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INntfroduction

The Parliomentary Budget Office is a juristic entity of Parliament and headed by ¢
Director as an Accounting Officer

The Parliomentary Budget Office was established to support the Finance and
Appropriations Committees in both Houses of Parliament with the implementation of
the Money Bills and Related Matters Act of 2009

This presentation is on the Division of Revenue adjustments

It considers the allocations across spheres and finds that the decision to increase
allocations to provinces and local government has not occurred and that in real
terms it decreases

We examine the changes to the Division of Revenue in context and show that there
have been some important declines in health and education but that real per capita
expenditure on these function groups declines

Disaster spending, according to the AGSA, was too slow and inadequate.
The 2022 MTBPS proposes Ré billion in disaster relief

With regard to shifts between votes, we focus on the underspending on the SRD grant



DoR and equitable shares

2022 Budget versus actual outcomes
Provincial equitable share



Division of Revenue
The National Government is responsible for: (49.7% in 2022 Budget)

« Providing leadership

*  Maintaining order

«  Providing public services

«  Providing national security

*  Providing economic security

« Providing economic assistance

Provinces are responsible for: (41.2% in 2022 Budget)
« Basic education
* Health services
«  Roads
«  Housing
« Social development
« Agriculture

Municipalities (9.1% in 2022 Budget) provide basic services such as:
«  Water
- Sanitation
« Electricity reticulation
«  Roads
«  Community services

The government continues to increase the proportions of fotal government
spending to the provincial and local spheres of government 5



Revised 2022/23 Division of Revenue
Framework

Equitable shares
9,1%
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Provinces
18,1%

81,9%

B Equitable share @ Conditional grants

Local government
33,4%

9,9%
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B Equitable share @ General fuel levy sharing with
metropolitan municipalities

@ Conditional grants




Division of Revenue trends of budget versus actual

2019/20  2019/20 . 2020/21 2020/21 | 2021/22 2021/22 2022/23 | 2022/23 | 2023/24 2024/25 2025/26
R billion Budget Outcome Budget Outcome Budget Outcome Budget Revised | Medium-term estimates

Division of available funds
Main budget expenditure 1658.7 1691.0 17660 1789.0 18343 18875 | 19753 @ 2018.2 | 2041.6 21445 2263.2

Percentage shares

National departments 48.1%  50.4%: 49.2%  50.8%| 49.5% 50.8% 49.7% 50.6%, 491% 482% 48.1%
Provinces 43.0% 413% 422% 404%, 41.5% 40.8% 41.2% 40.3%, 41.1% 416% 41.6%
Local government 8.9% 8.3% 8.6% 8.8% 9.0% 8.4% 9.1% 9.1% 9.9% 102% 10.3%

Source:National Treasury
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Changes to the Provincial Equitable Share

In real terms, there will be a decline in spending over the MTEF

Nominal budget 2022 allocations for 2023/24 increase from R543 billion to
R556 billion

The average annual nominal growth over the 2022 MTEF: was 1.0 per cent

Over the 2023 MTEF: the annual average nominal growth is 2.4 per cent, which sfill is
lower than the projected average CPIl of 5.5 per cent

KZIN Department of Social Development receives R48.5 million in 2022/23 for the
continued care and protection of flood victims

R million 2021/22 2022/23 2023/24 2023/24 2024/25 2025/26 | Average
Budget annual
estimate MTEF
MTEF growth
Eastern Cape 70,950 72,231 69,779 71,682 74,059 77,422 2.3%
Free State 30,342 31,107 30,109 30,815 31,798 33,157 21%
Gauteng 115,621 120,042 116,264 118,566 123,219 128,844 2.4%
KwaZulu-Natal 111,592 114,509 110,786 113,240 116,758 121,688 2.0%
KwaZulu-Natal 48,500
Limpopo 62,556 64,056 62,073 64,175 66,774 70,276 3.1%
Mpumalanga 44,543 45,962 44,595 45,834 47,581 49,882 2.8%
Northern Cape 14,469 14,942 14,434 14,878 15,441 16,182 2.7%
North West 38,294 39,540 38,298 39,373 41,027 43,091 2.9%
Western Cape 56,467 58,367 56,810 57,822 59,844 62,359 2.2%
Total 544,835 560,805 543,149 556,385 576,501 602,900 2.4%




