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I ntroduction

Looking at South Africatoday, with its open politica debate, growing economic and
regiond influence, and vibrant private sector, it is easy to forget that |ess than a decade
ago that this was a country under gpartheid, in which more than three-quarters of the
population were routinely oppressed, denied access to adequate shelter, education,
hedlthcare and meaningful employment. The accomplishments of the South African
government and its people in the nine years since the end of gpartheid are nothing short
of remarkable. Mgor transformations of the judicid, education, health and housing
sectors have aready occurred. More than one million low-cost houses have been built,
with more than two million previoudy disadvantaged people ganing access to electricity
and over sevenmillion to water. Taxes have gone down, while government assistance to
the poor hasrisen. But many South Africans have yet to experience the “ democracy
dividend” of better jobs, a higher sandard of living, greater persona well-being and hope
for the future that was assumed would quickly follow the trangtion. Disquieting Sgns
have emerged Sgnding the growing discontent among South Africans with the pace and
magnitude of reform being achieved. Surveys conducted by the Indtitute for Democracy
in South Africa (IDASA) have shown declining support for democracy in South Africa,
with decreasing numbers of South Africans choosing democracy as the most preferable
governing sructure. In fact, South Africans are more negative about democracy than
amog everyone dsein Southern Africa. This has seriousimplications for the South
African government, and ultimatdly for the region as awhole which benefits from the
politica sability and economic strength of South Africa

The U.S. ds0 benefits from the continued success of South Africa. The introduction to
the Amended Strategy for USAID/South Africa (February 2000) notes that, “ The success
of South Africa stransformation is one of the highest U.S. foreign policy objectivesin
Africa” Theredity isthat South Africais the economic engine for the southern Africa
region, and its political leadership is essentia to ensure that political democretization and
economic development continue within the region and the continent. To do this, South
Africamust be able to address its own development priorities and chalenges. Inthis
context, USAID/South Africa has structured its current strategy to fully dign with South
Africa s development priorities. In 1999, the origind Strategy that covered the period
1996-2005 was amended to reflect changing conditionsin South Africa during the 1996-
1999 period, namely the dramaticaly worsening unemployment, the sharp increasein
crime rates, and the widespread impact of HIV/AIDS. Key critical factors which were
not foreseen at the beginning of the strategy period included @) lower than expected
capacity of governmentad and non-governmentd indtitutions to implement the numerous
policy changesin the post-gpartheid trangtion, b) lower than anticipated foreign
investment and growth, and c) significant job lossesin the forma sector.

Asareault, the Amended 2000-2005 Country Strategic Plan emphasizes working with
the South African government to address key development priorities, namely
unemployment, crime, and mitigating the impact of HIV/AIDS. Thisis done through a
multi- pronged, multi-sectoral approach that focuses on improving loca governance
capacity for service ddivery and responsveness to citizens, encouraging public-private



partnerships to leverage the impact of our investments. The strategy aso supports
regiond integration efforts to share the benefits of South Africa's economic progress and
support the objectives of the New Partnership for Africa’s Development (NEPAD)
through ingtitutions such as the African Union (AU), as well as encouraging joint
problem solving on regiona issues such as food security, trade, and transport. Unlike
other countries, the South African government has the resources to help address many of
its development challenges, though human and ingtitutiona capacity condraints often
hinder implementation of public and private sector efforts to implement devel opment
programs. Our roleisto facilitate South Africa s response to its challenges through
human capacity development to enable the most efficacious use of itsresources.

Development Hypothesis

USAID/South Africa s development hypothesisis that in order to secure the sustainable
transformation of South Africa, we must ensure that the historicdly disadvantaged
population is empowered to take the next stepsin its own and its community’s
development. Put more explicitly, we must focus our efforts on “reducing the gap”
between the haves and have-nots, particularly in the socid and economic areas. We do
this through work &t both the policy leve and in asssting in the implementation of

policy. A vitd principle of transformation is increasing empowerment of the higtoricaly
disadvantaged mgority. Our program supports the aspiration of South Africansto
manage these socid changes effectively and sustain devel opment progress towards
increased politica participation, improved educationa and health status, and increased
economic growth and equity.

The Amended Strategy notes that “ The most powerful and enduring legacies of the
USAID/South Africa program will be increased human capacity acrass the public,
private, and non-governmenta sectors, and the ingtitutiondal linkages developed
throughout the life of the program.” (Page 48) Thisincreased capacity is essentid to
effecting the massive changes that will be required to produce a more equitable
distribution of resources.

Critical Assumptions of the Strategic Plan
Severd critica assumptions can be didtilled from the Amended Strategy:

1. South Africawill remain politicaly stable and continue to pursue sound
and effective implementation of macro-economic policy within agrowth
oriented economic framework.

2. The South African government will demondrate the ability to recognize
and respond to critical nationd development issues.

