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FOREWORD

n April 2009, President Kgalema Motlanthe, the third president of democratic

South Africa, signed a bill into law allowing Parliament to amend the national

budget. This was the culmination of a campaign by unions, civil society organi-
sations and political parties to create budget amendment powers for Parliament, a
campaign that began at the birth of the democratic dispensation.

For this reason, Parliament, the Budget and Poverty in South Africa: A Shift in Power
is a timely book.

It originated in a multi-stakeholder symposium convened by Idasa in 2008 to
reflect on key elements of what has now become the Money Bills Amendment Pro-
cedure and Related Matters Act (No 9 of 2009). The book provides a further assess-
ment of the Act and identifies some of what is required if its provisions are to improve
the quality and impact of the budget.

The editors have, however, a more important goal than helping to ensure an
efficient and effective budget. This publication emerges from a particular context
— South Africa’s widespread, intractable poverty, exacerbated by islands of plenty.

Democracies which have many poor people may survive institutionally, but those
afflicted by great inequality and relative deprivation face special challenges. And the
question must be asked: how valuable is a constitutional democracy which cannot
improve the quality of life of its citizens and enable them to prosper and participate
fully in the economic and political life that is under construction? The question is
particularly relevant where adequate resources do seem to exist, as in South Africa.

South Africa has not had an explicit, publicly negotiated poverty reduction strat-
egy. Instead, it has relied on the medium-term expenditure framework and govern-
ment programmes of action to structure interventions, foster debate and secure so-
cial ownership of state initiatives. To date, public participation has been fairly weak
and tensions have regularly surfaced over aspects of the budget, including its macro-
economic stance and the effective spending of allocations.

As the country’s fourth presidency gets under way and the fourth Parliament con-
venes, there is an opportunity to re-establish the primacy of citizen agency in public
finances. The new amendment powers clearly give non-governmental stakeholders
a positive incentive to engage with the budget. But having these powers is not the
same as exercising them wisely and in favour of the poor.

In the realm of budgeting, we may have arrived at a new moment in South Afri-
ca’s democratic journey. This publication reminds us of where we have come from
and sketches a map that can be used in navigating the immediate future. As always,
underlying these pressing, sometimes technical issues is the need for South Africans
to further the promise that we make every time we celebrate the Constitution: to
“improve the quality of life of all citizens and free the potential of each person”.

Paul Graham, Executive Director: Idasa
September 2009
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PARLIAMENT, THE BUDGET AND POVERTY IN SOUTH AFRICA: A SHIFT IN POWER

ince the transition to democracy in 1994, South Africa has undergone consid-

erable self-assessment and restructuring. In addition to a range of social and

economic challenges that had to be urgently addressed, it was also necessary to
bring about the fundamental restructuring of democratic institutions and the public
Sector.

Fiscal governance in the apartheid era was largely non-transparent and broader
mechanisms of accountability and citizen participation did not exist. Neither Par-
liament nor civil society organisations were actively involved in decision-making
processes, including those relating to budgeting. Even within the cabinet, budget
information appears to have been selectively available to ministers, with many items,
such as those pertaining to defence and internal security, shrouded in secrecy.

Lack of transparency, combined with the unwieldy apartheid bureaucracy, the
absence of centralised expenditure monitoring and the practice of in-year resource
diversion, meant that spending and budget outcomes often differed markedly from
budgetary intentions. Large unintended deficits, for example, indicated failures of
the budget system as an instrument of financial management and control, as well as
reflecting the dire state of the South African economy.

Since 1994, the government, led by the African National Congress (ANC), has
worked to build a more transparent, accountable and participatory system of fis-
cal governance. The foundations of such reforms were laid by the 1996 Constitu-
tion, which also recognised Parliament and civil society as key players in democratic
budgeting processes. In recognition of the interests of civil society, for instance, sec-
tions 59 and 72 of the Constitution require both houses of Parliament, the National
Assembly and the National Council of Provinces (NCOP), to facilitate public in-
volvement in their legislative processes. The National Assembly and the NCOP are
further required to conduct their business in an open manner. Section 195 further
demands that when matters of public administration are considered “people’s needs
must be responded to, and the public must be encouraged to participate in decision-
making”.

The 1996 Constitution also clearly recognises the balance of power between Par-
liament and the executive arm of government. Section 55 (1) and 144 (1) give the
National Assembly and provincial legislatures the power to “consider, pass, amend
or reject any legislation” prepared by the executive. This includes any budget-
related legislation, referred to as “money bills”. Sections 55 (2) and 144 (2) empower
both the National Assembly and NCOP to hold the executive to account, and to
scrutinise and oversee implementation. Both national and provincial legislatures are,
therefore, given the authority to engage with budget policy and oversee the imple-
mentation of budgets.

The Public Finance Management Act and the Municipal Finance Management
Act also embody rigorous requirements for reporting, tendering and the perform-
ance of accounting officers. This reflects a shift away from a narrow emphasis on ac-
countability for financial regularity towards a results orientation. Accounting officers
have been given greater managerial discretion to structure their programmes to meet
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policy objectives. National Assembly and NCOP legislators and committees have, in
turn, had to improve their capacity for effective oversight.

However, these reforms have primarily expanded ex post facto oversight, that
is oversight of budget implementation. Parliament has lacked the formal power to
amend budgets required by section 77 of the Constitution, which mandates the pass-
ing of an Act of Parliament that sets out a procedure for the legislative amendment
of money bills. Despite a number of attempts to introduce such legislation, it has not
been passed into law. A draft bill circulated in 1997 ran into strong opposition, as it
significantly constrained the role of Parliament in budgeting.

In 2008, however, the Money Bills Amendment Procedure and Related Matters
Bill (B75-2008) was introduced. By early 2009, the bill had passed through both
houses of Parliament, and days before the 2009 elections, President Kgalema Motlan-
the signed it into law as the Money Bills Amendment Procedure and Related Matters
Act (No 9 of 2009).

The new version of the bill and its relatively rapid progress through the legislative
mill can be ascribed to the belief among legislators and civil society that the execu-
tive dominated budgetary decision-making to an excessive degree. Also influential
were political power shifts in the ANC after the party’s 52nd national conference in
Polokwane in 2007.

The Polokwane conference saw a resurgence of the “left” in the ANC and its part-
ners in the tripartite alliance, the Congress of South African Trade Unions (Cosatu)
and the South African Communist Party (SACP). Both organisations have lobbied
for a more assertive Parliament and in particular, strong legislative powers to amend
budgets. The draft bill went through various rewrites in 2008 and public hearings
were held in August of that year!. By the end of this process, most stakeholders
seemed fairly satisfied, although some concerns were raised about Parliament’s ability
to give meaningful effect to the budgetary powers now conferred on it.

The Act gives Parliament relatively unrestricted power to amend the budget,
including the fiscal framework, the division of revenue (DoR), specific allocations
and tax policy. It does, however, require Parliament to consider a range of factors in
proposing amendments. Specific sequencing is also required: the fiscal framework
must be accepted or amended before the DoR is considered, which in turn must be
accepted or amended before particular allocations are considered, and so on. In this
way, the Act tries to ensure that amendments to allocations remain consistent with
the fiscal framework and that a proliferation of vote amendments do not result in an
unsustainable fiscal policy stance.

The Act further provides for the establishment of a Parliamentary Budget Office
(PBO) to provide independent and non-partisan research, expertise and advice.
Parliamentarians and committees had previously had the benefit of some research
support through the parliamentary research office and committee researchers, but
no dedicated support on budget matters was available. The establishment of the
PBO will improve Parliament’s institutional capacity, in turn enhancing its over-
sight abilities.
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While the Act contains a number of provisions that empower Parliament, it also
creates significant scope for public participation, especially during the legislative
phase of the budget process.

The powers conferred by the Act, in conjunction with the oversight powers that
already existed, give Parliament a strong opportunity to assert itself in budgeting and
spending matters. In addition, Parliament could potentially play a significant role in
assessing the extent to which budgetary expenditure achieves public objectives. The
interrelated challenges of poverty, inequality and unemployment in South Africa re-
main urgent and acute, despite the real progress made in these areas since 1994.

This book focuses on Parliament’s new budgetary amendment powers, its oversight
role and its ability to alleviate poverty through the budget. Given the formal powers
assigned to Parliament, it can clearly play a significant role in ensuring that fiscal pol-
icy embodies appropriate trade-offs between sustainability and measures that address
urgent challenges; that allocations mirror social preferences and target the poor and
other vulnerable groups; and that money is spent with the minimum of waste. When
these requirements are not met, Parliament must intervene. As discussed throughout
this book, however, parliamentary intervention must satisfy a number of criteria if it
is to improve budgetary outcomes.

It is important to note that Parliament’s role in the budget must go beyond narrow
oversight. It must provide a genuinely public and participatory space for understand-
ing the complex and multi-dimensional nature of poverty in South Africa, and for
working with the poor in planning and prioritising social spending. Such an approach
is both democratic and economically prudent. Worldwide, the experience has been
that participatory budgets are more likely to result in efficient allocation, as they are
based on an understanding of the needs and experiences of the recipients of public
goods and services. Furthermore, effective public participation gives rise to greater
social ownership of the budget, which in turn improves scrutiny of spending and re-
duces corrosive conflict over public resources.

To explore these questions further, Idasa hosted a multi-stakeholder symposium
that brought together Members of Parliament, civil society organisations, academics
and the media in October 2008. Participants agreed that the budgetary authority
given to Parliament by the new legislation was far-reaching and met the requirements
of the Constitution. However, there was also agreement that a number of conditions
would have to be met for this formal authority to translate into improved budget
policy and outcomes. These key issues — the quality of the legislation and the neces-
sary conditions for its effective realisation — are central to this book.

In Chapter 1, Len Verwey discusses key aspects of pro-poor budgeting and related
budget reform and reviews poverty trends in South Africa. He then assesses budg-
eting performance in South Africa, and identifies challenges that Parliament must
continue to grapple with.

In Chapter 2, Joachim Wehner traces the history of the budgetary amendment
legislation in South Africa, from the draft tabled in 1997 to the 2009 Act. The chap-
ter then presents the findings of a 2003 study on legislative powers in budgeting
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in more than 30 countries, concluding that South Africa was among the weakest
because it lacked amendment powers. The chapter also evaluates whether the 2008
bill embodies the procedural safeguards needed to ensure fiscal responsibility in the
context of amendment powers.

Chapter 3 focuses on effective in-year parliamentary oversight and its crucial role
in shaping the budget for the purposes of poverty alleviation. Tania Ajam discusses
how strong budgetary oversight in Parliament could create incentives for public insti-
tutions to be effective, efficient and responsive to the needs of the poor.

Chapter 4, by Ahmed Mohamed, discusses the Parliamentary Budget Office re-
quired by the Act and its role in parliamentary oversight of the budget. The chapter
outlines the proposed functions of the budget office and reviews the useful support
it could provide. It also looks at the necessary conditions for effective institutional
performance.

In Chapter 5, Kate Lefko-Everett and Musa Zamisa examine the new opportuni-
ties created by the Act for public participation in budgeting, specifically at the na-
tional level in Parliament. The authors analyse public participation in Parliament’s
Portfolio Committee on Finance as a case study, finding that the new Act presents
opportunities for more meaningful public participation in future. However, they also
argue that much will depend on how Parliament and civil society use these oppor-
tunities.



Pro-poor budgeting:
general reflections and
the South African
situation
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1. INTRODUCTION®

he ANC government that came to power in 1994, after the country’s first

democratic elections, faced a range of social, economic and institutional

challenges. These included high levels of inequality, poverty and unemploy-
ment, an economy which had performed poorly in preceding years, precarious public
finances resulting from a high debt burden, and a cumbersome bureaucracy which
required a fundamental overhaul if it was to give effect to the policy objectives of
the new government.

The defining budgetary challenge of the initial post-democratic period lay in
meeting the urgent needs of the time while simultaneously trying to place public fi-
nances on a more secure footing. The South African experience has acutely reflected
many of the debates and tensions which arise from defining and implementing budg-
ets that are truly “pro-poor” — that is, leave poor people significantly better off than
they would have been otherwise.

To make an impact on poverty, any pro-poor budget must meet a number of cri-
teria, and in practice, governments and other stakeholders do not necessarily give
adequate emphasis to them all. The budget must, in the first place, embody an ap-
propriate trade-off between longer-term sustainability and shorter-term interven-
tions. Erring either on the side of excessive caution or an excessive appetite for fiscal
risk is likely to have a disproportionately detrimental impact on poor households. A
pro-poor budget must also be characterised by allocative and operational efficency.?
From a governance perspective, the budget system should be sufficiently transparent
and participatory to ensure that it responds to the revealed preferences of citizens,
while there should be adequate mechanisms of accountability to ensure that those
responsible for spending do not waste resources. Budgeting failures can generally be
attributed to lack of capacity or a lack of adequate performance incentives for those
who make and implement policy. It is important for oversight bodies to determine
which of these is the main culprit in a given context.

Poverty is one of three major, interrelated challenges in South Africa that the
budget has to address, together with unemployment and inequality. Most evidence
suggests that there was little change in headcount income poverty rates in the coun-
try between 1994 and 2001. Nor does it appear that the depth of income poverty
diminished significantly over this period. However, the post-2001 period has seen
higher economic growth rates and significant job creation. With the resulting growth
in government revenue, social spending, including social grants programmes, has also
expanded. The impact on poverty rates has been unambiguously positive.

Nevertheless, poverty rates remain high in South Africa, and it is unlikely that
grants will grow beyond envisaged adjustments in the age thresholds for the state
pension and the child support grant.* Recently, there have been proposals of a wage
subsidy to facilitate access to a compulsory contributory state pension fund, and if
this materialises, it may also have an impact on poverty. However, there can be little
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doubt that further significant poverty reduction will have to be be achieved mainly by
reducing unemployment and making the budget more operationally efficient.

In the remainder of this chapter, these questions are given further consideration.
The aim of the chapter is to provide a broad sketch of current circumstances and
challenges in budgeting in South Africa, and to touch on some of the theoretical
questions involved. It is hoped that the discussion will form a useful backdrop to the
more detailed treatment of Parliament’s role in budgeting for poverty alleviation in
later chapters.

