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...We assert that our country, as a united nation, has never in its
entire history enjoyed such a confluence of encouraging
possibilities. On behalf of our government, we commend our
programme to the country, confident that its implementation will
help to place us on the high road towards ensuring that we
become a winning nation and that we play our role towards the
renewal of Africa and the creation of a better world.

Acting together, we do have the capacity to realise these
objectives. And sparing neither effort nor strength, we can and
shall build a South Africa that truly belongs to all who live in it
united in our diversity!

President Thabo Mbeki, 11 February 2005

Madam Speaker

We have recently celebrated the international success of Ladysmith Black
Mambazo’s new album Lift Your Spirit Higher. This past weekend, the world
acclaimed the production of the popular opera, Carmen, sung in isiXhosa, and
filmed here in Khayelitsha, which won the Golden Bear award as the best film
at the Berlin Film Festival. It is entirely fitting that the new season of hope and
rising confidence of our nation, in this second decade of democracy, should be

proclaimed in this way, in music and in theatre.
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We also celebrate this year the pledge of the Congress of the People fifty years
ago that we would strive together, side by side, to win equal rights and
opportunities for all South Africans, black and white. Even as we enjoy the
fruits of the progress made in our first decade, we know that our work is not
complete until all our people have achieved freedom from want, freedom from

fear, freedom from prejudice, freedom from injustice.

In order to complete this liberation, the most vulnerable among us must see
their rights to development being realised with each passing year, through
progressive advances in access to land, education, training, health care and
economic opportunity. This is achieved, as President Mbeki has reminded us,
through the Programme of Action of a Government that cares for its people,
that makes socially just choices and that is committed to service delivery in the

spirit of batho pele.

In this context, and with the President’s permission, | would like to convey the
best wishes of our Government and people to the delegates who are now
convening at the United Nations in New York to undertake a ten-year review of
the Beijing commitments, relating to the critically important issue of the
emancipation of the women of the world. What we will say today is also
focused on ensuring that we achieve further advances in our own pursuit of this

central aspect of the new society we are working to create.

We have noted with concern the recent violent demonstrations in some areas,
including local communities in the Free State and a number of our institutions
of higher learning. As our President has said, the Government must act firmly
against those who break the law and destroy public property or attack the
police. Nonetheless, we understand the impatience that motivates some of
those who are drawn into these demonstrations. Part of our task as public
representatives is to continue to explain, even as we celebrate our progress,
that just as Rome was not built in a day, neither will the new South Africa be

liberated from its painful past in a day.
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Madam Speaker, the 2005 Budget seeks to contribute to the season of hope of
which we have spoken, through reinforcing the momentum of our social and
economic progress. In framing the Budget, it is this vision that has been our
practical guide — a vision rooted in the actual, lived experience and struggles of

ordinary people.

Thousands of South Africans have again taken the time and trouble to provide
me with advice in the form of “Tips for Trevor”. As always, it has been both
humbling and inspiring to share in some of the many ways in which the public

finances impact on people’s daily lives.

Education and skills development, quite rightly, feature strongly. Tshepiso

Mathabatha writes:

We should invest more in education, because people need the
skill and knowledge to be able to compete in a job market with
relevant experience.

Then there were interesting proposals on financing new priorities. Anesce
Stapelberg of the Hoérskool Wonderboom suggested a special bond issue to

finance infrastructure for the 2010 World Cup:

With the money brought in, we can build stadiums, roads or
whatever is needed. Then use the profit made from the soccer
games to pay the bondholders back, and that way the whole of
South Africa can be a part of the journey towards building a better
future.

And from a remote rural village, Lutendo Nethononda captures the feelings of

many South Africans:

It has become necessary that we shift our priorities to
Infrastructural Development. This is important because even the
old lady of Maliboho requires a taxi or bus to move from the
mountains to the nearest shop to buy mieliemeal... Infrastructural
development will create jobs, improve the rural economy, improve
accessibility, and alleviate poverty...

Lutendo goes on to remind us of the social dimensions of our tax policies:
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Sin taxes should be increased. Alcohol and smoking are major
causes of troubles in our country.

Not everyone agrees with that, of course. Mthetheleli Bagwa has a different

view:

We cannot live without entertainment and if you always increase
the price of beer and brandy then the culture of entertainment will
die, which will be unfair for human nature...

