabled the movement to forge relationships with other
political parties because, “we need technical alliances
from time to time”, he said.

But any indications that this was a shift away from
the ANC by Cosatu was quickly scotched by Shilowa.

He used hus recent trip to Norway as an example of
how he perceived the relationship between the ANC
and Cosatu.

He said the Nordic country’s parliamentary leader
and the leader of the nation’s labour movement met
each Monday to work on strategy. Shilowa asked the
unionust how he managed amid criticism of such close

“He said to me, we brought about change together n
Norway we're not going to damn one another simply
because we happen to be in power.

“I want to argue the same point. We are a movement
of transformation and that movement ... is led by the
ANC. Whatever our views as Cosatu, whatever our crit-
icism against the ANC we are not mn opposition to the
ANC,” he said.

“We are an ally to the ANC. .. . Therefore the alliance
will continue,” Shilowa said.




Debating the shape of the bu
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PARLIAMENT finally passed the
national budget after months of
haggling and debate. PATRICK
BULGER takes you through the
process.

E national budget 1y the centiepiece
of Parliament’s annu 1y and
concerns the citizenry directly

because it tells vou, the citizen aid tavpay-
er, Just how your hard-earned tay rand 1s
ng used. Or nusused.

The interminable debates u1 the cham-
bers, which start 1n late summer nd
endure throughout the winter months and
which drive some MPs to distraction, are all
Intended to concentrate the political nnd
on the R173,7-billion that then-tinance
minister Chris Liebenbeig told Parliament
the government would spend to miple-
ment its objectives,

Theoretically, Parliament and ity
plethora of committees are meant to take a
close and critical Jook af the budget, in par-
tlcular the separate votes to the different
government departments.

And Parliament can then reject the bud-
get, but this is unlikely because it would
amount to a vote of no contidence in the
majority party and its executive and would
trigger an election,

So, unlike the situation in the United
States where Congress can reject the presi-
dent’s budget and the president can then
refuse to sign Congress’s amended budget
—leading to a “shut-down"” in government
— the approval of South Atrica’s Parlia-
ment for the budget is taken as a given,

Of course, the minonty paties are free
to oppose the budget or any of the separate
votes to government departments. In
dalng so they register the strongest possible
protest against the majority party's spend-
ing inclinations.

True to political torm, Parliament last
week finally passed the budget, In doing so
It gave the nod to the executive to horrow
money which it is unable to gather 1n taxes
and other impositions on individuals and

MEN OF MONEY: Chris
Liebenberg (above}, while
Finance Minister, calculat-
ed that the Government
would spend R173,7-bil
ion. The DP's Ken Andrew
(right) urged the govern-
ment to move quickly to
remove exchange controls.

businesses. This year the government is
raising loans ot R28,8-hillion, all uf which
have to be paid back, not by current gener-
ations but by our children and our grand-
children.

In other words, the government is stil]
spending way beyond its means and,
although there is now a solid commitment
to spending less and gathering in more rev-

enue, there has been a noflceable absence
of calls for a “balanced budget” before bor-
rowing which is a major political issue in
the US. So where does your money go? Not
surprisingly, for every R1 that the goveen.
ment spends, the second biggest item of
expenditure goes towards servicing the
loans government has had to take to bring
1ts revenue In line with its expenditure.
This year, 18,7¢ of every R1 goes towards
debt redemption,

This is topped only by education which
receives R21,2¢ of every R1. The remainder
is spent as follows: “economic services”
gets 11,4c, health gets 9,9¢, welfare 9,6c,
defence 7,5¢, police 6,3¢ and housing 1,9¢,
and “other” gets 13,6¢.

And how is the money ralsed? For every
R1 that the government gets in, a whop-
ping 33,4c comes from you, the individual
taxpayer.

Nor does the burden
on individuals end there:
they still contribute part of
the 21,3c that comes from
value added tax, part of
the 6¢ that comes from
the fuel levy and, Indirect-
ly, part of the 12,3c from
companies and 8,1¢ from
customs and excise, In
addition the government
raises 16,6c¢ hy taking out
loans and 5,4¢ comes from
“other” like the sale of
strategle fuel stocks and
the like,

This Is the scenarlo Par-
llament is presented with
In March and it spends
nearly six months approv-
ing the breakdown.

In an indication of how the crime wave
has cancentrated political minds, dissent.
Ing voices were raised against the alloca-
tions made to the crime-fighting arms of
government, Both the Democratic Party
and the Freedom Front voted against the
correctional services allocation which they
sald was Insufficient, the NP vated agalnst
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the finance vote n'prote tagainst the tax
on the life assurance industry, the NP, the
FFand the DP opposed the health alloca-
tlon because of the Saraftna 2 débacle in the
year, the DP and FF both opposed the jus-
tice vote, the FF opposed the land affairs
vote, the DP and FF voted against the pub-
lic enterprises allocatlon, the FF came out
against the public service and administra-
tlon vote, the FF, the DP and the NP
oppased the safety and security allocation,
and the FF opposed the South African Rev-
enue Services vote,

Perhaps the most sobering assessment
of future budgets came from the ANC's Rob
Davies who warned that the Government's
IeW macro-economic strategy required tur-
ther cuts in the deficit; that Is, the ditfer-
ence between revenue and expenditure.

Davles warned that the reduction
would require “stiff expenditure cuts” and
he went on: “There are two possibilities
that can be created by the deficit reduction
targes,

“Flrst of all, it can become a spur to
sharpen and make more effective reprioriti-
sation, Secondly, if that does not happen, 1t
will mean cuts across the hoard, including
cuts in the areas that are priorities in terms
of soclal delivery and redistribution,”

He polnted out that the government
remained as susceptible to interest rate
Increases as ordinary consumers, In fact, a
mere one percent rise In Interest rates push-
es up the government’s debt servicing
obligations by R1-billion.

The FF's Willie Botha questioned the
government’s commitient to fighting
crime and warned that investors would
stay away from South Africa. The DP's Ken
Andrew warned that economic prosperity
was threatened by crime and the rand's
value on world currency markets and urged
the government to move quickly to remove
exchange controls.

With the budget now behind it, Parlia-
ment has been freed to concentrate on its
other main activity: legislation,
< Patrick Bulger Is the political correspotident
of The Star,




SACP jogs dehate on smns.n%ﬁ_

Gaye Davis

SEARING critique of the government's
macro-economic framework has

come from the national political edu-
cation secretariat of the South African
Communist Party (SACP).

Published this month in the debut edition of
the new left-wing journal Debate, the critique,
by Langa Zita, Dale McKinley and Vishwas
Satgar, amounts to a fundamental rejection of
the strategv — and represents one of the first
salvos in the internal debate racking the
party.

They say the strategy is not a framework
within which the Reconstruction and Develop-
ment Programme (RDP) can be delivered and
that it represents a shift to the right by the
African National Congress-led government.

Noting Trade and Industry Minister Trevor
Manuel's pronouncement that the framework
is “non-negotiable”, they say this “contradicts
the basis of the alliance itself” and say it is
imperative the SACP engage the ANC and its

other alliance partner, labour federath
Cosatu, on the future of the strategy. Consul-
tation on the framework, they say, “was
merely driven by the intention of dampening
any misgivings of the alliance partners".

They are also critical of government's use of
the technical skills of “mainly old order econo-
mists and the World Bank, while progressive
economists in NGOs and the broader alliance
were not part of the process”.

Thus, they say. it was not surprising: that
the frameworlk relies on a monetarist “trickle-
down approach with growth first and redistri-
bution subject to the cake increasing in size”.

By accepting the logic of deficit reduction
and existing constraints, such a fiscal policy
“serves middle and upper-income earners who
benefit from tax reductions, while the working
class have to accept wage restraint”.

Arguing that South Africa’s debt is low in
comparison with most advanced capitalist
economies and that the framework exagger-
ates the threat of a debt trap, they warn that
the strategy’s reliance on projections of rela-

omic strate
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tively strong, sustamed growth and foreign
investment to fund social spending and
increased state investment in infrastructure
means it is already in trouble: “In short the
broad-based growth expected by the strategy
has already faltered, and therefore in order for
the government to achieve the deficit reduc-
tion targets, health and education spending
will have to be restrained, mainly impacting
on the poor.”

The strategy’s plans for monetary and for-
eign exchange policy also come under fire,
Zita, McKinley and Satgar say interest-rate
policy (excessively high by international stan-
dards) effects inflation only by causing eco-
nomic contraction. Instead of providing for
growth, 1t acts as a constraint on domestic
investment in housing, and on small-to-
medium enterprises which can't afford loans.