2. ASPECTS OF PRO-POOR BUDGETING

Poverty can be most simply understood and measured as a condition in which people
lack sufficient income to buy the goods and services they need to sustain themselves
in a socially appropriate manner. As a point of departure in assessing the depth and
breadth of poverty in a particular country, this remains a useful definition. However,
in recent decades there has been a practical and theoretical shift towards under-
standing poverty as a more complex phenomenon. More than monetary income,
for example, is required for well-being or the elimination of what Amartya Sen calls
“capabilities deprivation”.” Factors such as race, sex and location play a significant
part in determining the extent to which income contributes to the realisation of posi-
tive freedoms.® It is widely recognised that countries with similar per capita incomes
can score differently on development indicators such as life expectancy, educational
attainment and maternal mortality.” There may be similar disparities between regions
in many countries, as well as between rural and urban populations in a given region.

Furthermore, any analysis of poverty which restricts itself to earned income misses
the potentially large impact of social, political, cultural and geographical factors on
the well-being of households, as well as the impact of publicly provided goods and
services and subsidised access to assets such as housing.®

In recent years, there has also been a growing focus on the behavioural incen-
tives of the poor and on what might be called the subjective or “lived” experience
of poverty. In a review of changing conceptions of poverty, Kanbur et al. note that
“as we learn more about and from the poor, the concept has developed further to
reflect a concern with vulnerability and risk, and with powerlessness and lack of
voice”. (Kanbur, R.and Squire, L., 1999:1) From a policy perspective, it is vital to
have useable information on income poverty and broader capability deprivation, but
it is equally important to have a sense of what keeps people poor in a given social and
economic context. Where, for example, severe gender bias defines the relationship
between men and women, direct income transfers to the household head may do
little to improve the circumstances of women and girls. Similarly, traditional models
of economic growth generally place a heavy emphasis on the role of entrepreneurs
in identifying new opportunities to meet demand and in taking on financial risk in
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expectation of a financial return. But the risks of failure for the poor are often so
prohibitive that there is, unsurprisingly, little evidence of entrepreneurship in the
absence of risk-sharing schemes, concessional credit and similar mechanisms.

How one understands poverty, and the importance one attaches to reducing
income poverty as the fundamental aim of development, are clearly of more than
academic interest. How poverty is conceptualised and what one regards as its main
causes (the nature of the “poverty discourse”, in other words) has significant implica-
tions for the importance attached to poverty reduction initiatives, for the kinds of
programmes likely to be funded through the budget in the name of poverty allevia-
tion, and for the criteria used in determining whether they have succeeded. For ex-
ample, there will be less support for social assistance programmes in a context where
poverty is regarded mainly as a failure of individual initiative and entrepreneurship,
and where the severity of the “poverty trap” is downplayed, than one in which pover-
ty is seen as a result of structural factors beyond the control of individuals and where
the obstacles to overcoming poverty are seen as difficult to surmount. As discussed
in subsequent chapters,’ the formal scope for participation provided by legislatures is
vital to understanding the nature of poverty in a particular country and the experi-
ences and needs of the poor themselves, as well as in arriving at “multi-dimensional”
solutions which embody a high degree of social ownership.

One practical benefit, however, of relying on income adequacy as a central indica-
tor of poverty and deprivation is that researchers have access to more useable and
comparable information. More complex composite indicators that seek to reflect the
multi-dimensionality of poverty are more open to conceptual contestation, less com-
parable across data-sets, and are likely to be more information-intensive. A further
reason for retaining a primary focus on income, while broadening the analysis when
necessary, is that people who are identified as poor in terms of income are, more of-
ten than not, also identified as poor when other measures are used. (Kanbur, R.and
Squire, L., 1999: 1,2)

A pro-poor budget should be simply understood as a budget which reduces pov-
erty as measured by an appropriate indicator. More precisely, a pro-poor budget is one
where the income and/or opportunity of poor households after the budget’s incidence
is taken into account is greater than without it. Such a focus on impact highlights the
fact that a political commitment to poverty alleviation is not enough. Nor, for that
matter, are appropriately conceived and prioritised budget allocations. What matters
is that the budget makes a discernible difference to measurable poverty indicators
and the way poor households perceive their lived experience. Political commitment,
economic stability and allocative efficiency are, of course, necessary conditions for a
pro-poor impact. But to focus exclusively on these is to leave out of account a range
of other equally significant factors that may determine the success of pro-poor budg-
eting.
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3. BUDGET REFORMS AND BUDGETING
CHALLENGES

In many developing countries, particularly in the wake of the budgetary reforms of
the 1990s,'° fiscal policy has become more prudent and there has been a growing
recognition of the need to prioritise services that target the poor. It has also been
recognised that the budget system!! must accurately identify social priorities, respond
to them through policy development and a corresponding commitment of resources,
and embody sufficient oversight capabilities to ensure that spending, taxation and
borrowing match what has been proposed by the executive and approved by the
legislature.

However, there have been many budgeting failures, and these persist. Macro-
failures have included unrealistic estimates of growth and tax revenues; an inability
or unwillingness to expand the tax base and a consequent over-reliance on external
funding, both concessional and commercial; and loose monetary policies, even where
there is a formal commitment to price stability.

In many developing countries, systemic budget challenges'? have included weak
control over departmental expenditure, particularly where accrual-based account-
ing systems have been adopted, and the opposite problem of underspending because
departments suffer from severe capacity constraints. Budget systems have not always
generated a set of allocations that reflects social priorities, and they may be skewed in
favour of ministries with more political clout. A weak culture of accountability asso-
ciated with weak legislatures and civil society, coupled with the absence of meaning-
ful electoral competition, have perpetuated such problems. In many contexts, inad-
equate financial and non-financial budgeting information have made it more difficult
to rationally draft and evaluate budgets, and the comparison of alternative means of
attaining objectives on even a rough cost-benefit basis is almost impossible.!* Taken
together, these and similar challenges are likely to lead to a budget outcome that does
not correspond sufficiently closely to the proposed budget. Typically, this also means
that the budget’s objectives in respect of poverty alleviation are not fulfilled.* From
a governance perspective, a continuing divergence between what budgets propose
and their outcomes erodes the confidence of stakeholders and reduces incentives for
budgetary adherence in government departments.

Globally, attempts to reform budgeting to enhance its impact have led to experi-
ments in “performance budgeting”, which seeks to move from a procedural or “line
item” orientation to one that is results-based and aims to meet certain objectives.
Allocative and operational efficiencies are vital in determining whether a budget
attains its objectives; they imply that for optimal budgetary performance, the right
things need to be provided with a minimum of waste. The challenge of achieving
allocative efficiency in a democracy is essentially one of ensuring that budget alloca-
tions mirror the preferences of voters."
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Operational efficiency relates firstly to the capacity of the state and secondly to
whether performance incentives apply in public spending entities. Particularly in de-
veloping countries, where human capital may be a challenge, capacity implies that
budget policy should match the scope for execution. Overly ambitious growth, em-
ployment or poverty initiatives that are not informed by an accurate sense of the
financial, human and other resource constraints do far less for the poor than smaller-
scale interventions that are implemented effectively. They not only have less impact;
they further erode confidence in government.

A key requirement for operational efficiency is a meritocratic bureaucracy, de-
fined primarily by a system of incentives for civil servants that rewards performance
and censures under-performance. The literature that deals with the attributes of the
“developmental state” offers a good analysis of bureaucracies and their relationship
with broader society. Evans (1992) uses the notion of “embedded autonomy” to em-
phasise the ideal role of the state as a non-partisan, developmental actor that is, at
the same time, sufficiently embedded in society to establish effective partnerships
with other stakeholders and embody society’s aspirations.

Given that state resources are limited, it is vital that oversight functions and in-
terventions to improve budgeting are based on a proper assessment of whether disap-
pointing performance is the result of allocative or operational inefficiency; whether
operational inefficiency stems from failures of capacity or the incentive system; or
whether exogenous factors are largely responsible. Where poverty, for example, re-
mains intractable, governments are more likely to blame exogenous factors. Equally,
departments are more likely to cite “capacity” as a reason for failures than the lack of
appropriate performance incentives in their management systems. To some extent,
this can be addressed by means of more stringent reporting requirements and by en-
suring that governance debates are based on better information. But there is also a
hermeneutic dimension, in the sense that conclusions will always be constrained by
the “interpretive horizon” within which discussions take place. This makes it all the
more important that legislatures function as a space for debate and decision-making
where a broad range of perspectives are heard and considered.

4. BUDGET OWNERSHIP AND SOCIAL CAPITAL

In the context of the previous section’s closing paragraph, any discussion of pro-
poor budgeting should take into account the fact that an excessive emphasis on the
more technical aspects of preparing and evaluating budgets can easily lead to a situ-
ation where budgeting remains the preserve of specialists and technocrats. Insulating
budgeting decisions, such as those on the fiscal policy stance, from consideration by
legislators can impede broader debates. The failure to “demystify” technical debates
in a way that makes the trade-offs they embody explicit and amenable to democratic
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discussion can also discourage broader participation. Though many aspects of macro-

economic management are technical and should remain the preserve of technocrats,

debates on the fundamental macro-economic trade-off between the needs of the
present and future generations, and how a budget interprets and embodies these,
should not take place only among specialists or in finance ministries.'

The degree of trust and social “ownership” a budget commands can play a deci-
sive role in its impact on well-being and the alleviation of poverty. One perspective
through which such questions have been explored, and which is relevant in consid-
ering the budget from a pro-poor perspective, is that of social capital. Although the
term can be defined in various ways, most definitions are rooted in efforts to concep-
tualise the economic and budgetary consequences of the degree of trust and cohesion
in societies.!” Some of the potential benefits of higher levels of social capital — that is,
of greater trust, risk-sharing propensity and cooperation — include:

* lower business costs, as trust can compensate for information asymmetry in many
contexts;

* better partnerships between the private and public sector, flowing from a broadly
shared vision;

* more security, in the form of “safety nets” that supplement those provided publicly
or commercially. This in turn facilitates more entrepreneurial risk-taking, includ-
ing among the poor;

* less corrosive conflict over public resources and their allocation; and

* more emphasis on consensual decision-making and the maximum integration of
all social partners in policy.

These benefits can generate a higher social multiplier effect and, all else being
equal, a greater social return on the budget. There is also the possibility of a “virtuous
circle” where social capital enhances budgeting and the budget in turn contributes
to the development of social capital. Though such benefits are real and can be highly
significant, this does not mean that they are easy to measure or, for that matter, that
it is easy to enhance social capital. The determinants of a given stock of social capital
are multi-dimensional and rooted as much in historical factors as in measures de-
signed to address current needs.

Nevertheless, where social capital is high, it is more likely that trust and coopera-
tion will also characterise the budget cycle of drafting, approval, implementation and
evaluation. In such conditions, it is more likely that the budget will be allocatively
efficient, since allocations are more likely to be determined in a participatory way and
to match the priorities of the poor. They are also less likely to reflect asymmetries of
power in society or government, leading to the more efficient setting of priorities. On
the revenue side, tax compliance is also likely to be better in societies which share
a common vision and where most citizens see the government as legitimate. Finally,
in governance contexts where social capital is high, accountability is likely to be en-
hanced both because “ownership” entails scrutiny by all stakeholders, and because
there is likely to be a more conducive environment for an objective and broad-ranging
evaluation of what has worked and failed, and the best way forward.!®
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One of the main corroders of social capital is the perception that income distribu-
tion is unfair. For this reason, a redistributive fiscus that is perceived as fair by enough
of the population can contribute significantly to creating a national environment
where social capital can develop. Social capital also tends to be very low below a cer-
tain income threshold: very poor households have little time, energy or opportunity
to maintain and build further relations of trust and cooperation. Thus, in addition to
measures aimed at reducing inequality, the eradication of extreme poverty through
targeted transfers and programmatic expenditure is likely to increase social connec-
tions in the beneficiary group, and the economic benefits associated with them.

The degree to which communities participate in fiscal decision-making can have
a large impact on social capital formation and erosion, independently of the policies
themselves. When citizens feel that they can influence how resources are generated
and allocated — and this requires adequate levels of transparency, as well as formal
participatory channels — they are more likely to engage in the robust debate and
discussion, directly or through legislatures, that can create significant social capital.
At present, South Africa enjoys a high level of transparency in its public finances,
especially at national government level. However, citizens are not using the opportu-
nities available through Parliament and the medium-term expenditure framework to
engage with budget policy and the relevant economic data.!’

Providing legislative space for debates about poverty and the impact of poverty
measures is also important in establishing a “feedback loop” which informs the modi-
fication of existing programmes, as well as thinking about new initiatives and failed
initiatives which need to be abandoned. More fundamentally, it is necessary to listen
to those who live in poverty and have a grassroots perspective on their lives, to en-
sure that programmes are doing the right things. Also, providing a forum where talk
can take place empowers the poor, as the sense of being voiceless is a key dimension
of the qualitative experience of poverty.

5. ASPECTS OF POVERTY IN SOUTH AFRICA

Reducing the poverty of historically disadvantaged South Africans was a key objec-
tive of the ANC when it came to power and has remained a central policy priority. As
success in attaining this is a key test of the government’s performance to date, what
can be asserted with reasonable certainty about trends in poverty rates from 1994 to
2008 and the extent to which government measures have influenced them?

Firstly, it is probable that income poverty was not significantly reduced between
1994 and about 2001. Using census 1996 and 2001 data, Leibrandt et al. (2006: 105)
conclude that “measured poverty worsened between 1996 and 2001 at any poverty
line”. Their analysis also confirms the continued concentration of poverty among
Africans, coloured people and Indians/Asians. As shown in table 1, using a poverty
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line of R250 per household per month (1996 rands) — higher than the $2 a day often
used in inter-country comparisons — they compare trends in headcount poverty rates
per population group.

