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CURRENCIES AND INTEREST RATES

Global markets spread growth

B It is not demand that is lacking, but savings

. The great mystery of the international finan-

cial system is the seemingly irrational move-
ment of some currencies — notably the
strength of the US dollar in the light of that
country’s trade deficit — in markets that
have access to much more information than
in the past and are subject to far fewer
restrictions. In theory, this should mean
keener prices and greater predictability.
But for the fact that there is a numerical
preponderance of deadbeat members of the
International Monetary Fund (IMF) these
days, it is a subject that logically would have

. preoccupied minds and dominated discus-

sions at last week’s annual meeting in Wash-
ington DC. In the event, the self-inflicted
plight of the indigent was given the most
vocal airing.

But there were some interesting insights in
the remarks of Britain’s Chancellor Nigel
Lawson and considerable corroboration In
the IMF's own World Economic Outlook.

These are on the importance of balance of
payments imbalances and trends in interest
rates, that could have widespread implica-
tions for economic policy formation in the
industrial West in general, but also for devel-
oping countries, such as SA,

Indeed, the implications here may be
greater, because of the perceived need to run
a balance of payments surplus so that inter-
national debt can be repaid, regardiess of the
consequences for growth,

There are implications, too, because of the
capital boycott, which cuts us off from mean-
ingful inflows of investment capital and
forces us back on to our own savings re-
sources, which, as elsewhere in the West, are
dwindling, though for different reasouns.

That in turn will place the spotlight on a
government that has enriched itself at the
cost of discouraging savings by allowing in-
flation to remain in double digits for 20
years, penalises savers by circumscribing one
of their few hedges against inflation (buying
equity-linked life assurance) by increasing
the taxes life assurers pay and is inhibiting
corporate savings by generally raising the
tax rates of companies by removing allow-
ances and other concessions.

The implications for interest rates, espe-
cially in a country in which they are so
politically sensitive and misunderstood, are
substantial. Simply, they indicate that the
interest rate trend will be generally upwards
for the foreseeable future (though there will
be fluctuations). Any other view would have
to seek justification in the belief that Pretor-
ia plans to apply AWB economic’ policies.

There are, of course, several known rea-
sons for the dollar’s strength, despite the US

balance of payments deficit, which has its
roots in too much fiscal stimulus. One is that

inflation differentials between the US and its
main trading partners have narrowed. An-
other is that political uncertainty in some
regions tends to make the US appear a safe
haven for investment.

But Lawson, who of course has an interest
in playing down balance of payments deficits
as an indicator of a currency’s value, high-
lighted another factor — greater financial
freedom and a global market for savings,
which are in short supply worldwide.

He suggests that in markets that have
been deregulated and internationalised by
technological advances, savings flow quickly
in & global market to find the best returns,
regardless of national borders. One result is
that economic behaviour has become much
less predictable, whereas expectations were
that in more perfect markets it would be

UK Chancellor

Lawson... don't
discourage savings

more so. What is important, however, is not
predictability per se, but improved economic
performance, which has been the case in the
industrial countries.

Another outcome of the global market for
savings has been the impact on the balance
of savings and investment between countries,
especially where there are growing signs of a
shortage of private savings.

He said: “It is now apparent, too, that
private-sector saving in the major industrial
countries has been declining as a share of
GDP during the Eighties ...”

He believes the strongest evidence of the
savings shortfall is the historically high real
interest rate levels which have persisted for
some time and will remain in the foreseeable
future. This, Lawson believes, underlines the
need to eliminate budget deficits in countries

that have them. Britain, of course, does not.

In these circumstances, he argues, it is
wrong for governments to expropriate pri-

vate savings to finance their expenditures. It
is also wrong to do anything which discour-
ages savings, even in surplus countries.

Lawson’s barbed remarks were no doubt
aimed at the US; they apply even more to
SA. At least the Americans have got infla-
tion under control. Pretoria hasn’t even man-
aged that, let alone the simple task of con-
straining money supply growth.

Lawson’s interpretation is that govern-
ments should be preoccupted with an incip-
ient shortage of capital (rather than of de-
mand) and that global markets are redistrib-
uting savings from countries where they ex-
ceed investment (Germany and Japan) and
where the 1nevitable counterpart is a current

account surplus, to those where the reverse is
true (the UK and US).