There was also the advice, from someone whose name | should perhaps not

disclose, that lobola money should be a tax-deductible expense,

...as it is a social responsibility put upon one’s shoulder
unwillingly.

Which simply goes to illustrate that you can’t keep everybody happy, all of the
time... But the messages | have received, and the voices we have heard in our
izimbizo, convince me that South Africans, black and white, urban and rural,
are overwhelmingly in agreement on the key values that should underpin our
budgetary policies. We agree that we need more rapid growth of our economy.
We agree on a development strategy that is broad-based and invests in all our

people. We agree on the need to reduce inequality and fight poverty.

Acting together, Madam Speaker, we have the capacity to realise these

objectives.

Growth, development and equity

More rapid growth. Over the past decade we have laid the macroeconomic
and fiscal foundations on which increased investment and a stable business
environment rest. In the years ahead we must see more rapid expansion in the
productive capacity of our businesses, creating jobs for workseekers, while also
growing the revenue base that makes possible an expanded envelope of public

services to citizens.
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Broad-based development. Over the past decade we have invested in meeting
basic needs, expanded investment in municipal infrastructure and extended
social grants to children and others in need. In the decade ahead, we must
invest in improving the quality of education, housing and health services. These
elements of the social wage contribute over time to skills and productive

opportunities, so that dependence can give way to self-reliance.

Fighting poverty and inequality. Over the past decade we have transformed
social policy and service delivery based on principles of non-racialism and non-
sexism. In the years ahead, we must make more rapid progress in building a
society founded on solidarity, in which we give practical expression to our

shared interest in addressing the needs of the most vulnerable.

We can face the new season of hope with eyes of pride, acting together to

realise a shared vision.

Accelerating economic growth

Let me comment briefly, Madam Speaker, on our economic progress over the

decade past and the policy framework for the years ahead.

Growth of the South African economy has averaged 3,2 per cent a year over
the past four years. We expect a continued expansion of between 4 and
4/ per cent over the next three years, signalling a significant step-change in
the pace of economic growth. At the same time, we have seen consumer price
inflation fall to 4,3 per cent for the year to December 2004, and it is expected to
remain comfortably within the 3 to 6 per cent target range over the period

ahead.

This is a marked improvement on the position we were in a decade ago. It is
the fruit of sound macroeconomic performance and monetary management,
improved competitiveness, structural reform and a fiscal policy framework

designed to underpin sustainable growth and investment.

Real income per person over the past decade has increased by 15 per cent.
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With average growth projected at over 4 per cent a year over the period ahead,
real per capita income will rise by at least 30 per cent in the second decade of
freedom. We surely need to target growth of at least this order of magnitude if
we are to see the progress we desire in making hunger history, in facing the

season of hope with pride and vision.

We must also confront the challenge of making our growth pro-poor. Four

aspects of our development policy for the decade ahead are particularly critical:

o As we step up the pace of investment in modern transport,
communication, water and energy networks, we need to ensure that we
build a more efficient economic landscape, that we contribute to more
balanced development between suburbs and townships, between urban
and rural areas and between the first and second economies. We need
to press more urgently on the labour-absorbing potential of infrastructure

and building programmes.

o We also seek to strengthen the links between further education and
training and workplace requirements. This means we need to
modernise our colleges, bring industry and commerce more actively into
the governance of education and training, and ensure that funds set

aside for skills development are more effectively used.

o We must address the barriers to small business development and job
creation that arise from cumbersome municipal planning and approval
procedures, or from overly burdensome administration of the tax laws,

environmental regulations or labour market controls.

o We need to mobilise, with a greater sense of partnership directed at long
term development, both our capacity to save and the accumulated
capital under the stewardship of our financial institutions and
corporations. Although there is still work to do, | am encouraged by the
progress and commitments that have emerged from the Financial Sector
Charter process. | believe we have a shared understanding that will

lead to public and private sector funding of infrastructure, housing,
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empowerment and business development rapidly growing over the
decade ahead, giving practical expression, appropriate for our times, to
a pledge, fifty years ago, that the national wealth of our country is the

heritage of all South Africans.

There are aspects of these economic challenges to which | will return shortly, in

dealing with our tax and spending proposals.

