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South Africain the 21* Century: Some Key Socio-Economic Challenges

Pundy Pillay

1. Introduction

This paper provides areview of six key socio-economic challenges that face South Africa
at the dawn of the 21% century. The paper is largely descriptive with its main purpose
beingto present theissues as objectively as possible with the focus being on how things
have changed especidly duringthe period of the first democratic government. No attempt
is made here a providing policy prescriptions. Rather it is hoped that the information
gathered can be the basis for informed discussion as well as providing the impetus for
progress towards greater consensus in economic policy making.

From the perspective of government, the achievements of the past six y ears have been not
inconsiderable especidly in the areas of education, housing, hedth, water and sanitation,
macro-economic policy and in establishing anew decentralized politica framework. The
recent NEDLAC report (NEDLAC 2000) has highlighted many of these achievements.
However, the greatest achievement of the first democratic government has been probably
in the arena of policy development. Neverthdess, huge chalenges remain as government
moves the emphasis from policy development to policy implementation and the delivery
of services.

Theanalysis of the key socio-economic chalenges facing the country should be
considered within the context of the many encouraging signs emanating from
government. Foremost amongst these are the following

e Government is clearly prepared to acknowledge that some mistakes have been
made in policy development and implementation; note for instance, the M inister
of Trade and Industry’s recent comments on government’s lack of success in
small business development and M inister of Education’s review of Curriculum
2005;

e Thereis now increased focus on development and implementation of co-
ordinated, cross-cutting policies — e.g. on employ ment, spatia planning, rura
development, human resource development, and crime — rather than focusing
narrowly on departmenta policy-making;

¢ Inlinewith these objectives there has been aradica restructuring of the important
decision-making structures, namely in the Cabinet Committees, and the Forum of
Directors-Generd, to encourage co-ordinated policy-making;

e Thereisincreasingy an emphasis on prioritisation through acy cle of policy
planning and budgeting;

e Findly, thereis increasing evidence of willingness to engage in partnershipsin
theimplementation of policy, with civil society (especialy in the socid sector —
e.g. education, socid welfare, rurd development); and with the business sector
(privatization, crime, infrastructure).



We have to acknowledge however, that in spite of what has been achieved we still
have a high incidence of absolute and rdative poverty; new kinds of inequdity are
replacing racial manifestations of income and wedth inequality; thereis ahigh and
rising level of unemploy ment coupled with negetive forma sector employment as
well as high and increasing levels of crime, especidly serious and violent crime. This
is hardly an environment that is likely to be attractiveto foreign direct investment and
to be conducive to growth.

The six key socio-economic chalenges described in this paper relaeto:
M acroeconomic Policy;

The Labour M arket;

Poverty and Inequdity;

The Socid Sector;

Globdisation and the South African economy; and

Fiscal Decentrdisation.
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2. Macroeconomic Policy

Nothing engenders more heated debate from various points on the politica spectrum as
does the government’ s macroeconomic policy, namely, the Growth, Employ ment and
Redistribution Srategy (GEAR). Because GEAR is associated with such critical issues
as job creation, economic growth, and inflation, discussions on it often tend to be
emotional rather than rational.

Fromtheleft, GEAR is seen as aversion of theIM F's Structura Adjustment Programme,
apolicy which has been blamed for increasing levels of poverty in many developing
countries. For advocates of GEAR, the policy represents an attempt at providing essentid
macroeconomic stability in order to attract investment and stimulate growth.

GEAR was announced in February 1996. Itstargets are:

Economic growth of 6% per annum by theyear 2000;

Accelerated job creation, reaching 409 000 jobs annudly after the year 2000;
Aninflation rate below 10% throughout the period;

Average annua non-gold export growth of 8.4% duringthefiveyear period,;

A risein gross domestic saving from 18% to 22% of GDP;

Increased gross domestic investment from 20% to nearly 26% of GDP in 2000;
with an average annud red private investment growth of 11.7%;

Inflow of foreign investment equivaent to amost 4% of GDP; and

¢ Reducingthe budget deficit to 3% of GDP.



South African Economic Performance

Table 1 provides asummary of the country’s economic performance between 1970 and
1999.

Table 1: Economic Performance, 1970-1999

Annua 1970-1999 | 1980-1989 | 1990-1999 | 1990-1994 | 1995-1999
Average (%)

CPI Inflation 9.9 14.6 9.9 125 7.4

Red gowth
in:

GDP 3.3 2.2 1.3 0.2 2.3

Gross fixed 4.7 0.7 14 -1.5 4.2
capita
formation

Source: Budget Review 2000

It is evident that the macroeconomic policy successes reate largely to reductions in the
rate of inflation and in the budget deficit. As Table 1 shows CPI inflation fel from an
annua average of 14.6 per cent during the period 1980-1989 to 9.9 per cent in 1990-
1999. The period 1995-1999 was particularly impressive with an annua average of 7.4
per cent.

Second, the budget deficit as apercentage of the GDP has been reduced from 10.3 per
cent in 1993 to 2.7 per cent in 1999.

The record on investment, both domestic and foreign, is at best, mixed. Table 1 shows
that gross fixed capita formation increased by 4.2 per cent per annum between 1995-
1999. Foreign direct investment increased three-fold, from $600m in 1996 to $2hillion in
1997 — however, this was mainly dueto the sae of part of Telkom. However, in 1998,
therewas areversa of FDI inflows equa to $1.2bn or 0.9% of GDP.

Thelowering of tariffs, the reduction of corporate tax from 48% to 30%, and the
privatization programme of state assets were supposed to attract foreign investors.
However, these measures have y et to achievethat am. M ost foreign investment remains
in the form of short-term portfolio investment and not in rea productive assets that can
lead to the creation of jobs.

Thepolicy has clearly faled in the attainment of targets relatingto growth, savings and
employment. With respect to economic growth, Table 1 shows that the annua average
gowth ratefor the period 1995-1999 was 2.3 per cent, far short of the targeted 6 per cent
in GEAR necessary for asorption of the unemployed and new entrants to the [abour
market. In fact, real GDP declined from 3.2% in 1994 to 0.5% in 1998. In its assessment
of GEAR, the Nationd Institute of Economic Policy (NIEP) found that since 1996, South
Africa s rea GDP has grown by only 1.8%, well below therate of population growth —in




effect, negeative per capitagrowth. M oreover, theratio of gross domestic saving fell from
16.9% in 1995 to 15.2% in 1997 and 14.2% in 1998, accordingto NIEP.

Employment in the forma sector has not been anywhere near expectations. In fact,
employ ment in the forma sector of the economy has generdly declined during this
period and the ranks of the unemployed have swollen to at least 25 per cent of the
economically active population (see section 3).