Table 1: Trends in headcount poverty rates by population group, initial post-democratic phase

Headcount poverty rate (1996 Leibrandt) | Headcount poverty rate (2001 Leibrandt)
African 62% 67%
Coloured 34% 41%
Asian/Indian | 11% 14%
White 3% 4%

However, the authors also point out that when improved access to basic serv-
ices such as appropriate housing, water, energy, sanitation and telephones is taken
into account, the picture becomes more complicated. “Even though income poverty
seems to have increased, access to basic services has improved, suggesting increased
well-being according to these measures” (2006: 131). Comparing changes in the per-
centage of income quintiles with access to these services in 1996 and in 2001, they
conclude that “even though the poorest quintiles are most deprived, it is generally
these households that are experiencing the greatest gains” (2006:131). The combined
impact of fairly intractable income poverty in this period and improved and apparently
well-targeted access to services is very difficult to determine. A further complication is
that the access measure may itself be subject to a range of caveats regarding its impact
on well-being. Although the evidence is not beyond dispute, there are grounds for
thinking that many households recorded as being newly connected to services such
as water and electricity would find it difficult to afford municipal service charges. So
income poverty would, in fact, diminish the ability of households to actualise the gains
in well-being associated with service availability.

The reasons for the fairly intractable rate of income poverty in the initial years
of democracy are well established and documented. First and foremost, the South
African economy did not grow particularly quickly in this period. Though it did grow
more quickly than in the final years of apartheid, it certainly did not grow fast enough
to have a significant effect on the unemployment rate and thus on the contribution
of earned income to poverty reduction.

Public finance measures were in turn constrained by the impact of low growth
on tax revenue; by the need to reduce the debt stock and attendant debt servicing
burden; and by the limited absorptive capacity of many departments in the initial
bureaucratic transition period.?’ Though there was a significant budgetary realloca-
tion of basic and social services towards the historically disadvantaged,?' the total
resource envelope in which this occurred remained constrained. Furthermore, the
ability of national and provincial departments to spend efficiently was itself a func-
tion of income. Quite often, it was administrations in the poorer provinces that strug-
gled to deliver poverty-related services.
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However, both Bhorat (2008) and Van der Berg (2007) find a significant decline
in the headcount rate of poverty and the depth and severity of poverty in the sub-
sequent period.”? Table 2 compares their findings. (Differences in percentage values
result from the use of different poverty lines).

Table 2: Recent poverty trends: headcount income poverty
[1993  [|1995  [2000 [ 2004 2005 2006
Van der Berg
All 50.1 51.7 50.8 46.9 44.4
Black 63.0 64.7 62.3 57.0
Bhorat (R322 per month)
All 52.5 48.0
Black 63.0 56.3
Bhorat (R174 per month)
All 30.9 227
Black 38.2 27.2

Regarding the depth of poverty — the average gap between the poverty line and
the income of those falling below it — both authors also find significant improvements
in the post-2001 period.”

There is a strong consensus that a key factor in improved income poverty rates
has been the extension of social grants. Indeed, Van der Berg provides three related
reasons for these trends: the expansion of grants; the possibility of higher wages or
increased employment, suggested by a real remuneration increase of R100-billion be-
tween 2002 and 2006 in the national accounts data; and the fact that income distri-
bution among black people is clustered fairly closely around the poverty lines used in
his study, implying that a small shift in income distribution would have a potentially
large impact on the measured poverty rate (Van der Berg et al., 2007: 22).

Stats SA’s 2005/06 income and expenditure survey(IES)also indicates that be-
tween 2000 and 2005/06, mean real per capita income increased for all ten income
deciles. The relevant table from the survey is reproduced below:

Table 3: Changes in real per capita income per decile, IES 2000 to IES 2005/06
Income decile 1 2 3 4 5 6 7 8 9 10 | Average
% change IES 2000 to IES 2005/06 |79 |41 |36 |31 |29 |26 |28 |25 |26 |37 |33

The table suggests that income increased by a greater than average amount
for deciles 1, 2, 3 and 10, that is, the poorest three and the richest, with the most
pronounced improvement in the poorest. The higher than average increase in in-
come in the three poorest deciles most probably reflects the impact of means-tested
social grants, as households in these deciles are unlikely to have many members in
regular employment.
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Social grants have been one of the fastest-growing items of budget expenditure
since 2001 and the number of beneficiaries increased to close to 13-million in 2008,
as take-up rates improved and eligibility criteria were adjusted upwards.?* South Af-
rica spends slightly more than three percent of GDP on such direct income transfers.
Recent research (Delany, A et al., 2008 and De Koker, C. et al. 2006) has found that
grants largely benefit poor households and considerably enhance the well-being of
households that receive them. Delany et al. found fairly low rates of erroneous inclu-
sion and exclusion, that is, cases where ineligible households received grants and
eligible households did not. The study also found clear differences between the cir-
cumstances of children in households that received grants and those in poor house-
holds that did not.

However, concerns have been raised about the level of fiscal risk associated with
further expansion beyond the intended increases in age-eligibility for the child sup-
port grant and the state pension.”” Means-tested direct income transfers, like other
forms of entitlement spending, can generate a great deal of fiscal pressure in adverse
circumstances, as they are more difficult to scale down than they are to expand.
These concerns are given greater relevance by the contraction of the global economy
and its impact on South Africa at the time of writing. The contraction means that the
radical expansion of social grants as a tool in the fight against poverty is unlikely.

Despite the real gains that have been made, South Africa remains a country
where at least half of the population lives with some form of “capability deprivation”
associated with inadequate access to income, assets and opportunity. A recent study
of poverty that used the socially perceived necessities approach makes it clear that a
large percentage of black, coloured and Indian people remain deprived of many es-
sentials needed for a decent life?® (Wright, G., 2008). The study asked respondents
to list the essentials for a decent life and to evaluate their circumstances in terms of
their access to them. It found that “there is a discrepancy between the standard of
living which people regard as acceptable and the standard of living that is currently
experienced by many people in South Africa” (Wright 2008: 9). More specifically, the
study found that large percentages of households in South Africa lack many of the
goods and services they regard as essential.

6. SOME BUDGET CHALLENGES IN
DEMOCRATIC SOUTH AFRICA

Not surprisingly, given the social and economic challenges and the state of public
finances in 1994, there has at times been fierce controversy over democratic South
Africa’s budget policy. Much of the acrimony between the ANC and its alliance
partners, Cosatu and the SACE stems from the introduction of the Growth, Employ-
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ment and Redistribution (Gear) programme in 1996. Tensions were sparked by the
contents of Gear and the lack of consultation in drawing up the policy, as well as
its presentation as “non-negotiable”. Cosatu and the SACP saw the policy as being
excessively austere in its commitment to reducing budget deficits, and as too read-
ily adopting the fundamental assumptions of the “Washington Consensus”, with its
neo-liberal emphasis.

Though tensions over economic and budget policy persist in the alliance, and
these played a part in the ousting of Thabo Mbeki as ANC president at the ANC’s
national conference in Polokwane in 2007, budget policy since about 2001 has be-
come considerably more expansionary. Following significant real increases in non-
interest expenditure in this period, often in excess of the economic growth rate, the
government’s share of GDP slowly climbed to just under 30 percent in the 2009/10
budget, from the low twenties.

Budget debates on the fiscal policy stance and issues of allocative efficiency con-
tinue, as they must, and include questions such as the appropriateness of budget
surpluses in some recent budgets, the feasibility of further expanding social grants,
greater capitalisation by the fiscus of state-owned enterprises and a more assertively
funded industrial policy. In general, however, most commentators would endorse the
allocative dimension of recent budgets, with their prioritisation of social spending,
particularly education spending; the significant roll-out of basic household services
to historically excluded areas; attempts to constrain recurrent expenditure and in-
crease government and public sector gross fixed capital formation; and the coverage
of grants, which at more than three percent of GDP is high by global standards. It is
probably fair to say that debates about allocative efficiency currently focus on which
initiatives should be expanded at the margin, rather than on the broad allocative ef-
ficiency of the budget as such.

The medium-term expenditure framework (MTEF) has also succeeded in estab-
lishing a budget process that a range of stakeholders finds credible and predictable
and that gives government departments a sense of the parameters in which they must
frame their budget bids. The MTEF has forced departments and other spending enti-
ties to conceive of their operations and financing requirements over a longer period
than merely the coming year, bringing greater stability to budgeting and substan-
tially reducing ad hoc adjustments and tinkering. It is generally recognised that the
South African budget system is also characterised by a high degree of transparency,?
certainly at national level and in varying degrees at provincial level. This facilitates
formal participation by interest groups and gives legislatures useful information in ful-
filling their oversight roles.”® The Medium-Term Budget Policy Statement (MTBPS),
for example, tells interested groups well in advance what, in broad terms, the next
budget and the two subsequent budgets will look like. Idasa has argued, in fact, that
neither civil society nor Parliament has done enough to take advantage of the oppor-
tunities provided by high budget transparency, particularly the MTBPS.?

The MTBPS outlines significant sectoral shifts and the government’s assumptions
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on the medium-term direction of the economy, but does not provide indicative al-
locations disaggregated by vote, which somewhat reduces its value. The Money Bills
Amendment Act, discussed in detail in subsequent chapters, requires the executive
to give more information on specific allocations in the MTBPS. This increases the
administrative burden on the executive, but should facilitate a more detailed engage-
ment with the budget in February and, crucially, in the months before it is tabled. *

In democratic South Africa, budget reforms have also included a shift to per-
formance budgeting. The Public Finance Management Act, which covers national
and provincial departments and other spending entities, and the Municipal Finance
Management Act, which does the same for local government, articulate this empha-
sis on performance and the related dimension of framing departmental operations in
terms of measurable objectives. The National Treasury has also released guidelines to
assist departments in planning, budgeting, implementing and evaluating themselves
from a performance perspective.’! It is probably fair to say, however, that the shift
to performance budgeting in departments, and the ability of legislatures to oversee
performance, remains a work in progress. For example, the Auditor-General does
not conduct performance audits to the same extent as financial audits, and a recent
report by this office highlights the uncertain legal status of the National Treasury’s
programme framework for performance information (Auditor General of South Af-
rica 2009: 11).

Broad fiscal policy has consolidated public finances and facilitated significant real
increases in public spending since 2001, and the budget process is largely credible
and generates a generally appropriate mix of public goods and services. So what acute
challenges remain in the field of poverty alleviation, which should form a key aspect
of legislative engagement in the years ahead?

It is fair to say that the challenges South Africa faces relate less to fiscal sustain-
ability and allocative efficiency than to operational efficiency — the translation of al-
locations into outputs and outcomes that have the desired impact, meeting the meas-
urable objectives for which money was allocated in the first place. There is evidence
of operational inefficiency both in the disappointing impact of key social departments
and in some of the available information on the quality of financial management in
departments.

Despite the large sums of money allocated to education, both absolutely and rela-
tive to total spending, South Africa’s education system struggles to provide the skills
required by the economy, and perhaps particularly by sectors with higher growth
potential, such as export-orientated manufacturing. At the end of 2008, matric pass
rates fell again to just 62.7 percent, with almost 200 000 pupils failing the exam.
The national and provincial education ministries also underperformed: more than
56 000 pupils did not get their results because of technical glitches and provinces not
handing in their class marks (Department of Education 2008). These statistics un-
derscore the continued poor performance of teachers and administrators. In his 2009
budget speech, former finance minister Trevor Manuel also highlighted the systemic
inefficiency of the education system as an area of ongoing concern.
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The 2008 matric pass rates are not surprising if one considers the poor perform-
ance of South African learners at lower levels of schooling. The education depart-
ment’s own evaluations of the performance of learners in grade 3, in 2001, and
grade 6, in 2004, highlighted the problems. Grade 3 learners averaged 68 percent
for listening comprehension, but only 39 percent for reading comprehension and
writing, 30 percent for numeracy and 54 percent for life skills. Grade 6 learners
averaged 38 percent for language, 27 percent for mathematics and 41 percent in
the natural sciences.

Furthermore, South African learners continue to perform poorly in standardised
international assessments of maths and science ability. They have scored consistently
poorly in the Trends in International Mathematics and Science Study, which meas-
ures the maths and science achievements of eighth-graders. South African learners
scored an average of 275 in maths and 243 in science in the inaugural study in 1999,
placing them at the bottom of the 38 nations surveyed. The highest-scoring group
of learners, from Singapore and China Taipei, scored 604 and 569 for maths and
science respectively (NCED 1999). In the 2003 assessment South African learners
fared no better, again finishing last in both categories and lagging far behind other
African countries such as Ghana and Botswana. Even more worrying was the fact
that between 1999 and 2003, the average score dropped by 11 points in mathemat-
ics and only increased by one point in science (NCED 2003). In other words, South
Africa not only scores poorly in an absolute sense in such surveys, but also scores
more poorly than one would expect, given its per capita income and available public
resources. Considering the funds allocated to education in a fairly large budget by the
standards of developing countries, it becomes even clearer that institutional perform-
ance is a major problem. As already noted, a key challenge of legislative oversight
is determining the extent to which lack of technical expertise (“capacity”) or inad-
equate performance incentives account for these failures.

The public health sector is also beset with challenges of operational efficiency. The
issue seems less one of access to healthcare than access to quality healthcare, espe-
cially at the public hospitals which most South Africans use. Most tellingly perhaps,
the majority of citizens continue to regard publicly provided healthcare as an inferior
good — one for which demand varies inversely with income. Even comparatively poor
and uninsured households appear to strive to gain access to private healthcare, be-
lieving that they will receive better clinical care and personal treatment.*

Recent annual reports of the health department show under-expenditure in each
of its four programmes — administration, strategic health programmes, health service
delivery and human resources. The under-spending points to difficulties in reach-
ing optimal operational efficiency. Problems with the workforce have stymied the
goal of adequate service delivery. The intractability of this problem is indicated by
the absence of an effective education and skills training programme for healthcare
professionals that ensures that patients using public hospitals receive adequate care.
The Health Systems Trust’s 2008 South African Health Review found that “overall the
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health workforce is substantially weaker than it was in the mid-1990s” (Health Sys-
tems Trust 2008:163). In addition, the gap between private and public healthcare has
grown since that time. Inefficiency and lack of capacity at provincial level has also
led to disparities in treatment. According to Health Systems Trust, the nursing sec-
tor faces a “serious crisis brought on by an aging professional population” (2008:163).
Recent work on the underperformance of public hospitals also suggests that some of
the challenges facing South African public hospitals are rooted in a complex set of
tensions that are not easily susceptible to simple financial, managerial or political in-
tervention (Von Holdt, forthcoming). However complex the problems, hand-wring-
ing is not an adequate response. As in the case of education, legislative oversight is
crucial to understanding these challenges, finding workable solutions and ensuring
that proposed measures are properly implemented and evaluated.