Advancing social development

More rapid growth makes greater progress in social development possible,
and, in turn, well-targeted investments in human capabilities contribute to rising

productivity and sustained growth.

Over the past decade we have made steady progress in raising the proportion
of spending on social services that goes to the poorest 40 per cent of our
people. Welfare and social assistance, education, land restitution and housing
have evolved into strongly redistributive expenditure programmes, bringing the
average value of services, or the social wage, that went to the poorest 40 per
cent of households 3 years ago to an estimated R956 a month. Social security
programmes now account for 14 per cent of consolidated non-interest

expenditure, up from 9% per cent five years ago.

Over the decade ahead, there will be other priorities in our social development

strategy.

o There is, for example, the imperative to provide every child with
education opportunities that meet both the knowledge requirements and
social challenges of our future, and to ensure that a caring and

competently managed health service is available in every community.

o There is the complementary challenge of transforming the desolate
landscape of townships and new housing settlements into sustainable
and viable communities, whose riches speak for themselves, whose
streets carry songs of laughter, whose character reflects our season of

hope. In this Budget, we recognise the need to give greater impetus to

9
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investments in housing, in community infrastructure, in municipal
services and in local economic development — not just as projects of
government departments or municipalities, but as constructive
partnerships that mobilise local enterprise, private capital, indigenous

creativity.

Then there are rural development challenges to address. We will
propose allocations to the Department of Land Affairs today that will
enable the land restitution programme to complete its work over the
next three years. We have put in place a comprehensive agricultural
support programme for emerging and resource-poor producers, and the
Minister of Agriculture will introduce this year a new credit scheme for

small-scale farmers.

Social solidarity also encompasses the work of reducing crime and
insecurity, investing resources in more effective policing and a robust
justice system. We have set ourselves daunting targets for reducing the
incidence of serious crimes. We are also called upon to play a part in

promoting peace and security elsewhere in Africa.

In all these, and many other dimensions of social development, there is an

unavoidable tension between the magnitude of the challenge and the limits of

our capacity. The Budget is, as always, the practical resolution of this tension,

in so far as the period ahead can be planned and programmed. But its

implementation is the real expression of our social intent, and this relies on the

shared efforts and energies of public servants, workers, businesspeople,

citizens, all our people, who embrace the future with hope, and eyes of pride.

Acting together, Honourable Members, we do have the capacity to realise

these objectives.

10
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Equity and redistribution

This social intent also embodies our commitment to build a more just, more
equal society, in which steady progress is made in reducing the gulfs that

divide rich and poor, black and white, men and women, rural and urban.

On some dimensions, there have been notable advances. Real wage
improvements and public expenditure on services have contributed to rising
living standards of many people. A recent research report indicates rapid
growth in the numbers of black households entering middle income bands,
associated in part with higher demand for skilled and professional labour.
Empowerment targets and transformation initiatives in education, in
employment and in procurement are contributing to better racial and gender
representivity. Corporate restructuring and equity participation schemes have
brought changes to the ownership, management and strategic direction of

many companies.

Yet our income distribution remains highly unequal. We are gaining a deeper
understanding of the role of public policy in shaping the distribution of income
and opportunities. Today sees the release of the results of a study of the shifts
since 1995 in the distribution of government expenditure on education, health,
welfare services and housing. This research shows that whereas aggregate
social spending increased in real terms by 14 per cent per person between
1995 and 2000, spending on the poorer 40 per cent of households increased
by 25 per cent per person — signalling a steady increase in the redistributive

social wage.

There is nonetheless room for further improvements in the quality and targeting
of services, and the management and effectiveness of government

programmes.

So, for example, we have directed attention this year at the costs and
complexity for small businesses of the tax code, because there is compelling
evidence that simplified arrangements can assist significantly in creating an

environment conducive to enterprise development.

11
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Under the leadership of the Ministry of Education, we have developed
proposals for improving the targeting of funding for schools and the regulations
governing school fee exemptions, because this is such an important

vulnerability for poor households.

Mindful of the difficulties many young people find in breaking into the job
market, we have worked with the Ministry of Labour in promoting learnerships,
backed by tax deductions for participating companies, and we will learn more
about options for skills development and work initiatives from the projects of the
Umsobomvu Youth Fund and the expansion of public works programmes this

year.