And while exchange-control liberalisation is
meant to create private sector investinent,
they say it would encourage short-term for-
eign investors keen only to get their money
out. “Instead government policy should be

directed at releasing the substantial domestic
resources existing in the economy,” they say.

Zita, McKinley and Satgar argue that the
absence of legislated central bargaining in
most sectors will lead to increased exploitation
of workers, and lower wages. The proposed
social accord, hinged on wage restraint for
workers while muiddle and upper-income
salaries rise, contradicts RDP goals.

An export-led growth strategy. spurred by
accelerated tariff reductions, would only bring
jobs in capital-intensive, high-skill sectors and
see retrenchments in labour-intensive sectors.
Incentives for foreign capital would undercut
local industries and reduce state tax revenue.

Written as an internal discussion paper
soon after the macro-econornic strategy was
announced, the article represents one strand
of the debate raging within the SACP.

“There are different perspectives within the
party,” said SACP deputy secretary general
Jeremy Cronin. "By and large there is a criti-
cal feehng in the party towards the macro-eco-
normic strategy, while among the grassroots
there is a sense of frustration and anger.

“The official position of the party has not yet
been elaborated. We want to keep the debate
open, rather than shut it down.”




{LE 1994 when the ANC became the ettective |
guvernment, the South Atrican economy has been 7
following recommendations made 1n a World Bank

analysis produced that vear, contends economust Bruce
Cameron

This report assumed that the government would have
three central aims’ the re-establishment ot growth in
both hiving standards and per capita gross domestic
product; the reduction of unemployment, particularly
among blacks, and the narrowing of inequalitses 1 the
distribution ot income and access to public services.

To achieve these objectives, the report stipulated that
govermument would need a strategy that included:

@ Rapid growth m skalled labour by upgrading the skalis
of semi-skilled workers

@ Shutting the manufactunng sector emphasis towards
exports

# Sumulating the employment growth through rural
testructuring and encouraging smail business.

@ Restructuring government expenditure by rasing pub-
lic mvestment 1n infrastructure and public services and
targeting this towards the poor and underpnivileged

@ Sustainable fiscal goals and a monetary policy
consistent with a stable inflanon rate.

Despite what Cameron labels as an economic
response that 1s “sometimes muddled and ambiguous
and at other tumes retrogresstve”, he 15 convinced that
the ANC 15 “determined and firm" 1y sts commutment to
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says. “Much wilt depend on the decisions politicians
make — and how willing and able citizens are to hold
their servants to account.”

“Willing and able” are the key words They imply a
dtizenry with a more equitable spread of wealth than i
the case.

But, unfortunately, recent statistics show that internal
economic discrepancies among blacks are widening,
although the gap between blacks and whites 1s
narrowing.

Dunng aparthe:d’s last decade, the richest 20% of
black households saw a 40% growth i income, while the

these polcies, and more.

“The ‘more’,” he savs, “includes chiselling awav at
protective umport barrers, phasing tn the removal of
exchange controls and moving awav
from the policies ot nationalisation

P

noneenng promuise of “a better life for
all” and have not yet seen their expec-
tations realised.

The achievernent of these expectations is also depen-
dent upon a willing and competent crvil service it1s
likely that in future the civil service will be charactensed
by what economust Steven Friedman refers to as “pockets
of efficiency, but with much incompetence too”

As he points out, 1t is simply wrong-headed to wnte
oft the avif service as being in a state of collapse.

“The tuture ot the public service 1s not settled,” he
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buying power of the poorest 40% of biack households

dechined by 40%
With the unemployment rate now considered to be
about 40% and only one out of 10

k7 et ‘gwnw«.n saroned new entrants to the labour force find-
ﬁ&ﬂ&wv”%ﬂ ganwmm 1ng employment 1n the formal sec-

towards pnvatisanon,” Bigaa R o
Given this, Cameron believes that %&@ e 2 CIES 182 tor, many economusts are nclhined to
many kev policy decisions should % % %75 describe the current economy as, at
have gone & long way towards inspir- i s best, stagnant.
ing confidence, both internally and N%Q%% i Added to thus is the rural migra-
abroad I \wr‘wmwm&‘ tion — estimated at some 700 000
Cameron’s apparent buoyancy 1s &3&&%«%& anmea' y=id  people annualy — towards the cifies
not without cautionary notes, how- HIps @ 1n search of a better life. Most ot
ever There are ifs and buts through- & MSSW these “refugees” end up 1n the squat-
out hus analvsss, influenced not least § Ry 5 ter camps, which are now an ever-

expanding feature of every major aty
in the country.

However, 1t 1s important not to
see these squatter camps as symp-
toms of urban decay, but rather ot
rural despair A survey of rural settlements found that ina
typical viliage 45% live in mud hiouses, 54% have “some
kind of toilet factlities”, there 1s often no electricity or
running water, few peopie are employed or self-
employed, and the nearest clinic 1s aimost 10 km awav.

In the beginming the ANC's response to the economc
challenges was 1ts Reconstruction and Developrent
Programme — RDP, an acronvm that was soon embraced

‘World Bank plan taken to heart
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by the whole countrv as an 1deal. a hey, a mantra to
rescue the nathon.

Despte this, the RDP office was closed down earlier
this year and its funds transterred to the Minister of
Finanice, while policy and monitoring 1s now the respon-
sibulity of Deputy President Thabo Mbehi's office

“There can be little doubt that the closure of the RDP
office marked & ot the ” says Dr

rura desparr.
they are an
everexpanding
feature of every
major ety in the
country.

lages “The ambitious targets iminially set by the RDP
White Paper have been considerably toned down,”
admuts Lewis. “The more sober assessments now are
focused on practical results, with a much greater mvolve-
ment of the private sector and of the almost entirely
neglected NGO sector.”

In South Africa, the term NGO applies to 54 600
ranging from the Institute of Race Rela-

Gavin Lews, editor of the RDP Morutor. “Nonetheless, it
would be a grave mustake to underesumate the continued
sigruhcance of the RDP, both in svmbolic terms and as a
central political plank ot an ANC bent on redressing the
injustices of the past, even as 1t adopts orthodox
capatalist economuc pohaes.

“Take the RDP senoustv — it will continue to affect all
our lives for at least the next three vears *

He 1dentines three hey areas where ordinary people
have benefited trom RDP projects: housing, education
and health care Housing is now increasing at 4 000 low-
cost unuts a month; primary education 1s bemng constant-
ly improved, although there 1s no money to provide it
free; ikewise primary, preventatn e health-care faclities
are being umproved, or, 1n many cases, established

In addttion, electnification and tresh-water schemes
are beginmng to alter the standards ot iving in many vi-

tions to Operation Hunger.

To Ann Bernstein, executive director of the Centre for
Development and Enterprise, this “intnicate network” of
NGOs makes society “nicher, more effective and more
compassionate”

She points to Latin Amencan expenence where NGO-
municipal collaboration has become routine m local
planning, pnmary health care, housing, garbage cotlec-
tion and urban transport, and ates the North Amencan
states of New Yotk and Massachusetts, where more peo-
ple wotk in the non-profit sector providing soal services
than in the government sector

The implications here for finding solutions to both
rural and urban problems are obvious. As Bemstein puts
1t, the “innovation, plurahism. diversity and robust indi-
widuahism ot NGOs 15 an expression of the values and real
needs of people 1n societv”,




Govt expendit
cuts under attack

Tim Cohen

CAPE TOWN — The Financial and
Fiscal Commission yesterday sharply
criticised government's macroeconom-
ic plan, saying expenditure was being
cut too fast and would hit provinces’
ability to deliver vital services.

During a presentation to the Senate
finance and public accounts commit-
tees, commission director Pundy Pillay
revealed hitherto unannounced tar-
gets for next year's Budget, including a
“startling” projection that government
revenue and borrowing would decline
by 1,4% during the 1997/98 financial
year.

The commission was set up to help
regulate the fiscal relationship be-
tween government and the provinces.
Yesterday’s attack was the second time
that serious tensions between the com-
mission and the state expenditure de-
partment emerged. Last year, it at-
tacked government’s control over the
provinces’ budgets.

Pillay’s criticism is the first sign
that the provinces could buckle under
the financial strain of Finance Minis-
ter Trevor Manuel’s ambitious deficit
targets. Manuel in June announced
that government would cut its deficit to
4% of GDP from a projected 5,1% this

Za3egquo éaﬂﬂljuo -

. fiscal year — instead of the original

plan to cut only 0,5 percentage points.

