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I. Introduction 

A staff team, consisting of Messrs. Vittas (EUR), Berengaut (ETR), 
Dell'Anno (EUR), Lipschitz (EUR), and Mrs. Evans (EUR, as secretary), 
held Article IV consultation discussions in Johannesburg, Pretoria, and 
Cape Town from February 25 to Match 11, 1983. At the same time, the 
mission reviewed performance under the stand-by arrangement. The staff 
representatives met with the Minister of Finance, Prof. 0. Horwood; the 
Governor of the Reserve Bank, Dr. G. de Kock; the Director General of 
Finance, Dr. J. de Loor; other government and Reserve Bank officials; and 
representatives from the private sector. Dr. D. Brand, Principal Resident 
Representative of South Africa to the IMF and the World Bank, attended 
the meetings as an observer. South Africa accepted the obligations of 
Article VIII, Sections 2, 3, and 4, of the Articles of Agreement as of 
September 15, 1973. 

The stand-by arrangement with South Africa, approved by the Execu- 
tive Board on November 3, 1982 (EBS/82/173, 10/4/82), was for an amount 
of SDR 364 million (equivalent to 57 per cent of quota) and for the 
period through December 1983. On November 8, 1982 South Africa purchased 
SDR 159 million under the stand-by arrangement and, at the same time, 
purchased SDR 636 million (100 per cent of quota) under the compensatory 
financing facility. These transactions raised the Fund's holdings of 
rand to the equivalent of SDR 1,431 million (225 per cent of quota). 
Although South Africa has remained fully in compliance with the petfor- 
mance criteria of the stand-by arrangement, it has not made any further 
purchases under the arrangement because of the improvement in its exter- 
nal position, and the Fund's holdings of tand have remained at 225 per 
cent of quota. South Africa has consented to the increase in its quota, 
under the Eighth General Review from SDR 636 million to SDR 915.7 million. 
Further details of the Fund's relations with South Africa ate provided 
in Appendix I. 
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As part of the midterm review of the stand-by arrangement, under- 
standings are requited to be reached with the South African authorities 
by July 31, 1983 on exchange rate policy for the remaining period of the 
stand-by arrangement and on the removal of the import surcharge. The 
authorities’ intentions on exchange rate policy, which are consistent 
with the original government Memorandum on Economic Policies, are des- 
cribed in sections IV and V. The import surcharge which came into effect 
in February 1982 at a rate of 10 per cent was reduced to 7 l/2 per cent 
In December 1982 and to 5 per cent in February 1983. The Government, 
which has committed itself to eliminating the surcharge before the end 
of 1983, is expected to communicate the schedule for Its removal to the 
Fund, prior to the Board consideration of this report. In light of the 
substantial improvement in South Africa’s external payments position, 
the authorities have indicated that they do not intend to request further 
purchases under the stand-by arrangement at the present time. 

II. Economic Background 

During 1979-80 external circumstances and domestic financial policies 
combined to initiate an unprecedented surge in domestic expenditure In 
South Africa (Chart 1). Between 1978 and 1980, the price of gold in 
terms of SDRs trebled and this added some SDR 6 l/2 billion to South 
Africa’s annual export earnings from gold. The rise in gold receipts 
tended to mask the current account effects of an adverse shift in the 
nongold terms of trade over the period and the deterioration in nongold 
trade performance from the latter part of 1979. The current account 
surplus rose from SDR 1 l/4 billion in 1978 to SDR 3 billion in 1980. 
In view of widespread controls on capital outflows, part of the large 
current account surplus in 1980 was bottled up in the domestic economy 
and, with monetary policy aimed at sustaining the rapid growth in demand, 
the rate of growth of broad money (M3) accelerated from 15 per cent in 
1979 to almost 24 per cent in 1980. Nominal interest rates also fell 
for much of the period and were far below those on similar assets in the 
major overseas capital markets. Over the same period, the rate of 
Increase in consumer prices was relatively high and rising, so that real 
rates of interest remained substantially negative. While fiscal policy 
looked relatively austere by conventional measures--the deficit in the 
financial year 1980/81 L/ fell to less than l/2 per cent of GDP from 
3 114 per cent in 1979/80-this was due mainly to a large increase in 
tax and lease revenues from gold mining companies that was less than 
fully offset by tax concessions. The contraction of the budget deficit 
was Insufficient to counter the expansioaary thrust from monetary policy 
and external payments developments. 

In 1981 the external situation deteriorated rapidly. The gold price 
fell to US$460 per fine ounce from US$608 in 1980 and, owing partly to 
the recession abroad, the volume of South Africa*s nongold exports 
declined by 10 per cent. Although the rand was allowed to depreciate in 

L/ The financial year runs from April to March. 
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effective terms during the year, financial policies initially sought to 
shelter the domestic economy from these influences. Real domestic demand 
rose by a further 10 per cent In 1981, so that over the two-year period 
1980-81 it increased by about a quarter, with a corresponding surge of 
about 40 per cent in import volume. By 1981, however, as capital and 
skilled labor constraints became binding, the growth in demand could only 
partly be met by increased domestic production. Inflationary pressures 
intensified and the balance of payments weakened precipitously. The 
rate of growth of real GDP fell from 8 per cent in 1980 to 5 per cent in 
1981, and consumer price inflation accelerated from 12 per cent in the 
third quarter of 1980 to 16 per cent in the first quarter of 1981. The 
external current account swung from a surplus equivalent to almobt 5 per 
cent of GDP in 1980 to a deficit of similar proportion in 1981, with the 
turnaround amounting to about SDR 6 l/2 billion (Chart 2). Increased 
capital Inflows were far from sufficient to offset these current account 
developments and the overall payments position weakened by some 
SDR 3 billion. 

From the latter part of 1981, the Government set about altering the 
stance of policy from accommodation to adjustment. In its. attempt to 
tighten monetary policy, however, it faced a number of impediments. 
First, there were constraints on interest rate policies. The Government, 
aware of the sensitivity of important sectors such as agriculture and 
residential construction to interest rates, was loathe to allow too rapid 
a rise in certain key interest rates. There was a reluctance to allow 
yields on government securities to rise to a level sufficient to attract 
private subscriptions. As a result, purchases of these securities by 
the nonbank public (including nonbank financial intermediaries) in 1981 
were substantially lower than had been anticipated in the budget, and 
the shortfall was made up by increased direct Reserve Bank financing of 
government operations. Second, the banking sector had easy access to 
official rediscounting fficilltles. Third, large bouts of disintermedia- 
tion and reintermediation had affected the growth rates of the various 
monetary aggregates and had led to uncertainties in interpreting these 
data. Finally, the Reserve Bank had at times set forward exchange rates 
calculated to encourage short-term capital inflows. This had contributed 
to a substantial Imbalance in the forward exchange book of the Reserve 
Rank and to large losses on forward exchange transactions that had auto- 
matically been monetised. 

Althou@ some progress was made in tightening demand management in 
late 1981, these Impediments to monetary policy limited the success of 
the adjustment effort. Interest rates were raised, but most rates 
remained negative in real terms throughout the year (Chart 3). Domestic 
credit increased by almost 40 per cent and, despite the contractionary 
effects of the external payments deficit, broad money rose by 20 per 
cent. Fiscal policy in 1981/82 was also unduly accommodating. The 
budget deficit rose sevenfold to 2 3/4 per cent of GDP, largely as a 
result of lower gold mining tax and lease revenues. 
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By early 1982, around the-time of the Article IV consultation dis- 
cussions, the need for urgent measures to stabllize the economy became 
widely accepted. On the monetary front, the authorities commenced a 
series of actions designed to increase interest rate flexibility and 
improve monetary control. For the first time, government bonds were sold 
by tender at market-determined yields and Treasury bill rates were allowed 
to rise in response to market forces to the point where they were attrac- 
tive to nonbank subscribers. The traditional link between the banks’ 
prime overdraft rate and the Bank rate was broken and the prime rate rose 
sharply, reaching 20 per cent in March 1982. Both rediscounting opera- 
t:ons and collateralieed overnight loan5 from the Reserve Bank were dis- 
couraged by punitive intereet rate penalties. Usury ceilings on lending 
rates were raised substantially. In midyear, rate5 on Land B8nk lending 
to the agricultural sector were increased and the concessional element 
in these rates was substantrally reduced. The Reserve Bank also moved 
away from its policy of using forward exchange rate5 to influence short- 
term capital movements, and, in the latter half of the year, adopted a 
neutral policy (setting forward rates to reflect interest rate differen- 
tials) in an attempt to achieve a more balanced forward book. These 
changes greatly improved the scope for effective control of monetary 
developments. 