Division of revenue in context

« Provincial: education and health
« Disaster Spending outcomes from real time audit as of June 2022



Real per capita spending per function group

» Total real expenditure per capita expenditure declines in the medium term

* In 2016/17 total real expenditure per capita was R23 116, by 2025/26 this will
decline to R22 964

* In the MTBPS speech, it is stated that the government is prioritising education
and health, however, proposed real spending declines over the medium
term for both areas
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Health statistics

South Africa is facing a quadruple burden of
disease and this strains the health care system

COVID-19 slightly reduced life expectancy
which has increased over time

Preventative care remains challenging
Primary Health Care (PHC) has deteriorated

* The preliminary outcome for the number of public
health facilities that qualified as ‘ideal clinics’ of 1 928
in 2021/22 was lower than the 2 035 clinics that
achieved an ideal clinic status in 2019/20

Health outcomes diverge along age, gender

and the rural versus urban geographies

The estimated overall HIV prevalence rate is
approximately 13.7 per cent among the South
African population

The total number of people living with HIV
(PLWHIV) is estimated at approximately 8.2
million in 2021.
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Trends in health

- We are regressing in achieving the MTSF target to decrease the infant
mortality rate (IMR) to less than 20 deaths per 1 000 live births by 2024 and
the under-5 mortality rate to less than 25 deaths per 1 000 live births by 2024.
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Trends health expenditure

The public healthcare system remains
overstretched and underfunded

For example: According to the South
African Nursing Council, the current nurse-
to-patient ratio is 1:218 patients while the
ideal ratiois 1:16

In March 2022, Health Minister Joe Phaahla
revealed that there are 10 831 vacancies in
state hospitals citing budget cuts as a
significant challenge

The Minister also highlighted that the doctor
to patient ratio was 0.79:1000 in 2019

Despite these challenges, real per capita
spending on the health function declines
over the medium term period

Real declines are likely higher given that
medical price inflation is higher than CPI

It must be asked how this spending could
support the requirements for implementing
NHI2
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The status of education

* Massive gains have been made in access to education

« However, concerns about dropout rates have increased because of the protracted
and infensified cost of living crisis

« Households report that 22.5 per cent of females and 15.5 per cent of males between
the ages of 7 and 18 state are not attending an educational institution because they
do not have money for fees

« Of the 8 million unemployed individuals in Q2 2022, 40.1 per cent per cent had
education levels below matric, 35 per cent had a matric, 10.3 per cent were
graduates and 23.3 per cent had other tertiary

Reasons for individuals aged 7 to 18 years not attending Percentage of individuals aged 5 years and older who
an educational institution, by sex, 2021 attended schools and who do not pay tuition fees, 2002-2021
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Trends In education

According to Stats SA, there was a decline
from 36.8 per cent in 2019 to 28.5 per cent
in 2021 in children aged 0 to 4 who
attended Grade R and pre-school

Children from poorer households are more
likely to stay at home with parents or
guardians than attending ECD centers

Socioeconomic status is still a determinant
of education

The percentage of individuals aged 18 to
24 who are still attending secondary school
was higher for households in poorer income
groups than households in higher income
groups

Youth aged 18 to 24 from the highest
income households are more likely to

attend university than those in lower quintile
groups

Child care arrangements for children
aged 0 to 4 by income quintile

71,5

62,3 60.3
54
42,7
32,1 4.7
23,1 14
18,1 I I
1 2 3 4 5

Income quintile

Percentage

B Grade R, Pre-school, nursery school, creche, edu-care
centre

= At home with parent or guardian
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Trends in the learning and culture function
expenditure