Pillay provided the first real insight
into next year’s crucial Budget.

He said government's budget coun-
cil had set an expenditure target for
the 1997/98 financial year of R185bn
earlier this year, which compared to
budgeted expenditure of R174bn for
the current year.

From this total, a new procedure
had been adopted whereby a “top slice”
was subtracted, after which the verti-
cal split between provincial and na-
tional was determined, Pillay said.

The “top slice” amounted to R62bn,
and consisted of SA's debt servicing, a
R1bn contingency fund, payments for
improvements to public servants con-
ditions of service, increases to social
welfare payments and RDP carry-over
costs.

The remaining R123bn had been di-
vided between national and provincial
governments by incrementally in-
creasing existing service commit-
ments. By this method, which the com-
mission did not favour, the national
government had been allocated R47bn
and provincial governments R76bn,
Pillay said.

Government was projecting a rev-
enue decline, including borrowing, of

re
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1,4%, which would include a modest |_

2% increase in the tax burden.

Pillay said that the commission had
calculated that these figures taken to-
gether would mean that the real ex-
penditure of national government de-
partments would have to be cut by 17%
and those of provincial government by
about 7%.

This was inevitable because of the
projected revenue decline and govern-
ment's commitment to a 4% of GDP
deficit.

While the commission agreed with r

the objectives of the macroeconomic

strategy, the effect would be severe on

the provision of a range of government
services, including crime prevention.

By comparison, the commission’s s
fiscal model had assumed a 0,5 per-
centage point decline in the deficit ev-
ery year over afive year period.

Asked why government was pre-
dicting a decline in revenue even
though economic growth, albeit at a de-
clining rate, was projected for next
year, Pillay said that the problem was §
that figures provided by the state ex- »
penditure department were “moving’
targets”. ¢

“It is a real problem ... they are ei-
ther incompetent or obstructive ora

4

both,” Pillay said.
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‘South Africa still

President Nelson Mandels said
yesterday it would take years be-
fore there is visible delivery in
South Africa, largely because of
the R250-billion national debt in-
herited from the former govern-
ment.

Speaking on SABC television
on the sixth anniversary of his re-
lease from Victor Verster prison,
Mandela said capital had started
to flow back into the country since
the establishment of the Govern-
ment of National Unity.

“We have laid down the build-
ing blocks,” Mandela said, adding
that the planning phase had been
completed.

“Our people have realised that
anew era has begun and there is
hope for the future.”

Mandela said the problem that
there was economic growth with-
out new jobs being created was
being addressed, and new strate-
gies were in place to create em-

ment went hand in hand, he said.

Mandela reaffirmed the Gov-
ernment’s commitment to gradu-
ally phasing out exchange con-
trols.

He said subsidies to state en-
terprises should be stopped and
that South Africa had to compete
internationally without controls.

“We also want to increase pro-
ductivity,” he said.

Mandela warned workers not
to think only of their own inter-
ests, saying that if they demanded
high wages it would be difficult
for companies to expand.

“Business must be in a posi-
tion to compete internationally,”
he said, adding that the state mnst
stop protecting uncompetitive in-
dustries.

Mandela said a powerful trade
union movement did not have to
seek the protection of the Govern-
ment to stop worker abuse.
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Government would pur-
sue anti-trust laws, Mandela said,
adding it was undesirable that
five conglomerates virtually con-
trolled the stock exchange.

Mandela expressed confi-
dence that new peace initiatives in
KwaZulu Natal would work.

He said he had received mai-
mum co-operation from King
Goodwill Zwelithini and Home
Affairs Minister Mangosuthu Bu-
thelezi, in fresh attempts to bring
about peace in the province.

He added that a planned
gathering of traditional leaders
in the province would be called
as soon as possible, although or-
ganising such a meeting was not
easy.

Mandela was noncommittal
when asked whether he would
apologise for the shooting of IFP
supporters outside Shell House
by ANC security members, -
Sapa.




IMF 1s modestly upbe

Simon Barber

WASHINGTON — While it is
worried about inflation, fiscal
imbalances, the weakness of
the rand and unemployment,
the IMF sounds a modestly up-
beat note about SA short-term
economic prospects in the lat-
est release of its semi-annual
publication World Economic
Outlook.

The fund sticks by its pro-
jection of last April that SA
will achieve 4% real GDP

growth this year, while cau-
tiously lowering its inflation
prediction from 8% to 7,5%,
citing “tightened monetary
conditions”.

In the longer term, the fund
sees government’s macroeco-
nomic strategy as having “be-
gun to set the stage for a grad-
ual strengthening of growth
performance, although unem-
ployment will remain relative-
1y high for some time”.

The SA current account
deficit is expected to stabilise

atabou

at 2,5% otétg this year and
next, “reflecting the recent
gains in competitiveness, the
continued benefits of trade lib-
eralisation, and strengthening
domestic growth”.

The government is seen as
“gradually” coming to grips
with the budget deficit, which
is projected to fall to 4,6% of
GDP in 1997 from 5,2% this
year, but still well out of line
with the 1,8% average the
fund predicts developing coun-
tries will achieve next year.
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Union majority in favour of policy talks

Reneé Grawitzky

THE majority of Numsa regions
are willing to negotiate with gov-
ernment about its macroeconomic
policy, debate at the union con-
gress at Kempton park showed
yesterday.

Strategies for development of a
universal social welfare system,
job creation and the protection

and restructuring of the manufac-
" turing and service sectors should
provide the basis for the talks, del-

egates said.

A final resolution on the matter
would be adopted at the weekend.

Delegates representing Num-
sa’s 232 000 members are hopeful
union resolutions on the frame-
work could be debated at the next
Cosatu congress, and ultimately
direct the course of engagement of
the entire federation with govern-
ment on macroeconomic strategy.

The draft resolution before
Numsa’s congress yesterday not-
ed that while the union disagreed

with government’s macroeconom-
ic framework and reserved its
right to continue to argue against
it, negotiations with government
on a range of issues was possible.

General secretary Enoch God-
ongwana warned delegates that
government had to be honest as to
its economic constraints and ex-
plain why they had adopted poli-
cies in contradiction to previous
ANC policies.

The establishment of a social
welfare system or a “social wage”

for society at large was among the
issues to be discussed with gov-
ernment . A welfare system had to
incorporate a universal health
care system, public transport, re-
tirement benefits, housing and as-
sistance to overcome the negative
effects on employment of restruc-
turing in the form of a social plan.

Cosatu general secretary Sam
Shilowa and Godongwana argued
that labour should campaign for a
move away from medical aid
schemes.

Money o:%ﬂg wwnm&nwnwmn

towards the establishment of a na-
tional health system that would
benefit the majority.

Various regions said the eco-
nomic policy proposed failed to
take into account issues including
investment policies and a position
on the deficit.

Intense debate took place on
privatisation, the call for an eco-
nomic policy conference to proper-
ly flesh out an economic poliey,
and the failure of the resolution to

include an ideological bias.
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The future of the alliance with

the ANC was also debated, with
no final position being adopted—
Three regions called for “dig-
bandment of the alliance while'the
other six regions wantedto
strengthen it, with a review of the
mmncmﬂobw.u mew. R tingan
Some of the regions wan
end to the mE%wnm backed et~
dorsement of the 1993 congrdss
resolution calling for its disolutioh
and formation of a worker partytd




Greta Steyn

WASHINGTON — The IMF signalled
at the weekend that the rand’s fall was
overdone and that government wasg
following the right strategy on easing
exchange controls.

The director of the IMF's African
department, Evangelos Calamitsis,
said: “In our view (the depreciation)
may have gone too far, although some
correction was necessary.”

He told reporters attending an up-

gives @
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nod to govt’s
strategy

nied he was being too generous in his
praise for SA, or that he was under-
estimating the country’s problems. He
noted he was aware SA policies often
had to be resolved with “influential”
social partners, that unemployment
was a terrible headache and that
“security” (crime) was also a big issue,
probably related to unemployment.
«g

A has managed its political tran-

sition remarkably smoothly and has
tried, .with Some success, to purgue re-

macr policies.”

beat briefing on Africa's mic
Prospects that it was unfortunate that
SA's neighbours had suffered as a
result of the sharp depreciation of the
rand, “but that is part of it (structural
adjustment)”,

Calamitsis made it clear the fund
was impressed with Finance Minister
Trevor Manuel's macroeconomic strat-
egy. He and his colleagues also said the
lifting of exchange controls had to be
part of an overall package of measures.

