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combine the resources of business and government to accelerate the achievement of the
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e Private Sector support accelerates public sector delivery by mobilising:
- private sector initiative;
- private sector systems and delivery approaches; and
- focused strategic support.

¢ Dialogue and understanding between senior public and private sector stakeholders in the

infrastructure sector improves.

Please visit the website for more information: www.spaid.co.za.
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Initiatives being undertaken by AsgiSA fall into six broad categories; a massive investment in
infrastructure, targeting economic sectors with good growth potential, developing the skills of South
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The Business Trust Support Programme for Accelerated
Infrastructure Development (SPAID)

SPAID is a partnership between the Business Trust and the
Presidency of the South African Government. SPAID works to

by

¢ Co-ordination, monitoring and communication of government
policies and programmes;

¢ fostering nation building;

e enhancing an integrated approach to governance for accelerated
service delivery and supporting and consolidating initiatives for building a

better Africa and a better world,;
¢ bringing government closer to the people; and
o facilitating a Developmental State through accelerating economic growth, interventions in the

second economy, elimination of poverty and fostering nation building.

Africans and harnessing the skills already there, building up small businesses to bridge the gap

between the formal and informal economies, beefing up public administration and creating a

macroeconomic environment more conducive to economic growth.

For more information on The Presidency and AsgiSA, go to: www.thepresidency.gov.za
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BUSINESS TRUST

Together, we make a dilference

The Business Trust

The Business Trust combines the resources of business and

government in areas of common interest to accelerate the
achievement of national objectives. It focuses on creating jobs, building
capacity and combating poverty.

The partnerships of the Business Trust are structured through:

e The

corporate
companies have committed over R1billion to the Business Trust since 1999.

partners

wh o

fund

t he

Busi

e The board of the organization, made up of cabinet ministers and the heads of the major
corporations who support the Business Trust.

e Sector specific partnership committees made up of business and government leaders, who

oversee project implementation.
e A series of implementing partnerships with the agencies that implement Business Trust

programmes.

Please visit the website for more information www.btrust.org.za.

ness

targets.

Sout h

Af |

Trus


http://www.spaid.co.za/
http://www.thepresidency.gov.za/
http://www.btrust.org.za/

SPAID Infrastructure Tracker August 2010

Thisstudywasundertaken for the Support Programme for AccelesatedurérBevelopment
(SPAID) by Keith Lockwood

Contact Details

Keith Lockwood

3 Holt Street
Parkhurst
Johannesburg
2193
Telephone: 011 7884364
Cell Phone: 082 4698479
E-mail: keithloc@iafrica.com



SPAID Infrastructure Tracker

August 2010

List ofacronymsused in this document

AIDS Acquired Immunodeficiency Syndrome
ASGISA Accelerated Shared Growth Initiative for South Africa
FIFA Fédération Internationale de Fdtbadiation
GDP Gross Domestic Product

GEC Global Economic Crisis

HIV Human Immunodeficiency Virus

MIG Municipal Infrastructure Grant

NERSA National Energy Regulator of South Africa
PIG Provincial Infrastructure Grant

SOEs Stateowned Enterprises

SPAID

Support ProgramfoeAccelerated Infrastructure Development




SPAID Infrastructure Tracker August 2010

Executive Summary

Infrastructuiteas traditionally refetmgtiephysical assetsuch as roads, utiliteater and

sewage systemseeded by industrial economies. Howdneepast ndu st r i al Ai nfor
definitions have been broadened to include comsneivabidks such as the inteanet

distinctionsave beedrawn betwe@eonomic infrastructure (the physical assets that provide

services used in produeiahfinal consumption), social infrastructure (assets that support a healthy
workforce with adequate skills) and institutional infrastructure (such as the legal system, culture an
capital marketd)Vhatever the definition that is adopted, it iayfahéathe quantity and quality of

a countryods infrastructure has a direct 1|1 mpa
time.

Il n recent years the South African public sec
centrepiecaf government plans to support and facilitate economic growth and development, and to
thereby help to achieve the targets set in the Accelerated Shared Growth Initiative for South Africa
(ASGISA In addition to contributing directly to economiceypblic fector infrastructure

programme is also supposed to suppoiiSiEi8mbjectives by contributing to job creation,

reducing poverty and assisting in developing competitive local industry.

The sheer scale of this public infrastructure development programme, together with the fact that rol
annual budgets have continually been supplemented and adjusted, and that so many different parti
are actually involved in the delivery of theéebpogjacts, has meant that it has been difficult to

track the spendirlg.recognition of tiiie Support Programme for Accelerated Infrastructure
DevelopmerPAIDcommissioned this study

The demand for infrastructure is derived from theodémeamatput of the industries that the
infrastructure serves. This implies that as the GDP of an economy increases, so too does its need
infrastructure. Howethax,characterisid u mpi nesso of infrastructur
pace ofechnological change is acceleragags thahe ratio of output change to infrastructure

change is not constaihilanfrastructure ctireoretically be supplied pubtipiyvatelyts

inherent characteristics mean that spendingsoialiit &ccompanied by significant regulation

which impaatiiredy on aspects such@sgnership structure, finangiging and demand grpwth

and thereby on the supply decisions of thelmvadtetent decisions are made more complex by
consideratiomsound the quality ofittieastructusipplied, as well asttheng and quidty.

Trends in public sector fixed capital formation and fixed capital stock

An economyés real fixed capital stoedk repres
capital formation spending, less the value of all fixed capital consumed. It is also the quantity and
quality of the fixed capital stock (and the infrastructure portion of it) that determines the maximum
potential output of the ecofiayiven the quaty and quality of other available factodmnputs.

analysing trends in infrastructure spending it is important to distinguish between the stock of
infrastructure (represented by the fixed capital stock), the flow of new additions to the capital stock
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(represented by certain types of gross fixed capital formation), and the consumption of the existing
stock of infrastructure.

Thelevels afealpublic sector gross fixed capital fornm&muth Africavhich is assumed to

represent the flow of ndditeons to public infrastruetnoeeased relatively rapidly between 1963

and 1976. This was followed by a sharp dip dinddhecbvery between 1976 and 1980, and then

an extendedand quite dramaitifall for the following seven years. énhesmoverdriven by

increased spending onnesidential buildings and construction works between 1987 and 1989

could not be sustained, and the levels of spending then slid further till 1994. By this stage real pub
sector capital formationavdise same levels as seen in 19@& democratic era, real public

sector fixed capital formation spegadiegl momentum in the years folllogvit@P4 electiomstil

the brakes were firmly applied in responseitdrtath the 1998 AsianCfpiending then

declined in real tetmi2001, but in the years since then there has been almost exponential growth in
public sector fixed capital forniatioren by dramatically higher construction works activity, and
increases in investment st wiher asset types.