Thekey question in the macroeconomic policy debateis: What arethekey constraints to
gowth? Low domestic savings, inadequate levels of foreign direct investment, crime,
labour market rigidities, low skill levels, and restrictive monetary and fiscal policies are
invariably put forward as causa factors by economists and other socid commentators.

Issues relating to skills and the labour market are discussed esewherein the paper. This
paper a this juncture raises two vita issues relaing to the macroeconomic policy debate.
Thefirst concerns the linkages between domestic and foreign investment and the second,
theimpact of monetary policy on growth.

On theissue of foreign investment as the panaceafor the South African economic crisis,
Friedman (2000) has questioned the conventiona wisdom in a persuasively-argued paper.
He argues that mainstream thinking on South Africas economic future is based on two
misconceptions. Thefirst is that the country’s prospects depend on its ability to attract
foreign investment. However, the evidence shows clearly that 'developing economies'
gowth istriggered by domestic investment; the growth which it generates attracts foreign
investment which may then help sustain growth. The second is that growth depends on
pursuing particular economic policy packages. Thisignores thefact that different market
economies have grown by applyingvery different policies. Here, the evidence suggests
that thekey to growth is asociety's ability to resolve and manage conflict over economic
resources. Investment, the key to growth, depends on confidence which in turnisthe
result of effective political management rather than policy recipes. Thisimplies that our
growth prospects depend on our ability to generate domestic investment - and that this
will be achieved by effective political management rather than macro-economic

formulae.

The second important issue on which this section focuses is theimpact of restrictive
monetary policy on growth. Specificaly, what are the consequences for unemploy ment
of reducinginflation to singe digt figures?

Thereis generd agreement among economists that the Phillips Curve which set out an
inverserelationship between inflation and unemploy ment, no longer holds in the long
run. What of the short run, however?

In the context of the recently-set inflation target (3-6 per cent), Barnardt (2000) in an
elegant article argues that thereis very little real world evidence to show “that reducing
inflation from about 8% to about 4% would yidd any meaningful growth benefits in any
type of economy”.



He shows that IM F emerging-country research in 1996 found conclusively that reducing
hy perinflation (of say, anything from 20% to 100% ayear or more) to about 12% had
magor growth benefits. The research aso suggested that reducingacountry’s inflation
trend rate from 12% to 8% bore further moderate growth benefits, but that tryingto push
it down below 8% “yielded very littlereward in relation to the pain such an exercise
could involve’.

Few economists and policy makers would argue with the notion that the reduction of
South Africa s trend inflation rate from 15% in the 1980s to about 7.5% in the 1990s has
brought about moderate growth benefits, by, among other things, enhancing investor
perceptions of financia discipline. Barnadt argues, however, that “ it is unnecessary — and
quiterisky at this point of our socio-politica evolution —to launch anational campaign to
target inflation at 4% or 5%, even if thisis set over athree-year period”.

Barnadt demonstrates aso that some “ high inflation” countries such as M exico, have
been the recipients of massiveinflows of capitd. If such countries could generate high
economic growth rates with inflation rates around 10 per cent, he asks why South Africa
is obsessed with pushinginflation to 5 per cent.

M oreover, he chalenges severd conventiona wisdoms. Thefirst concerns the usua
Reserve Bank view that alower inflation rate reduces therisks of capita outflow,
emergng market “ contagon” and general economic instability by showingthat the worst
currency crisis of the past decade - in Asiain late 1997 — occurred against the backdrop
of inflation rates of mostly about 5%. Furthermore, in South Africa, the big currency
crisis of 1996 occurred against the backdrop of 6% inflation, and the even bigger 1998
currency crisis occurred with inflation a 5%.

Second, he attacks the orthodox view that inflation hits the poor harder than therich:
“The argument that “ an 8% inflation rate hits the poor harder than therich” is so tortuous
that no poor or unemployed person can be expected to follow or tolerateit. The opposite
may well bethe case. In any case, how does this argument help if sharp interest rate hikes
—which probably hit the poor harder than therich — are used as the main instrument to
combat inflationary pressures?’

The compélling point he makes is that accelerating growth and job cregtion are much
more important in the next five years than getting inflation down to 4% or 5%. He
concludes by describingwhy it will be extremely difficult to keep inflation below 5%
with more policy tightening and the consequent sacrifice of growth and jobs:

“For most of the past fiveyears South Africahas endured harshly tight monetary policies
Thelr disinflationary effect was reinforced by gpplications of new technology, rising
[abour productivity, import tariff cuts, the abolition of import surcharges, aleakage of
cheap imports through SA entry points, tightening of fisca policy and noticesble goba
disinflation.



If despite dl these simultaneous disinflationary forces, our underlyinginflation rate
stubbornly remains in the 6-9% range, what does this tell us? It tells usthat at this stage
A inflation will “naturaly” rest in aband about 5% or more above the inflation band of
advanced economies. Why ? Because the process of afinancia degpeningin ayoung
population dictates that bank credit and money creation in SA will grow at astructurd
premium of 10% to that of advanced countries with ageing populations. The rand will
tend to depreciate by 10% ayear, on average, against advanced economies for an
extended period. It will prove very difficult to keep inflation below 5% without severe
bouts of policy tightening and the accompanying sacrifice of jobs, and under-utilisation
of human and physical production capacity. A country that still requires considerable
transformation should keep its monetary policy options as flexible and as open as
possible. How draconian and obsessive will the policy makers’ approach beto force
successful achievement of sub-5% inflation?’

Summary:

1) Eventhemost fervent supporter of GEAR would concede that it has had
limited success in attaining dl its gods.

2) The successes it has endured related to reductions in the budget deficit and
inthetrend inflation rate have been crucia to providing and maintaining
macroeconomic stability and enhancinginvestors' perceptions of financid
confidence.

3) However, it is evident dso that while macroeconomic stability is a
necessary condition for investment, it is not sufficient.

4) Hence, the expected inflow of foreign direct investment has not
materialized. One convincing argument made in regard to investment is
that foreign investors follow domestic investors and that until the domestic
private sector in South Africashows confidencein the economy, foreign
investors will not be induced here.

5) Allied to thisissue of domestic investment and akey causa factor for
gowth and investment is asociety’s ability to resolve and manage conflict
over the use of economic resources.

6) Insummary then, the quest in the South African economy, after more than
four years of tight macroeconomic policies, remains for sustainable
economic growth and job crestion.

7) This section focused findly on the potentid costs of attainingthe newly -
set inflation target of 3-6% on economic growth and job creation.



3. The Labour Market
This section examines four sets of issues relatingto the labour market:

a) Employment;

b) Unemploy ment;

c) Kills Shortages; and

d) Labour M arket Flexibility.