This represents a major change of behav-
iour from the Sixties and Seventies when,
with the prevalence of exchange controls,
governments had little option but to respond
to current account deficits by tightening fis-
cal and monetary policy to offset the differ-
ence between savings and investment.

Global capital markets are now distribut-
ing private-sector savings to the countries
with the best opportunities, so that invest- .
ment in no one country (except SA) is con-
strained by its own domestic savings.

He pointed out that the raison d’étre of the
IMF, through the provision of bridging
finance, was to assist this process. Hence, as
private capital markets increasingly take
over this role, there is bound to be a change
in emphasis in the Fund’s activities.

Lawson concludes that current account
imbalances do not necessarily carry any im-
plications for exchange rates and that it
would be a mistake to attempt to use the
exchange rate to resolve this type of capital
shortage. His answer is to revert to the prin-
ciple of a balanced budget rather than at-
temgpt to compensate for private-sector sav-
in%gand investment shortfalls by increasing
public sector savings and investment.

In their World Economic Outlook, IMF
economists support Lawson’s view:

[J “The current strength of the dollar might
reflect continued portfolio shifts towards dol-
lar-denominated assets by foreign investors,
possibly reflecting fong-term adjustments in
response to the increasing liberalisation and
integration of world capital markets;

00 “. .. it should be recognised that external
deficits and surpluses reflect in part the
international implications of fundamental dif-
ferences among countries in the balance be-

tween private savings and investment . . .; and
[0 *... {when) changes in government debt
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are not fully offset by changes in private
savings, external positions also tend to reflect
fiscal imbalances. The current account can
be seen as an indicator of inappropriate fiscal
policies. Inasmuch as they reflect private
saving and investment decisions, external
balances should be seen as efficient and self-
correcting and policy should be limited to the
removal of distortions ., .”

The fund does warn, however, that, in the
long run, persistent imbalances will result in
lower living standards in countries with rap-
idly ageing populations. Nor should it be
forgotten that Lawson’s arguments and
those of the IMF do not take into consider-
ation that current account balances may also
reflect domestic inflationary pressures.

If real interest rates in SA’s main trading
partners remain high, which it appears they

will, then, to keep our balance of payments
sweet and continue to import foreign trade
credits, domestic interest rates will have to
be kept relatively firm.

But that is not the end of the story. Being
cut off from international capital and in view
of our policy to discourage savings, invest-
ment will probably be in protracted decline
unless real interest rates are kept rising.

There may be an intellectually respectable
argument for the Group of 7 to use substan-
tial market intervention to encourage 2 more
realistic value of sterling and the dollar, until
the international market cottons on to the
views expressed here of the current account
deficits in the countries concerned.

But that logic doesn’t apply to the ex-
change rate of the rand. It may be underval-
ued in terms of a dwindling current account

surplus, but not so far as inflation is con-
cerned or the economic penalty the rest of
the world makes us pay for apartheid. Were
Pretoria to use our few precious reserves to
mount a rand stabilisation drive in the mar-
ket, the economy will quickly be plunged into
serious and probably lengthy depression.
Moreover, what Lawson and the IMF
have to say about the extensive shortage of
capital suggests that even were the capital
boycott lifted, we would still need to do a
great deal to boost domestic savings if we are
to keep investment growing sufficiently to
meet the needs of a rapidly urbanising popu-
lation. That means eliminating inflation at
whatever cost and maintaining positive real
interest rates. While the capital boycott re-
mains, that requirement is even more criti-

cal. Nigel Bruce, writing from Washington

_—— -




Emmﬂ?zuﬂm €xports from SA —
Seasonally adjusted and annualised
for the second quarter — increased

dramatically to a record R44,3b
,obn. B
the Reserve Bapk has nm:ﬂ.,an%%

against the “seeminglv co
. St the mio
Ewﬁwmaﬁ In the mncnmou%w. Fable
RIS latest quarterly bulletin, the B
mwum_m.m out the good performance of nwm_“.w
nmmua_mm exports, noting the dampening
mw ect of uneéxpectedly high imports” in
_ M € second quarter. And net service and
ranster payments to foreigners rose to 2
umﬁa_m:wﬂ _m the second quarter.
anK says the extent to which
surplus on the current account of ﬁwm wmﬁ
MME be improved depends mainly on whe-
er the “present strength of private-sec-
wwn_.. Mmﬁma Eﬁﬁmﬁmﬂ €xpenditure. and im-
. Poris occasioned by such .
going to be Emﬁ%ﬁnu. e¥penditure, are