3. South Africawill assume aleadership role in the political and economic
affairs of the region.

While these assumptions generdly remain vaid, there are some areas that remain
problematic. Intermsof the first assumption, the key qudifier would be that thus far the



country remains stable and the government continues to implemernt its economic

program. However, there are indications that much of the public pessmism about
demoacracy in South Africa can be traced to the lack of economic trickle-down from the
current economic program. If materia benefits do not begin to materiaize more broadly
across South African society in the next few years, people will become impatient, and the
resulting pressure or unrest could persuade the government to abandon its current
economic framework for amore activig or interventionist role. Similarly, on the second
assumption, while the South African government has done an excellent job in responding
to many of the critica development needs of its people, the politica |eadership has not
embraced HIV/AIDS as an issue requiring public discusson and action. Although
counter-productive statements and opposition to increased atention to HIV/AIDS by the
government has subsided over the past year, public leadership on thisissue remains
lacking, leading to continued criticism from insde and outsde the country. Outside of

the public eye, progress has been made and South Africais effectively on the precipice of
implementing a massive broad-based approach to HIV/AIDS that includes the use of anti-
retrovirds. Findly, South Africa s regiond role has met with mixed success, whileit has
not been able to engage effectively on the issues in Zimbabwe, it has been much more
proactive and successful in Burundi and the Democratic Republic of the Congo, andin
promoting the launch of NEPAD and the new African Union

Progresstoward Achieving the Program Goal

Dating from the origind drategy, the overal god of the program is* Sustainable
Trandformation” which is defined asfollows:

“Sudtainable transformation will have been achieved when South Africais a the point
where democracy is sufficiently consolidated; basic systlems and policies for socia
sarvice ddivery in education and hedth are moving from being fragmented to being
unified; and ingtitutions are establishing mechanisms so that the higtoricaly
disadvantaged and previoudy disempowered women and men participate in, contribute
to, and benefit from the development of South Africa”

The Amended drategy notes thisis an ambitious god that while achievable, isfar more
likely to be accomplished by 2010 than by 2005, owing in no smal measure to the
previoudy mentioned chalenges facing South Africa

Chalenges and Congtraints

While we are making progress towards achieving this program goa, we see that the
greatest chalenge may be the negative impact of HIV/AIDS on the success of our
programs across the board. We have identified the local government level as criticd to
the implementation of this Srategy, Snce it has been designated by national government
as the primary service ddivery mechanism in South Africa. Whether we will be able to
effect successful cagpacity building quickly enough et the local leve is an open question.
Locd government dready suffers from both a capacity and a credibility problem, and the
full impact of HIV/AIDS has yet to be felt. We know that the impact of HIV/AIDS on



the demand for services (particularly health) and on the human capacity of loca
governments themsdlves will be sgnificant and growing over the next decade. For
example, it is projected that by 2010, HIV/AIDS infection rates among teachers could be
as high as 30%; and 86%, or five out of every sx deaths, will be attributable to AIDS-
related causes. Theimpact of the deaths could reverse many gains made in this sector
sgnce 1994. We continue to focus our efforts to address this problem across dl sectors
and to increase the synergies among our programs and partners, but the extent to which
we can respond comprehendively is congtrained by both our overdl budget levels and the
alocation of resources among the various sectors. A key USAID/South Africalessonis
that HIV/AIDS is not only a hedth issue, but cuts across dl sectors and must be tackled
from many fronts. Hence, the need for an appropriate mix of funds across the sectors and
flexibility within HIV/AIDS programming remains a critical issue.

New Opportunities

Recognizing that an ongoing chdlenge for dl USAID missonsis the question of whether
alocated resources will be sgnificant enough to have an impact — USAID/South Africa
has taken the opportunity to maximize the impact of its program through two proactive
approaches:

1. Integration across the Strategic Objectives
2. Leveraging USAID Resources

There are several themes that cross-cut the USAID/South Africa program which are
being integrated across the different sectors to increase our impact:

Keeping our program relevant to South African priorities
Improving loca governance, especidly for service ddivery
Managing the impact of HIV/AIDS

Improving human and organizationa cagpacity

Supporting regiond integration

At the same time, we are working to expand the impact of our resources through public-
private partnerships across the sectors, and through Globa Development Alliances.

Mission I ssuesfor Discussion

1. Extenson of exising Country Strategic Plan by one year to 2006

USAID/South Africais on track to achieve the program god of sustainable
transformation. It isnot clear whether this goa can be met by 2010. However, as noted
in this document, there has been clear and significant progress since 2000. The pace of
change has been dowed by the effects of HIV/AIDS and alack of capacity throughout all
levels of South African society. This dowed progressis particularly troublesome when
coupled with the unmet frudtrations of amgority of South Africans. In the very near
future, the South African government will face acrigs of credibility if it cannot effect



economic change and produce arising sandard of living for its people and a narrowing
of the gap between the haves and have-nots. Thisis complicated by the upcoming
eections in 2004, where the government will have to respond to these criticisms and to
pressure to do more to protect South African jobs through a more interventionist policy.