While financial management is merely one dimension of operational efficiency,
it says a great deal about the capacity of staff and the quality of systems. Institu-
tions that receive an adverse opinion or disclaimer from the Auditor-General are
unlikely to provide efficient and effective services.”> A cursory glance at expenditure
by government departments across a fiscal year, for example, shows a strong tendency
for many departments to spend excessively in the fourth quarter.** “Fiscal dumping”
need not point to inefficiency and ineffectiveness, but it suggests that key social de-
partments tend to spend allocated funds mainly to look good on paper, avoid censure
and ensure that the department is not disadvantaged in future budget-bidding, rather
than because of a commitment to service delivery.

The Auditor-General’s reports on the financial management of departments have
also suggested that many departments still struggle to account for allocations in line
with sound financial management principles and the requirements of the Public Fi-
nance Management Act and Municipal Finance Management Act. Briefing Parlia-
ment on the audit outcomes for 2007/08, for example, the Auditor-General reported
that only 23 percent of the 463 audited national and provincial departments, institu-
tions and entities had received an unqualified (“clean”) financial opinion.

The shortage of clean audit opinions suggests that much work remains to be
done; it does not imply that government is riddled with gross mismanagement and
corruption. Of the qualified audit opinions given to these entities, a comparatively
small percentage suggested serious financial management failures. Two percent were
“adverse”; five percent contained disclaimers; 23 percent were financially qualified;
and 47 percent were unqualified opinions that raised concerns about “other mat-
ters”, mainly internal controls, governance arrangements and legislative compliance.
Twenty-three percent were unqualified, with no other concerns being recorded in the
audit opinion.

The “other matters” recorded show that 44 percent of national and provincial
departments did not comply fully with the Public Finance Management Act’s re-
quirements. (Auditor-General of South Africa 2009: 3). Audits picked up material
amendments to the financial statements in 59 percent of departments, suggesting
that their controls and monitoring were inadequate.

20



PRO-POOR BUDGETING: GENERAL REFLECTIONS AND THE SOUTH AFRICAN SITUATION

The Auditor-General’s 2006/07 report on local government reveals an even more
challenging situation. In that financial year, a distressing 53 percent of municipalities
received an adverse opinion or disclaimer. A further 26 percent received qualified
financial opinions; 20 percent were financially unqualified but with other matters
raised, and only one percent — a total of three municipalities — received a “clean”
audit opinion.

Figure 1 below shows the concentration of municipalities that received adverse
audit opinions or disclaimers in 2006/07, by province.

Figure 1: 2006/07 adverse opinions and disclaimers for municipalities, by province
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Institutional failures, such as those discussed in the health and education sectors,
together with problems in financial management, suggest that issues of operational
efficiency remain the main obstacle to maximising the budget’s impact on poverty.
Such failures may stem from a lack of capacity or appropriate performance incen-
tives, or both, or may be the result of factors exogenous to the performance of depart-
ments. From the perspective of oversight by legislatures and other stakeholders, it is
crucial that the reasons for performance failures are clearly determined, supported by
available evidence.

“Lack of capacity” is too often used in South African governance debates to
account for performance failures. A Parliament keen on exercising effective over-
sight should not accept it so readily, and should ensure that departments are taking
concrete steps to address their alleged capacity problems. Departments should also
be required to identify whether the capacity problems they refer to stem from high
vacancy rates at more senior levels, from a poor alignment of the required and avail-
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able skills, from failures of departmental coordination, or from other matters. Over-
sight committees should also try to assess the extent to which exogenous factors may
be fuelling capacity problems. Two obvious instances are where departments face
such an onerous regulatory and broader compliance burden that they find it difficult
to get anything done, and where they are not given sufficient resources to do the
work expected of them.

8. CONCLUSION: SOME COMMENTS ON
PARLIAMENTARY OVERSIGHT

Effective oversight of performance rests on a number of conditions. One of these is
adequate transparency: the timely availability of comprehensive and accessible infor-
mation on allocations, spending and, as far as possible, delivery of services. However,
this is not enough. To work effectively, legislative oversight committees must have
access to departments’ strategic plans, information on allocations by programme and
sub-programme, in-year spending reports, annual reports and Auditor-General’s re-
ports. Also required is the political will to ensure accountability and legislative re-
search capacity to support committees.

Through the Public Finance Management Act, South Africa has made significant
strides in giving legislatures the formal oversight authority to ensure that government
departments conceive and report on their operations in terms of measurable objec-
tives linked to budget allocations, so that value for money can be assessed. In-year
spending reports and Auditor-General’s reports are also readily available. Although
executive-legislative relations are always marked by information symmetry, effective
oversight of budgetary performance does not require that legislatures know as much
as departmental accounting officers about what departments are doing and the im-
pact of their work. It is not necessary to eliminate all information asymmetries for
genuine oversight to take place. What is required is that committees can ask the
right questions when they summon accounting officers, and that they continue to
probe until they feel satisfied that they have an adequate sense of a department’s per-
formance. The documents currently available to committees are a sufficient basis for
the right questions. The onus must always be on the executive to satisfy a committee
that its planning and spending is efficient in allocative and operational terms.

If significant uncertainty persists about a department’s performance, a committee
could recommend the provisional withholding of increased allocations until doubts
have been cleared up to its satisfaction. The department in question could supply
further information to show that its performance has been satisfactory, or acknowl-
edge that its performance has been disappointing. Before increased allocations are
considered, it would then have to satisfy the committee that it is taking concrete,
significant and realistic steps to remedy the shortcomings. Crucially, the committee
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should follow up on the agreed remedial steps, checking that the department is ac-
cording them the necessary priority. Without such follow-up scrutiny, oversight risks
becoming something of a sham that meets formal governance requirements but has
little chance of improving the impact of spending on poverty alleviation.

Effective oversight also means that legislatures and stakeholders engaged in
budget work, such as non-governmental organisations, should get to grips with the
medium-term orientation of the MTEF and keep abreast of policy and shifts in allo-
cations over this time-frame. Only from such a perspective is it possible to get a sense
of the performance of departments and assess their plans in an informed way. Too
often, civil society and legislatures restrict their budgetary engagement to last-minute
responses to documents tabled in February, relegating themselves to irrelevance.

As discussed in detail in chapter four, a well-resourced and independent budget
research office can give invaluable support to legislatures in this area, and it is impera-
tive that the office has adequate capacity and tailors its research work to medium-
term strategic priorities.

Finally, legislatures must see that facilitating participation in budget oversight is a
key dimension of their work. Civil society organisations can bring valuable perspec-
tives not only to the consideration of the budget as a whole, but also on specific
sectoral issues. Such participation, in conjunction with a budget research office, can
do much to close the capacity gap between the executive and the legislature in budg-
eting matters. But participation is important not only for oversight; it also fosters
greater “ownership” of the budget. The intentions of a budget are most likely to be
realised when it is seen as articulating a vision shared by the government and citi-
zens. It will then activate citizens’ aspirations, in a way that is unlikely to happen if it
is conceived in isolation by ministers and officials.
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SOUTH AFRICA’S NEW PARLIAMENTARY BUDGET PROCESS: AN INITIAL ASSESSMENT

1. INTRODUCTION

to reshape the role of its legislatures in a fundamental way. The apartheid-era

Parliaments had been feeble and discredited rubber stamps (Kotzé 1996). In con-
trast, the country’s new constitutional framework promised “dynamic and pro-active
legislatures” (Murray and Nijzink 2002: 1). The first democratic Parliament abol-
ished apartheid-era legislation and processed the fast-evolving public policy agenda
of the new government (Calland 1999). At the same time, Parliament itself was
undergoing organisational change, including the creation of a system of legislative
committees (Calland 1997) and the implementation of a new bicameral structure
(Murray and Simeon 1999).

One of the issues to be reconsidered by the democratic Parliament was its role
in the budgetary process. Section 77 of the 1996 Constitution gave Parliament the
power to amend money bills, but required enabling legislation to regulate the proc-
ess. In the absence of this legislation, parliamentarians could only approve or re-
ject budgets in their entirety, and they made not one amendment to money bills in
more than a decade of democracy.”® There were two legislative initiatives to address
the constitutional requirement of regulation of the amendment process, as well as
a number of abortive attempts that never made it into the public domain. In this
chapter, I provide a comparative overview of legislative budget institutions and assess
the two major reform attempts — the 1997 draft Money Bills Amendment Procedure
Bill and the 2009 Money Bills Amendment Procedure and Related Matters Act. In
the conclusion, I consider to what extent the adopted framework facilitates an active
parliamentary process while safeguarding fiscal prudence.

In the wake of its transition to democracy, South Africa had an opportunity

2. LEGISLATIVE BUDGETING IN COMPARATIVE
PERSPECTIVE

Two sets of literature provide useful frameworks for assessing the design of the leg-
islative budget process in South Africa and possible options for its reform. The first
is the literature on comparative legislatures, which in recent years has developed a
more systematic approach to the study of cross-national differences. The second is
the political economy literature on the common pool resource problem in budgeting,
which discusses specific institutional features of the legislative process and how they
affect fiscal performance. In this section, I provide a brief overview of these.

There is a long tradition of mostly qualitative literature comprising case studies
of legislative budgeting in a number of countries (for example, Coombes 1976, Op-
penheimer 1983, Schick 2002). However, until very recently, there was no systematic
comparison of the budgetary role of legislatures across a wider spread of countries.
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Partly, this was due to a lack of data. However, over the past ten years the Organisa-
tion for Economic Cooperation and Development (OECD) has conducted a number
of surveys of budget institutions, which also cover the legislative phase of the budget
process. Wehner (2006) uses the 2003 Survey of Budget Practices and Procedures,
conducted by the OECD in co-operation with the World Bank, to carry out a com-
parative assessment of “the power of the purse” (see also Lienert 2005).

Legislative budget capacity can be conceptualised in different ways (Meyers
2001). Wehner (2006) adopts an institutional perspective and surveys six key vari-
ables that affect legislative control of the budget process: amendment powers; rever-
sionary budget provisions; executive flexibility during implementation; the timing of
the budget; committee capacity; and legislative budget research capacity. Figure 1 on
the following page summarises the resulting ranking of 36 countries (for full details,
see Wehner 2006). Possible scores on the index range between zero (no legislative
budget capacity) and 100 (full capacity). Of the 36 countries included in the analysis,
South Africa’s Parliament obtained the lowest score, tied with the Irish Parliament.
The scoring reflects the lack of amendment powers in the absence of constitutionally
required enabling legislation; reversionary provisions that in practice allow the imple-
mentation of the government’s proposal when budget approval is delayed; substantial
executive flexibility to divert from the approved budget during its execution; the late
tabling of the budget shortly before the start of the fiscal year; and the absence of a
legislative budget office.*® This analysis classified the South African Parliament as
exceptionally weak in terms of its capacity for financial scrutiny.

Authors such as Stourm (1917) and Einzig (1959) bemoan the decline of Parlia-
ments, but a second set of literature suggests that weak legislatures may be beneficial
in terms of fiscal performance. Theoretical work on the common pool resource prob-
lem in budgeting highlights the fact that a proliferation of budgetary decision-makers
gives rise to fiscal indiscipline (Weingast et al. 1981, Von Hagen and Harden 1995,
Velasco 2000). However, institutional arrangements can mitigate “fiscal illusion” by
vesting strategic power in actors who are likely to internalise costs, such as the fi-
nance minister (Von Hagen and Harden 1995). There is strong empirical support for
this hypothesis, with evidence from Western Europe (Von Hagen 1992, Hallerberg et
al. 2007), Latin America (Alesina et al. 1999, Filc and Scartascini 2004) and Central
and Eastern Europe (Ylioutinen 2004, Fabrizio and Mody 2006), as well as a global
sample of countries (Wehner 2008).

While the legislative arena can foster special interest claims on the budget, em-
pirical studies suggest that certain institutional devices help to contain fiscal illusion
in parliamentary decisions. Notably, several empirical studies conclude that limita-
tions on legislative powers to amend the budget help to safeguard fiscal discipline
(for example, Hallerberg and Marier 2004, Wehner 2008). In addition, another in-
stitutionalist hypothesis is that the size of budgets is influenced by the way the vot-
ing process is sequenced. Von Hagen (1992) initially suggested that fiscal discipline
is enhanced when a vote on aggregate spending precedes decisions on allocation.
However, this is contradicted by the work of Ferejohn and Krehbiel (1987), who
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Figure 1: The index of legislative budget institutions (2003)
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show that this process can produce relatively large budgets. Von Hagen later revised
his initial claim, arguing that it is not the reordering of the voting sequence that is
decisive, as it has no impact on the share of the tax burden that actors consider, but
rather the centralisation of decision-making (Hallerberg and Von Hagen 1997; see

also Ehrhart et al. 2007).
The fiscal benefit of the two-step process depends crucially on who makes the first
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decision on aggregates. If this decision is delegated to a group of actors who internal-
ise a larger share of the costs than those with strong sectoral interests, fiscal discipline
will be strengthened. However, as Perotti and Kontopoulos (2002: 196) summarise:
“If the same agents decide at both stages, by backward induction they will take into
account the likely allocations in the second stage when setting the total budget first.”
Hence, the delegation of the aggregate decision to a finance or budget committee,
which can impose a hard budget constraint on various sectoral committees, should
help to contain overall spending. As Crain and Muris (1995: 319) argue: “Consoli-
dating control within one committee is an institutional means to overcome the com-
mon pool problem; it establishes a mechanism to contain spending pressures.” On
the other hand, with a balkanised committee setting, where partial spending deci-
sions are distributed across a number of different committees, no one committee is
responsible for the overall level of expenditure, which encourages free-riding.