South Africexperiencell pr ogr essi ve and accelralfieett i nNg |1 nc
capital stock between 1960 and 1981and then further, smaller increases for the following four year:
Between 1986 and 2002 there masginal declifmit in the pe2002 period it increaseal at

faster rate than at any other time for which figures are available. The replacement value of the pub
sector fixed capital stock i@ &00d at R1 556 billiotoimstant 2005 price srmompared with

R1 286 billion in 2002.

However, when the real value of the countryo
population, a somewhat different picture emergesa Highifiwant and steady increase in the

guantitof infrastructure available per person between 1960 and theieaitly (3G=er capita

values rising fréa2d8 360 in 1960 to a peak of R41 055 iHol@8kethese averages do not
reflecapartheidra racial inequalitidsch significantigtdrted thaccess of large portions of the
population to such infrastructure, and the benefit they were able to deast®fsssuch as

increasing urbanisation would also have influenced the growth in, and level of, public fixed capital <
per capita over thispefibd.| ess t he fAdepreciationo of the ¢
fixed capital formation, the real quantity of the public sector capital stackswilditkbatereen

1985 and 1995. The resylengd oftatic and marginallclining fixed capital stock translates into

a pronounced falthe per capita value of real public sector capitattstdckeclined by almost

one third from its 1985 tagR27 906.

On the basis of the depreciation ratesiap different asset types, just over R60 billion (in R2005

price terms) of fixed capital formation was requirethipl2G69sintain the real fixed capital

stock of the public sector at the same level as it was at the. dinisaf 2@l&ento average life

spans ranging from 2.5 years in the case of computers and related equipment to 36.8 years for
construction works. The weighted average annual depreciation rate for public sector capital assets
4.1%, with an implied average lifefspssets of 24.3 years.
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Actual and projected spending by different tiers of government aralh\stateenterprises

National Treasury estimates of actual and projected spending on infrastructure by the diverse elem
of the public secitodicate a ¢fe@ dramatic rise in expenditure between fiscal 2006/07 and 2009/10,
butanticipatelower growth in the coming three fiscallggarsominpublic sector spending on
infrastructure rdsg an average of 41% per year bdtse2006/@hd fisc&2009/10 from

R84 billioto R235 billion. This growth was driven by average annual growth in infrastructure spendir
by noHinancial public enterprises of close to 70% per year. The vatuiatieppdttaerships

also grew rapidly over thegienereasingy an average 117% per year.

The projected outlookdtal spending by the public seclisc&2010/11 to 2012/13 is less stellar
T with estimated average growth of only 8.5% a year. Spendiegmgotethto daven by
extrabudgetary institutions (20% p.a.), national departments (19% p.a.) and local government (14%

p.a.), but the value of pyibh@te partnerships is expected to contract by an average of almost 24% a
year over the period.

The table below summarisdsutigted andctual levels of spending on infrastructure by the

various elements of the public sector, as well as annual changes and the cumulative total since the
adoption of the ASGISA progradltheugh there was initially a sigrsficaifiall betweasmat

was budgeted and what was actually spent by the public sector as a wholegtineerariance
cumulative budgeted spending and cumulative actuadhapshdimd from more than 25% in

2006/07 to less than 2% in 2009/10.

Description 2006/07 2007/08 2008/09 2009/10
Budget | Actual | Budget| Actual | Budget | Actual | Budget| Actual
R R R R R R R R
Billions | Billions | Billions | Billions | Billions | Billions | Billions | Billions
National Departments 8.9 4.6 5.8 5.7 6.4 6.3 8.0 6.4
Provincial Departments 32.0 27.1 354 29.4 36.9 36.1 39.9 41.2
Local Government 26.0 21.1 28.2 30.7 31.2 39.6 49.5 37.5
Consolidated government 66.9 52.8 69.4 65.8 74.5 82.0 97.4 85.1
Extrabudgetary Institutions 4.1 3.7 5.3 3.7 4.5 6.2 7.0 10.9
Publieprivate Partnerships 3.8 1.3 3.5 3.9 8.5 4.9 13.9 13.8
General Government 74.8 57.8 78.2 73.4 87.5 93.1| 118.3] 109.8
Nonfinancial Public Enterpris 37.7 25.7 44.7 56.8 71.2 79.4| 119.6 125.5
Annual TotaPublic Sector 112.5 83.5 122.9) 130.2 158.7 1725 237.9] 235.3
Cumulative TotélPublic 1125 83.6 235.4) 213.8 394.1 386.3] 632.0/ 621.6
Sector
Annual % Increase in Budge!
and Actual Total Public Sectt
Infrastructupending 22.5% -7.0% 9.2%| 55.9% 29.1% 32.5% 49.9% 36.4%

Source 20052006, 2007, 2008, 2009 arid Budgdreviews

While there is a concern in some quarters about aflapidillevel of public sector infrastructure
spending after the completion of 2010 FIFA Wetiteduprojects, there are still a large number of
major projects that are schethledmpletion in subsequent years. The most sifjthibsdyt

value are the Kusile and Medupi power statiatshave a combined price ticket of more than

R266 billion, and which should be completed by fiscal 2015/16 (in the case21M8&dufin and

the case of Kusile). Most of the stimulatory impact of these projects still has to flow into the econor

iv
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By contrast, the scheduled completion dates for some-st#ie paggects in the transport sector
(Gautrain and Gauteng Fream@rpvement Scheme) are more imminent, and a large portion of the
costs have already been sunk.

The table below shows the actual levels of spending fais2000d9the National Treasury

estimates for the next three fiscal yidusugh the nomi value of spending is still expected to

increase in coming years, the rate of istoaasksignificantly in the 2009/10 fiscal year, and is
projected to remain below 10% over the next three fiscal years. Whether these nominal increases
translate iotreal increases will depend on the extent to which prices are adjusted over the period.
Given current inflation trends and targets, some real growth still seems likely.

2009/10 2010/11 2011/12 2012/13
Description Actual Estimate Estimate Estimate

RBillions R Billions R Billions R Billions
National Departments 6.4 6.8 7.8 10.7
Provincial Departments 41.2 45.6 50.0 50.8
Local Government 37.5 41.3 50.4 56.0
Consolidated government 85.1 93.7 108.2 117.5
Extrabudgetary Institutions 10.9 11.2 15.1 18.8
Publieprivate Partnerships 13.8 9.9 11.4 6.1
General Government 109.8 114.8 134.7 142.4
Nonfinancial Public Enterprises 125.5 147.0 148.7 158.0
Annual TotaPublic Sector 235.3 261.8 283.4 300.4
Cumulative Tot@Public Sector 621.6 883.4 1166.8 1467.2
Annual % Increasé&gtimated
Total Public Sechairastructure
Spending 11.3% 8.3% 6.0%

Source2010 Budgdreview

It is evident from the whbove thatational government departments are responsible for a relatively
smalproportion of total spending on infrastructurédass=isr, thbgve tended to undpend

their capital budgets in recent years, and the gap bagethflyures and actual -onbse still
inconsequentialthe overall contelxéis been gety bigger.