The National Empowerment Fund receives further funding this year, and we
are certain that it will make a growing contribution to broadening the reach of
business empowerment and transformation. Through Government’s
procurement framework, an increasing proportion of contracts are going to
small businesses and to black-owned or women-owned businesses. The
Minister of Trade and Industry has taken the lead in developing both improved
support for small and new businesses, and common codes to guide the design

of empowerment projects.

Two further distributional aspects of public policy receive attention in today’s
Budget. As announced last year, there will be changes to the way in which
travel allowances are taxed, as these deductions have created unwarranted
benefits for higher income earners. There will be a change, also, to the tax
treatment of medical scheme contributions, which will have the effect of
reducing the cost of medical scheme membership to lower income families.
Expanding medical scheme membership, and ensuring that our public hospitals
provide an accredited cost-effective service to both uninsured patients and
medical scheme members, are critical hurdles to be overcome before a more

inclusive social health insurance arrangement can be implemented.

Members of the House will appreciate that the measurement of inequality and

the impact of public services on relative disparities in standards of living is

12
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difficult, and needs to be the subject of further work. Several commentators
have suggested that social policy would be assisted by our adoption of an
official poverty measure, as is done by many countries. | believe this proposal
has merit and will seek further advice this year on the design of a poverty line
for South Africa.

Economic outlook

Madam Speaker, let me return briefly to the outlook for the economy, before

detailing this year’s spending plans and tax proposals.

Global economy

Growth in the global economy accelerated to nearly 4 per cent in 2004, from
2,4 per cent in 2003. China and developing Asian economies are continuing to
industrialise and deepen their services sectors rapidly, on the strength of high
savings rates, broad skills pools and competitive export sectors. Growth has
also recovered strongly in the United States, but its sustainability is threatened

by huge imbalances in both the fiscal accounts and the balance of payments.

Economic growth on the African continent has averaged about 4 per cent over
the past three years, with encouraging signs of an improved trade response in
several countries to the global expansion. However, the pace of economic
development in Africa remains tenuous. Far more needs to be done to attract
investment, intensify education and training, deepen financial markets, open up
trade relations and harmonise regulatory and legal environments. We will
continue to give support to initiatives of NEPAD directed at these challenges,
and we note that the Commission for Africa has given impetus to the
international response to the trade and finance issues facing our continent.
These are reforms that cannot take root in a context of war, or constitutional
uncertainty, or political opportunism. And so all of us, all of Africa, and all who
recognise Africa as part of a shared humanity, owe an immeasurable debt of
gratitude to those who are tirelessly working for peace and overcoming the

fractures that trouble our continent.

13
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Global expansion is expected to slow in 2005, with further moderation in 2006.
High oil prices and the overhang of the US deficits are likely to hold back
growth — and some commentators anticipate an extended slowdown as a result
of international trade and financial imbalances. Although our economy remains
vulnerable to this uncertainty, our trade and financial links are increasingly
diversified and our growth has a robust domestic impetus — both sources of

strength in an uncertain world.

South Africa has experienced strong growth in commodity exports in 2004, but
has also seen rising imports in response to domestic demand and the strength
of the rand. Expenditure on maritime vessels, new airplanes and, in the third
quarter, oil, added significantly to the import trend in 2004. This resulted in a
widening of the current account deficit to an estimated 2,3 per cent of GDP,

and it is expected to continue to widen moderately over the next three years.

For this reason, it is important that we should continue to attract foreign
investment and portfolio inflows, providing the external capital required to

finance the shortfall between our export earnings and import costs.

The cumulative surplus on the financial account was over R60 billion in the first
nine months of 2004, partly attributable to a resurgence of foreign investment in
shares on the Johannesburg Securities Exchange. We have seen further
upgrades in the rating of government’s domestic and external debt, which also

signals foreign capital market confidence in the South African economy.

Prospects for the domestic economy

Several fundamental strengths lead us to project further upward momentum in

our economic growth performance over the next three years.

o Moderation of inflation and the sound and consistent management of
monetary policy by Governor Mboweni and the Reserve Bank have

brought interest rates down to their lowest levels in 24 years.

14
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Gross fixed capital formation increased by 9 per cent in 2003 and an
estimated 772 per cent in 2004, contributing to a broader and deeper

platform for growth and productivity advances in future.

