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cantly transformed, Market 

volatility in 1990 led to a slow- in GDP of 3,5 percent is expected 
down in South African growth" .. b t th 
but its impact was muted by pru- m 2000, remammg a ove 3 percen over e 
dent fiscal policy responses and medium term. 

! sound financIal institutions. After declining in 1999, investment in 
i But a strong economic d t' 'nf tructu' t d t I recovery is under way and eco- pro uc lVe 1 ras re IS expec e 0 
I nomic growth of 3,6 percent is grow by about 5 percent annually over the 

~ 
projected. To reinforce economic next three years. 
confidence and lower inflation ex- Price inflation will continue to slow, 
pectations, the government has 
agreed to introduce a formal in- reinforced by agreement between the gov-
flation target. This does not nec- ernment and the Reserve Bank on an infla-
essarily imply a change in mone- tion target for 2002. 
tary policy, but aims to improve 
public understanding of South 
Africa's inflation aims and how 
the Bank will act to effect them. 

This helps create a circle of 
low inflation expectations and, 
consequently, low inflation. The 
measure of inflation that will be 
targeted is the consumer price 
index excluding mortgage costs -
the CPIX. 

A further reduction in 
exchange controls this year is 
made possible by the strength of 
capital inflows. 
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International trade and 
fmance 
During its transformation, the 
economy has become more open 
to trade and capital flows, and 
exports and imports have both 
grown strongly. South Africa's 
trade relations have diversified 
considerably in recent years, 
including rapid growth in 
exports to sub-Saharan Africa 
and significant expansion into 
Asian and American markets. 

Real exports are projected to 
grow by over 5 percent a year for 
the next three years. With the 
recovery in economic growth, 
imports will also grow strongly 

- and the current account is 
expected to remain in deficit. 
South Africa's improved econom­
ic prospects and greater openness 
to trade and investment should 
continue to ensure sufficient for­
eign capital inflows to fmance the 
deficit. 

Exchange controls have been 
substantially removed and many 
firms have restructured into fully 
international groups. Foreign 
direct investment is expected to 
grow considerably over the next 
five years and portfolio inflows 
should also remain strong. This 
is important because personal 
saving in South Africa remains 
weak. Relative to gross domestic 
product (GDP), South Africa 
saves significantly less than most 
comparable nations and foreign 
investment is crucial to economic 
growth. 

Tr~nsforming the public 
sector 
Government's economic goals 
include restructuring the public 
sector and refocusing its 
resources. New regulatory initia­
tives, competition policy and 

restructuring of state enterprises 
are aimed at stimulating invest­
ment and expanding employment 
through gains in efficiency. 

Public sector expenditure as a 
share of GDP has stabilised over 
the 1990s, with the medium-term 

, ,The 2000 Budget provides for substantial­
ly increased spending on defence, public 
safety, skills development, infrastructure 

investment, the fight against HIV / Aids and 
t.he government's social and economic devel­
opment priorities. It lowers the overall tax 
burden, especially for low- and middle-iricome 
households. It maintains a sound balance 
between revenue and spending, contributing 
to the improved outlook for the broader 
economy." - ----

R8.3 billion a year in 2000/ 01 and 
beyond. goal being to lower government 

consumption expenditure from 
about 20 percent of GDP to 19 per­
cent in 2002. Stronger growth in 
. public sector capital formation is 
projected, reinforced by the 
investment and service delivery 
programmes of restructured pub­
lic utilities. This transformation 
is accompanied by a new 
approach to competition policy 
and independent regulation of 
utilities to create a more competi­
tive economic environment. 

Macroeconomic 
projections 
Growth of more than 3 percent a 
year is projected over the next 
three years, supported by final 
consumption expenditure and a re­
covery of fIXed capital formation. 

Consumer inflation of 5,5 per­
cent is projected for 2000/ 01 , 
falling to 4,7 percent in 2002/ 03. 

Fiscal policy aims to: 
o Reduce the burden of tax, to 
encourage investment and 
release household spending. 
D Provide for social, develop­
mental and infrastructural re­
sponsibilities of the state. 
D Reduce the budget deficit, con­
tributing to lower interest rates 
and fiscal sustainability. 

The extended 
framework 

budget 

Stronger economic growth,lower 
interest on state debt and buoyant 
revenue collection enable the gov­
ernment to raise spending on 
public services by more than 

The framework now includes 
the social security funds. These 
include the Unemployment Insur­
ance Fund, the Road Accident 
Fund and the compensation 
funds. 