Collectively, infrastructure spending by provincial governments accounts for around 17% of total pu
sector expenditur§pending on capital assets by provincial governments rose strongly between fisca
2005/06 and 20094@l was charadsed by a general trienwards modest espending of

capital asset budgets. Compositionally, capital expenditure by provinces is dominated by spending
buildings and other fixed struétwieieh has tended to account for around 80% of trecéstal in

years. The balance is made up almost exclusively of spending on machinery and equipment.

Local government in South Africa consists of 295 metros, municipalities and district councils and is
important government interface foryddHegrevett, is also a tier of government that is faced with
significant capacity constrdihts.is illustrated by the fact @008 95 local authorities spent

less than 40% of their capital budgets, 44 spent between 40% and 60% of their budgets, 9 spent
between 60% and 80% of their budgets, and 61 spent between 80% and 100% of their capital budc
In the same fiscal year 44 authorities spent between 100% and 150% of their capital budgets, 19

\Y
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overspent on budget by between 150% and 200%, 9 spexQ(sétareed300% of their capital

budgets, and 7 ogpent by more than 30@dthough there has been some improvement in

budgeting accuracy and/or spending efficiency at the aggregate level for this tier of government, th
proportion of local authothiesundespent on their capital budgets in 2007/08 (71%) is largely
unchanged from the proportion thaspedem 2003/04 (72%). This tends to confirm the view that,
while there has been an improvement in spending by metros and largertheisiipidities

more numerous, municipalities and district councils continue to find it difficult to spend their capital
budgets. This is despite the clear need to do so from a delivery perspective.

Stateowned enterprises are responsible for mord diahehalfrastructure spending of the public

sectoi with Eskomxpected to account for at least half of the capital spendingrioyah&OEs

in coming yearSpending by these institutions increased by around 70% per annum between 2006/(
and 209/10, but the rate of growth is projected to slow in the yearsaenagifigrclose to 8%

a year between 2009/10 and 2011/12. Total spendfirgahgiabpublic enterprises is expected to
increase to R149 billion in fiscal 2014/T®m &6 billiom 2006/07.

Funding of public sector infrastructure spending

The fundinigrpublic sector spending on infrastructure can essentiallyauera frwre of the
followingources:

e Taxation
e Grants and transfers
e Loans

e User charges
e Private sector contributions to-ptitsite partnerships

Transfers from national government to provincial government may be classified as equitable share:
(which are based on formulas developed by the Financial and Fiscal Commission), or conditional
grants. The most significant conditional grant fqerimndaighfrastructure spending is the

Provincial Infrastructure Grant (PIG). Provinces may supplement transfers from national governme
through own revenue souredthough these tend tcstiute a relatively small proportion of total
provincial spending.

Both national and provincial governments can transfer funds directly to local governments, or make
indirect transfers by paying particular service providers or households arabahidbofya Im

the case of national government these transfers to local authorities may take the form of equitable
shares or conditional grants (of which the Municipal Infrastructure Grant or MIG is the most signific;
Sout h Af r i oaebetve asportion ohthe fuebleyy. a | s

Public entities are generally responsible for funding their own capital expenditure. However, nation
governmeupes inmanycaseg either act as guarantor of loans accessed by these entities, or

(less frequentlytend loans to such entities directly. There was a dramatic increase in the value of
loans guaranteed in fiscal 2009bde than doubling from just over R62 billion in 2008/09 to R137

Vi
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billion in 2009/EMd accounting &most 79%f all new fixed capital formation by public

corporations the most recent fiscal. yaaddition to the changes in loan guarantees, government
has also extended loans directly to &vsoed at R33 billion in 2009/10 and R20 billion in the
currenR010/11 fiscal yetarfund the building of power stations. Together with the increase in loan
guarantees in 2009/10, this points to a massive increase in the direct, and contingent liabilities of
national government towards public entities.

There arendcations that the public sest@rwholleas cut back on infrastructure spending plans in
response to the Global Economic Crisis and its aftgtimaldmnezhpital spending by general
governmemixpected to between R13 billion and R16 lmiienover the next three years than

originally indicated in the Medium Term Budget Policy Statement released inHoetelser, 2009.

these cuts have bgamtiallpffset by increased spending plans Hyuelgedary institutions. -Non

financial enteig@s are expected to cut capital spending in 2011/12, but to then increase expenditure
in the following fiscal yearggesting deferment rather than cancellation.

The slowdown in the level of economic activity in the wake of the Global Ecod oesolt@rgis, a
decline in tax collections has necessitated a significant increase in public sector borrowing. In fisce
2008/09 the combined public sector borrowing requirement amounted to 4% of GDP. However, thi
increased dramatically to almost 12% of @ID9/10 and is expected to remain at relatively high
levels over the medium tAeva consequendebt service costs are expected to increase from

around 8.94f national government revieniigcal 2008/09 to 12.9% in 2012/13. This is still
substatially lower than corresponding debt servicing costs that exiatelhat T@9rently

prevail imany other economiast does point towards an element of crowding out as in the future
government will have around 4% less of revenue coltetsmivicdudelivery. The gross total

debt of government is expected to increase quite rapidly from 27% in 2008/09 to more than 43% of
estimated GDP in 2012/13.

Another potential concern is that the ratio of debt service costs to net loan deblaioygests tha
Treasury believes that average interest rates on state debt will decline from around 8.3% per annut
2009/10 to 7.9% in fiscal 2012/13. This may not be consistent with the view that capital market ratc
are likely to be structurally higb@ming years.

Employment trends in the construction sectors

There is an underlying assumption that the increase in public sector spending on infrastructure will
to an expansion in the number of people efmpbdlyetirectly in the constructioor send

indirectly through its facilitation of private sector investment and supply expansion. While employm:
trends in civil construction are more likely to reflect underlying trends in spending on power stations
soccer stadia, airports and roadg)iiceirpportion of the investment by general government is into
buildings so trends in tleabsector must also be taken into acéoypioyment in the

constructicsectoas a wholmitially increased quite strongding by more than 100,009

betwee200%nd 2007. However, the global economic stowtidvuted towardsudbsequent

decline in total employment.

Vil
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Employment in the civil construction sector increased by about 31% between B0ti6sand 2007
some of thegmins in fasequent yeass that it wagound 20% above its 2000 liev20D9

Building construction employment increased by close to 24% between 2000 and 2006 before
commencing its decline back to its 2000 levels in 2009.