-. evidence of the economy’s “c clic

Ing down and of jts __m&mm Ecﬂmﬂ Hm_mrﬂwum
. Mm% stages of a consolidation phase”
ba .,mﬂmwuﬁmuﬂ deposits with the Bank con.
J,:.m.ﬂummm fo iticrease, in line with the inten-
m..,cn of mopping up liquidity.

. The Bank says the limited size of the
deficit before borrowing in the first four
| . months of the fiscal year to end-July sug-
| mmmﬂm Em deficit for the whole year ncnm_
- "well be” less than was envisaged. A bud-

getary surplus was recorded for the first

Hme in 15 years for the month of July
_-_. The Bank notes the inflation rate “accel-
- erated markedly and disturbingly on a
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short-term ({(quarter-to-quarter} basis in
the first two quarters of 1989". And “far too
little progress has been made” in slowing
down the quarter-to-quarter increases in
money supply growth.

Moreover, up to end August, large out-
flows of non reserve-related capital pre-
vented any majer rebuilding of the total
gross gold and other foreign reserves.

But one of the main focuses was on
merchandise exports and imports. In spite
of the “adverse development” of the steep
decline in the dollar value of gold, season-
ally adjusted merchandise exports in-
creased 28% from R34,6bn in the first
quarter to R44,3bn in the second. Net gold
exports slipped from R1%bn to R18,2bn.

But an “unexpectedly high increase”
was also recorded in the volume and value
(R42,2bn to R49,6bn) of merchandise im-
ports.. Along with further slippage in the
value of net gold exports &and a large rise in
net service and transfer payments to for-
eigners, the BoP current account, season-
ally adjusted and annualised, fell from
R2,7bn in the first quarter to R2bn.

The annualised value of exports in the
second quarter was 514% more than the
comparative figure for 1988 of R29,3bn; the
volume of exports rose by 35% over the
four-quarter period.

While export performances improved in
all goods categories, “particularly large

-

.U From Page 1

increases were recorded in the exports of
various manufactured goods . .. as well as
of mineral products”. +

Comparative figures for the R44,3bn
merchandise exports going back to 1880
show that the next largest figure was
R36,5bn in the final guarter of 1988.

The Reserve Bank says the volume of
merchandise imports rose “rather unex-
pectedly”, given the mild decline in real
gross domestic expenditure, slackening of
growth in real GDP, and policy measures
(such as the import surcharge). The vol-
ume increase in imports, 17,5% seasonally
adjusted but not annualised from the first
to the second quarter, “was mainly due to
an increase of 10% in import volumes”.

The spurt in import{ volumes, says the
Bank, “would appear to have heen ex»
plained partly by SA businesses’ pre-emp-
tive purchases of imported goods in antici-
‘pation of possible further exch ate
depreciation, higher world ojl”prices™or
possible further measures for{the curbi
of imports, as well as by firms’ rebuilding
of inventories of imported goods”.

Net service and transfer- payments to
foreigners rose “very strongly” by a sea-
sonally adjusted but un-annualised 26%
from an annual level of R8,7bn in the first
quarter to a new record high at an annual '
level of R10,9bn in the second.

. @ Comment: Page 12
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By Magnus Heystek,

Finance Editor
South Africa has moved away from
being a bit player on the British and
US political stage and is carving out its
own niche in the world, says Warren
Clewlow, vice-chairman of Barlow
Rand.

However, a key variable in the sce-
nario was how the SA economy would
develop, he told the Swiss-South Africa
Association in Zurich yesterday.

Whether South Africa would be able
| to play a competitive role in the chang-
ing world and whether it would be able
to pave the way for internal political
| change and advancement, depended on
the ability of the economy to develop
at an adequate pace and perform ac-
cording to its potential.

“South Africa’s economy has done
well, but has recently been starved of
foreign capital.

“It has had to keep the balance of

payments in surplus and rely on inter-
nal capital sources for development.