Even before the end of the 1981/82 fiscal year, it had also become 

apparent that additional budgetary restraint was required. To meet this 
need, in February 1982 the authorities raised the general sales tax from 
4 to 5 per cent and imposed a 10 per cent surcharge on imports not subject 
to GATT bindings. The budget for 1982/83 continued the movement toward 
greater restraint and better coordination between fiscal and monetary 
policy. The Government undertook to finance the budget deficit entirely 
from nonbank sources so a5 to fecilitate 5WQet8ry Control. Tax measures 
in the budget, together with the measures that were introduced shortly 
before the budget, were calculated to increase nongold revenues by the 
equivalent of more than 2 per cent of GDP. Additional measures were put 
in pl8ce in the th.%rd quarter of 1982. In September, prior to the request 
for use of Fund resources, the Government raised the general sales tax 
by an addition81 percentage point to 6 per cent. Shortly thereafter, in 
October, it was announced that the import surcharge, which had been 
regarded 88 8 temporary revenue-raising measure, would be reduced by 
2 l/2 percentage points in January 1983. L/ 

By the third quarter of 1982, it was clear that the South African 
authorities bad embarked on a determined stabilization program. The 
groundwork had been carefully prepared: the substantial deregulation of 
interest rates and the enhanced monetary and fiscal control facilitated 
the effort to 8djUSt the economy rapidly to the deterioration in the 
external clrcum5t8nces. Fiscal 8nd monetary policies were supported by 
continued exchange rate flexibility. From December 1981 through September 
1982, the rand depreciated by some 17 per cent against the U.S. dollar, 
and by almost 6 per Cent in effective term5 (chart 4). 

A/ The reduction was subsequently brought forward to December 1982. 

. . . . 
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CHART 4 

SbUTHAFRICA 

EXCHANGE RATE DEVELOPMENTS 
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The stabilizatlon program was put In place against the backdrop oi 
an extremely unfavorable external environment. In the first half of 
1982, the price of gold continued to decline and prices of most other 
major exports remained weak. Despite a decline in the volume of imports 
and some strengthening of the capital account, the large external deficit 
persisted, forcing the authorities to increase their foreign borrowing. 
By mid-1982 official short-term foreign liabilities had risen to 
SDR 1.8 billion from practically zero 18 months earlier, and all foreign 
loan facilities available to the Reserve Bank had been fully utilized. 
Over the same 18-rPonth period, gross official reserves had fallen by 
SDR 258 million, despite substantial recourse to gold swaps, and the net 
foreign asset position of the commercial banks had worsened by almost 
SDR 2 billion. By mid-1982 gross official reserves (with gold valued ac 
SDR 35 per ounce) amounted to SDR 736 million, that Is, about two and a 
half weeks of merchandise imports. &I a market valuation of gold, reserves 
stood at SDR 2.7 billion, equivalent to nine weeks of imports. The rapid 
buildup of short-term foreign debt, coupled with a persistent weakness 
of the gold market, severely undermined South Africa’s ability to raise 
additional loans abroad. 

III. The Financial Program and Performance Under 
the Stand-By Arrangement 

1. The financial program 

The program in support of which the stand-by arrangement was approved 
was designed to ensure the attainment of a viable balance of payments 
position In 1983, even if the unfavorable external circumstances were to 
persist. For this reason, the staff suggested that it should deliberately 
be based on a conservative assumption regarding the price of gold, that 
is, USS315 per ounce, which was the average price in June 1982. The pro- 
gram provided for: (a) a marked deceleration in the pace of domestic 
credit expansion from 38 per cent during 1981 to 23 per cent during 1982 
and 13 per cent during 1983; (b) a decline in the rate of growth of net 
credit to government from 52 per cent during 1981 to 34 per cent during 
1982 and 6 per cent during 1983; (c) a containment of the budget deficit 
to R 2.4 billion (or some 2 3/4 per cent of GDP) in 1982/83 and to about 
R 2 billion (around 2 per cent of GDP) in 1983/84; (d) the phasing out 
during the program period of the import surcharge and the avoidance of 
any new restrictions on trade or payments for current international trans- 
actions; and (e) sufficient flexibility in exchange rate policy to respond 
to changes in the external environment. 

At the time that the program was formulated, the external current 
account deficit for 1982 was projected at about 6 per cent of GDP on the 
basis of the program assumptions and In light of the fact that in the 
first half of the year the deficit exceeded 7 l/2 per cent of GDP; the 
objective of the program was to reduce this deficit to the equivalent of 
2 per cent of GDP In 1983. The attainment of this objective was sought 
chiefly by tradgtional demand management -that is, the pursuit of tight 
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monetary and fiscal pollciee-whfch ofa aleo expected to dampen the rete 
of inflation. Nevertheless, owing partly to required adjustments in 
administered prfcee, consumer prices were projected to rise by 15 3/4 per 
cent and 14 per cent in 1982 and 1983, respectively. 

Given the externaL payments projections, the growth of broad money 
W8 projected to fall from 20 per cent in 1981 to 12 per cent in 1982 and 
further to 10 per cent In 1983. It w%s understood that monetary and 
credit control would be attained by mean8 of the conventional instrument8 
to litit the growth of the monetary base and not by quantiratlve reetric- 
tione on the lending of commercial banks, which had, In the pa8tn led to 
widespread di%tortions.in financial flow8. In formulating the financial 
program, two item8 which the progmn sought to constrain were defined 88 
component8 of net credit to government. Forward exchange losses incurred 
by the Reseme Bank on behalf of the Government were included under the 
subcellfug on net credit to government , and account was taken only of 
those 1088e% resulting from existing contracts. Exchequer foreign borrow- 
ing was also included under the subceiling to preclude the poaeibf~fty 
that the financial constraint on fiscal policy be undennlned by excessive 
government borrowing abroad to finance domestic expenditure. The srrange- 
ment placed no cc?lllng explfcltly on government and government-guaranteed 
external debt, ae external debt service, projected at about 8 per cent of 
exports of goods and services, ~a8 comparatively low. However, foreign 
borrowing of only R 300 mlllion ~88 allowed for under the subcelling on 
net credit to government. No recourse by the Government to the banking 
system for ordfaary budgetary finance w%8 allowed for in the program. 
In addition to the undertakings related to government borrowing and the 
overall budget deficit, the authorities Intended to limit the growth of 
government expenditure to 14 per cent in 1982/83-that Is, a projected 
reduction in real terms--and to further reduce expenditure in real term8 
in 1983184. 

Until recently, South Africa operated a dual exchange rate system 
with equity lnveetmmt by nonresidents eligible to use the discounted 
ffnancial rand exchange rste while current transactions took place %t the 
comercial rand exchange rate. The text of the stand-by arrangement 
explicitly allowed for the transfer of trsnsactlons from the financial to 
the commercial raud market in the hope that the external position would 
strengthen sufficiently to allow the authoritfes to progress toward 8 
unified exchange rate system during the Wend-by period. In addition, 
the arrangement Included the cuetanary provisions with respect to the 
tr%de and eXCh%nge system and provided for a review of the progress of 
the program before July 31, 1983. 

2. Perforarance under the stand-by arrangement 

The external payment8 objective% of the etabilization program have 
been reallzed much more quickly than was expected %t the time of the 
et%&-by negotiations. This has been due principally to a higher price 
of gold than h%d been aseumed, but also to a better performance on the 
nongold trade and plervices accounts. The current account deficit in 
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1982 amounted to SDR 2 I/2 billion as against the SDR 4 billion projected 
(Table 1). Larger earnings from gold accounted for about SDR ! .1 billion 
of the discrepancy, with lower imports and a smaller negative balance on 
services, each accounting for about SDR 200 million. The turnaround in 
trade volumes during the year was dramatic (Chart 5): nongold export 
volume was flat in the second half of 1982 after a fall of almost 6 per 
cent at a seasonally adjusted rate in the first half; import volume, 
after falling at a rate of almost 4 per cent in the first half, fell 
further at a rate of over 21 per cent in the second half. On a season- 
ally adjusted basis, the current account swung from a deficit equivalent 
to 7 l/2 per cent of GDP in the first half of the year to a pobftion of 
near balance in the second half. 

The capital account also strengthened markedly in the latter half of 
the year. In particular, after the sharp depreciation of the rand and 
the rise in interest rates, there were large inflows of short-term capital 
on an uncovered basis in response to the favorable interest rate differen- 
tial and widely held expectations of %n appreciation of the rand. The 
capital account surplus rose from under SDR 0.5 billion in the first half 
to over SDR 1.6 billion in the second half. However, part of the improve- 
ment in net short-term capital Inflows (which saw % turnaround of almost 
SDR 1,4 billion from the first to the second half) was due to a switching 
from below-the-line covered foreign borrowing by banks to above-the-line 
borrowing through the banks by the nonbank private sector. 

Overall., the balance of payments swung from a deficit of SDR 2 bil- 
lion in the first half of 1982 to a surplus of some SDR 1 l/2 billion in 
the second half of the year. The surplus remained large in the first two 
months of 1983. The authorities were thus able to repay nearly all of 
their outstanding foreign short-term liabilities (which had exceeded the 
equivalent of SDR X.5 billion in mid-1982) and to rebuild gross reserves 
from a low of SDR 503 million in October 1982 to SDR 1,307 million (five 
week8 of imports) in February 1983. In March, however, reserves fell 
Sharply, reflecting a substantial worseaing of the capital account, 
though they rose again in April to SDR 949 million. 

The virtual collapse of imports In the second half of the year 
reflected the weakening of aggregate demand In the economy in response 
to tha program of financial austerity (Table 2). Real domestic expendi- 
ture fell in 1982 by almost 4 per cent, about twice as much as h%d been 
projected in the etabllizatlon program, and GDP declined by 1 per cent. 
The rare of growth of private consumption was reduced from 6 l/2 per cent 
in 1981 to 2 per cent in l!X!2. Fixed investment fell by 2 l/2 per cent 
in 1982 and the turnaround In the inventory cycle, in itself, reduced 
domestic demand by about 6 l/2 per cent. Capacity utilization In manu- 
facturing fell sharply and un@mplojrPpent increased. 