The impact of public sector infrasture spending on the broader economy

Multiplier effedtparticularly as they relate to fixed capital formation randtipfiers

misinterpreted. In assessing the impact of a R1 million investment in fixed capital in a particular se
it is impaant to note that the resulting impact on that sector, and on the economy more generally, c:
vary substantially. This variation will be influenced by factors such as whether the investment in
guestion constitutes net new investment in the seabrcontmiéutes to the maintenance of the
existing capital stock in that sector. The extent to which existing production capacity in a sector is
currently being utilised will also influence thewuamniac impact of any new investment.

Average multiprs for bottonstruction sgbctorgcivil and building) were appltad tstimated

general government spending on constel@tezhinfrastructure in fiscal 200%/der to try to

determine thmpact on theoadeeconomy Spending B51.3 billias estimated to have directly

and indirectly given ris@tsupported, econamgesalesof around R194 billion, added R64 billion

to South Africads GDP, generated | abour r emu
capial formation of R15 billion, and supported the employment of around 485 000 people.

The impact of infrastructure spending on competitiveness

It isultimatelfirms’ not countrieghat compete with one another for shares of particular markets

so matet share of local and global markets for particular products provides the best indication of
microeconomic competitiveness. However, country competitiveness is critical to company
competitiveness because the quality of institutions and infragtnacttabiligdand

appropriateness of macroeconomic policy have a profound impact on the level of transactions cost:
facing firms, and hence on their ability to compete in global markets.

Country @mpetitiveness is a relative term. The mere factiitigt lrasamproved in many (or

even all) the diverse aspectathatid tmfluence competitiveness does not automatically imply

that that country will be more competitive. If the rate of improvement, and their collective impact, is
than that @tther competing countries, the competitiveness of the country in question might actually
deteriorate in relative terms. This is prob
has slipped in competitiveness rankings, despiteed peprexement in many areas regarded as
relevant to national competitiveness.

According to the Worl d Econdmiud hFArfumdésa 0G|l mb
competitiveness ranking has been reasonably static since 2006/07, aZ@dS&inichim

infrastructure ranking has been more volatile, improving #8het®veen 2006/07 and

2007/08, before deteriorating back td 8 deterioration may have been influenced by the

viii
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electricity blackouts and-$badlding in earB. The infrastructure ranking has since improved to
458h

South Africads r an kicamgosents of the cvesgll iefastructufe t he v a
assessment indicate a relatively positive assessment of air transport, and availableaseat kilometres
reasonablebut deterioratingssessment of road quality, and poor rankings in respect of electricity
supply quality and the number of telephoidttioegh the effects of the recent surge in

infrastructure spending have yet to be reflestedgnrai f i cant | mprovement I
competitiveness ranking, it is expected to improve as a consequence of past, and planned, spendir
However, this presupposes that other aspects of competitiveness are not allowed to deteriorate in
relatie terms.

The real benefits of this infrastructure spending will only be felt by businesses generally once the
various projects are completed. Perversely, disruptions during the construction and implementatiot
phases of the various infrastructure prggastually have served to undermine the

competitiveness of private businesses (and the economy more generatigjnednersten.

This reality points to the need for more effective, and strategic, planning in respect of the future
provisionfgublic sector infrastrudtseethat Eskoetype disruptions can be avoided.
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1. Background

The ternmfrastructureas been used since 1927 to refer collectively to the roads, bridges, rail lines,
and similar public works that are required for an industrial economy, or a portion ©fig, to function.
means thateh quant i ty a nsdnfragtiucturel hasya diedt impeseonoounnotnryydds
ability toperate and éxpand over tintefrastructure is usually characterisgdibgant

economies of scale in produbadmarise frohigh initial fixed costs and relatively low vastable ¢

of operatiorAs a result, infrastructure projects tend to have the characteristics of natéiral monopolies
and are therefore either located in the public sector, or are heavily regulated.

In recent years tBeuth Africgmu b | i ¢ s e tare spendirgy prognammeahas farnoed the
centrepiece of government plans to support and facilitate economic growth and development, and t
thereby help to achieve the targets set in the Accelerated Shared Growth Initiative for South Africa
(ASGISAIn addibn to contributing directly to economic growth, the public sector infrastructure
programme is also supposed to suppokiSiEi8mbjectives by contributing to job creation,

reducing poverty and assisting in developing competitive loGdienadsttying assumed

causalities are as illustratedyumel.

Figurel: The relationships between infrastructure spending and other developmental objectives

Public Sector
Infrastructure
Investment

Private Sector
Investmentin
Capacity

(More) Competitive
Local Supply and
Exports

The amount of money allod¢atpdblic infrastructure purpbassncreased strongly since
ASGISAvas first conceiviedsing from R372 billion for the three fiscal years following the 2006
Budgetto theR845 billiatmat was announced by finance minister Pravin Gordhan indget2010 Bu
and which is te Bpeninfiscal 2010, 2011 and 2012

lDefined in the Penguin Dictionary of Economics as fAA
of more than one producero. Nat ur-ahaveragecogsakingties ar e c
entry obther producers impossible under normal market conditions.
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Public sector spending on infrastructure assumed additional importance in the wake of the Global
Economic Crisis as it offers an established meehanisin -rfiesahdoyw ce fopfiscalj e c t s
stabilisation. It is, however, not clear what therlorigeglications of slower economic growth,
reduced tax collecti@tssumulated higher levels of governmesmdeigher borrowing costs

be on the levels of infrastructure spendirigrgairg)

I n an effort to contribute towards the attai
objectives, the Business Tnwgh the Presidency as a strategic pagtadalished the Support

Programme for Accelerated Infrastructuopmene(SPAIDE P A Igdaks &o providéocused

support to mobilise an increased private sector contribution to mige@hgAvifthstructure

targetd , wdevelogmental abjective is to ensure that underserviced communities have access tc
infrastructure.

However, the sheer scale of the public infrastructure development programme, together with the fa
that rolling annual budgets have continually bemestgopénd adjusted, and that so many

different parties are actually involved in the delivery of the associated projects, has meant that it ha
been difficult to track the spending. Quest
moneyspet as budgeted?d0 AWhere diaddt Mewifldn dihneg
actually contribute towards increases in the fixed capital stock and the attai®@&&of other
objectives?0 need to be answered.

In recognition of this, SRAIDMiIssioned this stwdyich aims éstablish anfrastructure
Expenditure Tracker

2. Objectives of the InfrastructuEgpenditurdracker

The objectives thdnfrastructure Expenditure Traokéo:

)] Provide an overview ohibricaiompositioof the public infrastructure programme,
with a specific focus on spending by different levels of government (national, provincial
and local) and statened enterprig€OEs)and on the type of assets purchased.

