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[ . 1 NTRODUCTI ON

. A denocratic government in South Africa will have to address
the | egacies of the apartheid period. A priority in this regard
will be the provision of basic services such as primary health

care, education, affordable housing and infrastructure. This needs
to be done within the framework of sustainable econom c grow h,

whi ch inplies that due consideration be given to nacroecononic

bal ance.

2. One inplication of the transition to denocratic rule is that
peopl e who are experienced at giving | eadership and organi zati ona
direction, but nay have had |imted experience in governnent, could
becone officials in the departnments of health, education, housing,
social welfare and rural devel opnent. The primary objective of
this activity is to enhance the public managenent skills of the
partici pants by strengthening their understanding of the rel evance
of macroeconom ¢ nmanagenent to redistributive public expenditure
strat egi es.

1. BACKGROUND

3. In Decenber 1991 M Nel son Mandel a, President of the African
Nati onal Congress (ANC), met M Lewis Preston, President of the
Worl d Bank, in Washington D.C. They agreed that the Wrld Bank
woul d, inter alia, support training in South Africa in the area of
nmacr oeconom ¢ nmanagenent. Subsequent contacts between the Bank and
the ANC reaffirmed this decision

4. Over the past two years various capacity building activities
were introduced by South African organisations |like the ANC and the
Congress of South African Trade Unions, as well as, internationa
agenci es such as the International Devel opnent Research Centre of
Canada and the Friederich-Ebert Stiftung of Gernmany. An inportant
initiative was the formation of the Macroeconom ¢ Research G oup
(MERG to pronote macroecononic research and training of black
econom sts. These initiatives will be strengthened by the training
program outlined bel ow.

5. The rel evance of the proposed activity in facilitating the
transition in South Africa is further underscored by the decision
taken at the May 1992 Policy Conference of the ANC that there is

a need to broaden and deepen the understandi ng of econom c issues.
[11. OBJECTI VES

6. The course is designed to introduce participants to genera
aspects of macroecononmi cs. The scope and inplications of fisca
redi stribution, which is likely to feature prominently in South
Africa and is assuned to be one of the primary concerns of the
participants, will be evaluated within a macroecononic franmeworKk.



IV . CONTENT

7. The course is divided into four nodul es, each giving attenti
to both conceptual understanding and practical application
Modul e | I ntroduction

8. Day 1 begins with a review of the social expenditure proposa
whi ch are typically advanced in the South African debate
econoni ¢ policy and concludes by fanmiliarising participants w
South African and international social indicators.

Modul e |1 Macroeconom ¢ Framewor k

9. Day 2 develops a profile of South Africa’ s nmacroeconom
aggregat es, exposes the participants to national and public sect
data sources and reviews the fundanental macroecononic identitie
10. Day 3 lays the foundations for an understandi ng

macr oeconom cs in an open econony. The di scussion will focus
the main rel ati onshi ps anbng nacroeconom ¢ aggr egat es.

11. Day 4 further devel ops the open-econony nmacroeconom
framewor k by exploring the interdependence between fiscal, noneta:
and exchange rate policy. Case studies are used to indicate t

i mportance of macroecononi ¢ bal ance.

Module 1l Fiscal Policy and Redistribution

12. Day 5 places the South African system of taxation in

i nternational perspective and addresses the nain sources
revenue. Some attention will be given to the rel evance of equ
and efficiency criteria for tax reformoptions.

13. Day 6 opens with a description of existing budgeta.
procedures in South Africa and briefly reviews alternati
procedures. Criteria to be used in prioritising expenditure a.

t hen di scussed.

14. Day 7 is devoted to a structured group activity that allo
the participants the opportunity to design a budget f

redi stribution and grow h.

15. Day 8 draws on conparative experience to illustrate t3
benefits of efficient public resource utilisation. This

foll owed by a case study involving perfornmance auditing.

Module IV: Gowmh and Fiscal Policy

16. Day 9 places fiscal redistribution within a growth contex-
Case studies are used to highlight the inter-tenporal ChG Ce

i nvol ved in drawi ng up a budget.

17. Day 10 is aimed at consolidating the work covered in t1l
cour se.



V. APPROACH

18. The course consists of a mx of |ectures, presentations and
smal | group di scussions. Case studies are interspersed throughout
to draw on international experience. Extensive use will be nade
of m croconputers under the guidance of post-graduate tutors to
fam liarise participants with actual data and to facilitate an
under st andi ng of econonic rel ationshi ps.

VI . PARTI Cl PANTS

19. The participants will be prospective governnent officials who
are expected to be engaged in policy analysis in mnistries of
heal t h, education, housing, social welfare and rural devel opnent.
Few, if any, of the participants will have had any systematic
exposure to economni cs.