Calamitsis said the fund supported
SA’s gradual stance on the lifting of
controls “principally becanse liberali-

sively its standing in financial mar-
kets. The wholesale abolition of con-

trols before that process is complete, reflected better policies in an increas-
and in the absence of 2 general policy ing number of African countries,
rather than just “sood weather”. This
was also clear from the inflation per-
formance, with the rate of increase in
sub-Saharan African consumer prices

framework, may be premature.”

A reporter took Calamitsis to task
for “painting a rosy picture” of SA and
hig saying that the country's impor-
tance for the continent’s welfare could
not be over emphasised, Calamitsis de-

|

point out that Africa was emerging
from the economic cold. Sub-Saharan
Africa (excluding Nigeria and SA) ex-
sation should proceed when the risk of perienced 4,5% growth in 1995 and
disruption is minimal, The new admin- /wag projected to notch up 5,5% this
istration has been building up progres-  year with similar growth expected for

next year.,

The spotlight at the bank/fund joint

GMs is y on Africa, as many
countries stood to benefit from the
plans to write off foreign debt that are
dominating discussions.

The Bank and IMF decided on the

unprecedented step of debt forgiveness
when it became clear that even the star
performers among the world's poorest
countries had no prospect of prosperity
because of their massive debt burdens.

The fund's officials were at pains to

The improved growth performance

Continued on Page2
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“There is nothing to get excited
about in these figures,” Nedcor senior
economist Magan Mistry sail. He said
that M3 growth coula be attributed
mainly to technical factors as it was
calculated off a low base.

Credit growth was still too high but
could be expected to continue on a
downward trend over the next few

months. Reserve Bank governor Chris
Stals was, however, unlikely to cut
interest rates before the end of the first
quarterin 1997. .

Econometrix economist Tony Twine
agreed that the credit growth and mon-
ey supply figures should “not cause ex-
atement”, although credit growth was
still “uncomfortably high”.

The fact that private sector growth
was faster than money supply growth
indicated that “government demand
for debt is at a moderate level, for
which they should be complimented”,
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last gains a driving

seat in world economy

RICH MKHONDO
Foreign SERVICE

Washington - Finance minister Trevor
Manuel and his entourage have left
the International Monetary Fund and
World Bank general meeting satisfied
that South Africa has at last been fully
integrated into the institutions’
structures and is influencing their
policy direction.

Mr Manuel, his director-general Maria
Ramos, Reserve Bank Governor Chris
Stals and his deputy Thimothy Thahane,
said yesterday that after two years “in
transition”, South Africa had been praised
for its economic policies, whose aspects
were part of a call at this year’s meeting
call for good governance and proposals to
help Africa’s highly in indebted countries.

“South Africa hasbee’ heard ...There
isa sense that wehave al dership respon-
sibility,” Mr Manuel said

“We now see ours. ves playing a
greater role in the policy iermulations in a
positive and interactive way.”

Underlining this higher profile, South
Africa is making a bid to host the annual
meeting of the World Bank and the Interna-
tional Monetary Fund in 2003, Mr Manuel
revealed at a news conference.

“The declslon on 2003 will be taken in
1998,” he said.

After this year's annual meeting, South
Africa found itself with several leadership
positions, including that of alternate chair-
man of the IMF/ World Bank interim
committees and a high-ranking member of
the Africa Group. Mr Manuel said he had
been honoured with a chance to chair this
year’s governors’ meeting.

Mr Thahane said yesterday: “For some
time we were contributors in the debates,
now we are active partlcxpants shaping
policies for these institutions.”

Mr Manuel said South Africa’s political
achievements remained the envy of the
international financial community, which
now wanted to help the country achieve an
economic miracle.

“At the moment the world does not have
too many good stories, and politically
South Africa remains a good story. And
what remains for us to do is to match this
political story with similar changes in the
economic environment,” he said.

“We told everyone here that what we
have been able to achieve politicaily, we
will be able o achieve economically, and a
lot of people believe us when we say we
have the potential to do that.”

Questions frequently put to Mr Manuel

Manuel and teany bqs/f in MF praise

and hi§ colleagues here were about privati-
sation, the macro-economic strategy,
removal of exchange controls and crime.

“People now understand why we have
embarked on a gradual implementation of
privatisation policies and the macro-
economic strategy,” Ms Ramos said.

“They understand that there is no need
for a bang-bang approach, which we may
end up regretting, They understand that
crime is a worldwide phenomenon which
our government is getting to grips with.”

She said the only pessimism they had
encountered came from South African
expatriates, who had said they were con-
cerned about crime,

Mr Manuel and his entourage left Wash-
ington yesterday afternoon on an exten-
sive tour of eight American cities to sell
South Africa as a destination for investors.

For seven days, they will be wooing
investors in Los Angeles, San Francisco
(California), Denver (Colorado), Chicago
(Illinois), Milwaukee (Wisconsin), Hart-
ford (Connecticut), Boston (Massachu-
setts) and New York, and will return to
South Africa next Friday.

When they return to South Africa, they ‘

will prepare to host IMF managing direc-
tor Michel Camdessus. Mr Camdessus
arrives in South Africa on October 17.
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Business and labour commit them

Reneé Grawitzky

WORKPLACE restructuring and
productivity was given a boost yes-
terday when labour and business
committed themselves to a nation-
wide programme which would lay
the foundation for the transforma-
tion of the SA economy.

Speaking at the launch of the
workplace challenge initiative — a

joint Nedlac-National Productivity
Institute project to address produc-
SS%W and other workplace issues —
Nediac executive director Jayendra
Naidoo said the initiative intended
to create the environment in which
people could make decisions on ef-
fecting change in the workplace.
Naidoo said that at a time when
domestic markets were under pres-
sure because of trade liberalisation,

selves.to qﬁbm 0

strategies had to be deve cvmhﬁ en-
able industries to become interna-
tionally competitive.

In view of such realities, Nedlac’s
trade and industry chamber devel-
oped a programme which would help
forge a partnership between labour
and business to address the “histor-
ical decline” in productivity.

The workplace challenge initia-
tive was in three phases, Naidoo

BRIon OGRIAD.

of countrywide workshops with $&jst
resentatives from labour, busifiéss
and government. These would créate
a “base for dialogue on productivy™
Discussion would explore indu¥is
restructuring and assist partiel
designing objectives and implenfgnt
tation processes. The third phi
would relate to the actual implemen-
tation of workplace change. A
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Manuel faces flak over World Bank

w 1 Cr H—17 70 /94

Protests are already being
planned against a proposed
World Bank loan to South
Africa, writes Gaye Davis

INANCE Minister Trevor

Manuel will face tough ques-

tions when he returns on

Saturday from the joint

International Monetary Fund
{IMF) /World Bank annual meeting in
Washington.

MPs from his own party want infor-
mation about a loan South Africa —
in an apparent policy turnaround —
is negotiating with the World Bank,
while organtsations are mobilising for
a campaign around the visit next
week by its managing director Michel
Camdessus.

Bodies strongly opposed to the IMF
and the World Bank, its sister organ-
isation, have been invited to a meet-
ing in Johannebsurg on Tuesday “to

discuss possible joint activities in
relation to the Camdessus visit” to
raise awareness in South Africa of
the role of the IMF and to stimulate
debate around its policies.

‘They include trade unions, church
groups, organisations involved in
labour and economic issues as well
as the South African National Civics
Organisation and South African Stu-
dents Congress. There is a sugges-
tion that Camdessus be challenged
to a public debate.

One of the organisers, Brian Ash-
ley of the Alternative Information and
Development Centre, said question-
ing of IMF and World Bank policies,
which saw developing countries’
economies opened by Structural
Adjustment Programmes for the ben-
efit of “elites and monopoly interests”
in developed countries, had “quickly
turned to protest and then mobilisa-
tion as the full horror and social costs
of these policies became apparent”.

Manuel said ahead of the Bank's

annual meeting Sﬂwmmiwﬁem

talks around “a small loan of less
than $100-million had begun” but
added that they would not be a prior-
ity for South Africa at the meeting.
Some commentators found his cau-
tion understandable given antago-
nism towards the bank among trade
unions, NGOs and within the ANC
itself.

Scant details of the loan have
emerged. Reportedly around $70-
million, it ts intended to swell a fund
geared to help industry, particularly
small to medium enterprises, become
more competitive.

If signed, the loan will be the first
concluded between South Africa and
the bank since 1965. Bank staff have
been involved in making policy on a
broad front since the 1990 unban-
ning of the liberation movements, but
agreed to ANC requests not to fund
the outgoing apartheid government.