* In real per capita terms, the government will be spending less per
student in 2025/26 than it did in 2016/17

* INn2016/17, the government spent R16 772 per learner. Projected
spend per learner in 2025/26 is R16 384

Real per capita basic education expenditure
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Source: PBO calculations based on National Treasury and Department of Education population statistics
16



Disaster Response

For adequate response to the April 2022 floods, funding was shifted
between disaster grants:

« R145 million was shifted from the provincial disaster response grant to the municipal
disaster response grant

« R120 million was shifted from the municipal emergency housing grant to the
provincial emergency housing grant

To enable response if a disaster occurs in the remaining months of the

current financial year, additional funding is added to disaster grants:

« R?7 million is added to the provincial disaster response grant and R248 million is

added to the municipal disaster response grant to enable provinces and
municipalities to respond should a disaster occur

« To enable response to a housing emergency as a result of a disaster occurring, R350
million is added to replenish the provincial emergency housing grant

R117 million is added to the education infrastructure grant

« For reconstruction and rehabilitation of schools damaged by floods in December
2021 and April 2022 in the Eastern Cape and KwaZulu-Natal provinces

R1 billion is added to the provincial roads maintenance grant for the Eastern

Cape, KwaZulu-Natal and North West provinces for the repair of provincial

roads damaged by the April 2022 floods



Disaster Response

+ R3.3 billion is added to the municipal disaster recovery grant for the
reconstruction and rehabilitation of municipal infrastructure damaged by

flash floods in:
* The Western Cape (Overberg, Cape Winelands and Garden Route District
Municipalities) in December 2021, and
« The April 2022 floods in the Eastern Cape (Winnie Madikizela-Mandela Local
Municipality) and KwaZulu-Natal (eThekwini Metropolitan Municipality, uMhlathuze
Local Municipality and uThukela, uMgungundlovu & iLembe District Municipalifies)

+ R92 million is added to the informal settlements upgrading partnership grant

* Municipalities for eThekwini Metropolitan Municipality for the purchase of land
identified for the relocation of flood victims who were previously residing in informal
settlements that were washed away by April 2022 floods

+ R49 million is added to the provincial equitable share to continue with care
and protection of April 2022 flood victims placed in shelters in KwaZulu-Natal

« For provision of formula and disposable nappies for babies, provision of meals for
people in the shelters, payment of shelter-based social workers and social worker
supervisors and for payment of the system used by shelters to track progress of
people within the shelters



Disaster spending and allocations

Emergency response and relief spending is
critical for the protection of human rights and
mitigating against economic scarring, i.e., long
term impacts on individuals and the economy

In May 2022, the government announced that
R1 billion would be allocated to the disaster
reponses in KwaZulu Natal and the Eastern
Cape

The National Treasury reported that in the first
quarter of the fiscal year, approximately R359
million had been spent in response to the
disasters

As of 12 August 2022, KwaZulu Natal had
submitted a request for more than R2.9 billion
for reconstruction and rehabilitation
interventions. The Eastern Cape had requested
R50 million

The 2022 MTBPS proposes Ré.1 billion in disaster
relief

Allocations for disaster relief,
2022/23 (Rmillion)

= Eastern Cape
= KwaZulu-Natal
= North West
Westemn Cape
= SANRAL
= Provincial disaster response grant

= Municipal disaster response grant
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Disaster spending: “too slow and
Inadequate’”- Auditor General SA

Provision of mobile
classrooms and
kitchens to severely
damaged schools

Provision of
temporary residential
unitfs for residents

Water tank services

Repairs to
government
properties

Social relief efforts <

* The floods caused damage to 356 schools in the province. The provincial
education department estimated that the repairs would cost R235.38
million. The repairs are planned to commence in September 2022 for
completion by March 2023

* In KwaZulu Natal, only 736 of the 1 810 temporary residential units had
been completed and were in use. In the Eastern Cape, only 45 of the 4
799 temporary residential units had been completed — and some of these
were not in use as they had not yet been handed over to beneficiaries by
31 July 2022