VI1. LOCAL | NSTI TUTI ONS

20. The Department of Economics of the University of the Western
' Cape, with assistance fromthe School of Econom cs of the

Uni versity of Cape Town.
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APPENDI X A

MACROECONOM CS AND SOCI AL DEVELOPMENT | N SOUTH AFRI CA
MODULE | | NTRODUCTI ON

The Soci al Cont ext

- Existing policy proposals

- Conparative social indicators

MODULE |1 MACROECONOM C FRAMEWORK

South Africa’ s National Accounts

- Aggregate trends and conpari sons

- Public sector statistics

- National accounting identities

Macr oeconom ¢ Rel ati onshi ps

- Cuide to nmcroeconomnics

Open- Econony Pol i cy Framewor k

- Fiscal, nonetary and exchange rate policy
- Macroeconom c bal ance

MODULE 11 FI SCAL POLI CY AND REDI STRI BUTI ON
Taxat i on

- Taxation in conmparative perspective

- Economi c effects of taxation

- Tax reformissues

Budgetary Procedure and Priorities

- Existing budgetary procedures

- Ordering of spending priorities

Budget for Redistribution and Growh

- Structured group activity to design a budget
Publ i ¢ Expenditure Managenent

- Efficiency of public spending

- Performance eval uation

MODULE |V GROAMTH AND FI SCAL POLI CY

Case Studies

- Ml aysi an case study

- Zi nbabwean case study
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MONDAY, JANUARY 31

09: 00 - 10: 30 | NTRODUCTI ON

The first part of the introduction session is reserved for housekeeping issues. The objec
tives

and content of the course will then be notivated. Some O the questions that come to m nd
are:

Wiy are the first days devoted to nmacroeconormi cs?

VWere does the theme of redistribution fit in?

Why does the budget feature so prom nantly?

What are the limtations of the course?

11: 00 - 13: 00 EXI STI NG POLI CY PROPOSALS

The participants will be asked to make a brief presentations (max 10 nins) outlining sone
of the policy proposals which are under discussion within the denocratic novenent. This
shoul d provide a reference point for subsequent discussions of the budget. Policies that
have budgetary inplications ought to be enphasised.

14: 00 - 15:30 SOCI AL | NDI CATORS

The Worl d Bank’s data bank of conparative social indications of devel opnent will be
introduced. Dr. Alfredo Behrens will discuss the indicators and denonstrate the

programe (which is very user friendly), after which the participants should be able to
browse through the data file on their own.

15:45 - 17: 00 SOUTH AFRI CAN SOCI AL | NDI CATORS

In this session South Africa s social indicators of devel opnent will be conpared to those
of simlar mddle incone countries. In view of the shortage of adequate data for South
Africa, inputs fromparticipants in their respective areas of expertise would be greatly
appr eci at ed.



TUESDAY, FEBRUARY 1

08:30 - 10:30 NATI ONAL AGGREGATES

The concept of Gross Domestic Product will be introduced in this section and the three
ways of neasuring the GDP will be analyzed. The participants will then work through
spreadsheet exercises based on these concepts. The session concludes with a | ook at
conparative growth trends.

11: 00 - 13: 00 NATI ONAL ACCOUNTS

This period begins with a presentation of the circular flow of income diagram This will
be foll owed by spreadsheet exercises illustrating the househol d, corporate, government an
d

capi tal market accounts.

14: 00 - 15: 30 BALANCE OF PAYMENTS

The aimof this session is to acquaint the participants with the bal ance of paynents acco
unt,

focusing on the conponents of the capital and current accounts. Definitions will be
illustrated by neans of conputer exercises.

15:45 - 17: 00 ACCOUNTI NG | DENTI TI ES

The final session will integrate the national inconme and bal ance of paynments concepts to
illustrate the nmacroeconom ¢ constraints on the economnmy. The basic three gap identity wil
I

be devel oped to denonstrate the interdependence between the bal ance of payments, the
government deficit and the saving-investnent gap

19: 00 - 21: 00 COVPUTER PRACTI CE

The eveni ng has been set aside for participants to conpl ete whatever exercises were hande
d

out during the day. The objective is that by the end of the day each participant should
have nastered the basic spreadsheet commands and operati ons.



VWEDNESDAY, FEBRUARY 2

08:30 - 10: 00 MACROECONOM C FRAMEWORK

The aimof this day’s lectures is to provide an overvi ew of the basic macroeconom c
franework and to |lay the foundations for subsequent discussions of economc policy. In
this introductory section the concepts of aggregate demand and aggregate supply wll be
devel oped and their deterni nants anal yzed.

