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Spending cuts not the only
way to curb economic crisis

A
flurry of recent news articles have
referred to South Africa as
approaching a “fiscal cliff” due to a
“debt blowout”, with the possible
“total collapse in the country’s
finances ” feared. Such panic-

inducing statements will be made repeatedly prior
to the medium-term budget policy statement in
late October.

There should be little doubt that this is a
carefully orchestrated campaign by the National
Treasury, which is exploiting the fear of economic
disaster to drive through unpopular, and unwise,
spending cuts.

This is not to dismiss the reality of unplanned-
for budget challenges. Falling commodity prices,
lower-than-expected tax intake, slower-than-
projected growth and weakening international
conditions all take their toll. South Africa’s
relatively high cost of borrowing adds further
pressure. The Treasury’s deliberate failure to plan
for a public sector wage bill increase, or the
continuation of the Social Relief of Distress grant
over the medium term, makes matters much
worse .

But anyone who tells you, in the context of
something as multi-dimensional as a national
budget, that “there is no alternative” is being
economical with the truth. There are always myriad
budgetary choices, roughly grouped under the
themes of raising tax, increasing borrowing, and
reprioritising or cutting spending. Informed public
debate requires a detailed assessment of these. The
Treasury should engage responsibly in this
conversation .

Instead, the Treasury’s instructions to
government departments dismiss the possibility of
raising additional revenue, presenting expenditure
cuts as the only option. There is no attempt to
grapple with the consequences of such cuts.

If we are to propose cuts to government
spending, we must acknowledge their
consequences. Put simply: critical services will
collapse and people will die. This does not mean
budget cuts are disqualified as an option. The
difficult trade-offs of managing an economy are
real. But we cannot tolerate a budget leadership
that refuses to acknowledge this.

Former budget office chief Michael Sachs said
that a failure to add additional resources means
“we are likely to see widespread failure and
disruption of government services, especially
health and basic education”.

In the Eastern Cape, this is already a reality. In
October 2022, more than a third of posts (1,202 out
of 3,269) were vacant, with only 447 of the required
671 ambulances in operation. Budget cuts will
worsen this.

Austerity-induced death is well documented.
Spikes in suicides, particularly among men, rose by
45% in South Korea and 60% in Thailand in the
post-1997 crisis budget cuts, and by 36% in June
2011 in Greece. Mass hunger and “wasting ”,
particularly among mothers, rose by a fifth in
Thailand and Indonesia in 1998. Malaysia, by
contrast, facing the same crisis, expanded its food

support programmes and saw no rise in
malnutrition among mothers.

Women are disproportionately harmed by
budget cuts, as they are forced to make up for lack
of public provisioning through increased unpaid
care work, lose employment in the public sector,
and carry the burden of coping strategies.

Inequality and poverty will inevitably worsen.
Between 2002 and 2018 across 79 countries,
austerity policies increased the incomes of the top
10% of earners at the expense of the bottom 80%.
The population living in poverty rose and the depth
of poverty increased.

All of this does long-term damage to the
economy and our chances of economic recovery.
Whereas previously it was believed the harms of
short-term fiscal consolidation were offset by
medium-term economic gains, this is no longer the
case. Recent research shows that fiscal contraction
larger than 1.5% of GDP generates a negative effect
of more than 3% on GDP even after 15 years. The
drop in GDP reaches 5.5% for fiscal contractions
larger than 3%.

It is therefore incumbent to explore all avenues
for raising additional revenue. These should only be
disqualified if there is strong evidence to suggest
their social and economic costs would be worse
than the devastation of austerity.

Luckily, South Africa has a number of
unexplored revenue- raising avenues available.