“Ironically, the country 1s now
under-borrowed,” he said.

«The need for foreign funds has
meant the Government has had to curb
economic growth, interest rates have
risen and inflation stands at two to
three times that of our trading part-
ners.

«Structurally, the state has 100 a
high share of economic activity and the
Government’s commitments to privati-
sation are to be encouraged,” he said.

Long-term future
“The commitment of Dr Stals to re-
ducing inflation Is very much to be en
couraged and supported,

“The consequences in the short term
will be difficult, but they are necessary
to ensure a long-term future,” Mr

Clewlow said.
He highlighted some of the issues

which would be dominant in the way
South Africa developed.

“We are witnessing significant
changes in the world environment such
as the 1992 process in Europe, the 50-
viet bloc economic revolution, the UK
under (Prime Minister) Margaret
Thatcher, the awakening of China as an
economic power and the growth of the
Pacific Rim countries.

“A key variable in the success of
President de Klerk to reform in a
meaningful way will be how the econ-
omy develops.

“There are two crucial questions.

“The first is whether South Africa
will be able to play a competitive part
in the changing world, and the second
is whether we will be able to pave the
way for internal political change and
advancement, neither of which can
happen if the domestic economy is not
developing at an adequate pace and
performing to its potential,” he said.
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- tivities in modern SA, concludes DA L
{ " * Foundation director Gavin Lewls, R
~In an article to be published in Novems- i %
" ber's SA International,” Lewls says’ii1
.. the economy, not government, is the' -‘1_‘;3
real engine of change in SA, L 4# v
Major reforms of recent-years: werg~:f
*. driven by a combination of black res
, . Bistance on the ground and) by-the -
. labour demands of g growing €Q0- . 1
S RO, e e B e
}

II

- Lewls says that at the time of ex-5 te7fi

». President P W Botha’s 'Rubic N,

~ . speech many business leaders 8poke -,
out with unprecedented bluntness; e

Today, however, “the protest -politics
approach of that time is seen in mast: -
business eircles as having been coun-
ter-productive in terms of achievipg .
state policy changes”, ., - | b

Lewis lists the emergence of the black
trade union movement, the burgeon-
ing black consumer movement and
informal sector, the collapse of In- |
flux control and steady erosion of S
residential segregation as some pf o
the symptoms of an economically--
driven liberation. o,

Although there remains room for busi.
ness to do more for blacks in the
formal economy, business cannot be
the decisive factor in SA, he says,

In 8A, unlike in the West, the govern-
ment is not beholden to business for
its continued existence. }:

Government is influenced by other .

| fuwerful lobbies, not least conservp-

ive white labour and state bureauc-

| racy, who have more votes than busi-

ness has, In a sense the state employs !

its own electorate ~ about 40% of .

the white workforce are state em-

ployees, says Lewis. i ¢
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e, USINESS can make an in-

!, dispensable contribution
4}y towards the goal of recon-
ey ciliation and negotiation in
SA. It must continue to be an
important agent of change. .

Employers, through their network
of contacts at all levels of black
society — including the frade unions
— are a positive force in bridge-
buiiding between the races. The ex-
perience gained by employers over
several years in the hard school of
industrial relations can make a valu-
able contribution to conflict man-
agement at the pohtical level. This
will be needed if we are to reduce the
inevitable hurdles which are likely to
lie in the path of the political {rans-
formation over the next few years.

The challenge is ultimately to
combine the creation of a broad poli-
tical democracy with sound econom-
ic management in ways which will
sustain business conhdence.

It 15 generally agreed that reform
needs to be tackled from a position of
economic strength. Economic
growth is umperative if SA 15 to se-
cure a stable democratic future, and
to meet the legitimate aspirations of

all its peoples.

mnﬁ_nﬂ change 1s inevitable —
demography alone dictates such a
shift — but the process will be a
delayed, turbulent one if it is not
accompanied by economic growth.

We must continue to open up the
economy, create new opportunities
for all. normalise our external eco-
nomic relations — and continue to
tackle the obstacles which stand in
the way of higher economic growth.
Growth is not “a cure for all
diseases. an end to all distress”, but it
makes other auns easier to attain,
and softens conflict among them.