The next few years are critical for determining the future of South Africa. There are
many hard choices that the South African government must make to continue on the path
of sustainable trandformation. It istoo early to judge whether it will be successful. For
this reason, it would be premature to develop anew strategy next year, at the sametime
asnationd eections. Therefore, the Misson requests a one-year extension of the
program to 2006. We bdieve that thiswill dlow usto judge the intent of the new
government and that we will be better placed to determine the way forward.

2. Increassesin Strategic Objective Authorization Levels

Related to the extension of the strategy for an additiond year isthe need to increase the
authorized levelsfor dl of our Strategic Objectives. Some of these changes are due to
the change in the compostion of funding — particularly for the Hedlth program, and for
Initiative and Globa Development Alliance funding for other programs. In addition,
extending the program for an additiona year will require that we raise the celling to
accommodate an additiona year of base Operating Y ear Budget funding. Thetable
bel ow indicates the current authorization level based on gpproved funding levels and
activity approva documentation and indicates anticipated funding in the 2003-2006
period. Requested Strategic Objective Authorization levels are dightly above the current
planned totals to alow room to receive Presidentid Initiative funding, Globa
Development Alliance funding and other potentia funds. The requested increases arein
some cases within the authority of the Misson, as st forth in ADS 201.3.11, but
USAID/South Africais asking for USAID/W review and concurrence a this mid-term
review in order to proceed smoothly with implementation of programs.

USAID South Africa Strategic Objective Authorization Levels

. Requested
Current Current AFn\t(ggoaée_d Strategic
Authorization  Obligation Objective
2006 N
L evel Amount o Authorization
Obligations
Level
SO1 - Democracy and
Governance 273,000,000 248,822,663 23,845,000 280,000,000
SO2 Education 386,350,000 333,254,282 35,583,200 390,000,000
SO4 Economic Capacity 54,657,000 35,616,388 17,781,060 60,000,000
S06 Housng/Municipd
Services 129,182,800 101,090,445 28,559,620 138,000,000
SO8 Hedth/HIV/AIDS 102,399,100 75,901,497 142,063,680 225,000,000
SO9 Increased
Employment 127,900,000 102,206,412 33,309,690 145,000,000




Strategic Objectives

(1) Democracy & Governance

A. Summary

The Strategic Objective is “ Democratic Consolidation Advanced.” USAID/South Africa
defines the biggest chalenge to the consolidation of political democracy in post-apartheid
South Africa as the perception that there has been no “democracy dividend” in terms of
improved materid well-being and opportunities for the mgority of South Africans, and
the impact of high crime on the confidence of South Africansin the ability of the
government to provide security. Indeed, 60% of South Africans state that an “essentid”
feature for a country to be democratic is for the government to ddliver the socio-
economic services. This program focuses on addressing these chalenges through
assistance to improve the cgpacity of municipditiesto ddiver demanded services, reduce
the gap in access to those services, and strengthen successful governance and prosecution
of crimes.

B. Progress Toward Achieving Strategic Objective Results

We continue to work with municipdlities to build their capacity to be responsive and
deliver needed servicesto their condtituents. Four of five key pieces of loca government
legidation have been developed and passed by the South African government since 2000
with our assstance, creating an unprecedented framework for devolving authority,
resources and responsihilities to loca government bodies to manage the ddivery of most
key socia services.

South Africa consolidated and demarcated its locd authoritiesin 2000, resulting in 284
municipalities being crested from the previous 843. Loca eections for the new
municipalities were held in December 2000. There have been some integration problems
and harmonization issues in these new units, and uneven progress among municipaities.
Some, such as Johannesburg, were not dtered sgnificantly in this reorganization and
have made sgnificant progress. Others, particularly rurdl areas that are geographicaly
large, have experienced greater difficuties.

Progressis dso being made in processing and prosecuting of cases, and reducing the case
backlog. Increased use of plea-bargaining will be akey drategy inthisareas. USAID’s
Demoacracy program facilitated a public- private partnership between an association of
mgor South African corporations (Business Againg Crime) and the South African
Department of Justice in whichthe three partners contribute to funding the restructuring

of the Department of Jugtice through integrated case management and decentralized court
services.



Specid tax legidation, drafted with USAID assistance, was passed alowing donations to
South African non-governmentd organizations (NGOs) to be tax deductible for
corporations and individuas, thus hel ping to direct resources to the nor-governmentd
organization/civil society sector and increasing prospects for sustainability.

C. Prognosis for the Future

USAID programs will continue to make progressin strengthening the capacity of
munidipalities and improving the justice system, however nationa eectionsin 2004 and
municipa dectionsin 2005 may affect some of these efforts, both in the immediate pre
and post-election periods.