Despite the weakening of demand, shortages of skilled labor did not 
ease substantially and wage-cost performance was unsatisfactory. The 
rise in unit labor costs in manufacturing accelerated from 16 per cent 
in 1981 to 21 l/2 per cent In 1982, owing partly to a slower rate of 
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Increase in productivity. Consumer prices, however, rose by 14 3/4 per 
cent in 1982, about 1 percentage point less than projected at the time 
of the stand-by negotiations, The rate of increase of administered 
prices, which account for about 25 per cent of the consumer price index, 
~88 much higher, at 16 l/2 per cent. In addition, the two 1 percentage 
point increalsee In the general sales t%x in 1982 each added about 3/4 per 
cent to the index. The production price index rose by lee8 than 14 per 
cent. Given weak demand conditions, higher unit labor costs served 
chiefly to lower profit margins r%ther than to raise output prices. Also, 
with the depreciation of the rand, prices of imported good8 rose more 
rapidly than those of domestically produced goods; this reversed the 
pattern of the- previous year an? w%e consistent with the resource alloca- 
tion objective8 inherent In the progrti. 

Domestic credit expansion during 1982 and the first quarter of 1983 
ma8 well below the ceilings set In the program (Table 3). Credit to the 
private sector grew at about the rate projected, but the rate of growth 
of net credit to the Government, programmed to decline from 52 per cent 
In 1981 to 34 per cent in 1982, in fact fell to only 5 per cent in the 
latter year. During the ffecal year 1982/83, net credit to the Government 
a8 defined in the etaud-by fell by R 259 million (4 l/2 per cent); within 
this total, forwurd exchange losses on the government %CCOUUt increased 
by R 1,278 million, and Exchequer foreign borrowing amounted to R 129 mll- 
lion. Net bank credit to government in the cowentional sense, therefore, 
was reduced by R 1,666 million during the fiscal year. Developments in 
cr8dlt to the Government reflected SUbSt%ntial overfunding of the govern- 
ment deficit, in an attempt to absorb liquidity, and contributed to 
limiting the growth of total domestic crtilt to only 12 per cent as 
against the 20 per cent allowed for under the ceillug. Nevertheless, the 
considerable unanticipated improvement of the net foreign alzset position 
of the bankiug system led to a faster-than-projected expansion of the 
monetary aggregates. Broad mcJey grew by 14 l/2 per cent during 1983 and 
accelerated to 16 per cent in the yesr to March, compared with projected 
growth rate8 of 12 and 11 l/i’ per cent, respectively. The authorities 
evinced concern at these mone\‘9ry growth rates and the perennial problem 
of araintalnfng monetary control in the fete of large unanticipated swings 
it the external position was a principal focus of the policy discussions. 

The budget deficit in 1982/83 turned out much 8s expected at 
R 2.3 billion (2.8 per cent of GDP). Both revenue and expenditure rose 
more rapidly than projected in the stand-by arrrnngement (Table 4). Total 
government revenue8 rose by 19 per cent %8 against the 13 l/2 per cent 
projected in the stand-by paper. Of the discrepancy of R 0.8 billion, 
about R 450 million ~8% die to higher tax and lease receipts from gold 
mining companies and the remainder mainly to more buoyant personal income 
taxes than had been expected. 

Expenditure exceeded the Stand-by estimate by R 740 million. Of 
this, Some R 230 mUllon represented a transfer to the Special Defense 
Account; about R 80 million was on account of drought relief to farmers, 
suffering the worst drought In 20 years; and another R 80 million was 
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due to :he addftional interest payments related to overfunding the govern- 
ment deficit for monetary control purposes. Subsidies on basic transport 
services for Blacks were higher by R 46 million and aid to Black homelands 
by R 45 million. Other factors included underestimates of the public 
sector wage bill (R 84 million), l/ subsidies on state-assisted housing 
for civil servants (R 28 million); and a host of other minor items. 

The interest cost of servicing the public debt was some R 270 million 
higher than budgeted, although most of this had been anticipated In the 
stand-by estimates. Much of it was due to the overfunding of the budget 
deficit which nad been undertaken in order to facilitate monetary control. 
Toward the end of the fiscal year, there was a virtual halt in this 
overfunding, owing, in part, to a fear that continued debt sales would 
raise expenditure in 1983/84 and frustrate the realization of the fiscal 
objectives of the stabillzation program. This lull in debt sales contri- 
buted to an acceleration of monetary growth and a steep fall in interest 
rates. L/ The mission took the view that, insofar as higher debt service 
costs were due entirely to actions related to monetary control, they con- 
stituted a transfer rather than a drawing on the resources or the country 
and ought not to be limited by the conventional concerns about government 
spending. 21 

With respect to external policies, the authorities have taken 
further action to promote their longer-term objective of allowing the 
exchange rate of the rand to be determined flexibly in response to market 
conditions. In particular, in the light of the improvement in South 
Africa’s external financial position, it proved possible to abolish 
exchange controls on nonresidents much earlier than previously expected, 
and thus to unify the dual exchange market in February 1983. At the same 
time, exchange controls on residents were eased. After a brief period of 
uncertainty, these measures had the welcome side effect of arresting the 
upward pressure on the rand in the exchange markets and, together with 
resumption of open market operations by the authorities, they have contri- 
buted to some firming of interest rates in March-April 1983. 

The progress made to date in reducing the import surcharge has been 
more rapid than envisaged at the time of the stand-by arrangement discus- 
sions. There have been no other changes in South Africa’s trade policies. 
In particular, there has been no recourse to quantitative restrictions in 
order to limit imports, and at present only about 10 per cent of total 
imports are subject to the specific license requirement. The authorities 

l! The overrun on the public sector wage bill reflected greater success 
th% had been expected in-filling existing vacancies. 

- 

21 By early March 1983, the prime overdraft rate had fallen to 
14-per cent and the go-day bankers’ acceptance rate to below 10 per cent. 

3/ It is worth noting that higher debt service costs, to the extent 
thxt they result from efforts to neutralize the liquidity effects of the 
external surplus, tend to be offset by the increased earnings on foreign 
reserves, though the latter initially accrue to the Reserve Bank rather 
than the Exchequer. 
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also noted that the EC had Imposed quotas on South African export8 of 
steel and certain agricultural products, but the impact of these measure8 
was not thought to be very slgnfficant. 

Since the mid-19708, South Africa ha8 followed a prudent external 
debt management policy aimed at restricting It8 direct official barroving 
abroad and limiting the lsauance of official external debt guarantees to 
the financing of lnfrastructural project8 by public sector entities. For 
1982 South Africa'6 debt service burden (Including interest on short-term 
debt) amounted to about 7 l/2 per cent of good8 and nonfactor services. 
Given the 8Ub8tantial repayment of official short-term debt and the 
declining trend in international interest ratee, the debt service ratio 
Is expected to fall in 1983 (Table 5). 

IV. Policy Di8cu88ions and the Short-Term Economic Outlook 

Despite the improvement in South Africa's external circumstances and 
the prospect that further purchase8 under the stand-by arrangement might 
be unnece88ary, the authorities held the view that continued financial 
restraint wa8 essential in order to help dampen domestic cost and prfce 
preesuree and build a sound basis for a resumption of growth. They there- 
fore reaffi=d their resolve to pursue policies consistent with their 
Intentions at the time of the stand-by arrangement. The authorities 
recognized that the recovery in the price of gold, which had contributed 
importantly to the rapid turnaround in the balance of payment8 position, 
had eased the external constraint to growth. Nevertheless, they took 
the view that financial planning for the year ahead ehould continue to 
be based on conservative assumptions about the external environment. The 
need for a cautious approach in framing policies wa8 Underscored at the 
beginning of the mi88ion, when the gold price fell to US$408 from US$509 
per fine ounce two weeks earlier (Chart 6). 

The rapid progress in strengthening the external payment8 position 
had itself created new dilemmas for the conduct of policies in 1983. 
First, although the rand had depreciated in nominal effective terms by 
10 l/2 per cent in 1982, in real terms-- that is adjusted for relative 
wholesale price inflation-it had fallen by only 5 per cent. Moreover, 
in both real end nominal term8 the rand had appreciated sharply during 
the eecond half of the year and in the first few weeks of 1983. Clearly, 
this appreciation had contributed to a decline in the competitive position 
of nongold industry and could hinder the diversification of the production 
base over the medilrm t?m, At the same time, the large external surplus 
had compounded the problem of maintaining control over the growth of the 
monetary aggregates; this problem could not be effectively resolved with- 
out a substantial degree of flexibility in the management of the exchange\ 
rate. Second, with the external conetraint visibly eased, there were 
pressures to move to a more reflatlonary fiscal stance. Given the rela- 
tively high rate of inflation that persisted, however, the Government's 
view was that the initial objective8 set out in the stand-by paper 
remained broadly appropriate. Third, with somewhat brighter prospects 
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for the world economy and the possibility of a resumption of growth, 
increased attention had to be paid, within the overall policy of 
restraint, to the longer-term problem8 of allevfating the principal 
domestic Supply constraints. 'These three problem area8 COn8tituted the 
PrinCip81 themes Of the policy dl8cu88ion8. 