Future iterations of this analysid tkack changes in the composition of public
infrastructure spending over time.

1)) Examine budgeted and actual expenditure on an annual basis, identifying geographical
and- where possiblassetype, oveand undespendingThis should assist in the
identification of current and potential bottlenecks and capacity constraints at an early
stage.

iii) Review the funding sources for infrastructure spending at each level of government, anc
bySOEs, and comment on potential funding shortfalls.

V) Assess, and tratke impact of public infrastructure expenditure on employment levels in
the South African economy.

V) Assess, and track, the impact of infrastructure spending on the international
competitiveness of South Africa as a business and investment destination.
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3. Study method

The approach adopted in this study was to try to obtain comprehensive data on the level and
composition of infrastructure spending in South Africa. Unpublished data was obtained from the S
African Reserve Bank that enabled the estirttsieffects of fixed capital spending on the real

value of the fixed capital stock, and the quantiticatcmmsfimption of fixed capital.

The study used this data to provide a broad descripticteohlteges in gross fixed capital
formatin and the fixed capital stock both by type of organisation and by type of asset.

Diverse documents and sources from National Treasury were difficult to reconcile because of the
tendency for figures to continually be revised. While aggregate estifaitsfapen National

Treasury, it is difficult to assess the composition of infrastructure of spending at local government e
and by statewned enterprises because of delays in the auditing and consistent publication of actual
spending. Never#isd, it is hoped that a reasonably comprehensive picture of the nature and
constraints facing infrastructure spending have emerged.

Standardised industry data was obtained from Quantec. This was used to assess trends in
employment in the constructicorseict terms of both number and skills level.

Multipliers also obtained from Quanhteere used to estimate the impact of public infrastructure
spending on the wider ecomon@gpect of indicators such as value added, remuneration and
employment.

Finally, country competitiveness rankings by the World Economic Forum were used to try to assess
i mpact of infrastructure spending on South A
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4. Definition of infrastructure

Since the focus of this study is on infrastristvogttvhileunpacking what the term means. What
distinguishes an infrastructure asset from other capital assets? Are there different types of
infrastructure? And if so, are some types more important to the economic and social development
objectives ob8th Africa than others?

It needs to be acknowledgdrbapthat there is no universally accepted definition of the term
infrastructur&he bulk of the suggested definitions commonimnoeéetraalitionattysical assets

such as roads, utilitietewand sewage systeeeded by industrial economies. However, in the
post ndustri al Ai nformation ageo, desfnéetworks i on s
such as the internet, aimdsome casé&go everything that supports thardywrocessing of
informatiorinrecenyears, the word has been applied with increasing generality to suggest the
internal framework discernible in any technology Bysteassiorganization

According to Wikipedia, theigiord

fa combination of the Latin prefix "infra”, meaning "below" and "structure”. The military sens
of the word was probably first used in France, and imported into English around the time of
theFirst World Warhe military use of the term achieved currency in the United States after
the formation §ATOn the 1940s, and was then adopbedaryplannersits modern

civilian sense by 1970.

As a consequence of some confusion over what exactly the teriatieaal Rasearch Council
in the United States adofitederm "public works infrastructuhgch refere:t

"...both specific functional mddgbways streetsroads andbridgesmass transit

airportand airwaysider supplgndwater resourcegastewatenanagemersolid

waste treatmeamd disposalectric powgeneration and transmission;
telecommunicatipaachazardous wastenagemenand the combined system these

modal elements comprise. A comprehension of infrastructure spasepoblnly th
workdacilities, but also the operating procedures, management practices, and developmen
policies that interact together with societal demand and the physicaitaterttigo f

transport of people and goods, provision of water for drinking and a variety of other uses, s
disposal of society's waste products, provision of energy where it is needed, and transmiss
of information within and between communities."

Infrastructure for the 21st Celashington, D.Glational Academy Press, 1987.

In arepott i tSuswidablé infrastructure: A policy framnewoonk b WewZeatd and s Mi ni
Economic Developmerz004the consultaAtsted that distinctions can be drawn between
economic infrastructure (the physical assets that provide services used in production and final

2NZIER. Authors: Peter Clough, lan Duncan, Doug Steel and Joanna Smith and John Yeabsley. Reviewed by Brent Lz
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consumption), social infrastructure (agsstgfort a healthy workforce with adequate skills) and
institutional infrastructure (such as the legal system, culture and cadiahmadetsyt of

modern economic infrastrydheg note thidlhe capability to respond to changes, dattegre

and the unexpected, is an important characteristic of inbraktsuctquérement of adaptability

together with the associated risks of not being able to adapt quickly enough to developments in the
of the long ledithes for infrasttwe projectss a key feature of modern economic infrastructure.

Other characteristics commonly associated with economic infrastructure are:

¢ Significant economies of scale in prqoduttidngh initial fixed costsoanchbrginal costs
of supply # commonly manifest themselves in infrastructure that is a naturdlmsonopoly
typically i mplies that c a(pndexpenspwe)can onl y
i ncrements, and t loréb¢éconteshnadopicaliganadgnt be fAstr an
conditions chandég the same time, the size and lumpiness of infrastructure increments, and
regulatory hurdles often create long lead times for installing new capacity

e Common carrier/common supplier characteitistics,result that themealsoeconomies
of scale to be enjoyedupplying diverse consumers jointly rathexdtieesging diverse
consumer needs separately. This implies that consumers often have little choice as to how
they access or receive infrastructure services.

e Because d@fsnatural monopoly characterssitshe absence of easy entry/exit needed for
contestable marketss difficult for new entrants to compete with an incumbent supplier

e Theseatural monopalyaracteristibsvehistoricallsesulted ia high levef government
intervention in infrastrugiuweisioneither through direct provisjonooe recently
through theegulation of prices and supply arrangehmeses.characteristics also imply
that there are seldom readily accessible substitutes for specific infvhgthuicicmeases
the risks (and potential economic and social damage) associated with its failure.

The extent to which different faciitiggy with the above characteristics provides insight into

whether they should be regarded as infrastructure, or not. Those facilities that are consistent with a
at |l east most, of the | isted centar axhielra stth ocss
do not should not be classified as infrastructure. On this basis, Clough e¢dh&004) arg

fé tracks and modal interchange facilities exhibit most of the characteristics of infrastructure
but rolling stock and vehicle fleetst, even on a rail system with a monopoly operator.
Navigation and traffic control assets for air and maritime transport are borderline cases: the
equipment itself does not have the high lumpiness and sunk costs of classic infrastructure, b
as they @ integral to operation of port facilities they could be included in the coverage of
infrastructuce

They si mi | @&lectrigity gerenatioreamdidelivelnyaarte infliastructure services down to the
local network, but retailing appears as dbtiogt eperation with little infrastructure characteristic

It is important to note that technological advances may result in the need to reassess whether parti
assets or facilities should be regarded as infrastructure. One exampienpgtttithiatthe
accurate global positioning sy&tesh technologyas had on collective navigation aids such as
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lighthouses. By contrasttaffic contreyystems and pilotage into harbours are not so easily
substitutable, and may therefore be regairtfeais&ructure.