The Budget includes a con tin- . 
gency reserve to provide for 
unanticipated expenditure and 
macroeconomic uncertainty. The 
overall public sector borrowing 
requirement is expected to be 
2,'7 percent of GDP in 2000/ 01. 

- The government has ins titut- ' 
r ed a national programme of skills 

creation, funded through a 
RIA billion levy on payrolls in 
2000/01, increasing to R3 billion 
in 2001 / 02. The Umsobomvu 
Fund will also begin activities 
this year, focusing on the employ­
ment and training needs of 
young people. 

Structural challenges 
The government is implementing 
a strategic framework for deliver­
ing some public services through 
innovative public-private part­
nerships. By this approach, pay­
ment to the private party is 
linked to service delivery. 

A specialised unit is being 
established in the treasury to 
assist departments in implement­
ing public-private partnerships. 

South Africa is extending its 
involvement in regional and 
international financial coordina­
tion. This includes promotion of 
trade and investment in the 
SADC region. a review of the 
Customs Union and engagement 
with the leading industrial coun­
tries as a member of the new G20 
group of nations. 
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--SOcial services are the biggest .., 

element of provincial expendi­
ture and spending on these 
programmes has grown steadily, 

Medium-term expenditure 
estimates 
The Budget reflects the nation's 
social and development priorities 
and the government's commit· 
ment to deliver better services to 
all. The medium-term expendi­
ture framework (MTEF) enables 
the government to reprioritise 
spending and ensure that policy 
choices arc affordable. 

The 2000 Budget provides for 
expenditure of R233,5 billion, 
divided equitably between 
national. provincial and local 
government, after allocations ~or 
debt service costs and a contm­
gency reserve. The estimates 
include provision for the alloca­
tion of funds to the National 
Skills Fund and sectoral educa­
tion and training agencies. 

Government departments are 
required to budget for their 
corresponding expenditure on 
training. 

Consolidated expenditure 
trends 
The MTEF comprises the consoli­
dated spending of national and 
provincial government over the 
next three years, including the 
social security funds. Consolidat­
ed expenditure is expected to grow 
by an average 7,6 percent a y~ar 
over the MTEF period, followmg 
growth of 5,9 percent a year over 
the previous three years. 

Education. health, welfare 
and other social services take up 
about 56 percent of non-interest 
allocations in 2000/01, and are 
projected to grow steadily. o~er 
the MTEF period. After declmmg 
in previous years, defence spend­
ing increases sharply to 2002/03 
to accommodate the procurement 
of new equipment. Transport, 
communications and other 
economic services also grow 
strongly after a period of decline. 

The consolidated projections 
indicate growth of 5,2 percent a 
year in personnel remuneration 
and 8,6 percent a year in ot~er 
current expenditure. Capital 
spending grows by 8,3 percent a 
year. The budget framework 
includes a contingency reserve 

r-aTId other unallocated amounts of 
! R2.3 billion in 2000/01, increasing 

to R8.6 billion in 2002/03. 

Provincial and local 
government finance 
Provinces and municipalities 
receive transfers from the 
national Budget in line with 
constitutional requirements. 

----- - ·- - ---_ _ ... _._0'_ .. 

On the provincial level, the 
formula governing the division of 

. the equitable share between 
provinces has been modified 
slightly: 
C the economic activity compo· 
nent has been updated 
o the weights of the health and 
education components have been 
increased, taking into account 
expend iture trends in social 
services. 

In addition to their equitable 
share of revenue, provinces reo 
ceive conditional grants from 
national votes for central hospital 
services, medical training and 
research, hospital rehabilitati~n , 
financial management and an m· 
tegrated nutrition programme, 
among others. The Housing Fund 
subsidy programme is included 
as a conditional grant to 
provinces for the first time. 

Provincial budgets and 
accounts have shown aggregate 
surpluses since 1998/ 99, reflect· 
ing substantial improv~me~ts m 
provincial finances. Provll1ces 
are repaying accumulated debt 
and can begin to address pressing 
social and developmental service 
delivery needs. 