Figure 2 presents stylised versions of three main types of committee structure
for budget approval (Wehner 2007, see also Breton 1996: 105). In what I call the
“dispersed” model, depicted on the left hand side of Figure 2, the different secto-
ral committees (labelled SC) make separate spending decisions on the parts of the
budget that fall within their jurisdiction, such as health, education or defence. In
the absence of binding constraints, such as hard expenditure ceilings or limitations
on parliamentary amendment powers, the work by Crain and Muris (1995) suggests
that this dispersed committee structure engenders a pro-spending bias. Figure 2 also
illustrates two alternative approaches. The “hierarchical” model imposes a finance
committee (labelled FC) with the power to determine a total expenditure ceiling as
well as sectoral sub-ceilings that are binding for the sectoral committees. The latter
consider allocations within their respective sector, but they have to adhere to the
relevant sectoral ceiling established by the finance committee. A second alternative
is the “exclusive” model, in which a finance committee is the sole budgetary decision-
maker and sectoral committees are excluded from the process. The latter two models
introduce centralisation and, therefore, would be expected to contain the common
pool resource problem in the legislative arena.

Figure 2: Three models of committee structures for budgetary decisions
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In summary, the literature points to a possible trade-off between legislative par-
ticipation and prudent fiscal management. For more than a decade after the end
of apartheid, the South African Parliament had an exceptionally weak role in the
budget process. This helped to ensure executive control over fiscal policy, but also
prevented substantive parliamentary involvement. The political economy literature
on budgeting cautions that the common pool resource problem in legislatures is po-
tentially large and gives rise to a pro-spending bias. Related work on the design of the
budget process suggests that institutional devices can help to protect fiscal discipline,
notably limitations on legislative powers to amend the budget and a top-down voting
process in conjunction with a strong role for a finance or budget committee in ag-
gregate decisions. In the following sections, I discuss the two main attempts to reform
the parliamentary budget process in South Africa, and evaluate to what extent the
latest effort is likely to strengthen Parliament’s role and affect fiscal policy outcomes.

3. A FAILED FIRST ATTEMPT

With the appointment of Trevor Manuel as Minister of Finance in April 1996, South
Africa embarked on an extensive programme of budget reform. There were multiple
pressures for reform. On the one hand, the government had an ambitious service de-
livery agenda, but it also had to reassure the business community and to re-establish
fiscal credibility to enhance foreign investment (Department of Finance 1996; for
critical perspectives, see Michie and Padayachee 1998, Weeks 1999, Streak 2004).
Before the 1994 elections, the consolidated general government deficit had deterio-
rated to nine percent of GDE, and the budget remained markedly unbalanced in the
first few years of democracy (see Figure 3 on the following page). Budget reform had
the potential to reconcile the demands for service delivery with fiscal consolidation.

Among the reforms was the implementation of a new system of inter-governmental
fiscal relations in 1997, based on the Constitution’s three-sphere structure of the
national government, nine provincial governments and local authorities (Abedian et
al. 1997). Also, in December 1997, the then Department of Finance published the
first medium-term budget policy statement (MTBPS), a pre-budget report contain-
ing the policy framework for the upcoming budget and the two following “outer”
years (Department of Finance 1997). The introduction of a medium-term framework
enhanced the capacity of the finance minister to ensure reprioritisation, initially
away from defence and towards social expenditure, within strict aggregate limits on
spending (Walker and Mengistu 1999). These and other reforms earned South Africa
praise from the International Monetary Fund (2003: 18), which commended the
country for its “impressive track record in budgetary management”.

The new constitutional framework demanded a range of changes to the budget
process and included several specific requirements for legislation (Walker and Meng-
istu 1999: 48). Among these was the requirement in section 77(2) of the Constitu-
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tion that “an Act of Parliament must provide for a procedure to amend money Bills
before Parliament”. Section 77(1) defined a money bill as a bill that “appropriates
money or imposes taxes, levies or duties”. A constitutional amendment in 2001 add-
ed further detail to this definition, but left the demand for legislation on an amend-
ment procedure in place, now in section 77(3) of the Constitution. Both versions of
the constitutional text are reproduced in Appendix 1 of this book.

Figure 3: Consolidated general government receipts and payments
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In a first attempt to address the constitutional demand for regulation of the par-
liamentary budget process, the Department of Finance produced a draft Money Bills
Amendment Procedure Bill, which it prepared for tabling in Parliament in late 1997.
The memorandum attached to the draft bill reveals the attitude that prevailed in the
executive at the time. In dramatic language, it emphasised the need to “maintain the
integrity of the budget and the tax system” and argued that the right to amend money
bills “cannot be an unfettered right” so that “government is not paralysed in the proc-
ess”. This wording of the memorandum reflects the emphasis on fiscal consolidation
that marked the early years of Manuel’s tenure as finance minister. The executive
perceived Parliament as a potential fiscal threat.

The draft bill reflected this attitude. The crucial provisions in part one (section 4)
would have severely curtailed Parliament’s powers to amend. In the National Assem-
bly, only the finance committee was to be given authority to propose amendments
to money bills. There was no provision for individual members or other committees
to table amendment proposals. Moreover, the draft bill required the finance com-
mittee to give seven days’ notice of any proposed amendment, while the minister of
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finance would have the right to address the committee before it tabled any amend-
ments. The implications of these procedural hurdles are stark in the context of the
National Assembly rules that applied to money bills at that time, which required any
such bill to be referred to the finance committee on the day of its introduction (rule
290). Moreover, the rules limited the period for finance committee consideration of
money bills to “a maximum of seven consecutive Assembly working days” and re-
quired the committee to report to the house before the deadline expired. With these
time restrictions, a requirement of seven days’ notice for amendments would have
eliminated any realistic possibility of change.

In addition, the draft bill sought to prohibit most types of amendments. Without
the written consent of the finance minister, the finance committee would not be
allowed to table any amendments that increased total spending or spending on a
“vote” (an appropriation for a particular department or government entity), or in-
troduced a new expenditure item. Hence, it would have been possible for Parliament
to reduce expenditure only on existing items. Amendment authority on the revenue
side of the budget was even more restricted. Parliament was not allowed to alter the
rate, base or time of imposition of a tax, levy or duty; to introduce any new measures;
or to exempt any person from proposed measures. In essence, the draft bill allowed
the finance minister to veto any substantive amendments to proposed tax and other
revenue measures.

The draft bill faced strong opposition in Parliament and civil society (Krafchik
and Wehner 1998). The Congress of South African Trade Unions (Cosatu), despite
its electoral alliance with the ANC, strongly condemned the draft bill (Congress of
South African Trade Unions 1997), saying that “the restrictive content of the pro-
posed Bill ... is a result of the lack of consultation and public discussion ... In fact, the
proposed Bill limits the rights of Parliament to such an extent that it would appear
to undermine the spirit, if not the letter, of the constitution’s commitment to parlia-
mentary oversight of the budget.” A number of ANC MPs were also uneasy about the
executive’s emphasis on fiscal consolidation, and sympathised with the trade unions’
demands for a more interventionist role by the legislature. After all, the ANC’s policy
platform for the 1994 elections, the Reconstruction and Development Programme,
called for an end to “unnecessary secrecy in the formulation of the budget” and the
establishment of “a Parliamentary Budget Office with sufficient resources and per-
sonnel to ensure efficient democratic oversight of the budget” (African National
Congress 1994: 6.5.8).

So united was the criticism of the draft bill that it was withdrawn and never
formally tabled. Cosatu decided to boycott parliamentary hearings on the budget un-
til Parliament received meaningful powers of amendment. Together with the South
African Council of Churches and the South African NGO Coalition (Sangoco), it
formed a People’s Budget Campaign in 2000, and over the following years released
alternative budget proposals and continued to call for legislation to allow Parliament
to amend money bills.

Although there was little progress towards resolving the issue in the following
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years, other legislative developments somewhat strengthened parliamentary control.
In 1999, the Public Finance Management Act (PFMA) replaced the inherited patch-
work of ten different Exchequer Acts and gave effect to various sections in the finan-
cial chapter of the Constitution. Several provisions of this Act enhanced oversight,
including a requirement that budgets include performance information in the form of
“measurable objectives” (section 27); numerical limits on the authority of the execu-
tive to reallocate funds between programmes during the financial year (section 43);
and regular in-year reporting (section 32). This legislation was also noteworthy for
the way in which the finance committee took the lead in rewriting the bill, including
the insertion of these and many other provisions.*’” Yet the debate on Parliament’s
amendment powers remained unresolved.

A prolonged stalemate followed, and on occasions, the divisions in the ANC on
this issue became publicly visible. In June 2001, Barbara Hogan, then the chairperson
of the finance committee, announced that MPs and the finance minister had come to
an agreement on parliamentary amendment powers with regard to money bills (En-
sor 2001). The tabling of new legislation appeared to be imminent. However, soon
afterwards the media reported that Hogan had resigned, citing as her main reason
her frustration about the lack of progress towards more substantial parliamentary
involvement in the budget process (Ensor 2002). Hogan did continue as chairperson
of the finance committee, but the incident highlighted the divisions within the ANC
on this matter.

During this time, Parliament also carried out a review of its oversight and ac-
countability functions based on a report by consultants from the University of Cape
Town’s law faculty (Corder et al. 1999). The joint rules committee tasked a special
sub-committee to review the Corder Report. Under the stewardship of Fatima Cho-
han, the sub-committee developed a set of eight recommendations. With regard to
the budget process, it argued that Parliament should develop “an influencing role”
and strengthen its “technical capacity”. Although it cautioned that “amendments to
the budget should be affected only in extreme and extraordinary contingencies”, the
report went on to recommend the establishment of a “formal process” leading to the
enactment of the constitutionally required legislation (Ad Hoc Joint Sub-Committee
on Oversight and Accountability 2002: recommendation 8). The joint rules commit-
tee subsequently convened a task team on accountability and oversight, and a budget
focus group was instructed to develop legislation.

In October 2002, the National Assembly resolved to establish a joint budget com-
mittee comprising 15 assembly members and eight members of the National Council
of Provinces (Murray and Simeon 1999). The mandate of this new committee was
to scrutinise the medium-term expenditure framework and appropriation bill tabled
with the annual budget, monthly in-year expenditure and revenue statements, and
the pre-budget MTBPS, with the exception of macro-economic and revenue issues.
Moreover, the committee was to consider Parliament’s role in the development of
budgets “in accordance with constitutional requirements”. The committee got off to
an unambitious start and struggled to develop an active role.*®
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Almost ten years after the failed attempt by the Department of Finance to ad-
vance the required legislation, little concrete progress had been made on the issue.
Parliament had a new committee, the joint budget committee, but it operated in
a vacuum because of the unresolved issue of Parliament’s budgetary authority and
struggled to establish a meaningful role for itself. It was a case of what Calland (1997)
described as “all dressed up with nowhere to go”. During this period, some treasury
officials started to talk about scrapping the constitutional requirement for legislation
on the amendment of money bills as a possible option for resolving the stalemate.
As one MP put it, the issue had evolved into a “never-ending battle” with “endless
renditions of the bill that just went nowhere” (author’s interview).

4. THE NEW FRAMEWORK

Several political changes made the tabling of legislation on parliamentary amend-
ment powers possible in 2008. One was the replacement of the Speaker of the Na-
tional Assembly, Frene Ginwala, in 2004. Calland (2006: 111) describes her as “ex-
ecutive-minded” and cites an MP from the ruling ANC as saying: “As a manager she
was despotic, and resented the growth of the committee system, over which she had
insufficient control and which thereby sapped power from the plenary, where she did
have full control.” Ginwala was also strongly opposed to giving Parliament budgetary
amendment powers. According to another MP, she had been “the biggest blockage”
in the way of resolving of this issue (author’s interview). A second factor was the
leadership battle and subsequent realignment of power in the ruling party. During
the ANC’s Polokwane conference in December 2007, former president Thabo Mbeki
lost his bid to remain party leader to his rival and former deputy president, Jacob
Zuma. Zuma’s victory was immediately felt in Parliament, where it precipitated a
changing of the guard. Before the Polokwane conference, ministers dominated the
political committee of the ANC, but changes in January 2008 altered its composition
and brought in Zuma supporters with substantial parliamentary experience.”” The
balance of power within the party had shifted in favour of strong parliamentary over-
sight. This paved the way for the National Assembly to formally instruct the finance
committee to report a bill by mid-August, based on the work by the task team on
oversight and accountability.

A draft Money Bill Amendment Procedure and Related Matters Bill appeared
in the Government Gazette in July 2008. Instead of the joint budget committee, it
required a committee in each chamber to consider macro-economic and fiscal policy
and amendments to money bills (section 4). The finance minister was to submit to
Parliament “draft budget allocations for each programme within a vote as approved
by Cabinet” at least three months before the budget (section 5). Approval of “the
fiscal framework” and the annual Division of Revenue Bill regulating transfers and
grants to the provinces and local governments was required before consideration of
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any amendments to the budget (section 6). The draft bill did not contain specific
limits on amendments, but required members to motivate these with reference to a
list of 11 items, starting with “the relevant fiscal framework adopted by Parliament”
(section 7). Ministers were to be given 30 days to comment before committees could
consider adopting amendments. The budget committees would be required to report
within four months after the introduction of the relevant money bill. If Parliament
failed to adopt any amendments within this period, it would have to adopt the bill as
tabled. Finally, the draft bill provided for the establishment of a parliamentary budget
office as part of the parliamentary administration (section 8). These proposals envis-
aged a substantial restructuring of the budgetary role of Parliament, but they were
also imprecise in some important aspects, notably the definition of “the fiscal frame-
work” and the distinction between the revenue and expenditure side of the budget.

Following public hearings, the finance committee revised the draft and formally
tabled the Money Bills Amendment Procedure and Related Matters Bill, which was
passed into law (Act No. 9 of 2009). The new legislation clarifies several aspects.
Notably, it defines the fiscal framework as comprising aggregate spending and rev-
enues (budgetary and extra-budgetary), as well as borrowing, interest and debt serv-
icing charges and the contingency reserve (section 1). It also clearly distinguishes
the revenue and expenditure sides of the budget, and assigns responsibility for them
to different sets of committees. The scrutiny of macro-economic and fiscal policy, as
well as revenue measures, fell to the existing finance committees, whereas a new set
of appropriations committees, one in each house, would scrutinise spending and the
intergovernmental division of revenue (section 4).