D. Proposed Changes/Adjustments to the Strategic Objective

USAID/South Africais integrating its civil society portfolio into the crimina justice and
local governance portfolios, strengthening existing partnerships with other srategic
objectives and with Business Againg Crime, and forming new partnerships. The reduced
scope of the program is principaly due to decreased Democracy and Governance
funding. For example, this program is narrowing and focusing its efforts on the areas
mentioned above, while smultaneoudy integrating the municipa strengthening
component more closely with activities under the Housing and Municipa Services
Strategic Objective. This may include use of joint indicators and survey instruments to
mesasure impact. If Anti-Corruption Initiative funds are received, activitieswill be added
relating to forensc accounting, and specificaly for work withthe National Competition
Commission.

(2) Education
A. Summary

The Strategic Objective “Increased Access to Quality Education and Training” targets
black South African children and adults who were denied the right to a good education
under gpartheid and now need access to qudlity education in order to be full participants
in the new South African economy.

B. Progress toward Achieving Strategic Objective Results

Activities under this Strategic objective have been successful in many aress, from basic
education gains in student performance on standardized tests, to support for the
inauguration of Kami, the HIV/AIDS positive muppet on Takaani Sesame, to school
recongtruction, support for math and science curricula, workforce skills, and
srengthening of historicaly disadvantaged tertiary inditutions. Unfortunately,

HIV/AIDS is affecting this sector sgnificantly, resulting in new issues of teacher
shortages, quality, and access to education, especidly for girls. Teacher training is one of
severd aress that will be addressed with Africa Education Initiative funds. Some
examples of successinclude:



Grade 3 student achievementsin literacy and numeracy increased by 9% from 36%in
November 2001 to 45.6% in November 2002, in schools participating in USAID’s basic
education program in four of South Africa's poorest provinces. The target for Grade 3
sudent performance in 2002 was 42%, or a 6% increase in performance. Hence, the
increase in percentage change target was exceeded by more than 50%.

Thirty schools, destroyed by floods in 2000 were reconstructed in the Limpopo Province.
In four provinces, box libraries have been delivered to 665 schools, training was
completed, and classroom follow-up visits were made to monitor effective use of the
materids. Completion of dl 123 targeted boreholesin Limpopo, Eastern Cape and
KwaZulu-Natd isimminent. Approximately 500,000 textbooks, 1,000,000 pencils,
500,000 composition books and 25,000 sharpeners are being distributed to dl schoolsin
the Eastern Cape, KwaZulu-Natal and Northern Cape.

USAID support was essentid in developing South Africa sfirst nationd strategy for
mathematics, science and technology. We also assisted the department to develop
performance targets for the 102 dedicated mathematics, science and technology schools
(smilar to U.S. magnet schools) and these are linked with the school improvement plans.
Significant investments were made by private sector partners to support these schoals,
and they have committed resources over the next three years to supply computers and
train teachers in information communications technology, mathematics and science
indruction and teaching methodol ogies.

At thetertiary education level, USAID assgtanceis hdping trandform dl 17 previoudy
disadvantaged universities and technical colleges. Thirty-four programs in methematics,
science, technology and engineering taught a these inditutions were revised to meet
internationaly accepted standards. South Africa's progressin these areas also has a
regiona reach as textbooks and other curriculum developed by USAID-assisted groups
have been adopted by |leading publishers and are being used elsewhere. Programs
previoudy supported by USAID are becoming sustainable; for example, the South Africa
Department of Education was o impressed with a successful adult literacy and skills
development program funded by USAID, that it is now expanding the program
nationwide with an investment of $10 million of government resources this year.

C. Prognosis for the Future

Although USAID has provided sgnificant support for higher education, including the
reorganization and consolidation of higher education indtitutions as part of the South
African government’ s “Roadmap for Trangtion at the Tertiary Leve,” we will be sharply
curtailing our work inthisarea.  Although we remain committed to helping South Africa
scae up successful models and practices, and will continue to do so in the basic
education area, we are unable to be responsive to the South African government’ s strong
interest in higher education activities.



Due to declines in funding in Human Resource Development (HRD) resources,
USAID/South Africais phasing out its focus and support in workforce development,
youth, further education and training and higher education. The withdrawa from the
tertiary sector islikely to be a problem with both U.S. and South African congtituencies.

D. Proposed Changes/Adjustments to the Strategic Objective

USAID/South Africais adjudting its education strategic objective to reinforce and build
upon basic education activities as a core ectivity area. 1f deemed appropriate, and as
funds dlow, remaining further education and training and higher educeation activities will
support the basic education focus. South Africawill dso be participating in the Africa
Education Initiative, which will complement important efforts in teacher training and
textbook and curriculum development.