Provincial spending is proj· 
ected to rise from RI01,I billion in 
1999/ 00 to RI08,4 billion in 
2000/ 01 and by an average of 
5,9 percent a year over the next 
three years. Provinces plan to run 
surpluses over the next three 
years to repay overdrafts and 
other debt. The equitable share 
and conditional grants account 
for about 96 percent of provincial 
revenue. 

taking up an increasing share of 
available resources. Over the next 
three years, howevel~ provinces 
plan to shift the balance some­
what in favour of roads, agricul­
ture and other functions. Social 
services will remain over 80 per. 
centof provincial spending. 

The share of personnel spend­
ing declines moderately over the 
periOd, with plans to strengthen 

- other operating expenditure . 
Provincial budgets suggest 

that capital spending will grow to 
address infrastructural invest­
ment and maintenance require­
ments. Several provinces have set 
aside funds for infrastructure 
projects from unallocated reo 
serves. In addition, the depart­
ment of finance will administer a 

supplementary infrastructure 
grant to provinces in 2000/ 01. 

Capital spending looks set to 
grow by about Rl billion in 
2000/01, and at about 5 percent a 
year thereafter. 

On the local gove'rnment 
level, municipalities face serious 
financial challenges. Many are 
burdened by poor management, 
cumbersome administrative and 
budgeting systems, ineffiCient 
service delivery, disproportionate 
wage bills , non-payment for 
services and high levels of pover­
ty among residents. 

A concerted attempt by the 
government to assist municipali­
ties with the challenges of 
transformation is reflected in the 
Budget. It increases provision for 
local government by R350 million 
in 2000/ 01 and R450 million in 
2001102. This brings the total 
allocation to municipalities to 
R2,8 billion in 2000/01 , increaSing 
to R3,2 billion in 2002/ 03. 

The limit on increases in 
municipal spending will be set at 
5 percent for the financial year 
July 2000 to .June 2001. This will 
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be complemented by systematIc rpal increase in cigarette duty, cantly contributed h) lowering in· 
reform and capacity building to with higher increases for other .terest on debt. Proceeds of 
ensure realistic financial projec- ! forms of tobacco. R5 billion ane expected in 
tions and to maintain fiscal disci- , :J Excise duties on alcohol. with 2000

i

Ul 
pline during the elections and the exception of sorghum beer, 
amalgamation of municipalities. will be raised by 5,5 percent. in 

Municipal operating budgets line with inflation. Sorghum beer 
for July 1999 to June 2000 totalled and flour duties will remain un-
R44,4 billion, with additional cap- changed. 
ital budgets of R13,7 billion. The D Duty on soft drinks and miner-
main sources of revenue were al waters will be rpduced bv it 

electricity, water and sewage third from 12c to Sc a litre. . 
charges - R20.7 billion in total. The fuel lpvy goes up by Sc a 

In 1994 the staff administer- litre on petrol and :lc a litre (In 
ing certain former homeland diesel. 
towns were transferred to =-~ Diesel fuel tax bears heavilv nn 
provinces, with the intention to the fishing industry and co~stal 
transfer them to local govern- shipping. These industries will 
ment. A cut-off date of August 31 therefore receive a diesel tax re-
2000 has been set for transfers bate from May 1. 
providing an incentive to local [J In line with international prac-
government to receive such staff. tice, a tax on international air 

The local government support travel of Rl00 per departure will 
grant provides for a range of be imposed as from August 1. 
management support and capa­
city building initiatives. It will be 
increased to RlS0 million in 
2000/01. Two new grants will be 
introduced, including a restruc­
turing grant for the reorganisa­
tion of local government 
(R300 million in 2000/03.) and an 
additional financial management 
and capacity building grant. 

The equitable share transfers 
to local government will be 
Rl,9 billion in 2000/01, R2 billion 
in 2001/02 and R2,1 billion in 
2002/03. 

Revenue issues and 
tax proposals 
The 200{)/01 nutl:'~I't c(lllt;lins the 
most PxtP1F.IW tax rdill"lIls intro· 
duced ill t\t'1ll0Cl'at It· South 
Afric,1. Uk(' !llill'l" fist';11 l"I'forlll>. 
they aim I() 11l111tl ;111 ()Il('n ;mtl 
comp('t It \\(' ('('(JI1O)Jl\' and to pn 1-

III ( Itt' t hI' ub]l'ctJves of reconstruc­
tiun and (kVi'!opment. 

Changes in indirect 
taxes 
The increase in excise duties are 
as follows: 
, Tobacco excise duties will be 

increased to maintain the bench­
mark of 50 percent total tax inci­
dence. This implies a 10 percent 

Financial management 
of state assets 
A protocol on corporate gover­
nance issued in 1996 provides the 
point of departure for normalis­
ing the financial accounts and tax 
and dividend policies of state-

owned enterprises. 
Its principles will be incorpo· 

rated into regulations isslwd in 
terms of thp Public Finance Man­
agement Act. 