In addition, the Act establishes a clear sequence of decisions. It tasks portfo-
lio committees with producing “budgetary review and recommendation reports” for
each department (section 5) before the adoption of reports on the MTBPS prepared
by the finance and appropriation committees after its tabling in the spring (sec-
tion 6). Reports on the MTBPS could include recommendations for amendments
to the fiscal framework or the division of revenue should they remain “materially
unchanged” when submitted with the budget towards the beginning of autumn. The
approval of the annual budget was to start with the adoption of the fiscal framework
and revenue proposals (section 8), followed by the Division of Revenue Bill (section
9) and, finally, the relevant appropriation bill (section 10). The minister of finance
was given the right to respond to proposed amendments of these within at least two,
three and ten days respectively. In the case of amendments to appropriations, any
affected cabinet member also received the right to respond. The Act required any
amendments to appropriations, revenue measures and the division of revenue to be
consistent with the adopted fiscal framework and several guiding principles, which
are reproduced in Appendix 2 of this book. In short, the Act established a top-down
process for budgetary decisions.

The Act also included new instruments for parliamentary control (section 10),
which had not been in the draft gazetted in 2008. Over the years of work on this issue,
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some MPs had obtained examples of legislative budget processes in other countries,
including Germany. The German Parliament has powers to insert a “qualified freeze”,
which requires the federal ministry of finance to obtain parliamentary consent before
the budgeted amount for a particular item, or a certain percentage of it, can be spent.
This requires the provision of additional information to the budget committee, until
MPs are satisfied and release the funds (Eickenboom 1989: 1208). Drawing on this
experience, the South African legislation allowed other committees to recommend
to an appropriations committee that a sub-division of a main division within a vote
be appropriated “conditionally”, “to ensure that the money requested for the main
division will be spent effectively, efficiently and economically”. Incidentally, the only
amendment the National Assembly made to the bill was to remove a limitation on
the sum of money that could be appropriated conditionally.® In addition, the Act
allowed other committees to advise the appropriations committees that money be ap-
propriated “specifically and exclusively” for a particular main division within a vote,
thereby suspending the virement rules in the PFMA (section 43) for specific items.
These provisions enable a high degree of control over budget execution.

Finally, the Act also significantly overhauls the provisions on the establishment of
the parliamentary budget office (section 15). Notably, it stipulates as its main objec-
tive the provision of “independent, objective and professional advice and analysis to
Parliament on matters related to the budget and other money Bills”. While the draft
bill as gazetted envisaged that the office would be established by the secretary to
Parliament as part of the parliamentary administration, the Act gives the finance and
appropriations committees the duty of recommending to their respective houses the
appointment of “a person with the requisite experience, qualifications and leader-
ship skills” as director. It defines the position at the same level as the top rank of the
public service. The director can only be removed from office in case of “misconduct,
incapacity or incompetence”, as attested by the appointing committees, and with
the adoption of a resolution to that effect by both houses. The independence of the
office is underscored by a requirement that the director report to Parliament “any in-
appropriate political or executive interference” in the fulfilment of its mandate, and
substantial financial and operational independence. In short, the Act envisages an
independent and well-resourced analytic unit to support the new process.

The second attempt to establish a procedure for the amendment of money bills
was considerably more successful than the first in 1997. The Act outlines a firm top-
down budget procedure, clearly defines the tasks of the different committees, and
provides a framework for the establishment of an independent analytic unit. Many
elements in the Act go beyond the draft gazetted earlier in asserting Parliament’s
authority, and overall it provides a powerful set of tools for legislative engagement
with the budget.
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5. CONCLUSIONS

For more than a decade after the adoption of a democratic constitution, the budgetary
role of South Africa’s legislatures remained undefined, as the ruling party was unable
to reconcile conflicting visions of parliamentary involvement. The 1997 draft bill on
the amendment process for money bills would have severely curtailed Parliament’s
authority, to an extent that many parliamentarians and civil society organisations
deemed unacceptable. In contrast, the 2009 Money Bills Amendment Procedure and
Related Matters Act pursues a more modern approach. On the one hand, the choice
of unfettered amendment authority; additional tools to control the execution of the
budget; the establishment of well-defined financial committees; and the creation of
the parliamentary budget office marked a shift away from weak and passive scrutiny
of the budget. At the same time, the legislation introduced procedural safeguards,
notably a committee structure similar to the “hierarchical” model in Figure 2, as well
as a requirement that Parliament fix key fiscal aggregates before making decisions
that are consistent with it.

Without a doubt, the legislation is a major milestone and represents a leap for-
ward in the evolution of South Africa’s democratic institutions. It frees the parlia-
mentary process from some of the most restrictive aspects of its Westminster heritage,
and has the potential to facilitate active legislative participation in budgetary deci-
sions. Moreover, the new framework was carefully crafted in an attempt to reconcile
strong legislative control of the budget process with prudent fiscal management. Of
course, the effectiveness of the procedural safeguards may not be revealed immedi-
ately. It is the confluence of political and institutional fragmentation that constitutes
the greatest threat to prudent fiscal policy (Wehner 2008). When a governing party
commands a secure majority in the legislature, the design of budgetary procedures is
arguably less important, as party discipline is enough to contain amendment activity.
Only a more fragmented political context would reveal the true efficacy of the new
process.
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BUDGET OVERSIGHT AND POVERTY ALLEVIATION: OPPORTUNITIES AND CHALLENGES

1. INTRODUCTION

overty and inequality are among the major challenges facing South African

society, and the major thrust of policy in all spheres of government. In his

2002 state of the nation address, former president Thabo Mbeki reaffirmed
government’s commitment to poverty alleviation through concrete, time-specific
programmes, and called on all organs of state to reflect on their role in promoting
anti-poverty objectives. “Of decisive importance,” Mbeki remarked, was the ques-
tion of whether the legislature, executive and judiciary, as well as civil society, are
effectively “helping to lift from the shoulders of our people the intolerable burden
of poverty and underdevelopment” (Mbeki, 2002). The goals of combating poverty
and inequality have underpinned successive government programmes of action and
their pursuit is likely to be intensified under President Jacob Zuma'’s administration.

The Constitution confers justiciable socio-economic rights on all citizens, which
must be progressively realised within available resource constraints. This has and will
continue to play a major role in poverty alleviation. South Africa is also a signatory
to a number of international commitments to eliminate poverty and inequality, in-
cluding the Millennium Development Goals and conventions on the rights of women
and children.

Internationally, there is a growing consensus that good governance can promote
pro-poor distributive outcomes and reduce corruption (United Nations Development
Programme, 1998). Budgets are particularly powerful instruments in socio-economic
transformation, redirecting public resources to benefit the poor and other vulnerable
groups, particularly in the provision of public services. Non-delivery, inefficiency,
waste and corruption often have a disproportionately negative effect on these groups.
Furthermore, there is a growing recognition of the role of legislatures and Parliament
as key facilitators of effective, politically legitimate and sustainable poverty reduction
strategies (Hlubi and Mandaville, 2004: ODI, 2007).

The budget process is unique in that it strives to integrate, in an over-arching
framework, the governance choices of the whole of government and the individual
policy choices of each sector in a concrete, regular and reliable way. Far from being
merely a technical accounting process, it is inherently and intensely political. With-
out such a process, there can be no meaningful political debate on the appropriate-
ness of choices proposed by government, possible alternatives, the responsibilities
of decision-makers, or the coherence and integration of diverse policies supporting
over-arching goals such as poverty alleviation.

The core functions of the legislature — legislation, representation and oversight
— can be a vehicle for encouraging policy formulation, legislation and implementa-
tion aimed at poverty alleviation. Whether legislatures have the space, authority,
capacity, incentive and inclination to do this depends on a range of factors. This
chapter draws on international experience, and examines some of the major factors
which have impinged on the effective fiscal oversight of legislatures and their ability
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to help generate policy aimed at supporting the poor and other vulnerable groups in
society.

2. THE LEGISLATURE AND FISCAL OVERSIGHT
IN SOUTH AFRICA

The optimal role of legislatures in engaging with fiscal policy and the budget is
the subject of fierce debate internationally, but most countries acknowledge that leg-
islatures do have a fiscal oversight role in promoting the wise stewardship of public
resources and efficient service delivery. However, the exact parameters of that role
diverge across countries, as do the systems, procedures, governance structures and
political culture in which that role is played.

In emerging democracies, in conditions where even the rule of law may be frag-
ile, a key challenge is building an effective institutional identity for legislatures. In
established democracies, legislatures grapple with redefining their traditional roles in
the wake of far-reaching budget and broader public sector reform initiatives, which
have profoundly changed the fiscal landscape in which they must operate. At the
same time, organised civil society groups and informed citizens are exerting greater
pressure on legislatures to be more exacting in discharging their oversight responsi-
bilities.

2.1 HISTORICAL BACKGROUND

In apartheid South Africa, budgeting and the budget process were characterised by
secrecy and lack of transparency, with negligible participation by Parliament or civil
society. The criteria and rationale for the allocation of public funds were never ex-
plicitly articulated. During this period, the legislature was completely overshadowed
by the executive. Parliament had no power to change the budget proposed by cabinet
and its role was limited to that of a rubber stamp.

The budgeting system itself was ad hoc and incremental, with minimal forward
planning or performance orientation. Budget documents were highly inaccessible
and user-unfriendly, making it possible to exercise a degree of financial control over
public funds spent but not over how these funds were spent — that is, whether they
were spent effectively. The inherently secretive and unaccountable nature of the
budget system was further entrenched by the obscuring of details of expenditure on
certain clandestine items, such as the activities of the military, police and “sanctions-
busting.”

Under apartheid, even the involvement of elected officials in the executive in
budgeting was minimal. As described by Fubbs (2001), budgets were historically
“driven by technicians and the administration, with little if any political interven-
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tion and an implicit policy of producing documentation that made it impossible for
the public to appreciate the purpose of expenditure and the achievements of objec-
tives”.

After the transition to democracy in 1994, innovations including the medium-
term expenditure framework (MTEF) and the minister’s committee on the budget
were introduced,” among other things, to enhance political oversight of resource
allocation. National and provincial MTEFs outline planned spending activities and
revenue targets over a three-year horizon. This potentially gives Parliament, provin-
cial legislatures and civil society a greater opportunity to engage with and influence
the prioritisation of future spending. This is discussed in greater detail below.

2.2 THE SOUTH AFRICAN CONSTITUTION

Any attempt to explore the role of the legislature in the budget process in contempo-
rary South Africa must take the Constitution as its point of departure.

2.2.1 LEGISLATURES AND SOCIO-ECONOMIC RIGHTS

The South African Constitution is unique in that the Bill of Rights, in Chapter 2,
commits the state to the progressive realisation of a range of socio-economic rights,
including housing, healthcare, education and social security, within available re-
sources. The role of the state in fulfilling these rights is confirmed in section 7, and
section 8 makes this obligation explicitly binding on the legislature, executive, judici-
ary and other organs of state. The legislature, as a crucial governance institution, is
thus obliged to promote and fulfil these rights while carrying out the core functions
of legislation, representation and oversight.

These rights are justiciable and can be legally enforced, and have already been
tested in several high-profile Constitutional Court cases with public resource im-
plications.* However, Murray and Nijzink also observe that the “protection of the
Constitution and human rights” are “not the preserve of the courts”. The authors
suggest, rather, that legislatures are “institutions that oversee the development and
implementation of policy. They must be proactive in developing a democratic rights
culture and must be central agents in the realisation of rights and the transformation

of the country” (Murray and Nijzink, 2002:3).

2.2.2  FISCAL GOVERNANCE

Section 185 of the Constitution also envisages a public service that is development-
orientated, responsive, accountable and transparent, and which actively engages the
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public in policy-making processes. This applies to all three spheres of government.

Chapter 13 of the Constitution addresses issues of finance and the “fiscal consti-
tution”, referring to the rules and principles by which budgetary decisions are made,
implemented and accounted for. Chapter 13 further outlines the revenue-raising
authority of the spheres of government, revenue-sharing and intergovernmental
grants and borrowing powers. Schedules 4 and 5 deal with the concurrent and ex-
clusive functions of sub-national governments, which determine their expenditure
responsibilities.

Section 216 entrenches the principles of good fiscal governance, such as transpar-
ency and accountability in budget processes and effective financial management of
budget implementation.” Section 188 also establishes the office of an independent
Auditor-General, who must submit reports to the relevant national or provincial
legislatures.

2.2.3  FISCAL OVERSIGHT

A number of different sections of the Constitution are also relevant to the task of
fiscal oversight.

Section 55 outlines the powers of the National Assembly, including that of passing
legislation. National budgets are classified as “money bills”, and while the National
Assembly may pass such bills, it is explicitly prohibited from initiating or preparing
them by section 55 (1) (b). Section 114 (1) imposes the same restriction on provincial
legislatures.

Section 77 defines money bills as those that appropriate money; impose taxes,
levies, duties or surcharges, or abolish, reduce or grant exemptions to these; and
authorise direct charges against the National Revenue Fund. Section 77 (3) also
establishes procedures for the consideration of money bills, and importantly, specifies
that an “Act of Parliament must provide for a procedure to amend money bills before
Parliament”. Again, an analogous definition for a provincial money bill is included
in section 120.

However, no province has passed legislation allowing for budgetary amendments
of this kind, nor, until 2009, was comparable legislation passed at national level. Mur-
ray and Nijzink suggest that this reflects the “delicate balance of power between the
legislature and the executive that the legislation must capture and the big stakes that
both the legislature and the executive must attach to the issue. Money bills — and
particularly the bundle of bills that make up the annual budget — encapsulate gov-
ernment’s policy agenda in a more concrete way than any other pieces of legislation”
(Murray and Nijzink, 2002: 97).

Thus, while the Constitution clearly intends a role for the legislature in amending
budgets, its scope will be reflected in enabling legislation. The design of legislation
that fleshes out the Constitution will be one of the few factors shaping the legis-
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lature’s role in the budget process. Other factors, discussed later, will certainly be
influential in shaping its institutional development, but will be largely exogenous to
the legislature.

There is also an important role for the National Council of Provinces (NCOP) in
the intergovernmental budget process. Section 214 of the Constitution requires an
Act of Parliament to provide for the equitable division of national revenue between
the three spheres of government; the determination of each province’s equitable
share of national revenue; and any other allocations to the provinces, local govern-
ment or municipalities.