(3) Economic Capacity

A. Summary

The Strategic Objectiveis*Improved Capacity of Key Government and Non-
Government Entities to Formulate, Evauate and Implement Economic Policies” This
program builds the capacity of hitoricaly disadvantaged South Africansto andyze
economic problems and to design and implement market-related policies.

B. Progress Toward Achieving Strategic Objective Results

One of the most visible areas of progressis the work with the South African Nationa
Treasury on fiscd anadlysis and reform, which led to changes in the tax structure resulting
inincreased revenues used to pay down the nationd debt and increase funding for socid
services. Analyses supported by USAID on the impact of AIDS on business and other
sectors contributed to the massive increase of funding for AIDS from the government.
Our work on public-private partnership dedls in the privatization area has led to
subgtantia savings for the government upon completion of severd deds vaued at over
$500 million to outsource government commercia functions to the private sector. The
influence of Mandda Economic Scholars sponsored by this program is increasingly felt
in the policy and economic decison-making circles of South Africa  For example, one
graduate trained at Vanderbilt was appointed the first South Africa Ambassador to the
African Union; another, trained at Harvard, is one of the leaders in the upcoming U.S.-
Southern Africa Customs Union free trade agreement negotiatiors.

C. Prognosis for the Future

South Africaremains the most likely engine for rapid and sgnificant economic growthin
the region. Even though its economy equals that of the State of Minnesota, it accounts
for over 75% of dl the economic activity in the southern Africaregion, USAID/South
Africa has encouraged the opening of the economy, its liberdization and improved policy
harmonization with the region. The past 44 months have been arecord post World War
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Il period of economic growth. However, the growth has come at the price of economic
restructuring. Until mid-2002 there was no forma sector job growth, and income poverty
was essentidly congtant.  South Africa was able to deliver more education, hedth and
housing resources to the poor, thus alowing overal poverty to decline. Thelack of job
growth isarapidly increasng tenson in the economy. USAID’swork on public-private
partnerships, privetization, modernizing and lowering of taxes, improving the efficiency

of government spending, devolution of spending, improving the capacity of
parliamentarians and legidators to influence spending, are criticd to the future success of
the South Africa.economy.

D. Proposed Changes/Adjustments to the Strategic Objective

The program has recently been revised to dign priority activities with anticipated
funding. However, Sgnificant work remains in restructuring, getting policies
implemented at the provincid and locd levels, and furthering analyss of the impact of
HIV/AIDS. Accordingly, the sirategic objective authorization level will be increased to
provide room for expansion of activitiesin these key aress.

(4) Housing and Municipa Services

A. SUmmary

The Strategic Objectiveis “Increased Access to Shelter and Environmentally Sound
Municipa Services” This program addresses the gap in access to basic housing and
service needs of the mgority of South Africans through the development of sound
policies and access to resources for municipalities, strengthened management capacity of
municipalities, and increased partnerships between the private sector and local
government to finance and ddiver environmentaly sound municipa services.

B. Progress Toward Achieving Strategic Objective Results

USAID assgtance to municipdities, government ingitutions, and non-governmentd
organizations (NGOs) have resulted in over 4 hillion rand ($650 million) leveraged for
housing and municipa servicesfor the higtorically disadvantaged snce 2000. Over one
and ahdf million households (7 million people) have benefited from new or improved
housing, water, sanitation, power, and/or solid waste services. Four Development Credit
Authority (DCA) transactions have utilized $2.75 million of the program budget to
provide $66 million in investment funds for housing and municipd services. USAID
advisors have helped South Africa complete key pieces of legidation in housing and
municipd finance. The Municipd Financid Management Bill and Municipa Systems
Bill both will enable locd authorities to improve service ddivery through better
management and private and public capitd investment. The Community Reinvestment
Act, built on U.S. experience but revised to fit the South African context, will increase
lending to lower income househol ds seeking to improve their housing.

11



Private-public partnerships and public- public partnerships are being developed in 69
municipdities. In the past four years, such partnerships have leveraged over $750
million for improved municipa service ddivery, particularly in weater, solid waste, and
power. The municipa and housing sectors are engaged in addressing HIV/AIDS.
Mitigation Strategies are now one of five top priorities of a South African network of nine
cities; three orphan housing projects have been built, and an HIVV/AIDS insurance
product for lower-income home loan borrowers is being piloted with support from the
Development Credit Authority. USAID has provided the support to what is now the
modd for decentralizing service ddlivery respongibility from nationd to locd levd; this
effort has been so successful that it has become a NEPAD best practice for water
delivery.

After severd years of staled progress, USAID/South Africa s program in globa climate
change (GCC) has taken off, supporting 17 demongtration projects linking GCC action to
development priorities, engaging 210 schoolsin climate change projects. The program

a so supports the energy-efficient design of over 65,000 affordable houses, builds
research capacity at severa inditutions, and works with mgor South African citiesin
energy efficency and dimate change mitigation activities. South Africahas snce sgned
the key GCC protocols, developed its national GCC drategy, and istaking aleadership
role on GCC in internationa and domestic action.