1. External policies 

With the rapid transformation of the balance of payments outlook, 
the authorities have moved to reorient their short-term external poli- 
ties. In a general way, the focue of policies ha8 shifted from enforcing 
balance of payments adjustment --by means of financial austerity and a 
depreciating rand--to dealing with the problem of curbing the grow&h In 
domestic liquidity generated by large inflow8 from abroad. This shift 
was reflected in the recent appreciation of the rand (to about 6 per cent, 
in trade-weighted terms, between September 1982 and February 1983) and 
the abolition of capital controls for nonresidents together with some 
relaxation Of Control8 for residents. 

The authorities ehared the mia8ion~s view that 8 flexible exchange 
rate policy was necessary for effective control of the money Supply 
which, in turn, 91218 eesential to reducing price and coet inflation. For 
as long a8 the prfce of gold was strong and expected to rise, exchange 
rate flexibility wa8 likely to imply further upward preaeute on the rand. 
This prospect was viewed with 8ome concern, particularly in the light of 
South Africa's poor cost and price performance relative to it8 main trade 
partnere, as it tended to undermine the competitfve position of the non- 
gold sector. lkVerthele88, the authoritiee belfeved that a sustainable 
improvement in competitiveness could not be achieved by maintaining the 
rate at a level that wae perceived to be artfficially low, since this 
would generate additional Inflationary pressures by swelling the domestic 
money supply. The problem of competitiveness In these circumstances 
could only be resolved over time through the pursuit of reetrlctive 
financial policies designed to curb domestic cost and price Increases. 
However, steps could be taken to Improve further the functioning of the 
exchange market with a view to dampening the wide fluctuation8 in the 
exchange rate etemming from the variability in the external terms of 
trade. 

In this context, the authorities noted that, although the decieion 
to lift exchange control on nonresidents and unify the exchange system 
for the rand wa8 not viewed a8 a short-term stabilization meaeure, it had 
broadened the scope for equilibrating capital flowe. It was therefore 
hoped that it would eaee the upward preseure on the rand. Initially this 
hope did not materialize, but after the decline In the price of gold In 
late February evidence of considerable outflows of capital by nonresidents 
began to accumulate and the tendency of the rand to appreciate stopped. 
This bad ea@ed the conflict between competitlvenees and monetary restraint, 
though the problem could re-emerge, The authorities were therefore 
exploring the scope for further steps to broaden the exchange market. 
In particular, they were reviewing the feasfbillty of the Reserve Bank's 
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withdrawal from the market for the purposes of routine gold-related tram- 
actions, by paying gold mine8 directly in U.S. dollars, and of reducing 
the Reserve bank.8 involvement in the forward market by encouraging the 
banking eector to undertake the required transactions tbemelvea. The 
improved functioning of the exchauge market could help reduce the fluctu- 
ation in the exchange rate emmating from the instability in the term8 
of trade. In addition, the authoritiee noted that the high amgin 
rate8 of taxation of gold mines, coupled with the policy of overfunding 
the budgetary deficit at time8 of high gold price8 and freezing the pro- 
ceed8 in a 8tabillzation account at the Reserve Bank, provided an appro- 
priate machanim for, at least partial, ineulation of the domeetic economy. 
The authorities recogaized that this mechanism could be strengthened and 
enpha8ited in thi8 COnneCtiOn that a review Of gold mine8 taxation w118 
being undertaken. 

The authoritiee stressed that, with the replacement of administrative 
capital control8 by Indirect market-related instruments, there was a need 
for a higher level of foreign reserve8 to deal with the increased vola- 
tility of capital flows. In this connection, the present reserve position 
wa8 regarded a8 relatively low. The authorities also indicated that they 
intended to continue their gold marketing policy of selling the full gold 
production, but not uecesaerilp over a ehort period of time. 

2. Monetary policy 

With the recent improvement in the mechanics of monetary control, 
the authorities were able to implement short-run demand management poli- 
cies in an integrated feehim, placing special emphasis on coordinating 
monetary policy with exchange rate and fiscal policlee. In 1982 this 
increased coordination had been exemplified in the strategy of overfunding 
the budget deffcit, allowing the exchange rate to respond flexibly to 
market forcee, and controlling bank liquidity through change8 in interest 
rates designed to discourage banks from seeking recourse to the Reserve 
Banir. A similar mix of policies would be applied in 1983 with attention 
focurred on the need to reduce inflation; It wa8 eseential that an UnBDt- 
biguoue signal be sent to the private sector that inflationary w8ge 
demands would not be accommodated by financial policy. While credit 
expaneion would probably be contained well within the ceiling8 specified 
for total dometic credit and net credit to government, monetary growth 
might exceed the 10 per cent rate projected for broad money, as the 
recovery in the price of gold had led to an increase in the demand for 
liquid balancee. It was intended, hovever, to ensure that the growth in 
the broad monetary aggregate8 be contained within the 10-14 per cent 
range which was thought to be consistent with downward pressure on 
inflation. 

It was clear that open market sales of government debt, even If 
carried out to the full extent of the Government’s ability to sell paper, 
could not alone ensure monetary control. As indicated by the short-term 
capital flows and intereet rate movements around the turn of the year, 
it wa8 not feasible to follow an Interest rate policy independent of that 
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in major trading partner countrtes unless exchange rates were free to move 
accordingly. While the rand was perceived to be undervalued, it had been 
impossible to offset the monetary effects of short-term interest-rate- 
induced capital inflows, Only when the rand had reached a level where 
there was perceived to be some risk of depreciation, were the authorities 
able to pursue domestic interest rate policies that were not completely 
dependent on external developments. Even then, however, the degree of 
autonomy wss limited given the interdependence of exchange rates and 
interest rates and the volatflity of exchange rate expectations, which 
were very sensitive to changes in the direction of movement of the price 
of gold. 

3. Fiscal poiicy 

The memorandum on economic policy attached to the stand-by paper set 
out three objectives for fiscal policy in 1983/84: government spending 
shot&I decline in real terms, the budget deficit should be limited to 
about R 2 billion, and this deficit should be financed entirely by non- 
bank borrowing. On the basis of the gold price assumption underlying the 
financial program, it was thought that further tax measures might be 
necessary to achieve these objectfves. At the time of the review mission, 
In view of the continuing high rate of inflation, the South African 
authorities believed that these objectives remained broadly appropriate 
and, moreover, that the intentfons expressed in the earlier memorandu;a 
provided a useful constraint on fiscal policy. They pofnted out, however, 
that domstic demand had fallen much more rapidly than had been expected 
and that the balance of payments constraint had become leas binding. For 
these reasons, they thought that further increases in taxation in 1983/84 
would no longer be appropriate. 

The budget for 1983/84, presented to Parliament shortly after depar- 
ture of the taission, projected a deficit of R 2.1 billion (some 2 l/4 per 
cent of GDP) to be financed without any net recourse to borroting from 
the banking system (Chart 7). No allowance was made la the initial budget 
estlmates for the remowal of the import surcharge. The budget included 
no substantial addftlonal tax measures, although some ratlonalization 
of the tax system was proposed and the Minister abolished the 5 per cent 
loan levy on personal income taxpayers. Also, it was announced that, 
starting In the 1984/85 tax year, Black taxpayers would be taxed on the 
same basis as other taxpayers. 

Total revenues were budgeted to increase by about 11 l/4 per cent. 
Tax and lease revenues from gold lkiaes were projected to rise by 9.5 per 
cent, suggesting that the budget had assumed a price of gold sllghtly 
in excess of US$OOO per fine ounce. The increase in these revenues 
accounts for only about 8 per cent of the overall budgeted increase In 
revenues. Notably, the estimates for personal income taxes reflect an 
assumption of much less buoyancy than experienced during the last two 
years. 
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Expenditure was budgeted to increase at a rate of about 8 3/4 per 
cent over the revised estimates for 1982/83-implying a signifLcant reduc- 
tion both fa real terms and in proportion to GDP. While the Government 
ia determined to resist pressures for increased opending, past experience 
suggests that soara additional appropriations will be made before the end 
Of the fiscal year. In addition, about R 0.9 billion of the borroting 
in excess of requirements in 1982183 was transferred to the stabflizatim 
account with the Reserve Bank. Funds in this account may be drawn upon 
during the fiscal year to finance stockpiling of Imported strategic 
materials, but may not be used for any other purpose without specific 
Parliamentary appropriation. Such atockpilfng represents a substitution 
of assets and should not exacerbate inflation insofar as it draws on 
foreign reserves rather than domestic reaourcea~ In any event, owing 
partly to a dearth of additional storage capacity, it is believed that 
very little stockpiling is libly in 1983184. 

Mthfn the aggregate of government spending, expeoditure on education 
and manpower training was budgeted to increase faster then the average- 
that is, by about 11 l/4 per cent. Another welcome element on the expen- 
dfture side was the copllpitment to freealng salary acales for government 
employees. In addition to its direct effects, the authorities hope that 
this will provide a signal for wage moderation in the private sector. 