“Until now the policy has been not
to borrow from the IMF and the

‘World Bank,” sald ANC MP Professor
Ben Turok. “I would imagine that
quite a few MPs would have anxieties
{about the loan). We have been told
on a number of occasions that bor-
rowing usually implies conditionali-
ties and impacts on a country’s sov-
ereignty.”

The issue was “very sensitive”. Both
the Bank and the IMF had been keen to
lend to South Africa for some years,
especially since the ANC came into gov-
ernment. “The World Bank gives a great
deal of technical advice on a broad front
and two bank advisers were part of a
panel that advised government on its
macro-economic strategy.”

But the question of South Africa
borrowing money from the bank was
a different matter, Turok sald. Apart
from conditions attached to loans
and their impact on a country’s sov-
ereignty there was the question of
interest rates. If South Africa bor-

rowed at a particular rate and the -

rand fell further it risked falling into
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the kind of debt trap that had crip-
pled Latin American economies,
Turok said.

There are indications that the loan
may be made in rands — an unprece-
dented step for the bank — and
Turok said he had been assured by
trade and industry director general
Dr Zav Rustomjee the loan had “no
strings attached”.

“We must await to hear from the rele-
vant ministers whether this loan wilt
lead to further borrowing or not,” he
said. “We did not recetve prior notice of
this loan. People have only heard about
it through the press. We have had no
documentation — possibly because
Parliament has been in recess. No
doubt we will be given details.

“At this time we must move as a
body. The ANC, government and MPs
must develop positions that are sus-
tainable and agreed. I have sufficient
confidence in the ANC and MPs to
believe we will sustain a good posi-
tion,” he said.

!




will be denominated in rand. Mission

deputy chief Junaid Ahmad says: “Loans

are not generally denominated n the
borrower’s currency.

“However, at the request of govern-
ment, we are exploring the possibility
This option has to be fully analysed and
costed out.”

The interest rate has not yet been set
“Traditionaily,” says Ahmad, “World
Bank loans are made in hard currency
such as the dollar Standard repayment
terms are based on country criteria like
per capita income and creditworthiness.

“Bank loans are normally made for be-
tween 15 and 20 years, including a three-
to five-year grace period during which
only interest on outstanding loan bal-
ances 1s paid.

“The bank’s triple A rating enables it to
. borrow competitively from international
markets and this low rate is passed on to
the borrower with the addition of a small
intermediation fee. The interest on a dol-
lar-denominated loan is about 6,9%.”
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Compared with the recent Yankee
bond 1ssue, the reported amount of
about US$67m 1s trivial The question 1s.
why has Trade & Industry done 1t”

Analysts suggest a number of possible
reasons

The most obvious 1s government's
benchmark of a 4% GDP Budget deficit.,
Having set that level, there is pressure to
find the cheapest source of money, to get
optimal value within the constraints

And because of the World Bank's rat-
ing and the fact that it on-lends with only
a simple adnunistrative cost, it may be a
cheaper source of funding for SA than in-
ternational capital markets.

The second possibie reason 1s that the
loan 1s a pilot for other borrowing. A
small foan would serve to test the politi-
cal waters Interchanges between the
bank and SA tend to be ideologically
charged — as evidenced by Tuesday's
meeting of bodies opposed to the bank
and the IMF.

The meeting was to discuss bank IMF
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The finer points of the first World Bank
loan to SA are due to be discussed next
week after the arrival of a bank team,
The loan 1s intended to give small and
medium-sized exporters access fo tech-

nical expertise. 71} / § //D /
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Says World Bank resident rﬂssmn
head Judith Edstrom- “The bank will pro-
vide advisory support, maintatning a col-
laborative relationship with the Depart-
ment of Trade & Industry.

It 1s still uncertain whether the loan
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SA tackling its
problems with

courage
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Stand-by credit is on hand

ALIDE DASNOIS &nd ESTELLE RANDALL
STAFF REPORTERS

South Africa has not asked
for credit from the
International Monetary
Fund (IMF) - but if it were
to do so, the IMF would
consider the request
favourably.

This was the message from
Minister of Finance Trevor
Manuel and the IMF’s manag-
ing director Michel Camdessus
yesterday.

At a media briefing in Cape
Town on the second day of Mr
Camdessus’ first visit to South
Africa, Mr Manuel said the
question of a loan had not been
discussed.

Financial markets were
awash with rumours yester-

day that the IMF would grant -

South Africa credit to boost the
country’s gold and foreign
exchange reserves ahead of a
scrapping of exchange con-
trols.

Mr Camdessus, who de-
scribed himself and his col-
leagues as “the fire brigade” of
the financial world, said South
Africa “was not in a crisis situ-
ation”.

But should the government

decide that stand-by credit to
shore up the reserves was nec-
essary, “I believe the IMF
would not have major difficul-
ties with this,” he said.

Mr Camdessus was full of
praise for the Government’s
Growth, Employment and
Redistribution strategy (Gear)
announced in June.

He also said it was clear to
the IMF that South Africa was

“You are addyressing
your long term
problems with

courage and
confidence’

committed to keeping its bud-

get deficit under control and to
continuing its privatisation
programme. He said the chal-

lenge facing the Government —
a 50 percent unemployment
rate -was “immense”.

“But you are addressing
your long term problems with
courage and confidence.”

Mr Camdessus, who met
President Mandela and add-

ressed parliamentarians earli-
er intheday, hoped to meet
representatives of the labour
movement today.

At the last minute, labour
and community organisations
represented in the National
Economic Development and
Labour Council (Nedlac) decid-
ed to stay away from a meéting
with him yesterday.

In a joint statement explain-
ing their refusal, the Congress
of SA Trade Unions and the SA
National Civics Organisation
said this was notareturn to the
“old boycott tactics”.

They said Mr Camdessus
had allocated “no more than an
hour and half” to them, which
was not long enough to discuss
“issues of substance and funda-
mental differences”.

“We are opposed to the IMF
and their policies. But, if the
South African Government
wants to enter into a relation-
ship with the IMF, labour
wants to be consulted o what
approach should be adopted to
avoid falling into the same trap
as other countries”. "

The IMF visit, they said,
could only complicate the deli-
cate negotiations about nation-
al economic policies.
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IMF boss says SA plan

for growth 1

INTERNATIONAL Monetary Fund
head Michel Camdessus on Friday
pledged support for South Africa’s
macro-economic plan, saying it was
the right strategy for the country.

“We in the IMF consider that the
strategies for growth, employment
and redistribution which the govern-
ment announced on June 14 are ex-
actly right,” Camdessus said after a
meeting with President Nelson
Mandela.

But unions allied to Cosatu at-
tacked Camdessus’ visit, saying the
IMF’s policies courted disaster.

“The IMF is not a friend of the
working people or the majority of
the SA people,” Zwelinzima Vavi,
deputy general secretary of the
Congress of South African Trade
Unions, told a news conference.

“Their recommendations and
policies have caused disasters in
many developing countries.”

Camdessus backed the govern-
ment’s five-year economic plan
which targets a lower budget deficit,
economic growth increasing each
year to reach 6% by 2000, and a mas-
sive increase in job creation.

Camdessus said: “I have told the
president that on the basis of such a
strategy the IMF stands ready to
take whatever step the government
would want us to take.”

Asked whether the IMF would
make a loan to South Africa, Man-
dela said: “These are matters that
are under discussion. We have ex-
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perts that are going into the detail of
this. What is important is that we
want assistance from the IMF.”

Camdessus said he and President

landela had di d principles of
co-operation.

He said although South Africa
faced several challenges, most im-
portantly an “unacceptably” high
level of unemployment, it would
overcome them.

He said it was clear to the IMF

Trevor Manuel and Michel Camdessus

PoETtin

EVE HILTON-BARBER
”

that South Africa was committed to
keeping its budget deficit under con-
trol and to confinuing its privatisa-
tion programme. The economic pro-
gramme needed to be given time to
be implemented. “It was only
launched in June, so give it time,”
Camdessus said.

Finance Minister Trevor Manuel
said exchange control was not on the
agenda for discussions between the
two parties. — Reuter




racially

By Abdul Milazi

OUTH AFRICA’S DEMOCRACY

cannot survive if the majority

of 1ts people are still not

equipped with the skills
needed to participate in transforma-
tion and economic growth, North
West premier Popo Molefe said at Sun
City this weck.

In a speech delivered on his behalf
by MEC for finance and economic
affairs Martin Kuscus at the 40th con-
vention of the Institute of Personnel
Management, Molefe said South
Africa’s income distribution was still
racially distorted,

He said: “Workers are poorly
equipped for the rapid changes taking
place in the world economy.