C. Prognosis for the Future

The large numbers of beneficiaries and funds leveraged have come in the past from credit
programs and the public private partnerships. The last of the Housing Guarantee (HG)
loans will be utilized thisyear. DCA programs are not as large as the old HGs, and thus
might affect the numbers of households benefited. Macro leve issues and regulations
have reduced, rather than expanded the number of housing lenders. The program had
anticipated supporting dternative lenders in its housing finance Srategy; thisis no longer
aredigtic gpproach without change in the regulaory environment.

As apogtive trend, the growing stability of loca government structures will enhance the
efficiency of the program in building capacity to improve service ddivery. Passage of
the Community Reinvestment Act should provide new resources and perhaps new
indtitutions for lending to the lower income housing sector.

D. Proposed Changes/Adjustments to the Strategic Objective

The Development Credit Authority remains a critical tool for the Housing and Municipd
Services programto achieve its service ddivery results. Authorization for use of
Development Assistance funds for the subsidy is therefore important. While USAID has
been ableto refine its municipa and service delivery program activities to address
climate change, it must do so in balance with non-GCC related issues, such asbasic
financid management, mitigation of HIV/AIDS and housing finance. Therefore, higher
levels of GCC or clean energy earmarks would heavily undermine achievement of the
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strategic objective particularly in the areas of housing finance and municipa service
adivery.

Apart from the efficiency of using the experience of Regiona Urban Devel opment staff
in South Africato support other missonsin the region on loca government and urban
development, the regiond urban program has aso enhanced USAID/South Africa's
ability to bringin new models, experiences, and approaches. Thisis particulaly truein
linking HIV/AIDS, economic growth, and agriculture sector support to urban
development. South Africacities areincreasngly interested in networking and sharing
with citiesin the region.

(5) Hedlth
A. SUmmary

The Strategic Objectiveis “Increased Use of Primary Hedlth Servicesand HIV/AIDS.”
The focus of this program is addressing the lack of accessto qudity hedlth services while
focusang smultaneoudy on addressing the impact of HIV/AIDS. Thisis accomplished
through activities targeted at strengthening the capecity of the public hedlth system;
scaling up better practices and lessons learned from pilot activities; and integrating
HIV/AIDS services into primary hedth care services a the community level. USAID
South Africa s hedlth program has evolved from afocus on asingle province, the Eastern
Cape, to amulti dimensiond portfolio thet is heavily engaged in HIV/AIDS activities and
now has a geographic scope encompassing the five poorest provinces.

B. Progress Toward Achieving Strategic Objective Results
Subgtantia progress has occurred in a number of aress.

I mmunization coverage: proportion of children in the Eastern Cape vaccinated against
mead esincreased from 57% in 1997 to 84% in 2002.

HI1V Prevalence Rate: Datafrom annua antenatal sentingl survelllance suggest a
dabilization of the natiordl rate since 1998 at between 22.4% and 24.8%. The program
has dso achieved notable successes in system strengthening, service improvements, and
people reached/served. For example, in Eastern Cape, the second poorest of nine
provinces with a population of seven million, USAID’ s key project, Equity, helped
rgpidly increase the availability of voluntary counsdling and testing (VCT) servicesin
primary hedth care centers. Now in 2002, 30% of the province' s population has access
to VCT, whereas less than 500,000 had access in 2000.

People reached: In the Eastern Cape, clinic utilization has increased by 25% in the past
two years with over 13 million clinic vistsin 2002. Thisis more than two visits per
person per year. Furthermore, one of five Eastern Cape adults used a public hedlth
facility in the past month. Over the five years of USAID’ s assistance, there has been a 24
% increase in antenata vidtsin the Eastern Cape. With respect to the prevention of
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mother-to-child transmission of HIV/AIDS, al pregnant women in Soweto (the largest
township in South Africa) have access to comprehensive prevention of mother to child
trangmisson (PMTCT) servicesresulting in 30,000 clients seen in 2000 (from zero in
2000). Over 20,000 orphans and vulnerable children received regular care and support
through USAID-assisted programs from zero in 2000.

Services Improved: The percent of Eastern Cape dlinics offering primary hedth care
(PHC) sarvices daily increased from 42% to 91% in five years. In Mpumaanga
Province, USAID assistance to improve quality of care resulted in reducing neonata
mortdity and strengthening tuberculos's case detection and trestment in public hospitals.
In Soweto, USAID assisted partners are implementing a comprehensive prevention of
mother to child program that consistently has over 90% uptake a each stage in the
process (pretest counsdling, testing, post-test counsdling, and use of Nevarapine).
Increased condom availability and South African government funding for condom
procurement increased due to USAID technical assistance.