* 198 water tanks were secured to ensure water services to eThekwini
communities During the AGSA's site visits from 13 May to 27 May 2022, 83
per cent of communities in the metropolitan area indicated that they
had not received water for at least one day and 57 per cent for more
than three days

* The Property Management Trading Entity (PMTE) determined that 65
properties (48 projects), which included state-owned properties leased to
user departments, suffered damage to roofs, ceilings, gutters and
structures. The AGSA selected 20 KwaZulu-Natal projects for testing. Their
findings show that 17 were still in progress and three had been completed
as at 19 May 2022

* SASSA provided social relief to flood victims by 31 July 2022 in the form of
approximately 99 500 hot meals and 10 894 food vouchers for groceries in
KwaZulu-Natal. In addition, 2 637 items of humanitarian goods were
delivered, 4 159 cash distributions were paid directly into bank accounts,
and 816 school uniforms were provided in KwaZulu Natal and the Eastern

Cape



Disaster management

Extreme weather events associated with climate change, such as floods and droughts,
have become more frequent and intense

Therefore, it is important for the government to invest in disaster preparedness and
responsiveness to prevent humanitarian crises

According to the Country Climate and Development Report of the World Bank:

« “Climate change negatively affects SA's infrastructure, productivity, human capital, and
scarce water resources. The country is vulnerable to rising temperatures and variable
precipitation that result in droughts, floods, and heatwaves.”

South Africa declared three national states of disaster for drought between 2017 and
2021; there were major droughts in 2020 and 2022

The government has to shift from being reactive to being proactive

The AGSA highlighted the need for robust needs assessments

A systemic review of past disaster spending and outcomes should be undertaken
Backlogs should be addressed

Failure to adequately prepare for and address disasters leads to cumulative build up of
burdens for communities that render them increasingly vulnerable to future events

Improved social security and services builds societal resilience to disasters

Enhanced social security acts as automatic economic stabilisers during economic
downturns and disasters because households have money to keep spending



SRD Grant



The 2022/23 extension of the SRD grant

* In Budget 2022, R44 billion has been allocated to serve 10.5 million people

until the end of March 2023.

« The allocation was not enough for the 10.9 million people who were
identified as potential beneficiaries for the grant

« The Department of Social Development introduced additional qualifying
criteria for the grant so that the department could remain within the

budget allocation:

* The means test threshold was initially R350

* Renewal of application every three months plus means testing
* Low levels of approved payments (or low uptake) and payment delays

Number of applicant

Total number of approved SRD grants
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August 2022 amendments to the SRD

regulations
« On 16 August 2022 the DSD published amended regulations for the SRD grant

* Notably, the means test threshold was increased from R350 to R624. The new
level is in line with the estimated Food Poverty Line for 2022

* In August 2022, the DSD reported that 7.5 million people were receiving the
benefit on a monthly basis

* Even with these amendments, it was clear that the DSD was likely to
underspend

Projected SRD grant expenditure against the February 2022 Budget allocation

Budget allocation (R44 billion) m bzzrgc;et':"?:g:lc:n

Approved (qs of 2 August 2022) R4, 76 billion 10,8%

Paid (As of 2 August 2022) R4,36 billion 9.9%

R27,99 billion 63,6%

Projected spend total spend (assuming
7.5 million beneficiaries going forward)

Source: PBO calculations using Department of Social Development data
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Why the SRD Grant is important?