Following several years of decline, South African mining production
expanded by over 4 per cent a year in 2003 and 2004. Output of gold
mines has continued to decline, but platinum, coal, diamonds and other
minerals are benefiting from growth in demand and prices on

international commodity markets.

Value added in the construction sector grew by over 6 per cent in 2004.
There is strong growth in the residential property market. Further
impetus will be given to building and construction growth by inner city
refurbishment encouraged by our urban renewal tax incentive,
accelerated investment in low-income housing and municipal
infrastructure and several large economic infrastructure projects over the

decade ahead.

Official foreign exchange reserves have increased to over US$15 billion,
which is more than four times the current short term debt level.
Reserves held by the private banking sector have also increased
strongly, contributing to a marked improvement in the nation’s overall
balance sheet and reduced vulnerability to the inherent volatility of

international financial flows.

There are also encouraging signs of progress in broadening participation
and greater resilience of small enterprises across many areas of
economic activity. The official labour force survey suggests that non-
agricultural employment has increased by about 280 000 jobs a year
since 2000. Small and medium-sized contractors are competing
increasingly successfully for government roads and public works
projects. Micro-enterprises offering cellphone services, catering,
accommodation, entertainment, household and personal services are

both a growing feature of the economic landscape and at least to some

15
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extent a bridge to further opportunities and more formal business
formation. The notable growth of 18 per cent in the VAT revenue base
this year is just one indicator of a steady expansion in the numbers of

registered, viable business enterprises.

Taking into account the anticipated global slowdown and the continued relative
strength of the rand, our expectation is that the South African economy will
grow by 4,3 per cent this year and an average of 4,2 per cent over the next
three years. Gross fixed capital formation growth is projected to average 7 per
cent a year with exports rising by about 4%z per cent a year. We expect CPIX
inflation to average 4 per cent in 2005, rising to between 5 and 57 per cent in
2006 and 2007.

Madam Speaker, it is pleasing to note that we have revised upward the growth
estimates for 2004 and 2005 tabled before this House in February last year.
Changes in the economic outlook arise partly from changes in the global or
domestic market environment. But at least two critical areas of economic
performance are firmly within the scope of our influence and responsibility.
| refer to the need to accelerate the pace and quality of infrastructure
investment, partly a responsibility of government departments and partly of our
major parastatals, and to the need to address deficiencies in municipal
planning and service delivery and in the regulatory and administrative
environment that impede business development and job creation. These were
rightly amongst the urgent priorities articulated by President Mbeki in the State
of the Nation Address on 11 February.

Budget framework

Madam Speaker, the fiscal policy considerations and broad outline of a
proposed framework for the 2005 Budget were set out in the Medium Term
Budget Policy Statement tabled in October last year. We outlined a framework
for accelerated growth and broad-based development, focused on five policy

priorities:

16
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o Increasing the rate of growth and productive investment
o Encouraging employment and development of the second economy
o Social development and mobilising human resources

o Improving the State’s capacity to promote growth, broaden development

and combat crime, and
o Strengthening international relations for growth and development.

Due to the strength of the economy and the excellent work of Commissioner
Gordhan and his tax and customs team, we are now projecting to raise
R11 billion more this year than budgeted. Non-interest spending is R5,2 billion
higher than the original estimate, with the largest adjustments being for social
grants, drought relief and municipal rates and taxes. Our deficit this year
should come in at 2,3 per cent of GDP, and debt service costs will be 3,5 per
cent of GDP. Members of the House will recall that debt service accounted for
5,6 per cent of GDP six years ago, and | know you will share my firm intent not

to reverse this progress.

Our budget framework for the next three years sees revenue as a share of
GDP average 24,2 per cent. We anticipate a deficit of 3,1 per cent of GDP next
year, falling to 2,7 per cent by 2007/08. Total expenditure, excluding interest
costs and a contingency reserve, rises from R363 billion in 2005/06 to R428
billion by the end of the MTEF period.

These projections allow an additional R74,4 billion to be added to the baseline
allocations of national departments, provinces and municipalities over the next
three years. Consolidated real non-interest expenditure will grow at 772 per

cent next year, and an average of 5 per cent over the MTEF period ahead.