Systems Improved: Numerous USAID-supported pilot ectivities initiated in asingle
digtrict or province have been scaed-up and adopted by other provinces or accepted as
the national standard. For example, the successful Eastern Cape didtrict health
information system has been adopted as the nationd hedth information sysem. The
digtrict management systems piloted in Northwest and M pumaanga provinces have been
adopted by the National Department of Hedlth for use in other provinces. The annua
facility survey that started as a monitoring and evauation tool for USAID is now
ingtitutionalized as a performance monitoring tool by the Eastern Cape and Northwest
provinces. USAID assstance was aso key to the development and adoption of nationd
and provincid medium-term tuberculoss (TB) plans to reduce the high rate of TB in
South Africa

C. Prognosis for the Future

Through our continuing work on inditutiona systems and heelth care cgpacity building
we expect to, with our partners, have impact in five provinces covering gpproximatey
70% of the population. Thisincludes five of the poorest provinces and severd of the
provinces most affected by HIV/AIDS.

Should USAID/W approve the two phases of the revised Hedth Strategy, the Misson
would consder moving from an HIV/AIDS use dtrategic objectiveto aHIV/AIDS
prevaence drategic objective. A separate strategic objective for HIV/AIDS independent
from the primary hedlth care d ement is not feasible because of the strong desire by the
South African government for an integrated primary hedth care and HIV/AIDS program
and its opposition to creating a vertica HIV/AIDS program.

The increased funding under USAID’ srevised program, and potentid funding from the
two Presdentid HIV/AIDS initiatives necessitate that the Strategic Objective
Authorization level beincreased. The Strategic framework of the revised health (and
HIV/AIDS) program should be able to accommodate the potentia increased funds from
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these initiaives. The condraints are more likely to be in the human and organizationa
capacity to absorb the additiona funding — especidly among the locd partners.

Should South African government policy toward the provision of anti-retrovirds (ARVS)
change, there will be sgnificant pressure and opportunities for USAID to support the
training and introduction of ARVs. Itisunlikdly, however, that we will be asked to fund
the procurement of such drugs. Such apolicy change will also increase the opportunities
to reach men.

Any reduction in non-AIDS funding would have strong negative programmatic and
policy ramifications for the Mission's hedlth program thet is predicated on increasing
HIV/AIDS services within the context of South Africa's primary hedth care system.
Reducing or creeting a further imbaance in funding for the hedlth sector will undermine
systemic achievements to date and will jeopardize relationships with the Government of
South Africa on this sendtive issue.

D. Proposed Changes/Adjustments to the Strategic Objective

Proposed Strategic Objective (2003): “Increased use of HIV/AIDS and other Primary
Hedlth Care Services.” Thisisonly aminor adjustment to the earlier statement of the
drategic objective. What has changed more significantly is the emphasis of the
Intermediate Results (IRs). The proposed IRs increase the focus on priority HIV/AIDS
interventions including prevention, trestment, and care and support while maintaining an
element for strengthening other primary hedth care services and systems.

Changes were needed to: (1) increase the authorized celling and duration of the Mission's
hedlth strategic objective; (2) adjust the hedlth strategic objective, especidly the IRS, to
more accuratdly reflect the funding streams; (3) reflect the growing importance of
HIV/AIDS in the hedlth sector; and (4) more accurately reflect the changing and
expanding nature of the hedth portfolio. In addition, many of the strategic objective and
intermediate result indicators have been updated to more accurately reflect the breadth of
the current hedth portfolio and to incorporate the latest USAID/W guidance on
recommended HIV/AIDS indicators.

(6) Increased Employment

A. Summary

The Strategic Objectiveis “Increased Market-Driven Employment Opportunities” This
program works to address the duel-economy legacy of apartheid that perpetuates the gap
between the white and black population through activities to creste employment by
fostering the growth of small, medium and microenterprises (SVIMES) and agribusiness
by creating business linkages between the country’ s two economies.
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B. Progress Toward Achieving Strategic Objective Results

The Employment program has assisted smdl, medium and micro-enterprises owned by
historicdly disadvantaged entrepreneurs to identify new markets and meet the standards
demanded by these markets. In FY 2002 this approach has generated over $116 million
in business transactions and created over 5,000 jobs. Given the success of this gpproach,
during the latter hdf of FY 2002 the smdl, medium and microenterprise (SMIME)
program expanded to focus linkages that exploit the trade opportunities available through
the Africa Growth and Opportunities Act (AGOA) and in the Southern African
Devedopment Community (SADC) region. To date, the results are smdl (gpproximately
$200,000 in AGOA-related transactions and $650,000 in regiona trade opportunities) but
the pipdine of dedsin development suggests that there will be some significant
transactions in the near future. In addition, USAID’s Regiona Center for Southern
Africais dso providing assstance to the regiond trade program by providing funding for
two trade advisors to explore business transactions from emerging SMMES in Zambia,
Tanzania and Botswana to South Africa

Support under the agribusiness linkage activity has resulted in land transfers totaling
45,711 hectares of freehold/privately own land being transferred to 4,198 new emerging
black farmer beneficiaries for atotal valve of $6,146,231. In addition, the program has
indtitutionalized livestock auctions for emerging farmers. In less than two years of
implementation, atotal of 715 auctions have been held, with over 100,000 heads of stock
being sold by over 8,000 emerging farmers for avave of $27 million. Intotd, the

project has supported agricultura business transactions worth over $156 million and
helped leverage over $7 million in financing.