11: 00 - 13: 00 MACROECONOM C FRAMEWORK

This is a continuation of the previous session. The enphasis will switch to the open
economny context and the interaction between the donmestic and external sectors. The
i mplications of the balance of paynents constraint will be explored.

14: 00 - 15: 30 MACROECONOM C BALANCE

At this stage a country case study highlighting the inportance of nacroeconom ¢ bal ance
and the detrinmental consequences of domestic inbalances will be presented by Prof.
Adenol a Oyeji de.

15:45 - 17: 00 MACROECONOM C MODEL

The concepts introduced in the norning session will be illustrated by neans of a dynamc
ti me-series macroeconom ¢ nodel of the South African econony designed by the EPRP

nodel ling team |ead by Gavan Duffy, at U WC



T HURSDAY, FEBRUARY 3

08:30 - 10:30 FI SCAL POLI CY

After briefly characterising the scope of fiscal policy, the session will concentrate on
t he

deficit and the public debt. Participants will use a spreadsheet to calculate and plot tr
ends

in the conventional and primary deficit for South Africa. A nodel showi ng how the debt

to GOP ratio is determined will used to forecast debt and debt servicing ratios for South
Africa. The session concludes with a survey of the econom c inpact of deficit financing.

11: 00 - 13: 00 MONETARY AND EXCHANGE RATE POLI CY

This session will briefly ook at nonetary policy, with particular enphasis on interest r
ate

policy. The relationship between nonetary policy, inflation and the bal ance of paynents
wi Il then be anal yzed. The session concludes with an overview of exchange rate policy.
14: 00 - 15: 30 EXTERNAL BALANCE

Here the focus will be on exchange rate policy, and the constraints which externa

i mbal ance pl aces on growt h.
15:45 - 17:00 | NFLATI ON AND FI SCAL PCLI CY
Hyper-inflation is the main danger of severe fiscal inbalance. A sinple spreadsheet nodel

will be used to denpnstrate the inflationary effects of nmonetising the deficit.
19: 00 - 21: 00 PCOLI CY SCENARI OS
The macroeconom ¢ nodel introduced during the previous day will be used to sinmulate

the inpact of alternative fiscal, nonetary and exchange rate policies. This should provid
e

one with a practical feel for the effects of different nacroecononic policies. The
participants will then use the nacroeconom ¢ nodel to devel op policy scenarios for

i ncorporation in the budget plans which will be drawn up by the small groups.



FRI DAY, FEBRUARY 4

08: 30 - 10: 30 COVPARATI VE TRENDS | N TAXATI ON

The aimof this conmponent is to famliarize the participants with tax trends in South Afr
ica

and to place these in international conparative perspective. The session begins with a
brief presentation on the inportance of public sector financing. The participants will do
conput er exercises to plot South African and conparative tax trends, and then proceed
with small group discussions of these trends and their relevance to the future of fiscal
policy in South Africa.

11:30 - 13:00 TAX POLI CY AND TAX REFORM

This topic is devoted to tax policy and reform and begins with a sketch of the theoretic
al

foundations of tax reform The mgjor tax policy issues to be addressed by devel opi ng
countries during the 1990's are then reviewed. Attention will be given to the use of VAT,
the broadening of the tax base, the limting of tax preferences,the declining inportance
of

tax as a redistribution nechanism and optinmality of the tax system Participants will th
en

di scuss in snmall groups, after having studied the salient features of the South African t
ax

system the desired direction that tax reformin South Africa should take. Consideration
will have to be given to the interaction between tax policy and econom c growt h.

14: 00 - 15:30 MACROECONOM C STABI LI TY AND FI SCAL REFORM

15:45 - 17: 00 MACROECONOM C STABI LI TY AND FI SCAL REFORM



MONDAY, FEBRUARY 7

08:30 - 10: 30 COVPARATI VE TRENDS | N PUBLI C SPENDI NG

The objective here is to fam liarize the participants with spending trends in South Afric
a

and to place these trends in an international conparative perspective. The session wl|
begin with a short introduction to the nain econom c functions of governnent:
stabilisation, allocation, redistribution and growmh. Participants will then extract data
series

fromthe conputer and plot South African and conparative trends. This provides the
background for group discussions of these trends and their relevance to the future of fis
ca

policy in South Africa.

11: 00 - 13: 00 EXPENDI TURE PRI ORI Tl ES

A discussion on the issues which need to be taken into account in identifying spending
priorities for a denmpocratic South Africa.

14: 00 - 15: 30 BUDGETARY PROCEDURES

A critical lecture on current budgetary procedures in South Africa, followed by a

di scussion of alternative procedures whi ch enphasis greater transparency and
accountability.