Unless the economy can grow at a
rate faster than the rate of popula-
tion growth (presently 2.3% per an-
num) the country faces an increas-
ingly impoverished future. There are
already severe shortfalls in the pro-
vision of housing, education, health
and welfare facilities for blacks. No
government will ever be able to
make up this backlog and provide for
the needs of the growing population
unless it can draw on the resources
of an expanding economy.

The economy must grow at a rate
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tinue as
an agent for change

RAYNMOND PARSONS, chief executive of Assocom
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of at least 5% per annum if it is to
provide employment for the 350 000
work seekers who enter the job mar-

ket each year. Without economic -

growth, the racial gap in incomes
will widen and the black populaticn
will bear the brunt of increased un-
employment and declimng personal
incorme.

The effect on the informal sector
will be serious, as without increasing
demand powered by an expanding
wage bill of the formal sector, mean-
ingful informal activity will be
impossible,

Economic growth is a necessary
conditron, though not a sufficient
one, for continued black economic
empowerment. The bigger the cake,
the easier it is to ensure that every-
one receives a satisfactory portiou.
Faster growth helps reduce both
internal and external tensions.

Economic growth is vital not only
to increase the opportunities for
meaningful participation in the eco-
nomy for a growing black popula-
tion, but also to facilitate umportant
structural changes.

The economy 15 very dependent on
unprocessed metal and mineral ex-
port products for which there is a
declining demand in the world eco-
nomy. Unless SA can begin to supply
world markets with the beneficiated
metal and mineral goods they
require, its long-term economic
prospects are poor.

L ] -

The required structural adjust-
ments — broadening the base of the
economy, diversifymng the manufac-
turmg sector and upgrading mineral
and metal products — can be accom-
plished only with the resources and
capacity of an expanding economy
and nternational investment 1in
technology.

wammﬁmnﬁ F W de Klerk has taken
office at a time when the role of the
state and the frontiers of its powers
— particularly its relationship to the
forces of the market — have also
been heavily questioned. He has
committed himself and his Cabinet
to proceed with privatisation and
deregulation and generally to reduce
the role of the state in the economy.

What needs to be clarified urgent-
ly over the next few years 1s to dis-
tinguish between:

[0 Things government need not be
involved in at all;

O Things only government can en-
sure are done; and

{1 Things only government can do.

This process is essential to our
future economic performance,
though it should not be seen as a
panacea for all economic ills.

Although SA can reasonably allo-
cate enough time to underiake the
political and economic changes re-

air- - = - T et el - A — M
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quired, we must not assume that
such time is unlimited. We cannot
ignore overseas perceptions.

We want to normalise our foreign
econoric relations. We must be seen
to be taking the opportunities which
now exists.

There are certain symbolic steps
in the short term which, if taken, will
demonstrate clearly to our friends
overseas what the new direction 15

gomng to be.

We must not assume that all inter-
national opinion concermng SA is
immutable. If, indeed, overseas opin-
jon were an unalterable thing, it
would be a waste of time to discuss
SA at all. We have seen overseas
perceptions shift wmn the case of
Namibia, so it can be done.

We must help our friends overseas
to help us, bearing in rmnd the con-
verging events which could affect SA
in the near future. There is a note of
urgency in the air. The events are:

() The rescheduling of SA's foreign .

debt, which has become a target for
those seeking additional financial
sanciions,
O The reconvening of the US Con-
gress this month when SA is likely to
again be discussed; and
0O The Commonwealth conference
this month, in which Britain in par-
ticular will come under pressure
about SA.

We must try to keep these pres-

—rnm. mar Tt al—

sure points to the minimum. We
must give SA a breathing space un-
der cover of which to address the
fundamentals. And if useful gestures

of reconctliation and flexibility are.

deemed desirable to create a suit-
able political climate within SA, they
can also serve to assist our friends
abroad.

All in all, a decisive and exciting
five years lie ahead. All great
leaders have had one characteristic
in common — the willingness to con-
front unequivocally the major anxi-
ety of the people in their time. It is
now mainly in the hands of key wiute
and black leaders whether the next
five years will herald a political

.breakthrough or a political

dead-end.

The next couple of year will also
determine whether the economy will
unlock its true potential or continue
to be hobbled by inflation and bal-
ance of payments problems. So we
have to get both the political and the
economics right.