A table highlighting different facilities and their adherence to the characteristics listed above is inclu
inAnnexure.A

Di fferent categor i es Jodefingdading theschacaetdristies cliscassethi ¢
aboe - are shown fablel.

Tablel: Types of economic infrastructure

Transport Energy Telecommunications Water
e Road networks, e Generation e Networks/distributic e Development
bridgedighting, etc. | e Transmission/ 0 International infrastructure
e Rail networks, elect Distribution (cables, 0 hydro storage
power, signals. 0 national satellites) 0 irrigation
e Sea ports and airpo 0 regional o nat[onal 0 water suppktorage
o local 0 regional 0 treatment
e Storage 0 local 0 pipelines
e Transformers e Switches/exchange e Defensive infrastructur
e Telephone 0 flood protection
equipment 0 sewerage networks
O wastewater treatme

Source: Clough et al (2004)

5.Factoranfluencing the demand for, and supply of, infrastructur

5.1 Demand for infrastructure

In one sense infrastructure is simply a factor input that is supplied to more than one industry. The
demand for infrastructure is therefore derived from ther deenamighid of the industries that the
infrastructuserves This implies thet the GDP of an economy increases, so itoreasdor
infrastructuréedowever, because of the chartmtovbser i sti c
referred tm Sectiod, and the fact that the pace of technological change is accelerating, the ratio of
output change to infrastructure change is not constant.

Like othemctor inputs, infrastructure also has sulastdutemplemeiitalthough in the grand
scheme of things the substitutes are likely to be weak (i.e. not able to replicate many of the
characteristics of the product they are substituting) and sawAsthemkample of affordable

and accessible GPS systems attests, new substitute productsosean emerge a result of
technological progress. They can substantially reduce demand for the original infrastructure
(lighthouses in this example).
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The impact of changes in the quantity and/or quality of infrastructure on the output of the South Afri
economy is schematically represefigdre.

Figure2: The impact of changes in the quantity and quality of infrastructure on output

Output/ ; . .
An improvement in the quality
GDP of infrastructure |, facilitates an GDP ‘:f(lnfrastructu re,
increase in output from yto ys Capltal,Lat_Jour Raw
materials,

Entrepreneurship)
YS ______________
1

facilitates an increase in output
fromy,toy,

Infrastructure Input

The production function above indicates that an increase in the quantity of infrastructure inputs will
facilitate highlewels of output. However, the ratio of increases in infrastructure to increases in outpt
is not constant. At lower levels of output, small increases in the quantity of infrastructure inputs
facilitate relatively large increases in output; butietdiggbéoutput the output gains from

increases in infrastructure inputs become more and more muted. Highly developed economies tha
operating close to notional/currentfiother factor inputs (such as labour and raw materials) may
enjoy relately little output gains from increasegquarkiepf infrastructure inputs, and will

therefore need to focus on improvongathypf the available infrastructure. This would effectively
facilitate productivity gains for other factor inputs.

Clmgh et al (2004) identiftireddasonuam@aer aofe Wwh d
the demand for infrastructure over tinteentisghat are most relevant to Soutlakfrica
summarised Trable2.

Table2: Megatrends impacting on the demand for infrastructure

Sector Indicator Relationships

Primary National population (permanent,
temporary)

Regionglopulation (permanent,
temporary)

Economic growth
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Production structure

Number of occupied buildings

Secondary

Labour force participation, especi
the increase in female participatio

Secondary to economic growth

A secular decline inbenber of
people per household.

Occupied buildings

An increasing share of service se
value added in overall economic
activity.

Structural change

Sectorspecific

Increasing fuel efficiency of the
transport fleet?

The move to wireless technology
telecommunications.

Household income elasticity of de
for transport (increase in car ownge
rates).

Increasing international and dome
tourism

International trade growth, past ar

projections (consider Doha effects

Il n addi

SourceClough et al (2004)

demand f or i nfrastructure

Technological change

O OO O o0 o0 o

Crisis)

Policy/political (such as dramatic shifts in policy)

Natural disasters

Outbreaks of disease (suctldfAids, swine flu)

War, terrorism, sabotage

Technological risks (e.g. computer viruses, redundancy of key industries)
Financial shocks (such as liquidity constraints in the wake of the Global Financial

o Economic shocks (including the GEC arsdshomitd energy markets)

5.2  Supply of infrastructure

Theoretically, infrastructure can be supplied publicly, or privately. However, the characteristics of tl

facilities mean tliah the case of private supgayne degree of market failpassble, and

indeed probable. So, even in those cases where provision is left to the market, investments are us

accompanied by significant regulation. Regulatiotinedyaxrisaspects such@snership

structure, financipgcing and demagrdwthand thereby on the supply decisions of the market.

Investment decisions are made more complex by considerations around thefiasatitgtaf¢he
supplied, as well asttheng and quigty.

Other factors that influence market suppiysl@utude:

e How regulations are designed, and the extent to which they impose additional explicit or imp
costs that impact on the returns to that investment;
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e Who pays for the consumersodé6 use of the 1in
returns that such payments support.

¢ Where the funding for the infrastructure investment comes from.

e The timing and size of the investment.

6.Historical trends in public infrastructure spending in South Afri

Public spending on infrastructure is ngplzenemenon. Althouglatigesmentgfover nment 6 s
infrastructure expenditure programim&SGISAs predicated bigher levels of spending, this

needs to be judged in the context of their historichblévatshe incremental level of graolss fixe

capital formation, and in terms of the net effect of accumulated fixed capital formation in previous y
and the consumption of fixed qépatdixed capital stock)

6.1 Historical levels gdublicinfrastructure spendindixed capital stock, and
consumption of fixed capital

As was noted in Section 4, not all fixed capital formation by the public sector can necessarily be
regarded as infrastructure. However, available data is not sufficiently disaggregated to differentiate
between infrastructspending and other forms of fixed capital formation.

Figureindicates the real levels of public sector (general government and public corporations) gros:s
fixed capt formatiorby type of assdietween 1946 and 2009. It is apparent that fixed investment
increased relatively rapidly between 1963 and 1976, most notably in respect of construction works
nonresidential buildingkis was followed by a shasndighottved recovery between 1976 and

1980, and then an extenidmtd quite dramaititall in real public sector fixed capital formation for

the following seven years. A nascent redaveryby increased spendimgemesidential
buildingsralconstruction wotketween 1987 and 1988uld not be sustained, and the levels of
spending thestid further till 1994. By this stage real public sector capital formation was at the same
levels as seen in 1965.