3.1 Employment

Bhorat (1999) and Bhorat & Hodge (1999) have provided alucid explanation of the
trends in formal sector employ ment between 1970 and 1995. The key points of these
analy ses are described below.

Between 1970 and 1995, forma employ ment increased by 18.6% or from about 7.5
million employ ees to 8.9 million. The economically active population in 1970 was 8.1
million and in 1995, 12.7 million, which represents a57% increase. This shows that the
labour absorptive capacity of the formal economy has been inadequate in providing jobs
for new entrants into the labour market. This is reflected in the growing numbers of the
unemployed, from an estimate of about 570 000 in 1970 to approximately 4 millionin
1995.

However, akey structura shift has been the decline of the primary sectors and the growth
of the services sector. In terms of occupationa shifts, in each of the primary, secondary
and service sectors, professiona and managerial occupations showed the highest growth
rate during the 1970-1995 period.

The anady ses show aso that tota employ ment gains since 1970 had adifferentia impact
on thefour racial groups: the employ ment of non-Africans increased at arate of between
48% and 108% while forma employ ment of African workers basically remained constant
through this period. The poor employ ment performance of Africansis atributed to the
high losses in the primary sectors. There were notable gains, however, for Africansin the
service sectors, with the largest increase reported in Wholesae and Retail (156%) and
Finance (450%).

Furthermore, the overall gain in employ ment was not evenly distributed by educationa
gudifications. Thelargest increase was for individuas with tertiary education This was
followed by those with completed secondary education. For those individuas who had
not attained amatriculation certificate, their employ ment rose by far less. Finaly, for
thoseindividuals with primary or secondary schooling, the demand for their labour
decreased substantialy while those with no education have been the most severdly
disadvantaged in the labour market.

Theandysis demonstrated dso that labour demand patterns at the sectord leve can be
explained in terms of two forces — within-sector shifts and between-sector shifts. Within-



sector employ ment shifts are those changes in labour dlocation that come from within
theindustry itsef. Between-sector changes are relative employ ment shifts occurring
between sectors in the economy . Sources of within-sector shifts include technologca
change in asector that may create the need for acertain skill-ty pe over another. Between-
sector employ ment changes are largaly explained through the dtering shares in aggregate
output of the sector under consideration. Through agrowingor declining sharein
production of asector, labour demand at different skill levels may change.

For the period under consideration, it is clear firstly that demand has shifted away from
unskilled individuals to those in semi-skilled and skilled occupations. The key cause of
these shifts gppears to be technologca change within the individuad sectors. Therising
capitd intensity in sectors, coupled with greater computerization, has meant the need for
more highly skilled workers. Interestingy though, the results suggest that when
examining lower skilled workers, the importance of within-sector shifts remains, but
diminishes. This suggests that for those a the bottom-end, the dtering shares in nationa
output of different sectors had amore significant role in understanding relative

employ ment shifts, when compared with those a the top-end where employ ment shifts
were overwhelmingy shaped by within-sector factors.

Between 1995 and 1998, total employ ment in the forma sector declined from 10,1
million to 9,4 million according to information geaned from the October Household
Surveys (OHS) for thesetwo years. For maes the decline was significantly greater a 10
per cent whilefor females it was 3.5 per cent.

The surveys show aso that for the same period, the number of people employed in the
informal sector increased from 996 000 in 1996 to 1 316 000 in 1998. However, no
information is available about the quality of these jobs and the incomes earned.

A comparison of OHSinformation for thetwo years reveds the following:

The declinein employ ment in the agricultura sector continues.

M ining employ ment remained constant.

Of concern is the decline in manufacturing employ ment even though it is slight.

The sectors which increased their share of employ ment were dectricity, gas and

water; construction; wholesderretail trade, catering and accommodation; and

financia services.

e Theshare of community, socia and persond services (including ‘ private
households’) aso declined during this period.

e Within the mae population there were declines in the shares of agriculture and
community, socid and persond services; and increases in wholesade and retall
trade, and financia services.

e For femdes, there wereincreases in most sectors but significantly in wholesale

and retall trade, and financia services with adecline in community, socia and

persona services.



Therewere significant increases in the share of women in severa higher level

occupations including professionas (from 38% to 44%); technicians (from 52% to 55%);
clerks (64% to 66%) and skilled agricultura workers (from 13% to 23%). However, a
the other end of the occupationa spectrum, there was aso asignificant increasein
women'’s share of dementary occupations (from 47% to 54%).

With respect to race, there was somewhat surprisingy adeclinein the proportion of
African professionds (from 34% to 30%) and technicians (from 52% to 49%).
Sonificant increases were recorded in the share of Africans as service workers (from
62% to 71%); as skilled agricultura workers (from 30% to 82%); and as craft related
workers (53% to 68%).

For Coloured people, there were significant increases in the proportion of professionds,
technicians and clerks and adecline in the share of serviceworkers. For Indians, there
was adecrease in the proportion of professionals and an increase in the share of
technicians and for Whites, there was adeclinein the share of legslators and senior
officids; clerks; and service workers and an increase in the proportion of professionas.

Accordingto the South African Reserve Bank (Quarterly Bulletin, 12/99), in 1999,
employment in the private sector displayed apattern that was broadly similar to tota
employment: it increased at aseasonally adjusted and annudized rate of 2.7% in thefirst
quarter of 1999, but declined a arate of 3.0% in the second quarter. Employ ment
declined in five of the eight main sectors of economic activity duringthe second quarter
of 1999, rangngin intensity from 16.2% in the construction sector to 1.7% in mining.
Increases in employ ment were recorded in two main sectors of the economy: in the
transport, storage and communication sector at an annualized rate of 24.1%, mainly due
to the gppointment of part-time workers; and in the financiad intermediation and
insurance sector at arate of 4.3%.

Unlike private sector employ ment which had increased in the first quarter of 1999,
employment by public authorities declined in both of thefirst two quarters: in thefirst
guarter a aseasondly adjusted and annudized rate of 3.6% and in the second quarter at
5.3%. Decreases occurred at dl tiers of government, except loca governments where
employment increased at 1.2% in the second quarter of 1999. Decreases varied from
14.0% in the transport, storage and communication sector to 2.9% in nationa government
departments. All the declines are consistent with the overriding policy objective of a
smaller public service but with astrong commitment to abetter quality of service
ddivery.

3.2 Unemployment

Unemploy ment statistics in South Africahave long been a source of controversy. In
recent years Satistics South Africahas gone someway towards addressingthis
contentious issue. It now provides two sets of unemploy ment data: one based on a
‘narrow’ definition of unemploy ment which is regarded as the officid definition of
unemploy ment; and one based on an ‘expanded’ definition of unemploy ment.
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The officid definition of unemploy ment is based on the definition of the Internationa
Labour Organisation (ILO): “the unemploy ed are those people within the economicaly
active population who did not work during the seven day s prior to the interview; want to
and are available to start work within aweek of theinterview; and have taken active steps
to look for work or to start some form of self-employ ment in the four weeks prior to the
interview”.