The government should cut tax breaks that only
benefit higher-income earners and the wealthy. The
removal of subsidies for retirement provisions
could raise R97bn. Removing medical aid tax
credits for those earning above R500,000 per
annum would add an additional R6.4bn. The under-
taxation of wealth in South Africa cannot continue,

offering large untapped revenue-raising potential.
The current situation clearly indicates the

madness of the 2022 reduction of the corporate
income tax rate (from 28% to 27%). Rather than
raise private investment this will i ncreas e
inequality without a positive impact on economic
growth. The rate should be returned to 28%
i m med iately.

In addition to tax revenue, South Africa
continues to have strong access to rand-
denominated government borrowing in local and
international financial markets. Our debt-to-GDP
ratio at 71.4% in 2022/2023 is in line with the
emerging market and middle-income country
average. These same countries face a 6% budget
deficit in 2023. South Africa is hardly an outlier.

It is, however, concerning that debt service costs
take up a high (15%) share of consolidated
government expenditure. But this is driven by South
Africa ’s relatively high cost of long-term local-
currency debt, around 10%-12% over the past two
years compared with roughly 7%-8% in emerging
markets .

Put simply, South Africa pays too high an interest
rate to bondholders, and this is the most important

factor that the government should be tackling.
However, the Treasury sees these rates as solely
market-determined and is unwilling to intervene.
Borrowing costs could be lowered by, for example:
mandating greater state lending (including at lower
rates) by huge local pools of capital, including
public and private pensions; discounted lending by
the South African Reserve Bank to finance
development projects; or targeted capital controls.

Rather than containing these costs, the
Treasury ’s extreme fiscal consolidation will
exacerbate them, with interest rates having been
shown to rise in response to spending cuts during
periods of fiscal stress.

Something we can all agree on is that growing
the economy will boost tax revenue and bring down
the debt-to-GDP ratio. Government spending, the
largest single source of spending in the economy,
has an enormous influence on economic growth.
While misspent funds squander this potential,
spending cuts invariably shrink the economic pie.

We should, therefore, be approaching budget
choices by asking how the positive benefits of
government spending can be maximised. This
means making budget choices on the basis of
tackling unemployment, poverty, inequality and
other development challenges. Extreme budget cuts
will move us further from these objectives than the
alternatives, leaving devastation in their wake.

But a responsible conversation of trade-offs is
not what the Treasury is interested in. Its agenda is
to stoke sufficient panic to steamroll through
unpopular and unwise policies. We’ve seen this
movie before. It doesn’t end well.

✼ Isaacs, Mncube and Mdutyana work for the Institute for

Economic Justice

New bill on public procurement is flawed but fixable
By RYAN BRUNETTE

S
outh Africa’s public procurement system is
inefficient and corrupt. Because it handles a
fifth of GDP and plays a central role in
redressing inequality, this crisis is central to

our political, public administrative and economic
problems. The new Public Procurement Bill moves
to address this by advancing efficiency and integrity
measures. But if it does not align with the
constitution, these will come to nothing.

Section 217 of the constitution requires
procurement to proceed according to a fair,
equitable, transparent, competitive and cost-
effective system. It adds that these principles do not
prevent procuring institutions from implementing
policies that establish categories of preference and
protect and advance those disadvantaged by
discrimination. The section concludes, cognisant of
the stakes of these policies, by requiring that
national legislation prescribe a framework within
which they must be implemented.

The bill fails to establish this framework. It is a
trite principle of legal interpretation that every
word in a clause must be given meaning. The
constitutional provision in question asserts that
“national legislation must prescribe a framework”.
It follows that not any old national legislation will
meet this provision, only that which prescribes a
“framework ”.

A statute that enables procuring institutions to
formulate whatever policies they wish does not
provide such a framework. The Oxford English
Dictionary defines a framework as “an essential or
underlying structure” which “encloses ” an d
“supports ”. To measure up to this, a statute that
empowers procuring institutions must go on to

guide and limit the exercise of that power. Only
then can we assert, as the constitution says, that
procurement policies will be implemented “within ”
the framework.