“Small and medium enterprises are
underdeveloped, while highly protect-
ed industries lower mvestment in
research and training.”

He argued that only a comprehen-
sive approach to human resource
development would reverse the crisis
left by the legacy of apartheid.

Wooltru executive chairman Colin
Hall said at the three-day business

distorte

Workers-poorly equipped for rapid
changes taking place in the world

convention that §
South Africa was
over-managed [
and grossly |
underled

“The old
South Africa [
allowed us to
work with mind-
sets of superiori- [
ty with which we |
produced
mediocre results.
The new mind-
sets are very
challenging, and
the trick is lead-
ership and not
management,”’
Hall said.

He argued that everybody had the
capacity to lead and did not have to go
to Robben Island for 27 years to learn
how to lead, “That's ahell of a price to

pay.

Sowuwth
Africans had
believed in too

mauch, “counter-
feit coinage™ and
f that the coin had

on its head that
| some people
were better than
others while the
tail was that all
people were
§ cqual.

“The South
African rand in
particular  had
whites on the
head and blacks
on the tail,” Hall
argued “The belief that says some of
us are better than others needs to be
seen in the light of what is being com-
pared, whether it is athletic prowess or
other ability, it depends on what the
race is,” he added.




SA may
need loan
from IMF

INCIAL §ERVICE éﬂg
Johannesb IL L\s

governor of the Reserve Bank
will advise the government to
apply for a loan from the Inter-
national Monetary Fund (IMF) if
there are no signs over the next
few months of South Africa’s bal-
ance of payments improving.

. “We don’t think we really
have a crisis on our hands,” Stals
said on Tuesday. “We think the
process is already in progress to
reduce the deficit on the current
account.

“Should we not get evidence
(of this) in the next few months, I
will certainly feel the time has
come for the government to ap-
proach the IMF. If there is a need
to approach the IMF, I will have
no problem approaching the gov-
ernment to do so,” Stals said.

The balance of payments
shows whether money is flowing
in or out of the country, either
from trade or investment, and by
how much. The trade side is often
called the current account on the
balance of payments, and it was
R4,6 billion in deficit in the sec-
ond quarter of this year:

The kind of loan Stals would
urge the government to pursue, if
necessary, would be an IMF
“standby” facility, which did not
carry such strict conditions for
economic policy decisions taken
Dby the government as other kinds
of IMF loans.

“Normally (standby loan con-
ditions) only make sure the cor-
rection in the balance of pay-
ments will take place,” Stals said.

These comments came before
yesterday’s release of annual
consumer inflation data for last
month, which showed that the
CPI rose 8,4 percent, above the
high range of expectations of
8,1 percent, and up from 7,5 per-
cent for August.

“We believe the adjustment
process is already working,”
Stals said ahead of the data.




ECONOMY The policy. which has been declared non-negotiable, may require fine-tuning

World Bank appla

JamMEs Lamont

Johannesburg — The World
Bank signalled the approval of
the government's five-vear
macroeconomic policy docu-
ment vesterday, but said it
might need to be adjusted in the
next few years

The strategy was released in
June by the government.

It is a sound economic strat-
egy It's fiscally conservative
and 1t is trying to address devel-
opment issues,” said Pamela
Cox. the World Bank's South
Africa director. on her first visit
to the country, yesterday.

Cox said the plan, which the
government has declared non-
negotiable, may need fine-tuning.

The plan, which will restrict
the government’s budget deficit
to 4 percent this year, aims to
boost economic growth to 6 per-
cent by the turn of the century
and create 400 000 Jobs a year.
But the policy package has
drawn criticism from the labour
movement for overlooking
social commitments.

Yvonne Tsikata, a World
Bank macroeconomist, said in-
ternational experience showed
that macroeconomic stability,
with tight monetary and fiscal
policy, led to economic growth.

The World Bank, which re-
turned to South Africa in 1991,
is negotiating a loan with the
trade and industry department
for the development of competi-
tiveness among small- and med1-

um-sized g&:w%w@& J

The loan. likely to be about
$30 million to $60 million, would
target businesses of between
five and 20 employees, foster
new jobs, improved productivi-
ty, cost-sharing, quality control
and training, Tsikata said.

Cox said the World Bank had
assured the government that it
would consider denominating
the development loan in rands
rather than the more usual cur-
rencies of the US dollar, the
Yen, Deutschmark and the
French franc.

She said the government had
to decide if it was cheaper to
borrow in rand or foreign cur-
rency.The Bank had issued a
rand-denominated loan for
R100 million last week.

uds macroeconomic

plan
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WORLD VIEW From left, Yvonne Tsikata, Junaid Ahmed and Pamela Cox of the World Bank
discuss elements of the policy which will shape South Africa’s growth PHIIC J2Hn s WOODPOOF




Govt debt reaching
‘dangeroys’ levels
éq o0 31ji0]ab

CAPE TOWN — SA’s state debt was seriously un-
derstated, suggesting that the country was “danger-
ously close” to falling into & debt trap, if not there
already, the Board of Executors warned 1n its latest
investment outlook.

Economic consultant RobLee said the most widely
known or headline measurements used to calculate
public-sector borrowing excluded important compo-
nents of state spending.

Adjusting for the Reserve Bank’s forward cover
1osses and the large discounts at which government
stock was issued — which are currently excluded
from headline measurements — the central govern-
ment Budget deficit for 1995/96 was 7.19 rather
than 5,8% of GDP, Lee'sad.

«Qur projections suggest that the turnout for
1996/97 may be even higher than this at 7,6%,” he

Samantha Shal

aid.
«Adding in the borrowing of provincial and local
government gives a possible total public sector bor-
rowing yequirement of more than 8% of GDP for the
current financial year.”

The Budget target is5,1%.

{,e0 said that SA was on the brink of falling into a
debt trap where real interest rates ;‘emaine high,

! single digit inflation was unsustainable and the

prospects for attracting foreign capital very poor, 2
situation which called for an urgent re-evaluation of
economic and fiscal policy.

Stringent cuts in public sector spending, an in-
crease in VAT, much more rapid privatisation and
the withdrawal of the Reserve Bank from the forward
cover market would have to be introduced, he said,
with IMF assistance sought in the implementation of
such a programme.

“In the absence of such decisive action a severe
economic and financial criss 18 inexorably building
up on the back of a rapid escalation of governmen
debt,” he said.




ONTRARY TO THE WIDESPREAD percep-
tion that Government feuders are poor
accountants only interested in enriching
themsclves at the taxpayer's expense,
Parliament’s watchdog committee on public
accounts has given the new regime a relatively
positive report on its financial management.

The chawman of the joint standing commit-
tee on finance, Mr Ken Andrew, used words like
“diligence™ and ‘“professionalism™ when
descnibing the general performance and attitude
of the Government this year

Coming from a veteran Democratic Party
member, and vociferous critic of the new
Government, that sounds like high praise.

He was “satisfied” that the work of the com-
mittee — and the work of the auditor general’s
office, on which it relies heavily — was having a
“positive and consistent impact on financial
management 1n the public sector”,

Andrew used two yardsticks to assess
Government commitment to proper financtal
cantrols: the fact that a number of departments
had now formaily appointed financial S
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The Government’s financial management has been
praised by the watchdog committee on public spending
but much still has to be done. Waghied Misbach pre-
dicts more fireworks at the next session of Parliament...

Finance Minister Trevor Mauel ... the parliamentary

and internal auditors, and that public sector
management experience was increasing at a
steady rate after the departure of several of key
personnel over the past two years.

“There is a high level of commitment to be a
proper administration and there has been a high
degree of diligence and professionalism in try-
ing to address as rationally and thoroughly as
possible public spending.” Andrew said.

Prevent further abuses

But, as the full report shows, the African
National Congress-led Government still has a
lot of work to do to clean up the cffects of the
previous administration’s gross mismanage-
ment and waste, and to have proper financial
management in place to prevent further abuses.

In general, the committee found that a number
of departments have been “seriously impaired”
by experienced and often senior personnel taking
advantage of early retrement, retrenchment and
severance packages. It called for a thorough
investigation of all the implications of such pack-
ages <o that nustakes arc not repeated.

On the Finance Department, the report noted
the progress made to compile 1 more complete
statement on Government liahilities and assets,
as well as other “positive developments such as
improved cash munagement™

However, the committec wants more rapid
progress towards the management and (reat-
ment of state debt. the management and disclo-
sure of all fixed asscts, including lund und
butldings, and the consistent application of
accounting systems.