Eskom and the Development 
Bank will in due course become 
taxpayers and make dividend 
payments to the state as share­
holder. During 1999 the Central 
Energy Fund consolidated its ac­
counts and paid a first dividend to 
the exchequer. 

The government is adopting 
an integrated programme for re­
:,t!"ucturing state assets unrler the 
k;!dership of the public enter­
p;'l,;"S ministry. The restructur· 
ill', ,)t the larger public utilities­
T0UUllll. Eskom, Denel and 
Trall:,]!I't '" will receive priority. 

Restructuring proceeds of 
R6,9 billion have been raised in 
1999/00, mainly flowing from the 
conversion of Sasria into a state­
ownpa company: This has signifi-

Debt management 
The South African bond market 
has matured considerably, creat­
i~g opportunities for ]'('ducing 
rIsks and debt-service costs 
through more active debt man­
agement. 

In 20{)O an inflation-linked 
bond will be introduced and op­
tlOns for managing financial 
risks will be explored. 

In addition to the budget 
deficit of R19,7 billion, the gov­
ernment has financpd further 
obligations of Rl,S billion, main­
ly in debt relating to Transnet 
Pension Fund shortfalls attribut­
able to South African Airways. 

The borrowing rpquirement 
has been financed as follows: 

Proceeds from asset restruc­
turing R6,9 billion. 

Short·term loans (net financ­
ing) R3 blllion. 

Domestic long-term lo-ans (net) 
R5 billion, _ 
i Foreign loans (net) R3,6 billion. 

Change in cash balances 
R2,7 billion. • 

Long·term loans were issued 
at a discount, amounting to an es- ' 
timated R3,2 billioIT compared 
with R6,2 billion in 1998/99. 

The projected net borrowing 
in domestic government bonds 
in 2000101 is RIO,1 billion. For­
eign borrowing of $1 billion is 
expected. Of this amount 
$..'300 million will finance the ex: 
port credit components of the 
rlefehce procurement pro­
gramme. 

Total government loan debt 
(net of cash balances) is expected 
to be R398,3 billion at March 31 or 
45 percent of gross domes'tic 
product (GDP). It is rojected to 
fall to 42 percent of GDP by the 
end of 2002/03. 
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Unfunded commitments 
and other contingent 
liabilities 
These includt! liabilities relating 
to public se rv ice med ical 
schemes . gove rnment pension 
funds. th e Multilateral Motor 
Vehicle Accident Fund and guar­
antees to various institutions. 
The government is also liable for 
losses incurred as a result of the 
forward market operations of the 
Reserve Bank. 

During the past year, several 
international credit rating agen­
cies have acknowledged the posi­
I iw' political and economic devel· 
opments in the country by 
confirming the investment grade 
status of South Africa's domestic 
and foreign debt. 

Income tax reform 

The ~~ , ),' I.'l'! " ;,1-1' f l'etul'liilW Wi,9 billion 
a VC:"i (: ) [;t\Vt;,( j"" mainly :\.~ I , W " (lnd 
m-i(irlle-i Ilconw" h've ls. Inri iv i,l, ("i" will 
now pal' 1H perl 'i'ln ilf (';Ich R I 01 ta .\;lhlc 
income up to it{:; UOO, rbing to 12 percent 
on i nCOI1H' iii excC'ss of It!,()O 000. 'rIH ~ tax 
1I;\\';\\!lc on Ll\;Jbk iI1CUil\(: of I< :IOOOU 
;.l.ill rail hy l~l.f; percent and by 12,G per­
(T nt on tax;lble income of ({50 000. 

Taxpayers over 6:-; will pay no tax on 
i n C())lW below R:~fi 5:m. 

Middle ;\nclupper .. income earners 
also receive some relief. Taxpayers 
inCOlne between ({50 000 to ({200 000 
have their tax liability reduced by 
;!buut 10 percent. The liability of tax­
payers \vi rh taxable income in excess 
H:!OO 000 a yl~ar is reduced by about 
B l)(']'cc'n t. 

