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B IN MY OPINION

SQUARING THE FISCAL CIRCLE ,,

Edward Osborn is economic consultant to Edey
Rogers
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or aﬁiti‘biégenuity, the Recommendations Report of the

Financial & Fiscal Commission is unrealistic in its vertical

allocations between national and provincial govern-
ments. In focusing exclusively on the percentage share of rev-
enue to the two ‘it s of government, the coramission has over-
looked two fundam. tal factors. ,

First, the increasii.g pre-emptive bite of the interest bill into

revenues as the Budget deficit ratios are ___ t
reduced. Second, if the deficit ratios are
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to be reduced, as is government's ofrevenue frqm_interest costs. 5
avowed intention, the growth of func- The permissible rate of

tional expenditures (noninterest expen- growth of functxonal'expendl-

ditures) must be significantly less than  tures has to be sufficiently bet;

the growth ot expected revenues. The  low expected revenue growl

commission recognises the parameters  to reduce the de“ClF\ ratio. 8
of the challenge -~ systematic reduction ~ Thus, with real mvenuei L S

of the Budget deficit and the limitation of - growth of 3%, a zero rea
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revenue to 25% of GDP — but does not al-
low for the implicatinns: ,

A high real interest rate and the public
debt liability are at the heart of the prob-
lem. In the Budget estimates for 1996-
1997, the interest bill alone represetus

19,33% of total expenditure. Of this, con-
ceptually,16,59% will be matched by bor-

rowing equal to the deficit; the
remaining 2,74% will be a first |
charge on revenue, ’
As the deficit reduces but the
interest  bill remains high, .
there will be a greater erosion !

growth of functional expenditures will ensure the deficit ratio .

ill decline 1o zero by 2002-2003. A 1% growth of functional ex-
gégccllifures will reduge the deficit tr zero by 2004_-2005. A slow
reduction will occur with a 2% growth in functional expendi-
tures. But there will be none at all with 3% growth. .

The market yield cn foans is put at 14%. The geficit r?ductxons
will be progressively slower with higher markpt yields.

The graph shows allocations of total expepdltures tothe tgrggl
year of 2002-2003 chosen by the commission. Total funcgon;a
expenditures of government and the allocation to t_he provinces
are increased by 1% a year, for a constant market yield of 15%1 A
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ENational - ERPyovinclaly
Winterest funded from deficit
interest funded from revenue oy o

. d S——— down tc 26,26% from 37,31% initially (as-

EXPENDITURE-ALLOCATI
15% yield o | |

1% growt
1% growth in provinces' share

Though the deficit is decliring, there is still no relief on the
interest bill from earlicr debt. Also growing is the share of total
expenditures going to provinces. Thus the share remaining for
national government is squeezed, and squeezed beyend the
point supposed by the commission.

The commission grandly states that the squeeze on national
government will have to be met by reordering priorities. But
this will probably be unreasonable. Both national and provin-

cial governments must bear the necessary adjustinents.
,, What is left for functional expenditures of national govern-
/ ment, should a growth commitment be
y made to provinces, will depend on market
yields on borrowing and growth limits on
noninter2st expenditures.
~ Thus the share of total Budget expendi-
tures left for departments of national gov-
ermment will be forced down from 37,31%
to, say, 33,01% by the year-end, should the
overall growth of noninterest expendi-
tures be kept at 1%. If the overa:l growth is
3%, it could be as low as 31,65%.

Any higher rate of growth in provincial
allocations will be entirely at the expense
of national government. For example, a
+ 4% growth for the provinces, as recom-
mended by the cominission, would
squeeze the national functional share

h in total noninterest expenditure .

suming 2% overall growth and

Provinces ...
National at ., .
zero growth ..
1% growth ..

2% growth ..
3% giowth ..

g6/87 97/98 98/99 990G 0001 0102 0203 | nomic growth this year has
1336 A42 451 4601 4693 . 4787 4884 | slowed, the bond market has

; ' : o~ ‘ ISIRIIRRRE. | functions at the national level.
WITH PROVINCES GROWING AT 2% PER ANNUM AND WITH A MARKET | The base year estimates are
: YIELD OF 15% -| unrealistically favourable. Eco-

w3l oy 0L M BYM B B8 and the collapse of the rand
WA 6w i 35 w3 32 Al | oo 0 hE ey re-
73: 317 26 M4 %E 2% sl ~

¥l %20 %39 48 0% IEl 3L

15% yield). This denotes se-
vere negative growth for the

not been as benign as expected

deaption losses on foicign
lwans this year. Incident=lly,

the 1996-1997 Budgel provides
for 2,07% of tatal ex»enditures for such losses, which would ef-
fectively reduce national functional aliocations to 35,24%.
Finally, given this revised view of verticat allocations, there is
A0 place fur the cemumission’s concept of tax room: up to 7% of
personal income *ax is eventuaily to be allocated to provinces.
The commission's proposal is advanced to make the provinces
more accountable. This is spurious. I any case, the provinces'
~ tax share of personal income tax will be as much a redistribution
from the centre, namely the SA Revenue Service, as funding
from the iinance Ministry. Whatever tax aliocation is made
would be taken into account in the Finance Ministry's payoul. ¥
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