“[E]veryone has the right to have access to

social security, including, if they are unable Total Applications Age as of August 2022
to support themselves and their dependants” 2 500 000
(SA Constitution, Chapter 2)

The extensions of the SRD grant have
provided a lifeline to many people in South
Africa

2000 000

The grants have been shown to have made 1500000

a significant impact on poverty and hunger
A study by Bhorat and Kohler (2021) on the

fiscal incidence of the COVID-19 grant
estimates that in 2020 the grant reduced

Number of applicant

1 000 000

- poverty by 5.3 per cent amongst the poorest 500 000

households, and

* household income inequality by 1.3 per cent 0
to 6.3 per cent depending on the measure
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The grant has partially addressed the long-
standing gap in social protection for the 18
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to 59 age group in the context of high
structural UPI

Source: Department of Social Development
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People are experiencing an ongoing, intense
long-term cost of living crisis

+ Failure to address unemployment combined with inadequate social provision
has caused persistence of poverty and inequality (UPI)

« The result has been long term, cumulative negative impacts on households,
communities and society. The majority of South Africans live in poverty

Vulnerability to hunger, 2021
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Can we afford not to spend more to address
ongoing risks to livelihoods & the economy at large?¢

« The Cost of Living crisis threatens to plunge more people into poverty

« The current SRD is only 25 per cent of the amount needed for individuals to
be at the upper-bound poverty line

« The exclusion criteria means that 3 million people in the target group
identified by the DSD in February 2022 are not receiving the grant

- Nominal wages have been declining since 2010

« Even for those who are employed, overall, wages in South Africa are not
increasing fast enough to support households

MTBPS 2022 Summary of adjustments: Social Development

e

Total amount
= .R.5'5 shifted away
billion from Social

Development

Shifting of funds Declared unspent
between votes funds and projected
underspending 27




Replacement of the COVID-19 SRD grant

The current COVID-19 SRD was expected to end in March 2023. It has been
extended to March 2024

The National Treasury initially indicated that *Although BIG or permanent SRD-
350 is the preferred option for DSD, option 3 in Presidency Paper: SRD-Job-
seeker grant and SRD-caregiver grant might be an acceptable compromise”

The discussion on social security must confinue

The following questions should be asked taking into consideration the impact
of long-term structural unemployment:

What will happen to the millions who will remain vulnerable to poverty and hunger
after 20247¢

What will happen to those who are being excluded from the current grant?

How hard and destabilising will it be to stop supporting adults who have been
receiving the grant

Have the socioeconomic risks been adequately considered and addressed?

Beyond cost, on what basis are the caregiver and job-seeker grants better
alternatives to UBIG or other forms of grantse

Has substantive research been conducted on the success/failures of the grants
initially proposede
What measures need to be in place to progressively realise the Constitutional

obligations of the state to provide social security for alle 28



The majority of South Africans live in poverty and
the social fabric is further eroding

* President Cyril Ramaphosa recently said:

“African women are the face of poverty”

“Between the 1st quarter of 2021 and the 1st quarter of 2022 there was a 52 per cent increase in
the murder of women and 46 per cent increase in the number of children murdered”

« According to Stats SA (2021), the profile of a subjectively-poor household in South

Africa is one typically

located in the lower quintiles of the income distribution

in arural area located in a rural-based province and who has lower levels of
education

headed by a black African female younger than 35 who has been provided with
low levels of education

where the general health status of the household head is poor

Where it is more than likely that all economically active individuals (age 15 years
and above) are unemployed

less happy than they were 10 years ago

« 55 per cent of people in South Africa lived below the Upper Bound Poverty line

« Between 2011 and 2015, 3 million people were pushed into poverty

- 25.5 per cent of the population lived in ‘extreme poverty’, unable to afford enough

food to meet their basic physical needs
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The Household Affordability Index (HAI) shows that
many households cannot afford basic needs

Women who struggle with living on low incomes in Johannesburg, Durban, Springbok, Cape
Town and Pietermaritzburg contributed to the development of the Household Affordability
Index by giving input on the Household Food Basket used in the index

The index includes the foods and the volumes of these foods required by women living in a
family of seven members (an average low-income household size)

The average Household Food Basket costs more than the minimum wage (R4081 a month) in
2022

It has increased by 12,6 per cent from the previous year

With an average of one waged worker in a household of 4,4, individuals within that household
fall below the upper-bound poverty lineg2?