4. Wmr markat policies aa a constraint on growth lJ 

While demand restraint might be able to contain labor coat increases 
in the short run, shortages of skilled labor constitute a medium-term 
constraint on potential growth that is unlikely to be eased without sub- 
stantial changes in policy. It is notable that, whereas, according to 
official estimates, a 5 per cent rate of growth is required to keep unem- 
ployment from rising, only about a 4 per cent rate of growth is viewed 
as attainable with the projected avallab1l1ty of skilled labor. Clearly, 
there la a serious problem in the skill structure of the supply of labor. 
This problem derives from the long-standing labor market policies and 
practices that constitute impedimants to mobility in the labor market 
and the optimal use of labor resources. 

Until recently, a number of job reservation regulations based on 
race Impeded vertical mobility in the labor market, acted as a disincen- 
tive to the acquisition of skills by Black workers, and distorted the 
occupations~ allocation of labor. In meetings with the government repre- 
sentatives, opposition groups, and private industry, the mission found 
broadly baaed acknowledgement that these legal impedimenta to vertical\ 
labor aobfllty had been virtually eliminated. Only one relatively unia~ 
pottant job reservation determination remained in the mining industry, 
but exemptions to it were readily granted, and the Government intended 
that it should be phased out aa soon as agreement could be reached among 

L/ An appendix to the recent economic developments paper for the 1983 
Article IV consultation discussions examines the question of la&or market 
policies and practices in greater detail. 

f. - 
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all the concerned parties. The~miss3on also found widespread agrewnt 
that sub8tantial improvements had been made in allowIng Black worker8 
full union right8 and SCCWS to the machinery for settlement of industrial 
disputes. 

In practice, the movement to 8 more racially diverse skilled labor 
force has proceeded more rapidly in private iadustrp than in public Ser- 
vice. A major impediment to progress on this front is the large diecre- 
pancy in sklIl8 and in government expenditure on education and training 
between race groups. While this discrepancy in educational expenditure 
may hsve narrowed somevhat in recent yearpI, eetimates of per caPit 
expenditure on school education by race group in 1979/80, published by 
the ItOKIgOVetint Inetitute of Race Relations, show a ratio of alPra8t 
13:1 between expenditure on White school children and on Black school 
children, with other race groups falling between the two. There were 
cilso, reportedly, large d18crepancie8 bet-en race group8 in term8 of 
awe88 to technical and vocational trainfag. The authorities w8re aware 
of and concerned about these problem8 and they acknowledged thet more 
expenditure on training and education for non-Wh%te race group8 was 
wrtant to the objective of easing the skilled labor constraint. In 
recent years they have increased expenditure on education for Blacks more 
rapidly than that for Whites and have provided attractive fiecal incen- 
tives to private sector ePPployer8 for on-th8-job training. Nevertheless, 
on present trends, the discrepancy In the di8tributiOn of skflls is 
likely to persist over the long runa 

Another SeriOu8 problem exist8 with reepect to impediment8 to the 
geographical mobility of Black workers. There are restrictions on the 
movement of Blacks from the rural to the urban areas and lltitations on 
the aobillty of urban Black8 between urban areas. These restrictIon 
impede the normal working of the labor market, lead to large pay differen- 
tials between area8, and add to inflationary pressure8 in labor shortage 
areas and unemployment in labor eurplus area8* Moreover, the system of 
short-term -rant labor contracts, whereby Black workers have to be 
returned to their point of recruitment on the expiration of the contract, 
militate8 against continuity of employment and consequently against on- 
the-job training. The question of geographical mobility ie a eubject of 
intense debate within official circles lo South Afrlcs, and a variety of 
propoeals for changes In the regulatloas render it difficult to analyse 
the direction and nature of potent%al change. Xt is generally acknowl- 
edged that the present system involves economic co8t8, but the mission's 
dlt3cu88ioas did not Indicate any clear proepect of improvement in thi8 
area, The regulatory system might serve 8ome sectors1 economic interests 
but in general Its maintenance is based on noneconomic COn8ider8tiOnS. 

In general, labor market regulation8 in South Africa are clearly not 
coa818tent with the realizatlon of the country'8 full growth potential. 
By COQtr88t, their effect8 on short-term fluctuations In the external 
position are unlikely to be significant, and any easing of labor market 
restrictloas would have virtually no effect wIthin the relatively short 
time horizon of the current stabil1tatlon program, It 18 also worth 
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noting that a full utllitation of the resources of the economy would 
require that the relaxation of restrictious on labor mobility be coupled 
with a reordering of spending prioritle8 that allowed for en enormous 
lncreaae in education and training and thue In public sector expenditures. 

Until April 1982 indu8triti development In the es-called nation81 
8tate8 and Black homeland8 and In adjacent area8 we8 encouraged through a 
package of flrcal fncentiver but the reeulte achieved were generally poor. 
If anything, in the decade to 1980 the proportion of nev investment in 
manufacturing In area8 other than the establfehed industrial centers 
declined slightly and the geographical distribution of lndu8trial employ- 
Pent resmlned extremely uneven. From April 1982, a new package of iacen- 
tlves for dwel8pment of a broader set of dealgnated “Industrial develop- 
bent points and decoecentration points” becam effective. In general, 
this new package eubetltuted cash Incentive8 for tax concessions and it 
is intended that the regional patters of traneport and industrial infra- 
structural development will be Integrated with tN8 echeme. Mscus8ions 
with offlcl8le iudiceted that increased emphasis will be placed on the 
pranotlon of egrlculture, services, and labor-Intensive industry In these 
areas, although I;: we8 recognised that even 80 the expenditure required 
to develop the necessary lnfraetructure would be very large. 

5. The short-term economic outlook 

A8 usual, the exterual envlroument Is the principal source of uncer- 
tainty in evaluating the ehort-term prospects of the South African economy. 
The recent World Economic Outlook exercise projected an increase of almost 
4 per cent In the mighted average of partner countries’ non-oil Import 
volumes In 1983. Bowever, while the South African economy will obviously 
beneflt from a recovery In major trading partner countries, it is extremely 
sen8itive to price8 of a few major primary cammdfties that do n6t neces- 
earily move up in pace with aggregate demand. Xn addition, the normal 
difficulty of projecting capital flows ha8 been msde more hazardous by 
recent policy changee. 

For 1983 a current accouut surplus of almost SDR 1 l/2 billion 
(equivalent to 2 per cent of GDP) is projected. Hongold export volume is 
expected to rise by 2 per cent after falling by 3 per cent In 1982. The 
iacreaee is constrained in part by drought-related weakness of some agrl- 
cultural exports, and the msrgln of error 18 uldened by the difficulty 
of projecting the demand for coal and some other primary mineral products 
In the wake of the fall in oil prlcee. No appreciable change Is expectsd 
in the volusm of gold output but the SDR price of gold Is assumed to rise, 
on werage, by 16 per cent in 1983. Import volume 18 projected to fall 
by 16 per cent, following a 15 per cent decline last year, owing to con- 
tlwing weaknees in total domestic demand and, partlcukarly, in invest- 
ment, which has a relatively high Imported component. The nongold terms 
of trade are expected to Improve by some 4 per cent, partly reversing the 
sustalued deterioration over the last few years, and the terms of trade, 
Including gold, by 9 per cent. The trade surplus is projected at almost 
SDR 4 l/2 billion and the deficit ou services Is expected to be slightly 
more than SUR 3 billion. 
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The elimination of exchange controls on ndnrcsidcnts and the unlfi- 
cation of the exchange market render projections of capital flows even 
more difficult than usual. It was thought at the time of the unification 
that there would be a strong incentive for nonresfdents to sell South 
African shares that had been purchased at a substantial discount through 
the financial exchange rate and to repatriate their capital at the new 
unified exchange rate. This did not occur immediately, partly, perhaps, 
because there were widespread expectations of a further appreciation of 
the ram-l. However, a large capital outflow occurred after the steep 
decline in the price of gold in late February, which increased the likeli- 
hood of a depreciation of the rand, At the time of the discussions, the 
auttmrities enwlsaged a net capital Inflow of about SDR 1 l/2 billion; 
subsequent developments, however, euggest that it might turn out to be 
smaller. 

The real economy Is expected to remain weak for the year as a whole, 
although a pickup in demand is expected in the latter part of the year. 
Total domestic demaud is projected to fall by about 4 per cent, led by a 
7 per cent reduction fn fixed Investment and a further substantial run- 
down in inventories. The effect of this fall in demand on output is 
expected to be moderated by some strengthening of the foreign balance, In 
constant price terms, so that GDP la projected to decline by about l/2 per 
cent. I[mpliclt in this projection is a substantial further reduction in 
value added in agriculture owing largely to the drought. The projections 
for the real economy imply a substantial further worsening of unemployment. 