15:45 - 17: 00 EXPENDI TURE PRI ORI Tl ES

Bef ore a budget can be drawn up it is necessary to derive at a |list of expenditure priori

ties.

In this session small groups will be asked to identify what they regard as the priorities
for

a denocratic South Africa. Brief report backs will follow

19: 00 - 21: 00 BUDGET MANAGEMENT

This is a structured readi ng session. The nmenbers fromthe various small groups should
divide up the reference material on the budget anong thenselves. In this way the groups



can ensure that they are acquainted with all the rel evant readings.



TUESDAY, FEBRUARY 8

08:30 - 10: 30 DEMOCRATI SATI ON AND REFORM

The norning sessions are devoted to an in-depth analysis of the fiscal and macroeconomni c
chal | enges acconpanyi ng a process of denocratisation and reform

11: 00 - 13: 00 DEMOCRATI SATI ON AND REFORM

In this slot the participants will have the opportunity to consider the rel evance of the
Brazilian experience of hyper-inflation and fiscal inbalance for the transition in South
Africa.

14: 00 - 15:30 SAFETY NETS

Recent experience in devel oping countries point to the need for adequate safety nets
during periods of macroecononic reformand structural adjustnent. Dr. Al fredo Behrens
will provide a brief description of the circunstances in which safety nets beconme necessa
ry

and anal yze different approaches and mechani snms for protecting the poor. The rel evance
of safety nets for South Africa will then be expl ored.

15:45 - 17: 00 ECONOM C SCENARI OS FOR S. A. BUDGET

The primary objective of this discussion is to derive a limted nunber of realistic econo
mc

scenarios. Through small groups and pl enary di scussions the participants will be
encouraged to reach consensus on a few alternative econom c scenarios for the future,
especially with respect to economc growh, size of government and tax reform These will
provi de the context within which budget plans for South Africa will be drawn up during
the rest of the week.



WEDNESDAY, FEBRUARY 9

08:30 - 10: 30 EXPENDI TURE PLANNI NG CONTROL AND EVALUATI ON

In this session the aimis to devel op an appreciation of the need for expenditure plannin
g,

control and performance eval uation. The interrelationship between devel opnent strategy,
fiscal planning and budgeting systens will be explored with the aid of a case study. The
di scussion will conclude with a treatnment of nonitoring and eval uati on procedures which
are necessary to ensure efficient and effective public spending. Performance auditing is
a | eading exampl e of the type of nechani sns which are available for this task.

11: 00 - 13: 00 BUDGETI NG I N ZAMBI A

Dr. Patrick Ncube will discuss his experience as budget officer for the Zanbi an
government. This will give participants sone exposure to the actual budgeting process
and probl ens experienced in a third world countries.

14: 00 - 15: 30 SPENDI NG TARCGETS FOR SOUTH AFRI CA

Smal | groups will decide on their own political progranmes to be inplenented after an
assuned early 1994 election, and will then translate these into five-year spending target
S

br oken down by function and objective.

15:45 - 17:00 A BUDGET FOR SOUTH AFRI CA

Smal|l groups will at this point begin to develop their own five-year budget plans for Sou
th
Africa. They will have to take into account the foregoing discussions, including differen

t

econoni ¢ scenarios, tax reformoptions, and expenditure priorities.

19: 00 - 21: 00 A BUDGET FOR SQUTH AFRI CA

This evening is reserved to give the small groups sufficient tine to devel op detailed and
realistic budget proposals.



THURSDAY, FEBRUARY 10

08:30 - 10: 00 GROMH AND REDI STRI BUTI ON

At this stage of the course it is appropriate to return to the thene of redistribution fr
om

a wider perspective. In this section we |ook at the prospects for income redistribution
through growth and nmarket processes, the scope and limts of fiscal redistribution and th
e

probl ems of growth through redistribution

11: 00 - 13: 00 FI SCAL PCLI CY AND GROAMH

There is a two-way interaction between growh and fiscal policy. This section wll
concentrate on one side of this relationship, and anal yze the inpact of fiscal policy on
growmh, and in particular the effects of different types of expenditure on grow h.

14: 00 - 15: 30 MACROECONOM C SCENARI s

The macroeconom ¢ nodel will be placed at the disposal of the small groups to enable
themto assess and review the possi bl e macroeconom ¢ consequences of their budget
proposal s.

15:45 - 17:00 A BUDGET FOR SQUTH AFRI CA

In this time-table slot the snmall groups will have to finalise their budget proposals.

FRI DAY, FEBRUARY 11

08: 30 - 10: 30 PRQJECT PROPCSALS

Each small group will be allocated 30 minutes to present their budget proposals.
11: 00 - 13: 00 PROJECT PROPCSALS

A plenary discussion of the budget proposals.