Oversight of budget execution is located in Parliament’s broader responsibility to
monitor implementation of legislation and policy, also captured in sections 55 and
114. Corresponding with the duty imposed on provincial legislatures to hold the ex-
ecutive to account, the Constitution also emphasises the accountability of individual
ministers and executive councils as a whole to the national Parliament.

Section 92 further outlines the accountability and responsibility of the deputy
president, ministers and cabinet members, and specifies that the latter are account-
able “collectively and individually to Parliament for the exercise of their powers and
the performance of their functions”. Section 133 outlines the comparable roles and
responsibilities at provincial level.

Section 56 also allows the National Assembly and portfolio committees to call
people to give evidence under oath or to produce documents, and to receive peti-
tions, representations and submissions from interested parties or institutions. Similar
provisions apply to provincial legislatures and committees in section 115.

In this way, the Constitution clarifies some dimensions of fiscal accountability,
such as access to information and the requirement that ministers and executive
councils explain their policies. However, some areas of fiscal oversight remain un-
clear, for instance in respect of amendatory accountability. This refers to the “duty
inherent in the concept of accountability, to rectify or make good any shortcoming or
mistake uncovered” (Corder et al., 1999).

Ministerial responsibility has several dimensions, to which escalating sanctions
may be applied. These include informatory responsibility, or the obligation to keep
Parliament informed of the operation of departments; explanatory responsibility, to
explain and defend government policy to Parliament and the public; amendatory
responsibility, requiring that mistakes made in good faith are admitted to Parliament
and remedial measures proposed; and resignatory responsibility, requiring resignation
for egregious ineptitude or corruption, disagreement with the cabinet or policy, bring-
ing the ruling party or the cabinet into disrepute, and lying to Parliament (Sennay
and Besdziek, 1999).

No constitutional provisions define the degree of responsibility of ministers and
civil servants. The role of civil servants has been clarified in legislation, including the
Public Finance Management Act of 1999 (PFMA) and management tools including
performance contracts, but the extent of ministerial accountability remains largely
unexplored. For example, section 63 of the PFMA requires ministers to stay within
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their budgets, but no sanctions are attached, as they are to accounting officers, as this
is presumed to be dealt with by an undefined political process.

2.3 LEGISLATIVE FRAMEWORKS FOR PUBLIC FINANCIAL AND
PERFORMANCE MANAGEMENT

To give operational substance to the constitutional provisions discussed above, the
PFMA initiated a move from an input-oriented expenditure control system to a
more performance-orientated system that supports oversight of service delivery and
spending. The PFMA set out to modernise public sector budgeting and financial
management through regular financial reporting, sound internal expenditure con-
trols, independent audit and supervision of control systems, improved accounting
standards and training of financial managers, and greater emphasis on outputs and
performance monitoring.

In 2003, the Municipal Finance Management Act (MFMA) extended budget re-
form to local government. It complemented existing legislation such as the Municipal
Systems Act of 2000, which dealt with municipal planning (integrated development
plans) and performance management systems.

Since 1994, the quality, timeliness and comprehensiveness of fiscal data have im-
proved markedly. Data are regularly published in the annual national, provincial and
local budget reviews, and are freely available on the National Treasury website. The
introduction of the medium-term budget policy statement (MTBPS) from 1997 has
improved debt and cash management strategies. It states government’s aggregate
revenue and expenditure intentions over the next three years and includes indicative
figures on the division of revenue among provincial governments.

Multi-year budgeting, also used in the United Kingdom, had its genesis in the
PFMA and was put into effect through the MTEF in 1998/99. It provides for three-
year rolling budgets for the national and provincial governments in March, as well
as underlying macro-economic projections. Since 1999, the budget has been tabled
before the start of the financial year. A new budget and reporting format was intro-
duced in 2004, aligned with the International Public Accounting Standards issued
by the International Federation of Accountants, and based on a new standard chart
of accounts (National Treasury, 2004: vii).

Other significant milestones in the evolution of intergovernmental fiscal rela-
tions include the creation of the Budget Council in 1996, which presides over the
revenue-sharing process, and the establishment of formula-based revenue sharing
recommended by the Financial and Fiscal Commission. The Intergovernmental
Fiscal Relations Act of 1997 also introduced predictability and transparency in the
intergovernmental budget process.

The annual Division of Revenue Bill formalises revenue-sharing across the three
spheres of government, and provides three-year projections of both unconditional
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equitable share grants and conditional grants to provinces and municipalities. The
Intergovernmental Relations Framework Act of 2005 establishes the legislative
framework for intergovernmental relations and the roles and functions of national,
provincial and municipal intergovernmental forums, and stipulates the conduct re-
lating to the implementation protocols and procedures for resolving intergovernmen-
tal disputes.

This legislative framework, along with the PFMA, gives Parliament and provin-
cial legislatures timely and credible oversight tools. Before the PEMA took effect,
credible in-year financial reporting was virtually non-existent, and there was no early
warning system to detect in-year overspending or underspending. This clearly under-
mined effective oversight of budget execution. Furthermore, there was often a lag
of up to two years before audited financial statements were available to the public
accounts committees of Parliament and provincial legislatures. The PFMA requires
that financial statements are produced no later than three months after the end of
the financial year, and that they are audited no more than seven months after year-
end.

The implementation of the PFMA initially focused on improving financial report-
ing and management systems and procedures, but this has gradually been expanded
to include analysis in terms of efficiency and effectiveness, requiring non-financial
information on service delivery. As well as tabling annual budgets in Parliament and
the provincial legislatures, ministers and members of executive councils must table
strategic plans and/or annual performance plans for scrutiny and approval. Linking
output measures, framed in measurable objectives, to resource allocation is crucial
in creating an orientation towards value for money. These plans and budgets lay the
foundation for in-year monthly and quarterly financial reporting, as well as year-end
annual reports and audited financial statements. Each of these instruments is crucial
for effective oversight of budgetary execution.

Since 2003, the National Treasury has also engaged extensively with provincial
government departments in instituting standardised five-year strategic plans, annual
performance plans and quarterly performance reports that monitor service delivery
progress and spending against plans. In May 2007, Treasury published its Framework
for Managing Programme Performance Information which, among other things, clarified
standards and definitions for performance information in support of the auditing of
non-financial information.

This framework, with Statistics South Africa’s South African Statistics Quality
Assurance Framework, supports the Presidency’s Government-Wide Monitory and
Evaluation Policy Framework, released in 2007. The latter addresses challenges to
government effectiveness, envisaging monitoring and evaluation processes that assist
the public sector in evaluating performance and achieving service delivery outcomes.
Monitoring and evaluation aims to draw causal connections between the choice of
policy priorities, resourcing, programmes designed to implement them, services ac-
tually delivered, and their impact on communities. Evaluations are also potentially
important instruments of legislative oversight.
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Performance information and monitoring and evaluation frameworks will ulti-
mately enable the Auditor-General to audit non-financial information, assuring Par-
liament that the service delivery achievements reported by line departments can
be verified. In the past, the Auditor-General focused on financial and compliance
audits, and expressed an opinion on whether financial statements prepared by de-
partments fairly reflect their financial position and activities. Internationally, public
sector reforms have increasingly emphasised both financial and non-financial report-
ing to Parliaments and legislatures. National Treasury regulations now require that
annual reports of national and provincial government departments include audited
financial statements and statements of programme performance.

Section 20 (1)(c) of the Public Audit Act of 2004 requires the Auditor-General
to express an opinion or conclusion on “reported information of the auditee against
pre-determined objectives”, fulfilling a verification function and assuring Parliament
of the accuracy of non-financial information. Rather than on outcome and impact
data, the Auditor-General’s focus will, therefore, be on non-financial information
included in annual reports for accountability purposes and output-related non-
financial data, as these constitute the locus of accountability for accounting officers.
A major focus will also be on departmental implementation of systems for manag-
ing performance information, and the implementation of robust internal controls to
ensure their integrity.

Although it is easier to monitor and evaluate service delivery output data, it is
important that Parliament and the legislatures continue focusing on the link between
these outputs and the achievement of policy outcomes. This relationship is complex
and influenced by many exogenous factors. But it is crucial that the assumptions, risks
and causal relationships underlying policy and programme logic and proposed deliv-
ery mechanisms are made explicit at the stage of conceptualisation. Furthermore, at
the execution stage, ongoing oversight can ensure that these risks are managed; that
implementation is focused and goal-directed; and that the intended beneficiaries
are reached. Legislative oversight of implementation can ensure that pro-poor and
gender-sensitive policies are applied as intended, and that there is adequate consul-
tation with low-income or vulnerable beneficiary groups in formulating and imple-
menting policy, programmes or projects.

In conclusion, the constitutional perspective on oversight covers the entire scope
of legislative activity, to ensure that laws are implemented in a way that realises their
intention. In fiscal oversight in particular, the legislature’s role is not confined to the
appropriation process, but includes ensuring congruency between the intentions and
outcomes of budgets. Parliament and provincial legislatures were clearly envisaged
as having both a prior and follow-up oversight role. Parliament’s role in the budget
formulation process improves engagement with policy debates in respect of planned
aggregate fiscal discipline, namely appropriate levels of taxation, total expenditure
and levels of deficit and debt. It also enables Parliament and the legislatures to ensure
that both cross-sector macro-prioritisation and micro-prioritisation support poverty
eradication objectives. There are always, however, competing demands on limited
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fiscal resources. Strong political involvement is needed to guide the technical al-
location of public funds. The budgeting system should, therefore, accommodate an
adequate interplay of technical and political role-players. The larger the disparity be-
tween available fiscal resources and the aggregate demand on the fiscus, the greater
the need for political guidance in allocative decisions.

In a democracy, achieving allocative efficiency is the platform for enforcing po-
litical accountability. Interventions by Parliament to align public spending priorities
with the needs and preferences of the poor makes for greater allocative efficiency.
Poor people in South Africa and elsewhere often have limited ability and resources
to voice their needs and preferences. Through outreach programmes such as “Taking
Parliament to the People”, Parliament and the legislatures, as representative bodies,
can actively solicit the input of poor people and civil society organisations. This input
should be channelled to the executive at the most appropriate points in the budget
cycle.

To exercise oversight in support of poverty reduction, legislatures must ensure that
initiatives to expand access to resources, opportunities and income-earning potential
for the poor are budgeted and planned for and carried out, so that there is an impact
on the intended beneficiaries. Amending the budget should be a last resort. The
preferred alternative is for Parliament to act on the MTEF projections in outer years,
as this encourages reprioritisation while minimising disruption at the tail-end of the
budget process. In the amendments it proposes, Parliament should balance the need
for accelerated quality delivery with the capacity of government institutions and the
requirements of prudent stewardship of public resources and fiscal responsibility.

In exercising ex post facto oversight of service delivery and budgetary execution,
Parliament can ensure that aggregate fiscal discipline is maintained in line with
planned expenditure, revenue and deficit totals. Crucially, this means that there
should be no deviation from planned budget totals or in respect of individual expend-
iture categories. For example, overspending on educational personnel could crowd
out the provision of learner support materials to poor schools. Underspending of
conditional grants is equally problematic, as it often means that government’s plans
to improve services, or extend these to poor areas, are undermined.

Ongoing follow-up oversight also enables Parliament and the legislatures to create
a disincentive for unproductive, fruitless and wasteful expenditure by public institu-
tions. Portfolio committees can actively examine and monitor mechanisms of service
delivery to ensure that they are effective, efficient and reach poor beneficiaries. Par-
liament, specifically through public accounts committees, can also play an important
role in combating outright corruption and strengthening integrity systems in the pri-
vate sector. However, to be effective, Parliament and legislatures must ensure that
their own operations, and the conduct of individual parliamentarians, builds their
credibility as champions of clean governance among voters.
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3. OVERSIGHT MECHANISMS SUPPORTING
POVERTY REDUCTION

As discussed above, the Constitution envisages a role for the legislature both in in-
fluencing the budget and exercising oversight to ensure the effectiveness, efficiency
and economy of service delivery, and that public spending is translated into positive
impacts on poor communities. This requires the political will to forge an institutional
identity that transcends party politics. The executive must also acknowledge the
importance of effective legislative oversight, especially in the context of a strong ma-
jority party and limited electoral contestation in the short term. A suitable legislative
framework must be put in place, accompanied by the building of capacity to fulfil this
function and the internal restructuring of the legislature.

Most importantly, a political culture must be developed which does not regard
legislative oversight as a nuisance or an attempt to undermine the executive’s ability
to govern. Oversight should be seen as a constructive, critical process that enhances
the alignment of the budget with human rights priorities and fosters targeted service
delivery in favour of poor communities. Similarly, legislators should accept that con-
structive oversight is not a heresy against their party, but a constitutional duty and
moral obligation to the poor electorate they represent.

Currently, national government and some provinces have strong treasuries and
political leadership, which could exercise effective oversight of delivery. But as this
may not hold true in future, it would be wise to diversify forms of oversight and craft
a more robust institutional framework. Even treasuries are limited in what they can
do about the shortcomings of line departments, as they are increasingly supposed to
be “referees” that enforce the “rules” of the “budget game”, rather than active play-
ers. Treasuries may compile departmental submissions for a budget document, but are
often unable to comment publicly on what they contain.

Finally, such a framework should consider broader governance reforms required
to mitigate disincentives for legislators who are responsible for fiscal oversight.

3.1 FORMAL OVERSIGHT POWERS OVER BUDGET IMPLEMENTATION

The 1999 Report on Parliamentary Oversight and Accountability recommended that
an Accountability Standards Act be passed to complement the PEMA by setting
clear parameters in which committee members should operate (Corder et al., 1999).
[t would clarify issues of amendatory accountability, standards of administrative ac-
countability, prescribed reporting standards and procedures on receipt of reports, as
well as strengthen individual members and committees in performing these roles.
An important precondition for effective oversight is a common understanding
of political, as opposed to managerial, accountability. A delicate balance has to be
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struck between allowing public managers with increased decision-making power in
increasingly complex administrative environments to hide behind ministers or to be
paralysed by risk aversion, and preventing ministers from using director-generals as
scapegoats.