This interpretation finds traction in the courts. In
the Preferential Procurement Regulations, 2017,
regulation 4 gave procuring institutions discretion
to apply (the meaning of the phrase need not detain
us) pre-qualifying criteria to advance designated
groups. When brought up for review, appeal court
judge Dumisani Zondi said: “The discretion which
is conferred on organs of state under regulation 4 to
apply pre-qualification criteria in certain tenders,
without creating a framework for the application of
the criteria, may lend itself to abuse.” These words
distinguished an enabling legal provision from an
enabling, guiding framework.

The court also gave a reason for that distinction

being of bedrock importance. An enabling
provision creates a power, but a framework sets up
guardrails against its abuse. The constitution
requires a framework because, in a constitutionally
circumscribed, complex and contentious domain, it
fortifies the principle of legality.

The bill’s preferential procurement clause does
not do this. Clause 17 simply throws open-ended
preferential procurement policy powers into the
hands of procuring institutions. The terms in which
it does this are so broad as to make it difficult to
conceive of any policy that would not fit. These
boundless possibilities are only “framed ” by “th e
objects of this Act, this Chapter and section 10(1)(b)
of the Broad-Based Black Economic Empowerment
Act ”. These vague and nebulous provisions cannot
do the work that is required of them.

The bill proposes that procurement policies
must include the promotion of citizens and
permanent residents, black people, women, people
with disabilities, youth and small enterprises. It
continues to advantage enterprises based in
townships, rural areas, underdeveloped areas,
specific provinces and municipalities, and any
other category conceivable within the constitution.
People or enterprises within these categories can
be advanced through the application of preference
points, set-asides (where only people or enterprises
in that category can make bids), subcontracting
conditions on suppliers or any other measures. The
permutations are practically infinite.

Many procuring institutions will not understand
what to do with these new powers or where to
draw their legal limits. The corrupt will find ample
room to abuse them. Denel might set aside a tender
to purchase semiconductors for only businesses
based in Bulpan. Aggrieved parties could claim in

court that such a process does not accord with
constitutional principles of fairness and
competition, but this is beside the point of my
argument: the clear purpose of the framework
required by the constitution is to guide procuring
institutions to within the bounds of legality, but the
Public Procurement Bill does not do this. It does not
even oblige the minister of finance to do so in its
stead .

South Africa, therefore, has two paths before it.
The bill could be passed without necessary
changes. Then this preferential procurement
section will be constitutionally challenged.
Pressure will build on the courts. Uncertainty will
cloud the legal landscape. The procurement system
will continue to evolve without democratic
direction. Public administrations and businesses
across a fifth of our country’s economy will be
seized with hesitancy and malaise.

Or parliament will apply its mind and the
participation process now unfolding will help it.
South Africa needs transformation. It also needs
procurement to move forward according to a
framework that maintains state functionality and
promotes economic productivity. This is in the
interests of all of us and the bill can lead the way.
The constitution defines national legislation as
including regulations, so the bill needs only to
clearly instruct the minister of finance to elaborate
a framework. Then that framework must be
constructed with the careful attention and
consultation it deserves.

✼ Brunette is a research associate at the Public Affairs

Research Institute at the University of Johannesburg and a

doctoral candidate at the Graduate Center of the City

University of New York

The Treasury has instructed departments to cut expenditure. But there are clear alternatives that will uphold
human rights and improve the economy in the long run, write Gilad Isaacs, Zimbali Mncube and Liso Mdutyana

Zimbabwe faces
Armageddon, but
there is a solution

The endgame, with an
arrogant Zanu-PF supported

by SA ... is likely to be a
Sudan- or Libya-like collapse

Z
anu-PF ruling Zimbabwe for another five years
spells doomsday for the country.

For African postcolonial independence and
liberation movements there is a tipping point:

almost like an algorithm, for every term they remain in
power, state, infrastructure and economic collapse
worsens, with the ever-downward spiral resulting in
worsening poverty, state failure and often violent chaos.