The expanded definition counts people as unemployed even if they have not sought work
in the previous four weeks. This includes discouraged workers who may have gven up
hope or cannot afford to cometo town to seek work.

Accordingto these labour market statistics, the tota number of unemployed accordingto
the‘officid’ or ‘narrow’ definition of unemploy ment increased from 2.2 million to 3.2
million between 1996 and 1998. On these figures the unemploy ment rate increased from
19.3 per cent to 25.2 per cent.

Onthe‘expanded’ definition, unemploy ment increased from 4.6 million to 5.6 million
and the unemploy ment rate rose from 33.0 per cent to 37.5 per cent.

Unemploy ment rates showed some changes over the time frame from 1996 to 1998, not
only by urban or non-urban place of residence, but dso by gender and race, using either
the officid or the expanded definition of unemploy ment. Some key features include the
following:

e Theincreasein unemploy ment affects both urban and non-urban aress. In
1998, for example, 20.5% of economically active maes in urban areas and
28.0% in non-urban areas were unemployed, as against 15.1% of
economically active maes in urban and 20.7% economically active maesin
non-urban areas in 1996.

e Thehighest officid unemploy ment rate in October 1998 was found among
African economicaly active femaes livingin non-urban areas (39.9%).

e Thesecond highest rate in 1998 was found among African economicaly
activefemaes livingin urban areas (37.4%).

e White economicdly active males wereleast likely to be unemployed in 1998
(4.1%).

M oreover, about aquarter of the unemploy ed have no education or incomplete primary
education. Seventy two percent of those unemploy ed have an educationa qudlification
less than matric. There are no significant differences between males and females.

However, the possession of amatric does not preclude unemploy ment. Twenty two
percent of those who were unemploy ed in October 1998 had amatric. This astoundingy
high figure poses some serious research/policy questions about theinability of such
individuas to find employ ment and indeed about the qudity of their education.
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3.3 Skills Shortages and the Demand for High-Level Human Resources

Co-existingwith high levels of unemploy ment is a huge skills shortage. The dimensions
of this skills shortage have been highlighted in two recent studies (DBSA, 1995; HSRC,
1999).

The DBSA study projected skill requirements at dl levels up to 2020. All four depicted
scenarios ( in which the GDP growth rate and the employ ment dasticity are varied) show
that demand would be highest for professiona occupations. Interestingy, semi-skilled
occupations come consistently second in al four scenarios followed by highly skilled and
skilled occupations. No explanation is provided for any of the findings but the
unexpected finding on the semi-skilled occupations should surely be researched further
because of its important education policy implications. Unfortunately these findings
cannot be correlated with those of the HSRC study (described below) or with the officia
statistics cited for the period 1970-1995 because of the different occupationa definitions.

The HSRC study examines past and likdly future employ ment trends (1998-2003),
together with the likely medium-term demand for labour in high-level occupations. The
methodology involved acombination of estimates based on the 1998 level and structure
of employment and an annua growth rate of around 2.7% per annum, and employ er
interviews.

Accordingto this study tota employ ment is expected to increase by about 45 000
between 1998 and 2003. However, growth varies considerably by occupation. The
highest growth rates are expected among professionas (9.6%) and managers (6.2%),
followed by artisans (3.9%). Little changeis expected at theleve of clerica/saes/service
and asubstantia declinein employment is expected at the leve of semi-skilled and
unskilled workers (-3.4%).

The highest rate of growth of professiona employ ment is expected in the finance sector
especidly in banking (most 50%). This is ascribed to threefactors dl of which increase
the need for high-level personnd: (1) the rapid advance of technology in the industry; (2)
theincreasing complexity of financia services offered by the financia institutions; and
(3) increasing gobdisation.

The business services sub-sector of financeis expected to show agowth rate for
professionals of amost 31%. This high rate of growth, coupled with the fact that this
sector employs 75 000, or dmost 8% of al professionds, means that this sector is
expected to be the second largest contributor to professiona employ ment growth (almost
25% of tota growth).

Srong growth (11.3%) in professional employment is expected in the community and
socid services sector, which is dominated by private hedth care and non-government
education. This growth is largely in the categories of teachers, nurses and medical
practitioners. Growth in this sector is expected to account for more than 12% of tota
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gowth in professiona employ ment, which makes it the third largest contributor to
professional employ ment growth. Sow growth (5.6%) in professiona employ ment is
expected in government, mainly dueto thelow growth in the employ ment of nurses and
teachers.

Although managers were classified as high-level human resources along with
professionals, they are expected to show very different growth patterns over the period
1998-2003. The number of managers employed is expected to grow by 6.4% over the
period under review which is lower than the expected growth in professionals. The
highest growth rateis expected to bein the trade sector.

The HSRC classified future demand for professional occupations into ‘super-growth’
occupations (forecasted rate of growth in excess of 40% - includes computer
prog-anmers, anadysts and other computer science occupations, chartered accountants),
‘high-growth’ occupations (15-40% - economic and financial occupations, eectrica
engneers, etc.), ‘moderate-growth’ occupations (10-15% - dectrica and related
engneering technicians), medica occupations, etc.), and ‘low-growth’ occupations (5-
10%).

Thestudy draws attention to thefact that ranking of occupations by expected tota
number of vacancies over the next five y ears shows some differences compared to a
ranking of occupations by expected growth in demand. The mgor reason for thisis that
many occupations have high absolute replacement demand sincethey are numericaly
large occupations, yet do not necessarily show high growth rates. By far the most
positions (40 000+) are expected to need filling in the teaching occupation, just less than
half of which need filling dueto replacement. Next are nurses, which are expected to
have between 15000 and 20000 vacancies. Again, the mgjority of nurse vacancies are
expected to arise from replacement needs. Both teachers and nurses are expected to show
only moderate growth in demand over the next fiveyears.

The study shows further that a number of occupations show both high growth in new
demand and are ranked high in terms of the number of vacancies which need filling.
Theseincludethe IT professions, accountants, economic and financial occupations and
electrica engneeringtechnicians and technologsts. It is probable that these high-ranking
occupations offer the best employ ment prospects for new entrants to the l[abour market.

A number of occupations show high growth in new demand but the absolute number of
positions that need filling are relatively low. These occupations include actuarid
occupations, chemica engneers, mathematica and related occupations and
industria/production engneers.