Average food basket against the National Minimum wage National Minimum wage shared in a family in 2022
in 2022 R1600,00
R6000,00 R1400,00
R5000,00 R1200,00
R4 000,00 R1000,00
(%] (%]
o] ©
€ R3000,00 < R800,00
T ’ T
o o
R2000,00 R600,00
R1000,00 RA00,00
R200,00
RO, 00
Average cost of National Minimum  National Minimum RO,00
Household Food Wage (R23,19/hr) Wage (10% exemption NMW sharedina family, per Upper-bound poverty line
Basket (all at R20,87/h) person

Source: Pietermaritzburg Economic Justice & Dignity Group (PMBEJD)
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Conclusion

The decision to allocate a larger proportion of the budget to the local and provincial
spheres of government has not occurred

An upward adjustment has been made to the percentage share of national
departments by 0.9%

The provinces' percentage share decreases from 41.2% to 40.3%
The local government share is relatively unchanged

The nominal budget 2022 allocations to the provinces for 2023/24 increases from R543
billion to R556 billion but given the projected inflation rate in real terms there will be a
real decline in spending over the MTEF

An examination of the DoR in context shows that while need has grown there have
been decline in health and education services while the real per capita expenditure
proposed over the MTEF declines

Funding was shifted between disaster grants to respond to the April 2022 floods,

However, the AGSA asserted that disaster spending has been too slow and
inadequate

The 2022 MTBPS proposes Ré6.1 billion in disaster relief but the government has to work
on its preparedness and responsiveness
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Annexure

32



The Human Development Index (HDI)

Inequality-adjusted DIMENSIONS  Long and healthy life Knowledge A decent standard of living
Human Development
Index (IHDI) INDICATORS Life expectancy at birth Expected years ~ Mean years GNI per capita (PPP §)
l of schooling l of schooling
R\Il'l\)AEE)?SION Life expectancy Years of schooling Income/consumption

|

INEQUALITY- Inequality-adjusted Inequality-adjusted Inequality-adjusted
ADJUSTED life expectancy index education index income index

As of 2019 Inequality-adjusted Human Development Index (IHDI)
South Africa’s HDI was 0.709
However, SA’s IHDI was only 0.468

SA's HDI was ranked 114 out of 189 countries
Between 1990 and 2019:

South Africa’s HDI value increased from 0.627 to 0.709
Life expectancy at birth increased from 63.3 to 64.1 years
Expected years of schooling increased from 11.4to 13.4
Mean years of schooling increased from 6.5 to 10.2

GNI per capita (2017 PPP$) increased $9,975 to $12,129 -



Poverty and inequality measures

Inequality Indices | What is measured by the Comment

index

Inequality HDI It takes into account the 0.47 Inequality causes a
(IHDI) distribution of the HDI in a staggering 34 per cent
country decline from the HDI to the
IHDI in 2019
el fE A Reflects gender-based 0.41 SA by Gl was ranked 93 out
Index (Gll) inequalities in 3 dimensions: of 162 countries in 2019
reproductive health,
empowerment & economic
activity
VT el EL R Identifies multiple - In 2016, 6.3 per cent (3.6
Poverty Index overlapping deprivations million people) were
suffered by individuals in 3 multidmensionally poor and
dimensions: health, an additional 12.2 per cent (7
education and standard of million people) were
living vulnerable to it

Source: PBO compilation based on UNDP data
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Health: Conditional allocations 1o provinces

Conditional allocations to Provinces

8000000
7000000
6000000
5000000
3
< 4000000
n'd
3000000
2000000
1000000 i I
. . m
> é\ )
ol O R
AN c,f»“ & \@Q & & ISHEPS
@ Q& N £\ & ) S )
?° $’§/ QF & < &
% & NS N\
Province

m2016/17 w=m2017/18 m2018/19 m=m2019/20 w2020/21 wm2021/22 wm2022/23

35