Zanu-PF is far beyond that tipping point. Another term
for the party will bring unimaginable misery to the
country. The power and water grids are likely to collapse,
already dire infrastructure will become dysfunctional,
foreign debt will balloon further and inflation will
continue to spiral.

In mid-November 2008, inflation in Zimbabwe was
estimated at 79,600,000,000% a month, a record in
recorded human history. The country had to abandon its
currency for that of the US, which its leaders, such as
Robert Mugabe, derided as imperialist for holding the
government accountable for human rights abuses.

With another five years of Zanu-PF, these inflation
levels may return and the currency is again likely to crash,
forcing it to return to the US dollar. Food shortages will
reach even more critical levels. In 2019, nearly 60% of
Zimbabwe ’s population was food-insecure, according to
the UN. Hyperinflation, with droughts and the destruction
of agriculture due to its conversion from commercial to
informal, is likely to cause starvation in a country once
seen as a breadbasket of Africa.

Already-dire public services are likely to decline
further and the informalisation of the economy will
continue, meaning services will be at their most basic or,
when rendered, obtained through bribery. The education,
health and police sectors will further collapse. Public
servants ’ salaries will not be paid or, if they are, will be
worthless because of hyperinflation.

We are likely to see a new wave of mass migration of
Zimbabweans to South Africa, Botswana, Namibia and
Western countries, causing a shortage of critical skills
without which the economy cannot recover.

Despite their appalling governance, African liberation
movements remain in power because many vote for them
based on their roles in fighting colonialism, apartheid or
white-minority rule. Surprisingly, subsequent
generations vote for them because their affinity for them
is transferred by families, communities and traditional
structures. However, these movements not only capture
the state, but the private sector, churches, traditional
authorities and sports associations. As the economy
informalises, the only jobs or businesses remain in the
state, meaning that getting employment in government or
a tender necessitates loyalty to the ruling party.

These parties manipulate information by controlling
state media, the internet and social media platforms,
crushing independent outlets and presenting only pro-
government news, while criminalising their critics. The
state pressurises companies not to advertise in
independent media.

Such states circumscribe civil society by repressing
human rights activists or cutting foreign funding. They
often, like Zimbabwe, introduce laws to criminalise
dissent, opposition parties, civil society and the media.

Since independence from colonialism, food shortages
and related price increases and insecurity, especially if
combined with official corruption, incompetence and
authoritarianism, have often fuelled mass uprisings
against governments or, if they are impregnable, coups by
military leaders or a rise in jihadist movements exploiting
mass anger. In African countries with similarly uncaring
but impregnable governments, corruption, economic
distress and starvation, there are often coups. This is why
Africa is seeing a phenomenal post-Covid explosion of
such takeovers.

In Zimbabwe, Zanu-PF is essentially a military party
and government, with its armed wing in key positions in
government and state-owned entities.

It is likely the coming hyperinflation, informalisation
of the once-thriving industrial economy, collapse of the
currency, mass starvation and state collapse will not lead
to a coup, but mass uprisings against the government.
Nevertheless, the endgame in Zimbabwe, with an
arrogant Zanu-PF supported by South Africa and
neighbouring regional governments, is likely to be a
Sudan- or Libya-like collapse.

There should be a rerun of the Zimbabwe election;
alternatively, a government of national unity with equal
representation between Zanu-PF and the main
opposition parties. One of these is the only solution to the
coming Armageddon which will break the country and
cause a massive influx of Zimbabweans to South Africa,
Namibia and Botswana. This will put massive pressure on
this country’s already hard-pressed public resources,
depressing the economy and undermining stability.

✼ Gumede is associate professor, School of Governance,

University of the Witwatersrand, and author of ‘South Africa in

BRICS: Salvation or Ruination?’ (Tafelberg)

The bill needs to clearly instruct the minister of

finance, Enoch Godongwana, to elaborate a

framework for it, says the writer. Picture: GCIS

We should be
approaching budget

choices by asking how
the positive benefits of
government spending

can be maximised
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