In framing these projections, we have been mindful that infrastructure spending
by municipalities and public enterprises is expected to grow strongly over the
years ahead, complemented by rising spending on public assets through

public-private partnerships of various kinds. Significant projects include:

17
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o completion of the Port of Ngqura,

o the Berg River Water Scheme in the Western Cape and further
development of the Olifants River and Groot Letaba River dam systems

in Mpumalanga,

o recommissioning of the Camden, Komati and Grootvlei power plants and

upgrading of the Matimba plant,

o construction of a hydroelectric pumped storage scheme at Braamhoek

and two coastal gas turbine plants,

o investment of some R27 billion in electricity transmission and distribution

networks over the next five years,

o building of a demonstration plant by the Pebble Bed Modular Reactor

company,

o Transnet’'s R4,9 billion locomotive and wagon fleet renewal and

modernisation programme,

o upgrading of the Coallink line to Richard Bay and the Sishen-Saldanha
link,

o a new container terminal for Durban and port capacity expansion in

Cape Town, Richards Bay and Saldanha, and

o the building of a new multi-purpose Durban-Johannesburg-Pretoria fuel

product pipeline.

The contingency reserve and unallocated funds for transport infrastructure in
the MTEF proposals for the next three years allow for additional allocations to
critical infrastructure investment projects in the Adjustments Budget, where

project planning is well advanced and business plans have been approved.

18
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Division of revenue

Madam Speaker, nationally collected revenue is divided equitably between
national departments, provinces and local government, as required by the
Constitution. The resulting allocations, and details of various conditional grants
to provinces and municipalities, are set out in the Division of Revenue Bill
tabled before the House today. National departments account for 37 per cent
of the allocations and provinces almost 58 per cent. Grants to municipalities
total 5 per cent of available resources, growing by 13,3 per cent a year, which

is the fastest growing component of the budget.

The intended consolidation of social grants administration in a single national
Agency reporting to the Minister of Social Development results in a significant
change to the budget framework. Social grants and associated administrative
expenditure are now fully budgeted for on the national Social Development
vote, as conditional grants to provinces. These funds will be ring-fenced and
separately managed by provinces, as an interim step towards establishing the

new Social Security Agency.

In 2005/06, R135 billion will be distributed between provinces in terms of the
equitable share formula, and R75 billion will be allocated as conditional grants

from national departments.

Provinces and municipalities are at the front-line in providing the many services
required by our people. The last decade saw their establishment, and steady
increases in the resources transferred for basic services. For the decade

ahead, the intergovernmental framework will see significant changes:

o New allocation formulas are being phased in for both the provincial and

local government equitable shares,

o Conditional grants are under review, and will be reformed to reflect more
appropriately their role in giving effect to national policy objectives for

concurrent functions,

19



2005 Budget Speech

o The RSC levies will be eliminated in 2006, and

o Metropolitan and selected urban municipalities will play an increasing

role in the delivery of housing and related services.

The Government's Programme of Action rightly highlights the importance of
addressing those weaknesses in governance systems or financial
administration that hold back public service delivery, both in provincial
departments and municipalities. Our season of hope rests in considerable
degree on the pride and vision with which provincial officials, local councillors
and municipal staff take up this challenge. Acting together, we do have the

capacity to overcome the administrative weaknesses.

Medium term expenditure allocations

2005 Budget priorities

Madam Speaker, we indicated in the Medium Term Budget Policy Statement
that significant additional allocations for social grants would be made in today’s
Budget, that land restitution would be a priority and that community and social

infrastructure investment would be accelerated.

We have already noted the immense contribution of our social grants system to
the income security of the most vulnerable, and in particular to the support of
children under the age of fourteen. This expansion in the redistributive thrust of
the budget carries a cost. Of the R74 billion in additional allocations over the
MTEF, a total of 30 per cent is added to the social grant programmes, bringing
aggregate social security spending to R55,4 billion next year and 12,7 per cent

of consolidated spending by 2007/08.

In addition to providing for rising beneficiary numbers, the MTEF allocations
provide for inflation-related adjustments to social grants. With effect from
April 2005, the maximum old age, disability and care dependency grants will
rise by R40 to R780 a month, foster care grants increase by R30 to R560 and
the child support grant goes up by R10 to R180 a month.

20
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The 2005 Budget provides for several other significant spending adjustments:

o R2 billion for the new comprehensive housing strategy and R1,7 billion

for municipal and 