3.4 Labour Market Flexibility

Between 1994 and 1999 the new democratic government passed various pieces of
legslation with the primary purpose of safeguardingworker rights and conditions of
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work. Employers clam, however, that these laws increase the costs of employing labour
and the ensuing labour market rigdity deters foreign investment .

These costs are said to derive from the following existing labour laws:

e TheLabour Rdations Act (LRA) of 1995, amended in 1996, obliges the Labour
Minister to extend agreements reached at bargaining council level to an entire
sector, including companies that are not party to the agreement. It is claimed by
employers that the LRA makes it difficult to dismiss workers, because dismissa
procedures are so unwieldy .

e TheBasic Conditions of Employment Act, 1997, reduced maximum work hours
from 46 to 45 hours aweek. Overtimewas restricted to 10 hours aweek at arate
of timeand ahaf. Hours worked could be averaged over aperiod of up to four
months but only through collective agreement.

e The Employment Equity Act, 1998, pushed up the costs of recruitment and humen
resources, because managers must make equity plans, monitor their
implementation and submit annua audits to the Labour Department.

e The ills Devdlopment Act, 1999, imposes atraining levy of 0.5% of payraoll
increasingto 1% in the second y ear.

Thus the South African Chamber of Commerce (Sacob), commenting on labour
regulations, states: “ Perhaps the main reason advanced for the need to develop the small
business sector in South Africais the percelved superior ability of such businesses to
creste employ ment. However, it is clear from officid employ ment figures that the sector
has thus far not been ableto absorb al jobs shed by large-scae enterprises — much less
assist in reducing the overal leve of unemployment in this country.”

Accordingto Sacob, the situation is that many small business owners believed labour
regulations to betoo onerous, and werein fact themselves lookingto shed jobs. Under

these circumstances, many small businesses are reluctant to let their labour forces grow
bey ond levels which alow them exemption from certain provisions of legslation. This
resultsin an artificid constraint on their growth and development.

In sum, the three main problems cited by employers with the new labour regulations are:
e |t imposes significant additiona direct costs on business;
e Thereisahigh “hasslefactor” associated with compliance; and
e Thelegslation “robs” owners and managers of some of the control and flexibility

which they perceive as being both desirable and necessary to the effective running
of their businesses.

M any in the business sector are of the view that afundamenta problem with the existing
labour law is that it was based on the premise that low wage competition should — as far
as possible — be iminated from the South African labour market, and that business
should instead compete on the basis of other costs and “intangbles” such as qudity,
reliability and service. However, accordingto this view government in developing such
legslation does not take into account the fact that producers and suppliers in many
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developing and developed economies are not constrained to the same degree in their
ability to compete. Thereis dso aview in the business sector that some small businesses
did not have the expertiseto ded with thelegd procedures for dismissds and were
“intimidated” by mediation proceedings.

In arecent paper Nattrass and Seekings (2000) suggest aso that the labour regulations
may account for the lack of success of the government’s employ ment strategy . They cite
arecent review of labour market and macroeconomic reforms in the OECD which
showed that those countries which tightened their fisca policies without accompanying
this with broader reforms, found this to be very costly in terms of unemploy ment —
especidly in countries with rigd labour markets. They statethat “ co-ordination falures
between fisca, monetary and labour-market policy in South Africamay be evoking a
high cost in terms of unemploy ment. However, there are other forces aso a work to
exacerbate the situation. Theinterplay between internationa competition and protective
l[abour market institutions has exacerbated the reduction in the demand for unskilled
labour, and has boosted the demand for skilled labour. This has contributed to rising
inequdity through widening wage inequality and rising (unskilled) unemploy ment.”

Whether the adverse effects on unskilled labour take the form of lower wages or rising
unemploy ment appears to depend in part on labour-market institutions and the wage-
setting machinery. Where labour markets alow sufficient wage flexibility, internationa
trade with low-wage countries is likely to result in arelative declinein unskilled wages.
Where labour-market institutions provide awage-floor, then unskilled unemploy ment is
likely to rise (unless compensating job creation occurs in other sectors, such as services).

Nattrass and Seekings go on to argue that there gppears to be astrong case that increased
openness and trade with low-wage countries is reducing the demand for less-skilled
workers in middle-income as wdll as industridized economies. In the absence of alarge
and vibrant informa sector, this suggest that countries that use labour market policies to
narrow the wage distribution by raising unskilled wages are likely to experience higher
unemploy ment (among the less-skilled) than those that dlow the wages of less-skilled
workersto fal.

Increased international competition is likely to reduce the demand for unskilled labour
yet further, while boosting the demand for more skilled labour. Rising unemploy ment and
wage inequality will serveto widen overdl inequdity (as appears to have been the case
duringthe 1990s). Nattrass and Seekings point out that if poverty and inequadity areto be
reduced significantly, this could then be achieved only thorough the welfare sy stem.
However, gven thefiscd constraints, thisis unlikely to happen. They state: “If no
wedfareis provided, then the decrease in demand for unskilled labour will translate into
risinginequality and poverty. South Africais in the difficult position of having
‘European-styl€e’ labour market regulations, but without European levels of welfare
support for the unemploy ed and poor. Whereas the unemploy ed are picked up by the
welfare net in Europe, they fdl through it in South Africa. The net result is that labour
market institutions which act to narrow the wage distribution, contributeto rising
inequdity in SA (in so far as they exacerbate unemploy ment).”
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They arguefurther that as South Africacannot afford a‘European’ leve of wefare
support, thereis clearly an urgent need to address poverty and inequdity by boosting
employ ment, rather than relying solely on welfare transfers. For this to happen, labour
market reformis anecessary component of such astrategy. Thereis an important caveat
to their recommendations and that is that even in the context of substantia labour market
reform, the employ ment effects are likely to be muted in the short-run. Theinternationa
experience suggests that employ ment appears to response slowly to labour market
reform. This suggests then that labour market reforms should be but one component of a
broader economic reform strategy .

Summary

1) Between 1970 and 1995, therewere key structurd and occupationd shifts in the
composition of forma sector employ ment with the former characterized by a
declinein the primary sector and growth in the service sector and the latter by
high growth in the professional and manageria occupations.

2) Labour demand duringthis period was characterized further by adiscernible shift
away from unskilled occupations to semi-skilled and skilled occupations. The
principa cause of these shifts appears to be technologca change.

3) Itisevident dso that employment in the forma sector has been decliningin
absoluteterms in the last years of the *90s with significant job losses in the
agricultural, mining and manufacturing sectors.

4) As aconsequence of declining forma sector employ ment and increasing numbers
of new work seekers, unemploy ment in the late 1990s increased substantialy to at
least 1 in 4 of the economicaly active population.

5) Unemployment is affecting both urban and rura residents with the most severe
impact on African femaes.