While also noting the good work done by

ittee on public

the Department of State Expenditure to improve
budgeting for Government departments, the
report called on Mr Hannes Smit, head of state
expenditure, to put pressure on various depart-
ments to have adequate documentation of therr
spending ready by the deadline, and to address
the increasing amounts of “unspent funds™ that
departments are rolling over,

On Inland Revenue, the department con-
cerned with collecting money for the public
purse, the committee said current changes were
still inadequate to address “the serious state of
its affairs”

The Revenue Scrvice will only function
effectively if it has adnunistrative autonomy
over its funding. stafl and decision-making
authority over all property, information technol-
ogy and other assets

The commitice recommended that Finance
Minister Trevor Manuel has legislation ready to
make these changes during the first session of
Parliament next year

Some Government departments came under
scathing attack for poor financial management,

The Department of Agriculture. for instance.
was chastised tor not having control over out-
standing loans and other debts, implementing
loan schemes without the necessary guidelines
tn place. having “substantial fruless™ spendmg
because of poor planming and corsultation
when privatising one of its functions. not exer-
cising proper audit trails <o that suditors could
do therr work and poor control over assets.

The Transport Department also canwe in for

wants rapid progress
from his department on servicing state debt.

«9
some criocism, The committec
called for the auditor-general to
mvestigate why more than 43 000
properties of the National Road
Fund were not registered

This mvestgation will also be
extended to othet departments that
have not registered thousands of

propertics
The commuttee also recom-
mended  that  the  Transport

Ministry addresses the problem of
the Mululateral Motor Vehicle
Accident Fund, which has a deficnt
of more than R6 billion in out-
standmyg claims

On consultants, on whom mil-
lions are spent every year, the commuttec
expressed concern at the “apparent inability of
many departments to manage them properly”.

Budgetary controls

The committee recommended that the
Department of State Expenditure mmplement
proper budgetary controls over money spent on
consultants and called for a new definition of
consultants in the national Treasury regulations,

The committee also expressed concern af the
financial management of the National Housing
Fund, which manages billions of rands for low-
income housing projects,

It asked for an idependent mvestrgation
into the difficulues experienced by the body,
and asked for teedback by January 31.

Former Deputy Minister of Arts, Culture,
Science and Technology Mr. Winnie
Mudikizelu-Mandela will also be ashed to
explain why she spent more than R100 000 on
an overseas trip, which included her private sec-
retary and two bodyguards.

The trip was not sanctioned by President
Nelson Mandela and Madikizela-Mandela will
have to explaim her actions to the committee.

While Andrew and his committee were sat-
sficd with the Governiment's work, more fire-
works are expected in the net sesston, particu-
larly when the Serafing 2 issuc is debated.

While perceptions may continue to differ
about the new Government's performance, 1t is
clear that at least one body is watching what
happens to public moncy.




ECONOMY Thahane says reforms will hasten demise of excon

Bank urges
State to act
er Gear
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Johannesburg — The Reserve
Bank urged the government yes-
terday to implement the macro-
economic policy more guickly,
saying this could accelerate the
pace of exchange-control liberal-
isation.

The move comes as the Re-
serve Bank faces unstinting hos-
tility from critics who accuse it of
being the main brake on the
reform of exchange controls.

Timothy Thahane, a deputy
governor at the Bank who has
been tipped as the heir-apparent
to Chris Stals, the Bank’s gover-
nor, told an audience at the
Islamic Bank: “There are a lot of
complementary factors (to the re-
moval of controls) and many
things that can happen within a
three-to-four-to-five-year period,
perhaps even two years, which
could lead to the abolition of the
remaining exchange controls...

“Implementation of Gear (the
government’s Growth, Employ-
ment and Redistribution policy
plan) will clearly make it easier
to accelerate the removal of ex-
change controls.”

Thahane also cast doubt on
recent reports that Stals had in-
dicated it would take four to five
years to lift exchange controls
completely.

“Dr Stals outlined the condi-
tions (for the removal of con-
trols). I think people deduced the
four to five years,” he said.

Stals was not immediately
available for comment.

“The key question,” Thahane

said, “is Qv qufickly can we im-
plement (the macroeconomic
plan), even though substantial

progress has been made in some -

aspects. I hope there will be ac-
celerated implementation of the
macroeconomic framework to
establish a track record of
performance...”

He reiterated the Bank’s com-
mitment to advising the govern-
ment to phase out remaining ex-
change controls gradually, rather
than in a sudden policy change,
regardless of how quickly the lib-
eralisation of controls could be
carried out.

“(We are) like a broken record
on exchange controls: gradual
elimination,” he said.

He said the Bank was already
moving toward decentralising
the administration of some of
the existing controls. Authorised
dealers could soon make certain
transactions like selling trav-
ellers their legal allowance of
foreign currency for overseas
trips without having to get
Reserve Bank approval.

He said the Bank would in-
spect those dealers’ books and
look into any irregularities very
seriously. The Bank hoped its de-
centralisation programme would
streamline many foreign-ex-
change transactions and cut
down their turnaround time.

Thahane said it was too early
to speculate on the likelihood
that he would succeed Stals as
governor.

Among his briefs at the Bank
are responsibility for exchange
control and the Bank’s econom-
ics department.

Forward
cover book

‘will show
R5bn loss’

CHRISTO VOLSCHENK
ECONOMICS EDITCR

Cape Town — The rand’s fall of
almost 30 percent against the
dollar since February will resuilt
in the Reserve Bank realising a
net loss of about R5 billion on its
forward cover book in the 12
months to next March 81, said Vic
de Klerk, a director and econo-
mist at stockbroker PLJ van
Rensburg.

He said in a newsletter to
clients that the loss would equal
one-third of the total losses in-
curred by the Bank. in forward-
cover transactions in the previ-
ous 14 years.

The Bank administers the for-

- ward cover book on behalf of the

treasury. Realised losses are for
the treasury’s account. This
means that, ultimately, taxpayers
could take the loss.

De Klerk said there could be
another R10 billion of unrealised
losses on the book at the end of
next March. Bertus van Zyl, the
head of the department adminis-
tering the forward cover book in
the Bank, declined to comment on
De Klerk’s calculations yesterday.

The book’s net open position
has jumped recently from
$6,8 billion early in February to
$14,3 billion.

The outlook for the book
dimmed soon after the treasury
issued zero-coupon bonds of
R3,1 billion at end-March to wipe
out the book’s remaining losses.

Between 1983 and this year,
the Reserve Bank made a net
profit on its forward-cover trans-
actions in only five financial
years, including the one that
ended in March. The Bank’s net
loss since 1983 has been R17,2 bil-
lion, De Klerk said.




HE government has
backed a R185,5-billion
Budget for the 1997/98
fiscal year — the first
time in years that the
state intends cutting
expenditure in real terms.

Documents with Business
Times show the spending
figure was approved at a
Cabinet meeting last month. It
signals Finance Minister
Trevor Manuel’s determina-
tion to put the country on the
road to financial discipline.

If Manuel can resist the
inevitable demands by state
departments and provinces for
increased allocations, the
1997/98 Budget will result in a
spending cut of at least 2% in
real terms — that is after
inflation, which is expected to
average 9% next year.

State expenditure is on
track to meet its budgeted tar-
get of R173,7-billion in the cur-
rent fiscal year.

The sharp cuts in state
spending are essential if
Manuel is to meet the Budget
deficit targets set out in his
Growth, Employment and Re-
distribution plan.

Achieving these targets is
rapidly becoming the yard-
stick of the government’s will-
ingness and ability to imple-
ment the ambitious strategy,
which has raised the anger of
factions in the ANC-Cosatu-
SACP alliance.

For 1997/98, government
has set a deficit target of 4% of
GDP, a marked decline from
this year’s budgeted 5,1%.

At a spending level of
R185,5-billion, the 4% deficit
target will require govern-
ment to raise about R160-bil-
lion in taxes and duties in
1997/98, an increase of 10,4%
on this year’s budgeted figure
of R144,9-billion.

Maria Ramos, the director-
general of finance, did not
confirm the 1997/98 Budget

Manuel sets
tough Budget

of R186bp

forms in government to
achieve it,” Ramos said.

She said the government
was not looking at increasing
VAT to achieve the revenue
targets, but was relying on
“much-improved”  revenue
collection.

Economists have warned
that this week’s hike in inter-
est rates could have a severe
impact on state tax income as
it could slow economic growth
from about 2,5% to 2% next
year. This view is not shared
by Ramos who said the rate
increase would calm financial
markets but not adversely af-
fect next year’s growth rate.