The recovery in spending gainedmtomen i n t he years foll owing St
elections until the brakes were firmly applied in responsgdrtorfalie 1998 Asian Crisis. Real
spending then slid back till 2001, but in the years since then there has beemthingsivetkpone

in public sector fixed capital formalimen by dramatically higbestruction works activity, and
increases in investment in most other asset types.
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Figure3: Levels of real fixed capital formation by thdigpabctor by asset type
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Source of data: South African Reserve Bank
An economyods real fixed capital stock repres

capital formation spending, less the value otapitedetbnsumedis lalso the quantity and
quality of the fixed capital stock (and the infrastructure portion of it) that determines the maximum
potential output of the ecoiiayiwen the quantity and quality of other available factor inputs.

Figureti ndi cates the | evel of Soutbyaséettypecads pult
between 1960 and 20B® shows a progressive and acceleratingincieas t he publ i ¢ s
capital stock between 1960 and 1981and then further, smaller increases for the following four year:
Between 1986 and 2002 there was a marginal decline in the real value of the public sector capital
stock but in the peaD02 péod it has increased at faster rate tharottesinyefor which figures

are availahl@ he replacement value of the public sector fixed capital stock in 2005 price terms stooc
at R1 556 billion in 20@®mpared with R1 286 billion in 2002.pidssnts a net addition to the

real fixed capital stock of the public s&&@0difillion over the period.
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Figured: Real fixed capital stock of the public sector by asset type
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Source diasiaata: South African Reserve Bank

However, lven the stock values showigirel are expressed on a per capita basis, a very different
picture emergedhis ishown ifFigure.

Figureb: Per capita real fixed capital stock of the public sector by asset type
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Source diasiaata: South African Reserve Bank
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The figure indicates a significant and steady increase in the amount of infrastructure available per
person between 1960 and the early 18&@smstant 2005 price terms, the value of the fixed capital
stak per capita rose from R18 360 in 1960 to a peak of R41 055 in 1985. It should, however, be nc
that aparthe@taracialnequalities are not reflected in these averages. Factors such as increasing
urbanisation would also have influenced the ,gradtlewel giublic fixed capital stock per capita

over this period.

The period of static and margilealiyning fixed capital stock between 1985 and 2002, translates into
a pronounced fall once the size apblaton is taken into acdowithithe per capita value of

real public sector capital stock declining to R27 906. This is edalldlambsiaone third from

the 1985 higf.able3 summarises these per capita values for selected years, and shows how the
percentage composition of the per capita fixed capital stock has changed over time.

This analysis highlights sone @hiallenges that South African society is currently grappling with.

For example, real public sector spending per capita on residential buildings in 2009 was 48% lowel
than in 1985, aitsishare of total per capita public fixed capital stock rdtiahe @i7é6 to less

than 6% his reflects a change in the approach towards funding of residentialihwithilag stock

switch to subsidies and guarantees, rather than direct public provision.

The corresponding changes between 1985 and 2009 fet tthes as=re as follows:

Nonresidential buildings: -31%
Construction works: -12%
Transport equipment: -26%
Machinery & other equipmeté%
Computer & related equipme2i2%

Table3: Real public sector fixed capital stpek capita by asset type and compaosition

1960 1985 2002 2009

Type of Asset | Constant| % of | Constant| % of | Constant] % of | Constant| % of
2005 Total 2005 Total 2005 Total 2005 Total

Rand per Rand per Rand per Rand per
Capita Capita Capita Capita
Residential
Buildings R 1,469 8.0% R 3,564 8.7% R 2,130 7.5% R 1,857 5.9%
Nonresidential
Buildings R 2,702 14.7% R 7,208 17.6% R 4,942 17.4% R 4,985 15.9%

Construction Works
R 9,670 52.7% R 22,136 53.9% R 16,43C 57.9% R 19,441 62.0%

Transport

Equipment R 3,316 18.1% R 3,702 9.0% R 2,501 8.8% R 2,744 8.8%
Machinery & Other

Equipment R 1,203 6.6% R 4,434 10.8% R 2,241 7.9% R 2,044 6.5%
Computer & Relate

Equipment R1 0.0% R 12 0.0% R 112 0.4% R 272 0.9%
Total R 18,36 100.0% R 41,055 100.0% R 28,357 100.0% R31,342] 100.0%

Source diasiadata: South African Reserve Bank
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The distinguishing characteristic of capitéligolng infrastruciuie that they are consumed

indirectly in the production of other goods and services. The fixeditaneitatespeis ussol

or consumed in the process of facilitating production by the rest of the economy. Unless this
Afdepreciationo of the capital stock is fully
the public sector captiadls will decliilas it did between 1985 and 1995.

The extent to which the capital stock was consumed or depresatdd61 and 230¢hown

inFigures. It indicates that simply to maintain the real fixed capital stock of the public sector at the
same level as it was at the end of 2008 required fixed capital formation of just(mver R60 billi
R2005 price terms 2009

Figure6: Consumption of real public sector fixed capital by asset type
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Source dfasiaata: South African Reserve Bank

Tabletindicates theal public sector consumption of fixed capital in 2009, the corresponding homina
values, the implicit depreciation rates, and the correspondingspeerafjeditdh asset typke

depreciation charge at current prasealmost R87 billion. The implicit annual depreciation rates
range from 2.7% in the case of construction works, to 40.5% in the case of computer and related
equipment. This translates into average life spanfoang.5 years in the case of computers and
related equipment to 36.8 years for construction works. The weighted average annual depreciatior
for public sector capital assets is 4.1%, with an implied average life span of assets of 24.3 years.
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Table4: Nominal and real consumption of public sector fixed capital, depreciation rates and life
spans

Type of Asset Real Value of Nominal Value of ImplicitAnnual Implied Average
Depreciation in 200 Depreciation in 200 Depreciation Rate| Lifespan of Assets
(R millions) (R millions) (%) (Years)

Residential Building 3,775 5,824 3.9% 25.6

Nonresidential

Buildings 9,035 13502 3.6% 26.6

Construction Works 23,851 35619 2.7% 36.8

Transport Equipmel 2,336 2,721 14.6% 6.9

Machinery & Other

Equipment 16,194 24099 16.8% 6.0

Computer & Relatel

Equipment 4,930 5,052 40.5% 2.5

Totat All Asset

Types 60,121 86,817 4.1% 24.3

Source dfasiadata: South African Reserve Bank

6.2 Analysis of fixed capital formation, fixed cagitadks, and consumption of
fixed capital by asset type and organisation

6.2.1 Residentiabuildings

Not surprisingly, residential building capital formation is dominated by the private sector. Although
share of this type of investment contribilmegiylic sector increased during the 1960s and 1970s,

the cotribution of general governnaemt public corporations in partidglelined between 1980

and 1994. Since then there has been a small rise in investment by general governmaent, but almos
contribution by public corporafl@ides indicates the percentage contributions to total real

residential building fixed capital formation by the different types of organisation for different years.