At the time of the mission, the rate of increase in consumer prices 
was expected to fall to about lo-11 per cent from 14 3/4 per cent in 1982. 
These projections now seem slightly optimistic given the effects of the 
drought on prices of agricultural goods and the cessation of the upward 
trend in the exchange rate of the rand. Nevertheless, some reduction in 
consumer price inflation to about 12 per cent still seeti likely. A much 
sharper reduction is expected in unit labor cost inflation, given the 
softening of the private labor market and budgetary control over government 
wages and salaries. 

v. Staff Appraisal 

South Africa’~ fimmcial and economk poaltion baa turned around 
much more sharply than anticipated at the time of the stand-by negotia- 
tious, with the increase in the price of gold reinforcing the effects 
(especially on imports) of the vigorous stabilization policies which the 
authorities pursued during 1982. Ou a seasonally adjusted basis, the 
current account of the balance of payments had moved into a surplus of 
some 1 l/2 per cent of GDP already In the fourth quarter of 1982, as 
against a deficit of 7 l/2 per cent of GDP in the flret half of the year, 
The capital account has also strengthened markedly since mid-1982. In 
part-icular , there were large inflows of short-term capital, on au 
uncovered basis, ledwed both by mmpuratively high nominal interest 
rates in South Africa aud videly held expectations of an appreciation of 

-\ - 
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the rend. OveralL, the balance’of payments swung from a deficit of 
SDR 2 billion in the firet half of 1982 to a surplus of some 
SDR 1 1;2 billion in the second half of the year, and the surplus remained 
large in the first two months of 1983. The authorities were able to repay 
nearly all of their outstanding foreign short-term liabilities (which in 
mid-1982 had exceeded the equivalent of SDR 1.5 billion) and to rebuild 
gross official reserves from a low of SDR 0.5 billion in October 1982 to 
SDR 1.3 billion in February 1983. In March 1983, however, substantial 
capital outflows appear to have taken place in response to the weakening 
of the gold market and the lifting of exchange controls on nonresidents. 

On the domestic front, the economy has cooled off rapidly. In real 
terms, domestic expenditure fell in 1982 by 4 per cent, about twice as 
much as had been projected under the stabilization program, and GDP 
declined by 1 per cent. Capacity utilization in manufacturing fell 
sharply and unemployment increased, although shortages of skilled labor 
did not ease much. Price performance was also slightly better than had 
been foreseen under the stabillzation program. However, the rate of 
inflation (CPI), at 14 3/4 per cent, remained disturbingly high, reflect- 
ing mainly strong wage pressure8 , and the differential against trading 
partners widened further. 

Despite a disquieting increasc in real government spending, the bud- 
get deficit in the 1982/83 fiscal year was contained within the initial 
budget projection of 2 3/4 per cent of GDP, owing largely to the unexpec- 
ted buoyancy of revenue from gold mining. In addition, the deficit was 
more than fully funded outside the banking system, so that net bank 
credit to the Government was sharply reduced; this helped to counter the 
liquidity effects of the external surplus. Nevertheless, although the 
growth in total domestic credit in the period through March 1983 has 
remained well within the ceilings set under the stand-by arrangement, the 
monetary aggregates have grown faster than projected owing to a stronger- 
than-expected external payment8 position. In the opening months of 1983, 
tht authorities called a virtual halt to their efforte to mop up excess 
liquidlty by means of sales of new government debt to the publfc. This 
lull in debt sales occurred because of a fear that overfunding, undertaken 
for monetary control rather than budgetary finance, could undermine the 
government expenditure and fiscal deficit objectives for 1983/84, and it 
contributed to a worrisome acceleration of monetary growth and fall in 
faterest rates in &he first quarter in 1983. In order to moderate these 
tendencies, the strengthening of the external position was allowed to be 
reflected in part in an appreciation of the rand, at the expense of a 
worsening in 608t competitiveness. Also, in line with the Government’e 
stated long-term objective, exchange control on nonresidents was abolished 
on February 5, 1983 in the hope that It would have the beneficial side 
effect of dampening or reversing the net inflow of capital. 

The staff believes that, in view of the strength of the external 
position and the prospect of a resumption of growth in the second half 
of 1983, policies In the period ahead should focus on reducing inflation. 
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To this end, credit expansion should remain well within the ceilings Set 
under the stand-by arrangelent and interest rates as well as rediscounting 
penalties should be raised to contain the expansion of credit to the pri- 
vate sector and reduce the growth in the monetary aggregates. The staff 
agrees with the authorities that monetary control should be pursued even 
at the risk of its leading to some further appreciation of the rand, and 
would urge the authorities to pursue aggressive debt management policies 
even if this requires some increase in government expenditure on servic- 
ing the public debt. The staff acknowledges the possibility of a conflict 
arising between the objective8 of monetary control and the maintenance of 
the external competitiveness of the manufacturing sector in the event of 
a continued improvement in the external payments position. Should such 
a conflict arise, the staff agrees with the authorities that efforts to 
control the nominal exchange rate at the expense of a loss of monetary 
control would not be beneficial to the external competitiveness of the 
economy over the medium term and would not facilitate the medium-term 
objective of diversifying the production and export base of the economy. 
Such a situation would, however, present an opportunity for the author- 
ities to make further progress toward their objective of easing capital 
controls on residents and this, in turn, should help resolve the conflict 
between monetary control and short-term competitiveness. 

Fiscal policy for 1983/84 reflects the authorities’ connnitment to 
restraint. The containment of the budget deficit to about R 2 billion 
(equivalent to 2 l/4 per cent of GDP), despite the effects of overfunding 
and drought relief on government expenditure and strong pressure6 for a 
more expansionary fiscal policy in light of the substantially eased 
balance of payments constraint, is evidence of the authorities’ fiscal 
resolve. Moreover, the undertaking to finance the budget deficit from 
nonbank sources should facilitate monetary control. The projected 
11 l/4 per cent increase in government revenue 18 predicated on conserva- 
tive assumptions regarding the gold price. The staff concurs with the 
view that no major tax initiative was warranted in present circumstances 
and welcomes the elimination of the compulsory loan levy on Income tax- 
payers, which constitutes a further step in the liberalizatlon of domestic 
financial markets. Within the increase of about 9 per cent in total 
goverrmuznt expenditure, both the larger allocation to training and educa- 
tion and the freezing of government salary scales are steps In the right 
direction, given the current conditions of high wage-cost inflation and a 
continuing underlying shortage of skilled labor. 

At the time of the presentation of the budget to Parliament, no 
action was taken on the removal of the remaining 5 per cent surcharge on 
imports, although the authorities reaffirmed their commitment to eliminate 
the surcharge completely before the end of 1983. The authorities acknowl- 
edge that the elimination of the surcharge might be beneficial to their 
inflation objective and that there is no balance of payments reason for 
the retention of the surcharge. The delay in completing the phasing out 
of the surcharge reflects rather the authorities’ conservative assump- 
tions about government revenue and their desire to contain the budget 
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deficit. The staff believes that the authorities should accelerate the 
phasing out of the surcharge even if this were to be possible only at the 
expense of a larger budget deficit than envisaged at present. 

Finally, for the South African economy to realize its full potential 
over the medium term, in terms of both overall growth and diversification 
of the production base, the staff believes that it is important that more 
efficient use be made of the country’s manpower resources. In this con- 
nection, the progress made to date in eliminating regulatory impediments 
to vertical labor mobility is welcome, but the efforts that are currently 
In progress to upgrade the skills of a large part of South Africa’s pop- 
ulation can hardly be regarded as adequate. Moreover, there are still 
significant restrictions on the geographical mobility of labor, which 
create inflationary pressures in labor shortage areas, while adding to 
unemployment in labor surplus areas. The system of short-term migrant 
labor contracts encouraged by these restrictions leads to high labor 
turnover and acts as a disincentive to investment in on-the-job training. 
These restrictions are maintained despite widespread official acknowledge- 
ment of the persistent shortages of skilled labor and their inconsistency 
with the general free market thrust of economic policy. In the view of 
the staff, therefore, in order to avoid serious imbalances in the economy 
over the medium tera, it is essential that the impediments and restric- 
tions governing the labor market be eased and that the allocations of 
government expenditure to certain areas of education and manpower train- 
ing, that to date have been Inadequately funded, be stepped up sharply. 

In recent years the tivernment has shown evidence of cautious exter- 
nal debt management policies. The debt service ratio is low by the 
standards of many developing critintries and is projected to fall to 7 per 
cent in 1983. In view also of the present and prospective strength of 
the external current account position, It seems unlikely that South 
Africa will experience any debt servicing difficulties in the foresee- 
able future. The staff also welcomes the decision to refrain from 
further purchases under the stand-by at the present time. 