She said the slowdown in
domestic consumer spending
should be offset by an
improvement in the balance of
payments.

According to the docu-
ments, the R1855-billion
expenditure budget includes a
contil y reserve of R1-bil-

figures but indicated real
ding cuts were

to achieve the proclalmed

deficit targets.

“We are committed to the
4% deficit target and to
implementing structural re-

lion and an unallocated
reserve of R24-billion. They
would be used to finance
national disasters and “un-
manageable” expenditure in
the provinces respectively.
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The government has shown it is serious
about fiscal discipline by planning a real
cut in spending, writes SVEN LUNSCHE

Nedcor economist Denis
Dykes said the cuts in spending
scheduled for 1997/98 would
require speedy implementa-
tion of planned retrenchments
in the civil service. The gov-
ernment had  previously

MARIA RAMOS

announced that about 100 000
jobs could be cut in 1997 but
Dykes noted this process had
not yet been started.

The document states that
just over R3-billion would be
allocated to mnew salary

improvements in 1997/98.

Voluntary severance pack-
ages would be terminated by
March next year and no extra
provisions allowed for re-
trenchment costs or severance
packages.

Further pressure on expen-
diture will emanate from
South Africa’s rising debt ser-
vicing bill. Manuel said earlier
this week that the government

would have to spend R41-bil- '

lion on interest payments in
fiscal 1997/98.
He warned that government

debt could become the largest

single Budget item if it was not
kept in check.

On a positive note, the gov-

ernment will receive the first
tranche of privatisation pro-
ceeds in March next year. The
sale of 30% of Telkom could
raise about Ré6-billion and
more could follow with the
unexpected acceleration of the
privatisation programme over
the past few weeks.

Ramos said privatisation
proceeds would not be includ-
ed in the overall Budget and
would be used only to finance
capital spending.




SA economy mostly
not free, survey says

Bad ma
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erwise regulate imports. q’ 9 'economists, investors and trade

RICH MKHONDO
WasHingTon BUREAU

Washington - South Africa's
economic policies are “mostly
not free,” according to an
American agency and an
influential newspaper in their
index of economic freedom.

But even though the Heritage
Foundation and the Wall Street
Journal gave the country an over-
all mark of three and ranked
South Africa 73 out of 150 coun-
tries they surveyed, the index
lauded the transition to democra-
¢y, saying it had gone well and
national reconciliation had been
impressive.

The paper and foundation
gave South Africa three points in
corporate taxation, government
intervention in the economy,
monetary policy, banking and
property rights. The best score is
one (very free) and the worst one
is five (repressed).

South Africa scored two points
in capital inflows and foreign
investment, wage and price con-
trols. The country did worst - five
points - in trade policy followed
by four points in taxation.

“Under the terms of the Import
and Export Control Act, South
Africa’s Minister of Trade and
Industry may act in the national
interest to prohibit, ration, or oth-

or traage

“In recent years, theTist of
restricted goods requiring import
permits has been reduced, but
still includes such goods as food-
stuffs, clothing fabrics, footwear,
wood, paper and paper products,
refined petroleum products and
chemicals,” the index said in giv-
ing South Africa its worst mark of
five in trade policies.

But under taxation the index
said: “South Africa has a progres-
sive tax system, with the biggest
income level taxed at a rate of 45
percent and the average income
level taxed at a rate of 17 percent.
The corporate tax is 35 percent.”

In giving South Africa its best
score of two in capital flows, for-
eign investment and wage and
price controls, the 1997 Index
said: “No government approval is
required for foreign investment
and foreign investors are subject-
to the same laws as domestic
investors. Price controls, once
pervasive, now exist only on coal,
gasoline and some utilities. There
is no national minimum wage,
but labour legislation could lead
to the de facto imposition of wage-
controls.”

The index is often used by US
lawmakers as they decide how to
allocate foreign assistance, but it
is not clear if the Republican
Party-controlled US Congress.

laxation

representatives also use the rat-
ing when considering countries
they should do business with.”

Of the 40 sub-Saharan African
countries evaluated in the annual
survey, only one, Swaziland
earned a “free” rating.

Swaziland, ranked 50 among
150 of the world's 191 countries
surveyed by the foundation, has
the “freest” economy in sub-Saha-
ran Africa while Somalia and
Libya have the most economical-
ly repressed countries. But the
mountain kingdom fares badly
when it is compared with the rest
of the world.

South Africa was among 26
countries which was given a
“mostly unfree” rating.

“We found that countries with
the most economic freedom have
higher rates of economic growth
than those with less economic
freedom,” the 520-page book said.

Only eight countries and terri-
tories earned scores of “free”. The
country with the most economic
freedom is Hong Kong.

The foundation and the paper
said its researchers found that
foreign aid impeded economic
growth in poor countries.

“Instead of helping poor coun-
tries lift themselves out of pover-
ty, development aid often
impedes their economic growth.”
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SA economy

By Rich Mkhondo

ASHINGTON - South

Africa’s economic policies

are “mostly not free”, an

American agency and an
influential newspaper said in their annual
index of economic freedom.

But even though the Hentage
Foundation and the Wall Street Journal
gave the country a lowly overall mark of
three and ranked South Africa 73 out of
150 countries they surveyed, the index
lauded the transition to democracy, say-
ing it has gone well and national recon-
ciliation has been impressive.

The newspaper and foundation gave
South Africa three points n corporate
taxation, government intervention in the
economy, monetary policy. banking and
property rights. The best score is one
(very free) and the worst is five
(repressed).

South Africa scored two points for
capital inflows and foreign investment,
wage and price controls. The country did
worst — five points — for trade policy, fol-
lowed by four points for taxation.

“Iny the terms of the Import and Export
Control Act, South Africa’s Minister of
Trade and Industry may act in the nation-
al interest to prohibit, ration or otherwise
regulate imports.

Import permits

“In recent years, the list of restricted
goods requiring import permits has been
reduced, but it still includes such goods
as foodstuffs, clothing fabrics, footwear,
wood, paper and paper products, refined
petroleum products and chemicals,” the
index rationalised in giving South Africa
its worst mark of five for trade policies.

Under taxation, the index noted:
«Gouth Africa has a progressive tax sys-
tem, with the biggest income level taxed
at a rate of 45 percent and the average
income level taxed at a rate of 17 percent.
Corporate tax is 35 percent.”

In giving South Africa its best score of
two for capital flows, foreign investment
and wage and price controls, the 1997
index said: “No government approval is
required for foreign investment and for-
eign investors are subject to the same
laws as domestic investors.

“Price controls, once pervasive, now
exist only on coal, gasoline (petrol) and
some utilities. There is no national min-
imum wage, but labour legislation could
lead to the de facto imposition of wage
controls.”

The index is often used by United
States lawmakers in deciding how to allo-
cate foreign assistance. Economists,
investors and trade representatives also
use the rating when considering countries
they shoutd do business with.

Trade policy seen
as too restrictive

Trade and Industry Minister Alec
Erwin ... South Africa faired badly in
a recent survey partly because the
Minister may prohibit, ration or
otherwise regulate imports.

Of the 40 sub-Saharan African coun-
tries evaluated in the annual survey, only
one, Swaziland, earned a “free rating”. Tt
ranked 50 among 150 of the world’s 191
countries surveyed by the foundation and
has the “freest” economy in sub-Saharan
Africa.

Somalia and Libya have the most eco-
nomically repressed countries.

South Africa was among 26 countries
which received a “mostly unfree” rat-
ing. “We found that countries with the
most economic freedom have higher
rates of economic growth than those
with less economic freedom,” the 520-

* page book said.

Hong Kong

Only eight countries and territories
earned scores of “free”. The country
enjoying the most economic freedom is
Hong Kong, followed by Singapore,
Bahrain and New Zealand.

Switzerland and the US tied at fifth,
and the United Kingdom and Taiwan tied
at seventh.

In Africa the seven countries ranked
as  economically repressed  are:
Mozambique (133): Rwanda, Sudan and
Zaire tied for 136; and Angola, Libya and
Somalia (141).

The seven countries that qualify as
“mostly free” are Namibia, Gabon and
Benin, all tied for the 67th spot, Uganda
(64), Zambia and Botswana (59th).

The foundation and newspaper said its
researchers found that foreign aid imped-
ed economic growth in poor countries.
“Instead of helping poor countries lift
themselves out of poverty, development
aid often impedes their economic
growth,” said Heritage analyst Bryan
Johnson.— Independent Foreign Service.
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