6) Co-existingwith high-levels of unemploy ment is ahuge skills shortage. The
DBSA study of 1995 projected high growth in demand for professiona and semi-
skilled occupations.

7) TheHSRC study of 1999 confirms the high growth in demand for professiona
occupations, particularly for computer personnd, chartered accountants and other
financid occupations and engneers.

8) Although not showing high growth in demand, there will be aneed for
agpproximately 40 000 teachers and 20 000 nurses in the next five y ears because of
the high ‘replacement’ demand in these occupations.

9) A contentious labour market issue relates to the extent to which the new labour
market regulations increase the cost of employinglabour. South African business
and some academics argue forcefully that these regulations are seriously
restricting the capacity of the economy to createjobs.
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3.4 Poverty and Inequality

Thefirst democratic government inherited anation which was characterized by high
levels of poverty reflected in its racia and regona dimensions. Accordingto a 1993
World Bank/UCT household survey, between 30 and 50 per cent of households could be
regarded as poor, depending on the definition used (see Tables 2 and 3. Source: World
Bank, 1995). M oreover, 75 per cent of the poor lived in rura aress.

Table 2: Poverty Levels: 1993 - Comparison of selected poverty lines

Type of poverty line Month cut-off in rand Population below the
poverty line

Population cut-offs a the:

a) 40" percentile of 301.0 52.8

households ranked by adult

equivaence

b) 20" percentile of 177.6 28.8

households ranked by adult

equivaence

M inimum per capitacaoric

intake (at 2500 Kcd per 143.2 39.3

day)

M inimum caoric-adjusted

per capitaintake (at 2500 185.4 42.3

Kcd per day)

M inimum Living Level 164.2 447

Supplemented Living Leve 220.1 56.7

Table 3: Distribution of poverty, 1993

Location Share of Pop. % of Pop. Poverty Share | Poverty rate
(millions) (%) (%)

Rurd 20.3 53.4 74.6 73.7

M etropolitan 9.9 26.1 9.8 19.7

Urban 7.8 205 15.7 40.5

All 38.0 100.0 100.0 52.8

Co-existingwith these high levels of poverty are extreme levels of inequality of income

and wedth. South Africahas long been a thetop of theinequality league with measured
Gini coefficients up until the 1980s being second only to that of Brazil.

How are poverty and inequdity changng since the advent of the country’s first
democratic government?
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Some recent evidence suggests that the qulf between South Africa s rich and poor has
widened sincel994. T his has been ascribed by some anaysts to the growth in inequality
stemming from world trends, includingindustria restructuringin the face of fierce
international competition, combined with adecreased demand for unskilled labour and
rising demand for professiond skills.

A study on income distribution undertaken between 1991 and 1996 by an economic
consultancy, WEFA Southern Africa, shows that the rich continued to grow richer, while
the poor lost further ground, especialy within the black community. The study shows
that Africans’ share of national income roseto 35.7% in 1996 from 29.9% in 1991, while
thewhite share fell from 59.5% to 51.9%. Accordingto a 1998 revision of the 1996
census, Africans make up 76.7% of the population while whites comprise 10.9%.

The study showed aso that more than 90% of the increase in theincome of blacks
stemmed from economic growth with less than 10% attributable to aredistribution away
from whites.

This changing face of wedlth has mostly benefited the emerging black middle class, with
the proportion of black households in the richest 10% of households increasingfrom a
mere 2% in 1975 to 9% in 1991 and 22% in 1996. However, the poorest 40% of black
households saw a20% fdl in their incomes from 1991 to 1996.

Some andy sts (e.g Nattrass & Seekings, 2000) suggest that poverty and inequdity in
South Africaarerooted in the labour market: in part in low wages, and in part in very
high rates of unemploy ment. Whereas inequdity until the 1970s was determined largely
by the gap between white and black incomes, inequdity is now primarily driven by (a)
inequdity within the distribution of wages, and (b) by thefact that at least 25 per cent of
households have no wageincome at dll.

One of the main factors driving these patterns is the loss of forma sector jobs and the
shift towards higher skills. Between 1991 and 1996, there was an 80% increase in blacks
employed in highly skilled occupations. Over the same period, thetota number of blacks
employed fell by 2%, with the unskilled and semi-skilled bearing the brunt.

The gold mining industry has shed more than 200 000 jobs from apeak of 530 000 in
1987. Companies that enjoyed state protection duringthe gpartheid eranow find
themselves exposed to goba competition. Even though the economy has grown, jobs
continueto belost and newcomers to the shrinking job market are forced to join the
swelling ranks of the unemploy ed.

Accordingto another WEFA study on employ ment prospectsin SA, at least 142 000 jobs
werelost in 1997, when the economy grew by 1.7% - and the labour force grew by about
320 000.

A recent report by UNISA’s Bureau of M arket Research highlights persistent regona
inequdities. Thereport points to the sharply differingleves of the human development
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index for the various provinces. The HDI is an indicator of life expectancy, educationa
attainment and income used by the UNDP. Therdative standing of the provinces has
changed slightly with smal gains being made by M pumaanga and the Western Cape
over the past fiveyears. Gauteng and the Western Cape have the same rankingin terms
of theHDI a 0.73. That is similar to amiddle-income country like Turkey. By contrast,
the Northern Province — the poorest province—has aHDI of 0.57, closeto that of
Zimbabwe, which ranks 130" in theindex. Persona disposableincomein Gautengis
more than threetimes that of the Northern Province. Overdl, South Africahas aHDI of
0.67, which means that it is well short of the 0.8 which the UNDP considers necessary for
ahigh level of human development. These provincia inegqualities arereflected aso in the
huge differences in persond per capitaincome (Table 4).

Table 4: Provincial Inequalities: personal disposable
income per capita, 2000

Province PDI (Rand)
Northern Province 6 021
Eastern Cape 7792
North West 9693
KZN 10 592
M pumaanga 11 088
Free Sate 12 334
Northern Cape 12481
Western Cape 20777
Gauteng 25 988
A 13502

Source: Business Day, 01.03.2000
Summary

1) Thereislittledoubt that there are many chronically poor peoplein South Africa
today and that this country is still one of the most inequitable in its distribution of
income and wedth.

2) Thelimited evidence suggests that absolute poverty may be declining since 1994
not because of employ ment creation (because this is not happening) but primarily
because of the extension of socid security grant provision to the previously -
excluded African population.

3) However, new forms of inequdity may bereplacingthe ‘traditiona’ white:black
division of income and wedth. It is likdy, for instance, that intra-racid and
urban-rurd differences have been exacerbated in thefirst years of the new
dispensation.