It is recommended that the next Article IV consultation with South 
Africa be held on the standard 12-month cycle. 
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VI. Proposed Decision 

The following draft decision is proposed for adoption by the Execu- 
tive Board upon completion of the review of the stand-by arrangement for 
South Africa: 

South Africa has consulted with the Fund in accordance 

with paragraph 3(b) of the stand-by arrangement for South 

Africa (EBS/82/173, Sup. 1, 11/a/82) and paragraph 3 of the 

letter dated October 4, 1982, attached hereto. No new 

understandings with the Fund are necessary regarding the 

circumstances in which further purchases may be made by South 

Africa under the stand-by arrangement. 
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Table 1. South Africa: Balance of Payments, 1979-83 

(In'millions of SDRs) 

1979 1980 1981 1982 1983 
?tand-by Preliminary Stand-by Revised 
projections outturn projections projections 

Merchandise exports, f.o.b. 21 8,103 9,645 9,334 8,500 8,469 9,100 9,070 
Percentage change In value 18.4 1P.O -3.2 -9 -9 l/2 7 7 
Percentage change in volume 5.1) -0.8 -10.0 -l/2 -3 2 l/2 2 
Percentage change in unit price 12.8 20.0 7.6 -8 l/2 -6 l/2 4 l/2 5 

Net gold output 5,519 
Percentage change in value 55.5 
Percentage change in volume -2.7 
Gold price In SDRs 238 

Merchandise imports, f.o.b. -8,954 
Percentage change in value 21.6 
Percentage change in volume -0.5 
Percentage change in unit value 22.2 

lO,Oi5 8,126 6.100 7,211 6,080 
81.5 -18.9 -25 -11 -l/3 
-6.8 0.8 1 112 2 

471 390 290 342 284 

-13,983 -17.647 -15,320 -15,128 -13,700 
56.2 26.2 -13 l/4 -14 l/2 -10 l/2 
21.6 14.6 -12 l/3 -15 -14 l/3 
28.5 10.1 -1 1 4 l/3 

8,350 
16 
-- 

396 21 

-12.835 
-15 
-16 

1 

Trade balance 4,668 

Nonfactor services, credit 1.754 
Nonfactor services, debit -1.966 
Other services and transfers -1.725 

Current balance 2,731 
(In per cent of GDP) (6.2) 

Capital movements -2,347 
Exchequer . . . 
Other 11 . . . 

Overall balance 384 
Financing (increase in 

atwet -) -384 
Net use of Fund credit -237 
Other financing -147 

Terms of trade 8 
Gross offfcial resemes, end of 

period 21 
In millions of SDRs 3,708 
In months of merchandise 

5,677 -187 -720 552 

2,283 2,734 
-2,765 -3,528 
-2,235 -2,625 

2.670 
-3,420 
-2,500 

-3,970 
(-6.0) 

2,649 
-3,224 
-2,516 

2,960 
(4.8) 

-3,606 
(-5.2) 

4,585 

2,890 
-2,736 
-3,281 

1,458 
(2.0) 

-2,436 844 
. . . 155 
. . . 689 

. . . 

. . . 

. . . 

524 -2,762 

1,970 
433 

1,537 

-2,000 

-2,539 
(-3.8) 

2,185 
387 

1.798 

-354 

1.480 

2.850 
-3,160 
-2,570 

-1,400 
(-2.0) 

600 
228 
372 

-800 . . . 

-524 2,762 
-77 -- 

-447 2,762 

23 -13.6 

2,000 354 800 . . . 
800 800 200 . . . 

1,200 -446 600 , . . 

-14 3/4 -10 -2 l/2 9 

5,670 3,441 

2.3 

0.9744 

2.800 I/ 3,916 

2.3 >I 3.: 

0.8172 0.8359 

. . . . . . 

. Imports 
SDR/rand exchange rate 

(averages) 

5.0 

0.9194 

4.9 . . . . . . 

0.9876 0.7604 0.8453 21 

Sources: South African Reserve Bank, Quarterlv Bulletin; and data provided by the South African 
authorities. 

-. - 



Table 2. South Africa: Domestic Developments and Forecasts 

(Changes, in per cent, from previous year) 

1969-79 1979 1980 1981 1982 1983 
Average Estimates Forecast 

Demand and output (in constant prices) 
Private consumption 
Public consumption 
Gross fixed investment 
Stockbuilding &/ 

Total domestic demand 3.2 

Foreign balance A/ 0.6 

3.6 
5.1 
4.0 

-0.5 -- 

Prices, wages, and savings 
Consumer prices 
GDP deflator 
Salaries and wages per worker in nonagri- 

cultural sector (in constant prices) 
Whites 
Nonwhites 
All population groups 

Personal disposable income 
Savings ratio (in per cent) 

3.5 

Sources: South African Reserve Bank, Quarterly Bulletin; and data provided by the South African 
authorities. 

IJ Contribution to growth of GDP; the contribution by stockbuilding includes statistical discre- 
pancies. 

9.6 13.1 13.8 15.2 14.7 11 l/2 
11.1 14.3 20.8 8.4 13.8 12 l/2 

-0.5 
5.5 
1.7 

13.5 
9.5 

2.9 9.0 6.4 1.9 -1 l/2 
2.7 9.0 2.5 3.7 3 
2.2 14.6 11.5 -2.6 -7 
0.6 2.2 2.7 -4.7 -1 l/2 

3.4 13.2 

0.9 -4.2 

4.1 7.8 

10.1 -3.8 -4 . 

-4.5 2.9 3 l/2 

5.1 -0.9 -l/2 I 

-1.0 3.3 5.7 . . . 
0.5 4.3 2.9 . . . 

-0.9 3.5 4.6 3 

18.5 23.2 17.9 13.6 
10.4 10.0 6.7 4.6 

I 

w” 



Table 3. South Africa: The Financial Program A/ 

(In millions of rand) 

1981 1982 1983 
Dec. Mar. June Sept. Dec. Mar. June Sept, Dec. 

Historical data Program Actual Program Actual, 

Total domestic 
credit z/J/ 27,768 29,450 31,343 32,011 34,150 32,492 35,450 33,064 36,650 37,450 38,600 

(38) (37) (32) (25) (23) (17) (20) (12) (17) (15) (13) 

Net credit to 
Government 2/3/ -- 6,022 5,642 6,930 6,487 8,050 6,328 7,500 

(52) (72) (69) (38) (34) (5) (33) 

Private sector 
credit 21,746 23,808 24,413 25,524 26,100 26,164 27,950 

(35) (31) (24) (22) (20) (20) (17) 

Other assets, net -4,285 -3,643 -4,153 -3,918 -4,750 -4,563 -4,600 -4,055 -4,900 -4,930 -5,050 

Net foreign 
assets 41 1,654 139 -824 -198 -1,250 844 -1,900 

Total liquidity 
(M3) 25,137 25,946 26,366 27,895 28,150 28,773 28,950 30,105 29,400 30,050 31,000 

cm (18) (11) (18) (12) (14) (12) (16) (12) (11) (10) 

5,383 8,200 
(-5) (18) 

27,681 28,450 
(16) (17) 

1,096 -2,350 -2,470 -2,550 

8,100 8,500 
(12) (6) 

I 

E 
29,350 30,100 

(16) (15) ' 

Source: Data provided by the South African authorities. 

A/ Data refer to the end of period. The figures in partentheses are percentage changes over the cor- 
responding date of the previous year. 

2/ Inclusive of Exchequer foreign liabilities, government-related items in transit, and exchange losses 
on forward cover. 

31 Program ceilings are performance criteria. 
z/ Exclusive of Exchequer foreign liabilities and valuation adjustments. 
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Table 4. South Africa: Summary of the Exchequer Accounts A/ 

(In millions of rand) 

Revenue 
Of which: 
Gold-mining related 
Other 

Expenditure 
Of which: 
Education 
Defense 
Interest on public 

debt 
Capital expenditure 

Surplus or deficit (-) -285 -2,022 -2,380 -2,400 -2,341 -2,082 
(In per cent of GDP) 0.4 2.8 2.8 2.8 2.8 2.3 

Memorandum items: 

Revenue J/ 
Expenditure 

Education 
Defense 
Interest on public 

debt 
Capital expenditure 

1980/81 1981/82 1982/83 1983/84 
Budget Stand-by Budget 

Actual Actual estimate estimate Actual estimate 

13,130 14,146 15,858 16,350 _2/ 17,148 19,094 

3,633 2,131 1,005 1,200 1,652 1,810 
9,677 12,285 14,853 15,150 21 15,496 17,284 

-13,595 -16,438 -18,238 -18,750 -19,489 -21,176 

-2,147 -2,813 -3,372 -3,372 . . . -3,752 
-2,270 -2,662 -2,668 -2,895 -3,128 -3,092 

_ -1,403 -1,973 -2,230 -2,419 -2,499 -2,850 
-2,594 -2,731 -2,750 -2,750 -2,795 -2,850 

(Percentage changes) 

36.0 8.3 10.0 13.4 19.0 
18.8 20.9 11.0 14.1 18.6 
27.9 31.0 19.9 19.9 . . . 
28.7 17.3 0.2 8.7 17.5 

8.0 10.6 13.0 22.6 26.7 14.0 
. . . 5.3 0.7 0.7 2.3 2.0 

11.3 
8.7 

11.3 
-1.2 

Source: Data provided by the South African authorities. 

I/ Years ending March 31. 
c/ Including R 300 million from additional tax effort. 
21 Excluding loan levy. 
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Table 5. South A.frtca: Outstanding External 
Debt and its Servicing, 1980-83 

(In millions of SDRs) 

Outstanding public and publicly 
guaranteed debt 2/ 

Amortization payments 
Interest payments 

Total payments 

4,551 5,046 5,473 21 . . . 

1,422 692 867 655 
487 681 435 608 

1,909 1,373 1,302 1,263 

Exports of goods and nonfactor 
services 21,944 20,194 17,920 

Debt service ratfo (In per cent) 8.7 6.8 7.3 

PZemorandum items: 

Outstanding debt by lender 
Financial institutions 
Suppliers' credits, bonds, etc. 

Outstanding debt by lender 
Central government 
Public corporations 
Local authorities 

3,506 4,132 4,713 y 
1,045 914 760 21 

Short-term debt k/ 

. . . 1,591 2,098 

. . . 3,388 3,317 

. . . 67 58 

5,005 ..* ..* 

1980 1981 1982 1983 i/ 

18,052 

7.0 

. . . 