Tableb: Contribution to real residential fixed capital formation by type of organisation

Type of Organisation % Contribution in
1960 1980 1994 2005 2009
General Government 16.6% 25.4% 8.8% 6.6% 9.7%
Public Corporations 1.8% 7.6% 0.3% 0.0% 0.0%
PrivateBusinesses 81.6% 67.0% 90.9% 93.4% 90.3%

Source diasiadata: South African Reserve Bank

Intuitively, it is hard to reconcile the relatively low contribution of the public sector with the emphasi:
placed on human settlement by the present government and its predecessors, and the claims that
millions of houses have been constructed sirstel&@medcratic elections in 1994. However, there

have been significant shifts in the manner in which such interventions have occurred. Public
corporations are more likely to pay employees a housing subsidy and leave them to choose their
accommodationtorexpect employees to meet accommodation needs from their salary package.
General government has shifted to a subsidy scheme for first time home buyers, which means that
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type of spending will not show up as capital formation by governmeestill §beszranent
funded investments in social housing for rentéhstaslkerage annual growth in fixed capital
spending by each type of organisation over the past five years (2004 to 2009) was:

General government:-2.6% p.a.
Public corporations -10.2% p.a.
Private businesses: +3.8% p.a.

Figure/ indicates the relative levels and contributions to real residential building fixed capital formati

Figure7: Real gross fixed capital formation into residential buildings by organisation
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Source dfasiaata: South African Reserve Bank

Figureindicates the annual increase in the cost of residential building capital formation. Although
there were periddsuch as in 200®&hen the rate of increase in prices for general government
diverged from that of private businesses, there has been substantial alignment in price changes in
recent years.

The cumulative impact of the capital formation referreahioh thieos@nsumption/depreciation of

the housing stock is reflected in thalga of the residential building fixed capital stock. This is

shown ifigure. It indicates a steady growth in the stock value between 1960 and 1987, followed b
a period of much slower growth till 2002, and then a pronounced acceleration in the years since 20
There is relatively little evidence of any significant negative impact of the Global Economic Crisis in
2008 or 2009°he stock value of general gestt has remained almost static since 1990, while

that of public corporations has steadily declined.
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Figure8: Annual changes in the price of residential capital formation by organisation
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Source diasidata: South African Reserve Bank

Figure9: Real fixed capital stock of residential buildings by type of organisation
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Source diasiadata: South African Reserve Bank

The current and constant 2005 price values for the consumption of the residential building fixed caj
stockin recent yeaisshown ihiables. In 2009, the depration of the national housing stock was
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estimated at almost R31 billion in currentgiriwbgch more than R25 billion related to privately

owned residential buildings.

August 2010

Table6: Consumption of residential building fixed tedbiy type of organisation

Type of Organisation 2005 2007 2009
(R millions) (R millions) (R millions)
Constant| Current | Constant| Current | Constant| Current
2005 Prices 2005 Prices 2005 Prices
Prices Prices Prices
General Government 2,944 2,944 2,999 3,705 3,091 4,679
Public Corporations 694 694 687 1,099 684 1,075
Private Businesses 14,831 14,831 15,847 19,531 16,689 25,237
Total 18,469 18,469 19,533 24,081 20,464 30,949

Source dfasidata: South African Reserve Bank

6.2.2 Nonresidential buildings

There is a relatively greater contribution from the public seesieatredrixed capital formation
than was the case for residential builditigrigh the share of such investment by public
corporations has tendduketquite volatile. For example, in 1980, investmessiolential

buildings by public corporations accounted for more than 20% of the total of this type of capital
formation, but by 1994 it had dropped to less than 6%. This volatility evouliiueaoedbdy

| arge, Al umpyo investments, as well as
enterprises have tended to contribute more than two thirds of the valokreatHigagipmpital
formation, while the gbation of general government investment has dropped to about 25%.

by f a

Table7: Contribution to real neesidential fixed capital formation by type of organisation

Type of Organisation % Contribution in
1960 1980 1994 2005 2009
General Government 36.2% 35.8% 18.6% 35.3% 25.1%
Public Corporations 7.3% 20.4% 5.8% 5.4% 6.7%
Private Businesses 56.5% 43.8% 75.6% 59.3% 68.1%

Source diasiadata: South African Reserve Bank

The average annual growth in fixed capital spendirigd®yefamiganisation over the past five
years (2004 to 2009) was:

General government:+0.46 p.a.
Public corporations: +15.96 p.a.
Private businesses: +11.64 p.a.

FigurelOindicates the relative levels and contributiomotees@ential building fixed capital
formationThere was strong growth in this type of capital formationisirne i 38oHigr

levels of both general government and private business spending. However, there was a fairly sha
drop in investment by general government during 2009.
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This type of capital formation is sensitive to vacancy rates for commercial, indsjsacal. and retail
Given the impact of the GEC orargtaiidustrisgntalssome slodown imprivate sector
investmerould be expected in coming years.

FigurelQ Real gross fixed capital formation into-residential buildings byrganisation
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Source diasidata: South African Reserve Bank

Figurellindicates the annual increase jmiteefnonresidential building capital fornratiew.

anomalies are evidentost notably in 2002 which saw the price of this type of invaslioent by p
corporations soar by around 33%, while that of private businesses actually deflated by around 1%.
1999 saw the price ofremdential building decline by around 1% in the case of general government,
but this trend was not matched by price ¢bapgeate businesses and public corporations. Since
2003, annual price changes in respectesdidential building investment by all three types of
organisations have been remarkably codgtbimungh increasing inflationary pressures were
evidenbetween 2004 and 2008, these eased substantially in 2009 to around 3%.

The real stock of mesidential buildings in South Africa increased steadily between 1960 and 1989.
There was a notable jump in the aggregate value in 1990 (due to inceez$edipvisti@ent),

followed by a period of relatively slower growth that lasted till 2004. In the years since then, the rat
increase in this type of fixed capital has started to atbeleegtecement value of the stock of
nonresidential bdithgs in 2005 price terms was around R690 billigncion288&@d with about

R596 billion in 1994.

These trends are illustratédurel 2
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Figurell Annual changes in the price of mesidential building capital formation by

organisation
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Figurel2 Real fixed capital stock of a@sidential buildings by type of organisation
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Source diasiadata: South African Reserve Bank
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