4) The correct answer to the question about what has been happeningto poverty and
inequdity since 1994 is that “we do not know”. This is because thereis not yet in
place an gppropriate poverty monitoring sy stem which would enable government
to track the changes in poverty and inequdity in the country as awhole. We know
that thereis poverty, but we know less about who the poor are precisdy and
wherethey are specificdly located.
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5) To obtain answers to these questions, government has to put in place, through
Satistics South Africa, appropriate data collection instruments that would enable
government to obtain the necessary information about the poor.

3.5 The Social Sector

The provision of socid services (education, health, housing and welfare services) to the
historicaly-disadvantaged sections of the population was deemed to be ahigh priority in
the government’ s Reconstruction and Development Programme (RDP) introduced in
1994.

Government has atempted to ensure increased access to these services through
substantia increases in the Socia Sector budget even within the context of atight fisca
policy. For instance, education expenditure increased from R34 billion in 1995/96 to R45
billion in 1998/99, an average annua increase of 2 per cent. Tota education expenditure
is expected to reach R52 billion in 2001/02. Hedth expenditure, on the other hand, is
expected to increase from R17 billion in 1995/96 to R27 hillion in 2001/02 and welfare
expenditure from R14 billion to R21 billion during the same period.

In spite of increased expenditure, serious questions remain, particularly in regard to
access and quality of provision in all three sectors of education hedth and welfare. In
education, theissues of concern relate primarily to the increases in personnd costs, the
ability of the stateto provide classrooms and learning materids, ataning quditative
improvements in education and improving teacher productivity. Smilarly in hedth, in
spite of increased expenditure, many poor people are still denied access to primary hedth
care and urban hospitas are grossly overcrowded. In the welfare sector, welfare services
appear to be seriously negected and the Department has shown itsdf to beincgpableto
effectively performits poverty dleviation role. M oreover, thereis a question mark
hangng over the sustainability of socia security expenditure.

AsdeBruyn et d (1997) have shown, while expenditure on Education and Hedlth in
particular have increased substantialy, the key issues relate still to the efficiency and
incidence of public expenditure.

Furthermore, on the financing of education itself, Government responds to criticism
about the perceived lack of progress in Education by pointingto the high level of
expenditurein this sector in internationa terms both in respect of its share of thetota
budget and as aproportion of GDP. No one has y et chalenged this conventiona wisdom
by questioningwhether these benchmarks are appropriate in the context of the inherited
inequdities in education provision.

On the efficiency of expenditure question, in education it is evident that the most

important task is to improve quality of provision. As de Bruyn et d (1997) have shown,
amongst the factors impeding the improvement of student achievement are the inadequate
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provision of facilities and the distribution of expenditure between its current and capita
components. On theincidence of expenditure side, it is clear from the limited data
available, that thereis aneed to strengthen the commitment to distributing education
funds through a sy stem that explicitly favours schools in disadvantaged communities.
Smilar arguments can be made about the efficiency and incidence of heath expenditure.

Summary

1) Socid sector expenditure (Education, Hedth, Housing and Welfare) increased
substantialy duringthefirst term of the democratic government.

2) Inspiteof thisincreased expenditure, serious questions remain with regard to
access and qudity of provision in education, hedth and welfare.

3) Moreover, thereare key unresolved issues rdatingto the efficiency and incidence
of public expenditure on the socia services.

4) Education and training, and human resource development in generd, isthekey to
economic success and development. We need to ask aso whether the levels of
expenditure (dthough high) are adequate in the light of the magnitude of the
inherited inequdlities.

3.6 The Challenge of Globalisation

Globdisation has ensured that the world has become asmaller place especidly duringthe
past decade. The constraints of geography on economies, polities and societies have been
gradudly receding as intensification of worldwide socid interactions are shaping events
within boundaries beyond the nation state.

M ost countries have privatized state assets, have opened their economies to foreign
investment, and have export-led strateges for economic growth. This combination was
supposed to spur growth, employ ment and an overdl improvement in theliving
conditions of citizens around the world.

However, thefinancid crisis of 1997/98 has demonstrated the vulnerabilities of the
process of gobdisation and the growing inequdity gap between the haves and the have-
nots within societies and between countries that have participated in this gobalisation
process.

Eveninthe United Sates, the growth economy of the 1990s, the income of the poorest
20% of households has declined steedily sincethe 1970s, whiletherichest 1% has
increased its income by more than 100%. At the dobal leve, theratio of average income
of therichest country in theworld to that of the poorest has risen from about 9:1 at the
end of the 19" century to at lesst 60:1 today .

The most recent Human Development Report of the UNDP further highlights today’ s
dobal inequalities by statingthat “ differences in income and living standards have
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reached grotesque proportions....with the (gap between) therichest fifth of theworld’s
people and those of the poorest fifth (widening) from 30:1 in 1960 to 74:1in 1995”.

Thereis an ensuing debate among economists and other social commentators regarding
the causes of the widening gap between rich and poor, and the extension of poverty in
some parts of theworld. Sow or no growth in anational economy, limited educationa
and technologcd skills, restricted markets in the north for exports from the developing
world, corruption and bad management, and the absence of “ sound” macroeconomic
policies are some of the main reasons put forward by experts on the subject.

Comparative research shows that countries which have sound macroeconomic policies
and that have gradualy opened up their economies to goba competition fare better than
those less integrated into goba markets. The same research shows that growth by itsdf,
though necessary to combat poverty, does not guarantee that the least-protected sectorsof
agven society will benefit from agrowing gross nationad product, even in the longterm.
In fact, as the USand other cases show, it is even possible for an economy to thrive and
a the sametime leave important segments of the population on the margns of economic
development.

Historic evidence shows that the most successful nations and regons of theworld have
been those able to strike a balance between revamping their economies to competein a
goba world and providing “ safety nets” and opportunities for the less skilled to adapt to
the new environment created by gobdisation’s dynamics.

In South Africathe chalengeis to ensurethat gobdisation benefits the many and not the
few. There are many aspects to this chalenge. For instance, how do werespond to the
challenges posed by freetrade? How do we ensure that our workers possess the necessary
skills that are needed in the gobadisingworld? And findly how do we develop an
economy that can be competitive in this goba economy ?

3.7 The Challenge of Fiscal Decentralisation

Thefirst democratic government has presided over significant political, economic and
socid transformation. The creation of nine provinciad governments with considerably
expanded responsibilities, the establishment of over 800 municipdities and therelated set
of intergovernmentd institutions and fisca arrangements posed enormous challenges.