.:\ t pl't'sell t the fi rs t it? 000 a yem' of 
il)li']'C!-'[ inCllml' is (;xl'mpt from income 
\;l \. This cX(\mptioll will he r;lised tu ..... . 
H:I 000 a yenr. and H4 non a yt\ar for ta \:- @ 

payers aged over G:i· .i 
South African income tax is primari)~;.; 

sourcc-lx{spd: that is. tax is largely levieJ 
on income n'om a source within South 

Africa's .Illl':...,d jet iUIl , irl'espuctive0£i;:' \: 
\d wrlle r it 1\',.1'. ertrned by a resident 0] 

nOlH '(\sidellt. Th(~ income tax svskm will 
be fllndanwntally tl':msf<lI'med 'to a l'es i­
denu\b,)Spri innlll1t' tax from ,Januan- 1 
21)01. -

Frum Hudget day, dividends accrujn ~ 
to South African res idents from sourcc.~,-; 

uutsid(: Ihe (:O\llltl ,\ will !)I [;I xed as onji­
nary incunw. 'I'lli' Suulll Afri can lkv -
('n w' Scrv ice has iss lled a docul1\{'llt Ol! t · 
!!!lin:_: tlw details f)f this proposal. which 
will yic']d additional revenue of about 
H~~OO million <l Y·(,flJ". 

T!w ( : apa('it~' of the small \)Ilsinc-ss 
.sector til crt'atc jobs is especially impor­
tant, givPI1 the high rate or Ul1elllpl()y ­

!1J('nt. A gradllat(~d company rate struc­
tun' is tiwref()re proposed for small 
bus inesses. Frolll the !Jcw tax year a 
clea rl y defined set of small and medium 
entprprises. especially in production ac­
tivities. will btmefit froln lower rates. 
Only lfi IWI'C('nt cOJnpall ~' tax will bl' 
l(,vied 011 Owir first H 100 000 of taxable 
incorllC'. dowll fronl :\0 percC'nt. 

Non-profit organisations willlwnt'f'it 
from furtlwr tax relief. Tax deductibilit y 
of d(lnatinnsi s 10 h(~ extended to pn.'-

. prim;IJ·.\' S( i J(l() h . children 's homes ;tI)d 
urga ll isatiOl1S f()cl1sed on H I V / A ids or 
cal'p for the aged . 

. !{ecognising its advantage in protect-
ing 1he integrity of the personal and 
curporate income tax bases, the govern .. 
JIHmt plalls to introduce a tax on re­
:Jlised capital gains. It is proposed that 

;the tax should apply to gains made after 
April 1 :2001. 'rile interim period will 

t.tlliow further research and inter nation 
\\~DI consultation , an d draft legislat ion . 
;~-v ill be made available t(W comment bv .', 
linterested parties '" 
~ ,:'H:: 
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I On the spending proposals ! Significant adjustments from the 1999 Budget 
include: 

/\ll oca tions to the police to improve 
information systems and extend crime pre· 
w ntion activities 
[- Provision for the new Directorate of Spe· 
cial Operations and the National Directorate 
of Public Prosecutions 
[ : Increases in th(~ defence budget to provide 
for the strategic equipment procurement pro. 
gramme 
L-c Increased allocations to the revenue ser. 
\' iee to enhance tax collection systems 
[ ' Increased provision for post·retirement 
medical scheme contributions 
r" Increased allocation to the Independent 
Electoral Commission for municipal elections 

-r-- --·------

o A supplement to the transport vote for the 
operating expenditure of the South African 
Rail Commuter Corporation 
2 Provision for the costs of the next census 
U Increased allocations for international 
tourism marketing 
[] Cuts to communications in view of the 
phasing out of the postal subsidy 
[J Reductions in the correctional services 
vote because the expenditure on building 
prisons has been partially translated into 
longer-term commitments associated with 
public· private prison contracts 
[] Reduced expenditure on government 
forests associated with the forestry restruc. 
turing process. 

The 2000/ 01 Budget also includes a special 
allocation for an HIV / Aids strategy. 

The spending proposals at a glance 

,.:' The Budget framework is extended to include the 
social security funds . , . . . 
, _ Increased allocations are made for fightmg CrIme, 
irl1proving the courts, modernising the d~fence forc~, 
improving hospitals and schoo.ls, combatmg HIV I AIds 
and for local government electIOns. . 
, Lower interest rates and state asset restructurmg 
proceeds bring debt service costs down by R3,3 billion. 

Budget reforms will improye value for n~oney and 
the quality and scope of publIc sector serVIces. 
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