. . . 

. . . 

. . . 

. . . 

. . . 

Source: Data provided by the South African authorities. 

&/ Projections for 1982-83 are based on amounts outstanding as of 
March 31, 1982. 

2/ Debt (including undisbursed) with origfnal maturity of one year or 
longer, at end of period. 

2/ Outstanding amount as of September 30, 1982. 
A/ Including domestic banking system and private sector. 
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Proposed quota 

Status 

Wud holdings of South 
African rand 

SDR position 

Fund Relations tith South Africa 
CAa of April 29, 1983) 

Gold distribution 

Rxchangc eya tea 

Last coafmltation 

Purcbaees under the 
stand-by arrangement 

Effected 

Scheduled 

SDR 636 million. 

SDR 915.7 Psillion 

Article VIII, ae frotu September 15, 1973. 

SDR 1,431.O million or 225.0 per cent of 
quota. 

Roldinge are SDR 69.9 million or 31.7 per 
cent of net cumulatioa allocatlon of 
SDR 220.4 million. 

273,865 flue ounces. 

The South African authortties do not 
maintsln margins in respect of exchange 
traneactione. The dual exchange rate 
eystea, under which certain capital trans- 
actions took place in a separate insulated 
market in which the "financial" rand was 
traded at a freely deteraained exchange rate 
(usually at a dfecount over the "coannercial" 
rate), WMB unified as of February 7, 1983. 
The exchange rate of the rand on April 29, 
1983 uas R 1 - USSO.92, compared with R 1 = 
USSO. on February 4, 1983. 

February/March 1982, colapleted by the Rxecutfve 
Board on May 26, 1982. 

SDR 159 paillion (November 8, 1982) 

SDR 41 mllllon after January 31, 1983 
SDR 54 mfllion after Aprfl 30, 1983 
SDR 54 million after July 30, 1983 
SDR 56 million after October 31, 1983 
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South Africa--Basic Data 

Area and Population 

Area 
Population (at June 1981) 
Rxployment In nonagricultural sector 

(as at Decaber 1982) 

IMP Position (April 29, 1983) 

Quota - 
Fund holdings of rand ae per cent of quota 
Holdings of SDRs 
Exchange rate 

National Account6 

Private consumption 43,882 3.8 9.0 6.4 1.9 
Public coneunrptlon 11,982 5.8 9.0 2.5 3.7 
Gross fixed investment 21,723 3.0 14.6 11.5 -2.6 
Change in etock8 (including 

residual item) &/ 1,855 2.6 2.3 2.7 -4.6 e --- 

Total domestic demand 79,442 4.1 13.2 10.1 -3.8 

Exports of goods and services 21,929 1.4 -0.9 -5.1 -1.5 
Imports of goode and services -21,956 2.6 18.6 13.6 -13.2 -- -- - 

Cross domestic product 79,415 3.7 7.8 5.1 -0.9 

APPENDIX II 

1,182,345 sq. km. 
30,130,OOO 

5,111,000 

SDR 636 million 
225.0 

SDR 69.9 million 
R 1 - USSO. - SDR 0.8499 

1982 1973-80 1980 1981 1982 
In millions 
of rand at 

current Percentage change in 
prices real terms 

State Revenue Account z/ 1979/80 1980/81 1981182 1982/83 
In millions of rand 

Revenue 9,788 13,310 14,416 17,420 
Expenditure -&lL -13,595 -16,438 -19,205 

Overall deficit -1,653 -285 -2,022 -1,785 

l/ Contribution to growth of GDP. 
f/ Years ended March 31. 

.., . . 
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Basic Data (cont'd.) 

Balance of Payments 

Merchandise exports, f.o.b. 
Net gold output 

Merchandise imports, f.o.b. 
Net invisibles and transfers 

Current balance 

Net long-term capital 
Net short-term capital (Including errors 

and omiaaiona) 

Net capital (including errors and 
omissions) J/ 

Overall balance 

Level of reserves at end-year (in millions 
of SDRs, IFS definition) 

Monetary Aggregates 

Broad money (M3) 
Total net domestic credit J/ 

Of which: 
Bank credit to prfvate sector 
Bank credit (net) to government 4/ 

1979 1980 1981 1982 
In billions of rand 

14.8 19.9 17.9 
6.0 10.1 8.3 

-9.7 -14,2 -18.1 
-2.1 -2.7 -3.5 

3.0 3.0 -3.7 

-1.0 -0.5 0.5 

-1.5 -2.0 0.4 

18.8 
8.6 

-18.1 
-3.7 

-3.0 

1.9 

0.7 

-2.5 -2.5 0.9 2.6 

0.5 0.5 -2.8 -0.4 

681 994 898 705 

1979 1980 1981 1982 
Percentage increase over 

previous year 

14.7 23.5 20.2 14.5 
13.1 20.4 33.1 10.2 

15.6 29.1 34.9 21.0 
5.7 -12.0 23.5 -52.2 

Prices, Wages, and Unit Labor Costs (annual 
average) 

Consumer prices 13.1 13.8 15.2 14.7 
Exports of goods and services 26.2 34.1 -1.7 7.5 
Imports of goods and services 21.6 20.4 2.8 16.5 

Real remuneration per worker 2/ 
Whites 
Nonwhites 

Unit labor cost5 in manufacturing 

-1.0 3.2 5.7 2.5 
0.5 4.3 2.9 5.6 
7.7 11.8 15.8 21.4 

A/ Excluding short-term liabilities related to reserves. 
2/ These data are on the official definition rather than the definition 

employed for purposes of the stand-by arrangement. 
21 In the nonagricultural sector. 
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South Africa: Selected Economic and rinanclal Indicators. 198143 

- 

1981 1982 1983 
Stand-by PrC?limafIMly Stand-by Review 

ACCWll ostfeete outtum(I program A/ miinston 

(Annual perceataee chan.qee unless otherwise speclm) 

Natfooal income and prices 
GDP at constant prices 
CDP deflator 
Cansuser prices 

Extemel set tar 
Nongold export value. 

f.o.b. t/ 
Rongold export uoluarr 
Cold exports 21 
Gold axvort voluraa 
Import value, f.o.b. 2/ 
Illport VOIUDZ 
Tenm of trade (Including 

gold. deccrloration, -1 
Uomiaal effective exchaqe 

race (deprceiatioo, -1 
Real effective excijaoge 

rate (depreciation, -1 

Govemment budget 4/ 
Ravenut 
Total expenditure 

baby and credit r/ 
Net domatfc credit &/ 

Net credit to the 
GoveraPeat cy 

Credit ta the private 
sector a/ 

n3 
Velocity of Xi (ratio of 

Gm to x3) 
Iacere8t race (90-day 

bankers’ accep tame) 

5.1 
8.4 

15.2 

l/G 
12 l/2 
15 3/4 

-1 
13 314 
14 314 

-1 
13 314 
14 

-l/Z 
12 l/2 
11 l/2 

-3.2 
-10.0 
-18.9 

0.8 
26.2 
14.6 

-9 
-112 

-25 

-3 314 
-I2 1/3 

-9 l/2 
-3 

-11 
l/2 

-14 l/2 
-15 

: l/2 
-l/3 

-3 112 
-14 I/3 

7 
2 

16 A/ 
-- 

-15 
-16 

-13.6 

1.5 

4.7 

-14 314 -10 

. . . -10.6 

-2 l/2 

a.. 

9 

. . . 

. . . -5.0 . . . ..* 

8.3 13 l/3 20 314 . . . 
20.9 14 16 3/4 

9 l/2 
. . . 10 l/4 

38 

52 

35 
20 

3.02 

15.25 

23 17 13 

34 5 l/6 6 

20 20 1/2 15 
12 14 l/2 10 

2.96 2.96 3.00 

13 

6 

15 
12-14 

. . . 

. . . 14.25 . . . . . . 

Ckotral govemmmc budapt deficit 
(Stat6 B6vemIe Accouat) A/ -2.8 

Gross domestic investmat 34.2 
Gross domstic savingm 28.9 

External current account 
daficit -5.2 

Dsbt service ratio z/ 6.6 
ExtemaI &bt 7.6 
Overall balance of payatencs 

(ta millions of SOlIs) -2.762 
Gross official extemal 

reserves (tn millions of 
SDib) g/ 3,441 

(In per cent of GDP) 

-2 3/4 -2 l/4 -2 -2 l/4 
30 27 26 3/4 24 l/2 
24 23 l/4 24 314 26 l/2 

-6 
8 

. . . 

-2,000 

-3 314 -2 
7 7 
a 1f2 .., 

-354 -800 

. . . 3,916 .., 

2 
7 

. . . 

. . . 

. . . 

Sources : IMP, Intern :ional Piuanclal Stetirtlcs; and data provided by the South 
Africam nutkoritiz-- 

l/ Based on a gold price of US$315 per fine ounce. 
5/ In SW term. 
31 Based on a gold price of US5431 per fioe ouuce. 
gf Fiscal year beginning April. 
r/ End period. 
61 As defined for purposes of the stand-by arrangement. Based on program cei! i nq? 

for 1983. 
I/ In per cent of exports of goods and noafactor services. 
J/ Gold valued at whet-related price. 