This is not a challenge which faces
only our political leaders — it is also
one which faces business if it wants
to prosper and survive in the decade
ahead.

m: the immediate post-election
phase there are new grounds for
optimusm. President de Klerk begins
his term with a great deal of good-
will from the business community.
Most businessmen are more than
willing to give hum a chance — In-
deed, the business sector 1S anxious
that he should succeed in getting SA
out of certain political dead-end
streets. The opimion among many
businessmen s that President de
Klerk has made good start and has
inspired confidence.

But business will also be keen to

ensure that deeds match words and
that the necessary energy, drive and
political will exsts to achieve recon-
ciliation and negotiation in the years
ahead. And it will also be the respon-
sibility of business to be supportive
of all those efforts which it genuinely
believes will move SA 1n the right
direction.
[0 This is an extract from an ad-
dress by Raymond Parsons to the
Froa State Chamber of Commaercse
and industry in Bloemfontsin
yasterday.
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Off ance

Time lags create booby traps for policy-
makers. Their variability and unpredictabil-
ity undermine the effectiveness of monetary
instruments — and lend support to those
who argue against intervention in the mar-
Kets. Statistics in the latest Reserve Bank
Quarterly Bulletin show that in the second
quarter SA was trapped between the inter-
mediate target and ultimate goal of mone-
tary policy.

Measures designed to hold down economic
growth, curb demand for imports and there-
by protect the surplus on the current account
of the balance of payments, achieved the first
but not the second. So, despite a deceleration
in GDP growth to 0,5% (see “Rooting for
rain’’), the surplus on current account dipped
under R2bn, in seasonally adjusted annuai-
tsed terms, from R2,7bn in the first quarter
(see graph).

It seems the traditional lag was reinforced
by a number of factors: the gold price was
low and dropping — from US$412/0z at the
start of 1989 below $360 in late May; im-
ports were high and growing (see graph); and
outflows of net service and transfer pay-
ments were sharply up on the first quarter.
All of which countered the “exceptional
strengthening” in merchandise exports.

Specifically, at seasonaily adjusted
annualised rates:

Merchandise exports rose R9,7ba to
R44,3bn;

Net gold exports feil R820m to R18,2bn;
Merchandise imports were up R7,4bn to
R49,6bn; and

Net service and transfer payments were
up R2,3bn to R10,9bn.

“The 28% increase in value of merchan-
dise exports from the first to the second
quarter of 1989 consisted of a 20% increase
in volumes and a 7% rise in average prices.”

| Performance improved in all categories, with

particularly large increases in manufactured
goods and mineral products.

The 7% rise in prices was due to a 4,8%
decline in the average effective exchange
value of the rand and commodity price in-
Creases In some international markets.

FINANCIAL MAIL OCTOBER 8 1988

At the same time, the dollar price of gold
fell from an average of $US394/0z in the
first quarter to $374 in the second, while the
weakening of the SA unit allowed the rand
price to recover from R970 to R998. Howev-
er, a shrinkage of physical production caused
the 4% decline in rand value of exports.

The unexpected 17,5% rise in value of
merchandise imports was mainly due to a
10% increase in volumes. The bulletin attri-
butes this to pre-emptive buying ahead of
possible further exchange rate depreciation,
higher world oil prices or further measures
for the curbing of imports, as well as firms
rebuilding inventories. The rise in prices was
due to the rand exchange rate, higher crude
oil prices and some acceleration of inflation
in our trading partners.

The strong rise in net service and transfer
payments “by a seasonally adjusted but un-
annualised 26% . .. was mainly a refiection
of higher freight and merchandise insurance
payments on the markedly higher rand value

of merchandise imports, higher SA interest
payments to foreigners and increased SA
travel expenditure abroad.”

All of which adds up to a discouraging
performance on the current account.

Fortunately the outflow of capital not re-
lated to reserves “shrank significantly from
its relatively high level around R1,9bnin the
first quarter of 1989 to R1,1bn” — despite
an increase in long-term outflows from
R400m in quarter one to R700m in quarter

two, mainly because of foreign debt repay-
ments in June.