Some of the mgjor achievements in the development of the intergovernmentd sy stem are
summarized below:
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1) The Constitutiona Framework, includingthe establishment of three“ distinctive,
interdependent and interrelated” spheres of government and the explicit
designation of expenditure responsibilities and tax revenue assignment for each
sphere;

2) Thelegslativeframework and gppropriate institutiona mechanisms for the
successful functioning of the intergovernmental fisca sy stem. Prominent amongst
the former arethe Intergovernmenta Fisca Relations Act establishing the Budget
Council, comprising the M inister of Finance and provincid M ECs for Finance,
which oversees the division of revenue between the provinces and other finacia
matters relating to the provinces. In addition, the Act established the Budget
Forum, the andogous body for financial matters relatingto loca government. The
Financia and Fiscd Commission (FFC) established by the Constitution is an
independent body which makes recommendations to Parliament on the division of
revenue between the three spheres of government. A significant development in
thelegslative framework is the recent introduction of the Public Finance
M anagement Act which is designed to produce more effective management of
finances in dl three spheres, including promoting greater accountability by
spending agencies.

3) A mgor development in the development of fisca decentrdization relates to the
changes introduced to the budget process in order to take account of the
Constitutiona provisions relaing particularly to autonomy for the sub-nationa
governments. Allied to these developments in the budget process has been the
introduction of the M edium Term Expenditure Framework (M TEF), athree-year
rolling expenditure plan, which both enhances financia planning through
providing certainty of revenue and promotes financid discipline.

4) Aninnovativefeature of the budgeting process has been the development of
revenue sharing formulae, based on the recommendations of the FFC, for the
division of nationdly-collected revenue amongst the provinces on the one hand
and amongst the municipalities. These formulae are driven by criteriato reduce
inter-jurisdictiona poverty and inequdities.

Thereislittle doubt then that significant progress has been made in the development and
implementation of the intergovernmenta fisca sy stem duringthe past six years.
Nevertheless, severa challenges remain. Foremost amongst these are the following:

1) Persistent inter-jurisdictional andintra-jurisdictional inequalities: Although
the revenue-sharing formulae and the national government’s conditiona grants go
someway towards addressing regona inequdities, between provinces and
between municipdities, developmenta needs are still enormous, especidly in
provinces that inherited the Bantustans.

2) Institutional and human resour ce constraints: development in the sub-nationa
government spheres (provinces, municipdlities) is hampered by serious
institutional and human resource constraints relaing particularly to budgeting and
financid management, information technology and monitoring and evauation.
Thisin turn, affects their capacity to ddiver services efficiently.
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3) Absence of an effective policy co-ordination framework, to dign the policy
development activities of the nationa government and the policy implementation
activities of the sub-nationa governments. There are currently wesak and/or
ineffective structures to enhance co-ordination between the three spheres as well
as weak linkages between co-ordinating M inistries such as Finance, Provincid
and Loca Government and Public Service and Administration.

A serious gap in the Policy Co-ordination framework aso is the absence of aM edium
Term Srategc Framework (M TSF) to complement the Budget and the M edium Term
Expenditure Framework. The conseguences of this aretwo fold: first, dl policy
development is gven equal priority; second, the budget is seen as the main policy making
instrument.

4. Conclusion

This paper has served to document six key socio-economic chalenges that face South
Africa This concluding section makes two broad points. Thefirst isthat it is necessary
for policy makers to recognize the linkages between these chalenges and to think
seriously about how we can develop policy in aconsensua fashion to address the
challenges of unemploy ment, poverty and inequality .

One of the most important lessons from the emerging market crises of the past two years
isthat thereis moreto life than macroeconomics. Sound monetary and fisca policies
may be vital to economic success, but good government, robust financia sy stems and
effective socid provision aso matter.

Thediagram below atemptsto illustraterather crudely the inter-relaionships referred to

above. The nature and direction of policy makingwill determine whether these
relationships will have apositive or negative dimension.

24



Globalisation

Freetrade
Xills

3| Poverty <

M acroeconomic
Policy

Growth
Investment
Savings
Inflation

4
Unemployment
(Employment)

Inequality

|

Social
Sector:

Education
Hedth
Wefare

Housing

Fiscal Decentralisation

Efficient and Equitable
Distribution of Resources

ills Development in Sub-
Nationa governments

Co-ordination Framework

25




The second point made here (and which is related to thefirst) is about the need for a
comprehensive gpproach to development. The virtues of a*“holistic’ approach to
promoting development have been recognized for years, but the complex mix of national
governments, internationa institutions, private sector players and civil society has for too
long been seen asiill-equipped to ddiver.

The President of the World Bank, for instance, sees the development framework for a
country as abalance sheet with two sides. On theleft hand sideis the familiar
macroeconomic presentation. On theright hand side is an andytica framework that
presents the structura, sociad and human aspects. This second side will help to ensure that
these issues are gven equd status to the macroeconomic ones.

Thebasicideaisto set up amatrix for each country that lays down overal objectives and
describes what various players are doingin a number of policy aress, thereby preventing
duplication and conflict.

Thereare many different dimensions of policy to consider. The World Bank blueprint has
identified a number of them:

a) Structural: good government, including transparent regulation and strong anti-
corruption measures; an effective legd sy stem, including impartially administered
contract and property rights; afinancid system that is well informed; and asocid safety
net, with socia programmes for the ederly, children, the disadvantaged and the
unemploy ed.

b) Human: education, with grls enjoying equa access; hedth, including support for
mothers and children, plus action to restrain population growth.

c) Physical: water and sewerage; widespread access to energy ; communications,
including an adequate road sy stem and telecommunications; environment protection and
cultura heritage preservation; and

d) Specificstrategies for rura aress, cities and the private sector, plus action to address
specia national needs (for example, diminatingillega drug production).

As we ponder such aholistic approach we have to ask ourselves some difficult questions.
Isit redistic to hopefor anational consensus over adevelopment strategy in an often
fractious society such as ours? Will donors and other development play ers co-operate and
specidize, or will they seethe structure as the battleground for an institutionaized turf
war? And will the laudable objectives of theright-hand side of the World Bank’s balance
sheet be blown off course by the restrictive macroeconomic measures?

It isearly daysyet in the development of such holistic development strateges. However,
wemay want to look at the experience of Bolivia, which has dready pioneered asimilar
framework. Its President has shown that it is possible to develop anationa consensus
through what he called a“ Didogo Nationa”.
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Bolivia s development framework has the overdl objective of poverty dleviation, with
the subsidiary objectives of boosting sustainable economic growth, promoting greater
equdity, improving government and extricating the country from the cocaineindustry. A
meatrix describes what the government, the multi-lateral institutions, the private sector and
non-governmenta organizations aretryingto do in each area

It is conventiona wisdom now that efforts should be measured by outputs rather than
inputs, but the holistic approach moves astep further to outcomes. Looking a the
development challenge as awhole will makeit essier to identify policy problems that
may betougher to address in the short term but which, if solved, will bresk alog-jam and
alow success in other aress.
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