The PFMA affords protection in principle, but this may not translate into pro-
tection in practice.” Interestingly, PFMA guidelines for accounting officers empha-
sise that ministers and Members of Executive Council (MECs) are responsible for
outcomes, and accounting officers for outputs. However, the legislation itself does
not mention outputs or outcomes at all: they appear only in the explanatory memo-
randum. The nature of ministerial accountability, therefore, remains unclear. The
PFMA’s regulations provide some additional clarity on the lines of political and man-
agerial accountability, but the Act says far less than the MFMA on the subject of
undue political interference. This could be rectified by amending the PFMA.

In recent years, Parliament has been more rigorous in scrutinising public spend-
ing and service delivery, as reflected in the media and committee reports, and this
encouraging trend should be strengthened (Hartley, 2007; I-Net Bridget, 2008). For
instance, Parliament has increasingly refused to allow junior officials to account for
service delivery and value-for-money concerns. On occasions, strategic and opera-
tional plans, budgets, monthly financial reports and quarterly reports have been used
to engage effectively with departments and other public sector institutions, although
the quality of oversight varies from committee to committee.

The challenge facing Parliament is how to institutionalise a culture of effective,
critical and constructive oversight. A number of decisions must be made at strategic
level. For instance, what is the NCOP’s oversight role, relative to that of the Na-
tional Assembly? What specific contribution can the NCOP make in adding value
to pro-poor monitoring! How does NCOP oversight differ from that of provincial
legislatures? For example, the National Assembly and provincial legislatures could
focus on the institutional accountability of departments and public sector institu-
tions, while the NCOP could take a sector-based approach to accountability, with
oversight cutting across all spheres of government and public entities. This would
ensure the coordination of pro-poor policy, the alignment of fragmented budgets, the
compatibility of approaches to service delivery approaches, and sector-wide monitor-
ing and evaluation processes.

For example, if public transport and the built environment are regarded as a sec-
tor, the plans and budgets of all role-players could be scrutinised. Once strategic
decisions have been made on the macro-oversight model for all legislative institu-
tions, the roles and responsibilities of various role-players could be reviewed to en-
sure alignment. This could include, for example, the division of labour between the
National Assembly’s finance committee, the NCOP’s select committee on finance,
the joint budget committees, the standing committee on public accounts and sector
committees.
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3.2 POLITICAL CULTURE AND INCENTIVES

The informal rules and conventions surrounding institutions are probably more pow-
erful than formal rules. An institution with a strong formal mandate may be weak
in practice, while an informal body may be influential.* Even if the powers of the
legislature in regard to the priorities, amendment and oversight of the budget are
strengthened, changes in formal rules do not necessarily translate into changes in the
behaviour and attitudes of members and officials.

A radical transformation in political culture is required. First, there must be a
common understanding between the executive and the legislature on the latter’s
constitutionally mandated oversight role. In practice, legislatures have tended to
define their oversight responsibility narrowly, confining it to generating legislation
rather than implementation. Members and committees have also tended to be reac-
tive in their oversight role. On the other hand, cabinet members and MECs may see
legislative oversight as intrusive and as undermining their authority. While some
MEC:s are dissatisfied with the superficial status quo, this attitude is by no means
universal (Murray and Nizjink, 2002). Saki Macozoma has described the prevailing
ethos of the National Assembly as follows:

... the executive and the bureaucracy have not yet fully embraced the new
paradigm of effective parliamentary supervision that incorporates significant
public participation. This disjuncture between what Parliament wants done
and what the executive and the bureaucracy are willing to do has generated
considerable tensions between certain portfolio committees and departments
they are supposed to oversee. [Fortunately] in the majority of cases, such ten-
sions have resulted in departments being forced to take on broad issues raised
by the portfolio committee (Sennay and Besdziek, 1999).

[t may be difficult to build an institutional identity that transcends party lines
and is grounded in the Constitution, but this is crucial to effective oversight. If the
legislature fails to ensure that budgets reflect the electorate’s priorities in regard to
spending on poverty alleviation, this may increase pressure on the judiciary to inter-
vene and evaluate service delivery in terms of progressive realisation. Concerns have
been raised that a court-initiated process of setting minimum standards for service
delivery in individual cases could compromise policy coherence, because of trade-offs
between competing priorities. As one commentator noted:

What if meeting the standards for socio-economic rights in the near term re-
quired punitively high levels of taxation or high levels of debt for our children
to redeem? What if the standards were not set that high, but required only the
resources equivalent to half the current subsidy to tertiary education and skills
development? Making these decisions is inordinately complex and requires lit-
erally hundreds of officials working full-time preparing and evaluating budget
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submissions. For a court to suggest that it has the wisdom to cut through these
complexities and make decisions that would be in the best interest of the poor
is, to say the least, an impressive leap of faith (Altbeker, 2002).

Ajam and Murray (2004) note that the judiciary has not sidestepped these issues,
as shown by the Grootboom case, but has refrained from ordering the executive to
reconsider public spending and from imposing a time-line for the prioritisation of
socio-economic rights. They write:

The court seems to have accepted that in providing constitutional remedies,
budget impacts are inevitable. However possible budgetary impacts should be
a consequence of the courts’ duty to enforce progressive realisation of socio-
economic rights, rather than an end in itself, which would be an unjustifiable
breach of the separation of powers. The court has also avoided quantifying the
precise amounts needed to be re-deployed to remedy the deviation from non-
compliance with the constitution (2004).

The Treatment Action Campaign’s Constitutional Court case over access to anti-
retroviral treatment for pregnant mothers could have been avoided, for example, if
Parliament, through its influence, had been able to bring about a higher budgetary
prioritisation of HIV/AIDS — a source of concern for many citizens.*’

A review of South Africa’s electoral system, which is based solely on proportional
representation at the national and provincial levels, could provide an opportunity to
achieve a better balance between the need for effective oversight and other crucial
objectives, such as the representation of women. Legislators who win a constituency
election are less beholden to a particular party and so have more incentive to exercise
oversight. Besides introducing an element of constituency-based representation, leg-
islatures will have to consider other ways of reducing disincentives for parliamentar-
ians to engage in oversight activities.

3.3 CAPACITY

3.3.1 INFORMATION

Supporting budget reform is one way of generating information about service de-
livery. For instance, section 35 of the PEMA requires the costing of legislation that
has a financial impact on provinces. How many provincial NCOP delegations are
mandated to request this information if it has not been provided? Committees should
also demand strategic plans that are aligned with budget allocations, regular perform-
ance reports and annual reports. In-year monitoring, rather than oversight after the
event, which is of limited value, can provide a means of proactive oversight and rapid
remedial response.
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Legislatures and committees should define their minimum information needs to
avoid information overload. Performance-related information must be distributed
across committees and not just in the finance committee.

Information provided by the executive may not support meaningful analysis of
public expenditure, for example in relation to the impact on poverty. But unless the
legislature has defined and articulated its needs — for example, which elements are
required for oversight and at what level of aggregation and detail — it is difficult for
the executive to respond.

The evaluation of programmes and reviews of efficiency can be an important tool
for legislative oversight. However, it is highly unlikely a legislature will have sufficient
time or resources to evaluate all major areas of executive activity. In these circum-
stances, it should focus on a limited number of high-priority projects that receive
adequate planning, time and funding. To ensure that evaluations have an impact
and a focus on poverty alleviation, leadership is a required. To focus its efforts, the
legislature needs clearly to frame a number of questions that will facilitate evalua-
tion, and be aware of the resources required to answer these credibly. Parliament and
legislatures can also assist by embedding systematic monitoring and evaluation in
departments and other organs of state by holding them accountable for implanting
the strategies required by the Government-Wide Monitory and Evaluation Policy
Framework (Presidency, 2007).

Furthermore, the 2009 Money Amendment Procedure and Related Matters Act
calls for the establishment of a parliamentary budget office, a potentially important
instrument for ensuring that the unique information needs of legislatures are met.
These encompass the analysis of the technical and policy components of fiscal de-
cision-making and the political consequences, opportunities and risks that are ex-
pected. To be effective, the budget office should be appropriately resourced, and
have access to necessary economic expertise and public finance management skills.
Chapter 4 discusses these questions in more detail.

Legislatures should also try to enhance the capacity for policy analysis by seek-
ing quality information, for example, from universities, civil society and chambers of
business. For this, internet access is a prerequisite.

3.3.2 COMMITTEE STRUCTURES AND PROCEDURES

Internationally, committees tend to function well in technical areas, concentrating
on policy implementation rather than development. They can establish whether
programmes have indeed been delivered effectively, efficiently and economically. In
South Africa, performance oversight varies across committees and provinces.

Committee reports are often not debated in plenary, because of perceptions that
this will duplicate work already done in party caucuses and committees. As Murray
and Nijzink point out:
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Plenary decisions are not regarded as adding anything substantial because
party positions are unlikely to change after decisions are already taken in
the caucuses where members of the executive participate. However, unless
members of the legislature start to claim recognition of their separate over-
sight responsibility and a degree of independence with regard to the findings
of committee reports, debates in plenary will not fulfil the important role of
developing a democratic culture of open discussion and appraisal of perform-
ance... MPs and MPLs themselves must recognise the importance of publicly
explaining the positions they take and the work they do in committee meetings

(2002: 96).

In Germany, opposition party members often co-chair important committees such
as the budget committee (Krafchik and Wehner, 1998). This approach could pro-
mote increasingly active oversight, particularly in public accounts committees. Al-
ternatively, increased recognition of the need for active oversight in the ruling party
could bolster the political will to hold the executive to account.

As discussed above, the strategic direction of Parliament’s institutional oversight
may influence the relationship between the finance committee, the public accounts
committee and sector portfolio committees. The division of labour may also be af-
fected by the amount of information submitted to Parliament, and the need to proc-
ess this quickly. With the increased auditing of non-financial performance informa-
tion by the Auditor-General, it is important for sector committees to engage more
intensively on annual reports. Similarly, the 2007 Government-Wide Monitory and
Evaluation Policy Framework requires public institutions to link a monitoring and
evaluation strategy to their strategic and operational plans. There is an argument for
including this in the oversight responsibilities of sector portfolio committees.

3.3.3 INTERGOVERNMENTAL AND INTERSECTORAL CO-ORDINATION

If national and provincial governments are committed to poverty eradication, they
must forge closer working relations with local governments. Committees can foster
this in their oversight work. For example, if a provincial department proposes new
infrastructure development, such as the building of schools or clinics, committees
can ensure that this is related to municipal integrated development plans.

South Africa’s complex intergovernmental fiscal structure, which spans three
spheres of government, public entities and other organs of state, make evaluating
impacts extremely complicated. A sectoral oversight approach is required to ensure
that the service delivery outputs of organs of state achieve the desired policy out-
comes. Here, portfolio, budget and public accounts committees need a clear division
of labour and close coordination to ensure that plans and budgets are aligned, and
that implementation is subject to effective oversight.
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As noted earlier, Parliament and provincial legislatures should be closely coor-
dinated. Provincial legislatures could, for example, focus on the accountability of
provincial accounting officers and MECs, as well as on the collective achievement
of desired outcomes relative to provincial growth and development strategies. The
National Assembly could focus on the accountability of accounting officers in na-
tional department and ministers, as well as public entities. The NCOP could moni-
tor intergovernmental allocations, as well as the outcomes in individual sectors — for
example, health, education and social development — relative to the Bill of Rights,
across all spheres of government and public entities.

3.3.4 'TECHNICAL SKILLS

Murray and Nijzink (2002: 90) pointed out that in a legislative landscape study some
years ago that few of the respondents knew that they had the power to demand the
presence of a minister or MEC “when oversight processes uncovered bad practices”.
Another example of the confusion about oversight powers and procedures lies in the
area of political versus managerial accountability. As Murray and Nijzink note:

In many legislatures, it is the departmental accounting officer and other offi-
cials who the politicians seek to hold accountable, rather than the responsible
Minister or MEC. This misunderstanding is widespread and undermines the
ability of the legislature to ensure proper political accountability. It appears
to stem from a misreading of the Public Finance Management Act 1 of 1999

(2002: 89).

Even when information on the performance of a department is available, parlia-
mentary representatives may lack the technical skills for detailed analysis and inter-
pretation. Parliamentarians need to be trained in the more technical aspects of fiscal
oversight, and training should not be confined to members of the finance and pub-
lic accounts committees. If parliamentarians find dealing with input-based budgets
confusing, they are unlikely to find performance budgets easier to understand unless
they receive the relevant training. Organisations such as the Association of Public
Accounts Committees have engaged in some concerted, institutionalised capacity-
building, but these initiatives should be broadened and regularised. The latest public
sector reforms emphasise monitoring and evaluation as one of the next phases, and
training will be required to ensure that committee members can interpret and ana-
lyse the findings of the monitoring and evaluation of departments and public sector
institutions.

Parliament and the legislatures will also have to deepen the analytical skills of
their researchers so that they can engage with the continuous and growing stream
of service delivery and budget information they receive, and make sensible pro-poor
recommendations. Again, the proposed parliamentary budget office could become a
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cornerstone of effective legislative oversight, provided that it is able to attract and
retain the requisite skills in budget and financial management analysis, intergov-
ernmental fiscal relations, sector policy and implementation, quantitative methods
and monitoring and evaluation. Parliament can also continue drawing on specialist
institutions such as the Financial and Fiscal Commission.

4. CONCLUSION

Over time, the understanding and measurement of poverty have become more
nuanced. Once seen as mainly the result of low income and a consequent lack of
command over basic goods and services, definitions have increasingly expanded to
include other aspects of living standards, such as health status, literacy and longev-
ity. Most recently, appreciation of the reality of poverty has encompassed concerns
about the volatility and risk of incomes, that are manifested in feelings of vulner-
ability. Poverty is not just “the state of having little, but also being vulnerable to lose
the little one has” (Kanbur and Squire, 1999: 16). This is often associated with a
lack of “voice” and political rights. With this multi-dimensional approach to poverty
comes the realisation that a number of related and mutually reinforcing strategies are
needed to combat it. These include the provision of basic services and infrastructure,
redistribution through growth, and promoting participatory processes in all spheres
of government.

Parliament and the provincial legislatures could play an important role in realising
South Africa’s desire to eradicate poverty in all its forms, in achieving the vision of
“a better