USAID’ s support to the privatization of state owned assets for the benefit of
farm/agricultura employees has resulted in the completion of 41 transactions with a
vaue of $44 million. This program is now being extended to support emerging farmers
with “willing buyer, willing sdler” land assets.

B. Prognosisfor the Future

Sugtainable employment creation is the number one issue acrossracid groupsin South
Africa, as reported in the 2002 Afrobarometer study. USAID’ s technical gpproach, using
business linkages to grow and develop SMMES, has aso been confirmed as an effective
mechanism to address employment by a recently completed assessment on the gpproach
in South Africa. The program is aso assessing and vdidating the value of the individual
programs by completing four evauations of our largest programs. These evduations are
taking place or will be completed by the end of 2003.

C. Proposed Changes/Adjustments to the Strategic Objective

The performance data for this program confirms that the technical approach of using
business linkages to grow and develop SMIMES has been successful in increasing their
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volume and vaue of sdes. However, the recent Data Quality Assessment (DQA)
undertaken for this program has questioned whether the activities under the program are
actudly increasing the number of market-driven jobs created. To addressthis question,
the Mission is pursuing the DQA recommendation that a survey be conducted to vaidate
the program’ s development hypothesis that increasing growth of SMMES (both
agriculturd and non+agriculturd) resultsin an increase in market-driven employment.

The Mission has shared the draft Terms of Reference for the survey process with
AFR/SD and EGAT and welcomestheir participation.  USAID is currently working with
its partners to respond to DQA recommendations to standardize definitions for key
performance indicators.

Asareault of these revised performance indicators, the USAID/South Africais now
updating the Performance Monitoring Plan for this program. The Misson feds strongly
that the revised reporting systems will further enhance a solid technica program that is
directly addressng the number one development chalenge facing South Africa

USAID/South Africa welcomes the increased attention and resources being provided to
the agriculture sector. There are nine AID/W funded activities in agriculture operating in
the country. Thisraises the need for closer collaboration and coordination with these
activities. USAID/South Africawould welcome the opportunity to work EGAT and
AFR/SD on acomprehensive basis to insure the appropriate leve of collaboration and
coordination to maximize impact and results.

USAID South Africa Staffing and Operating Expense

Over the three-year period since the current Country Strategic Plan was approved in FY
2000, USAID/South Africa has reduced its United States Direct Hire staffing
complement and will continue to review gringently its saffing profile agangt
programmatic needs. We note with interest the plans for New Entry Professonals
(NEPs) to be assigned to missions with their own positions and concurrent Operating
Expense provison. Thisisawecome and ussful change to the current system of NEP
assgnments in which NEPs encumber regular USDH positions and missons must cover

related operating expenses.

Like most other Africa Bureau missons, USAID/South Africa has experienced

substantia declinesin its Operating Expense budgets. In FY 2003 this budget cut has
been coupled with a strong appreciation of the South African Rand againgt the U.S.
dallar, such that our effective reduction is more than 25% of the planned FY 2003 and
FY 2004 Operating Expense levels. While we have taken strong measures to curtail
codts, deferring assignments, and other one-time cost saving meaaures, it is likely that
more severe seps will have to be taken. The session on Staffing and Operating Expenses
will detail these issues further.

Conclusion:
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USAID/South Africais making substantia progress toward the achievement of its
Strategic Objectives. Pipeline management and reduction strategies, which have been a
key theme of Mission management over the past three years, have yielded dividends with
the overdl pipdine projected to be approximately 13 months of expenditures by the end
of FY 2003. USAID-supported programs are achieving notable success, boosting South
Africa s economy and growth potentia and in providing expanded hedlth, education and
municipa services to more South Africans. However, much remains to be done; the
impact of HIV/AIDS affects al sectors and aspects of our program and despite concerted
efforts toward a multi- sectoral gpproach and integration of HIV/AIDS into misson
supported activities, there will be negative impacts on program progress. South Africa
has a strong macroeconomic policy framework in place, but has not been able to deliver
needed jobs in sufficient quantity to its previoudy disadvantaged population. Smilar
chdlenges exist in building capacity, particularly & the loca leve to implement

programs and take advantage of sound policies. This paper presents only afew of the
highlights and continuing chalenges facing South Africa and the USAID program. The
Mission looks forward to more in-depth discussion of key issuesin the sectordl
rounditable discussons.
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