The reduction came in short-term out-
flows, which apparently fell as a result of “an

abatement and partial reversal of earlier
unfavourable leads and lags in international
payments and receipts in the second half of
June 1989 in particular.” In addition,
R185m short-term capital was attracted by
public corporations.

Bottom line is the leve! of gold and foreign
reserves, which grew by R462m in the quar-
ter to R7,4bn at the end of June — “largely
because of reserve-related borrowing.” This
brought the rise in reserves in the first half of
the year to R698m.

The gain in the rand, however, converts
into a $157m loss. Subsequently there has
been some improvement with a gain of
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$100m in July and $59m in August.
However, the slender margins and volagil
ity of flows are bound to renew concern
about the balance of payments. In August
the Bank’s Annual Economic Report pointed
out: “By early third quarter of 1989, doubts
could still be entertained as to whether the
landing in prospect might not turn out to be
too soft or too long drawn out from the point
of view of a comfortable handling of the
balance of payments and foreign reserves.”
We now await reaction to this new proof
that margins are too close for comfort. W
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Rooting for rain
At least the weather was good. With real
GDP in non-agricultural sectors contracting
in the second quarter of 1989 “at an annual-
ised rate of some 0,5%,” the major contribu-
tion to GDP growth came from agriculture.

This was not, of course, due to climatic

conditions in the second quarter alone but to
“tmproved weather conditions in 1988-1989

in summer rainfall areas.” According to a
Central Statistical Service analysis, agricul-
tural production increased at a seasonally
adjusted annual rate of 17,5% in the second
quarter, up from 16,5% in the first. Thus
agricultural activity helped boost GDP
growth io a seasonally adjusted annualised
half-percentage-point that quarter, says the
latest Reserve Bank Quarterly Bulletin.
Another thriving sector was transport,
storage and communication, which grew
4,5% — largely because of sharply higher
volumes of both exports and imports. Despite
international sanctions, trade grew sensa-
tionally in the quarter. After contracting at
an annualised 15% and 4% in the first quar-
ter, “real exports and imports of goods and
non-factor services . .. expanded at remark-
able annualised rates of over 50%" each.
However, while “total real domestic pro-
duction in the first half of 1989 was still
more than 2% higher than in the first half of
19838,” it was down from seasonally adjusted
annualised growth of 1,5% in quarter one
and more than 3% in calendar 1988.
Mining was the most disappointing per-
former, with “*a substantial decline — at an
annualised rate of nearly 8% — of real value

added.” This was despite substantial rises in
the volume of mineral exports.

The problem was that real value added by
gold mining was hit by the drift in the dollar
price of gold, “the declining grade of ore
milled by a number of mines, the rising costs
of mining operations and the fact that virtu-
ally no increase at all was recorded, on bal-
ance, in the average rand price of gold from
the second quarter of 1988 to the second
quarter of 1989.” This “more than fully
offset” the achievements of non-gold mining.

Fortunately, “the share of net gold exports
in total export earnings shrank from 44,5%
in {980 to only 28% in the first half of 1989
- or the damage would have been worse.
However, “even at this reduced relative im-
portance, movements in the dollar price of
gold continued to have large and pervasive
effects on the economy in recent months.”

Manufacturing performance was medio-

cre.
At a seasonally adjusted annual rate, real

value added by this sector fell 2%, after a
half-percentage-point decline in quarter one.
And a *'slackening of real growth rates was
also apparent in almost all other sectors,”

However, says the bulletin: **Given good
prospects for agricultural production in the
rest of 1989, aggregate activity in the first
two quarters may well turn out to be consis-
tent with earlier projections of growth of
approximately 2% for the year.”

S0, with achievements in other sectors
considerably less promising, there’s a lot rid-
ing on rainfall this summer, |
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On demand

Households are spending more cautipusly —
while “volatile” government spending sub-
sided in the second quarter. The latest
Reserve Bank Quarterly Bulletin shows that,
as a result, second-gquarter GDE was d_nwn a
seasonally adjusted annualised 2%. This pro-
visional estimate puts GDE 2% lower than in

the second quarter of 1588. |
Real domestic final demand, which ex-

cludes inventories but includes pr.ivate and
government consumption expegdlture and
real gross domestic fixed !nvestment
(GDFI), declined at an annualised },5%.

Growth in real private copsumption €X-
penditure, which was 5% in 1988 and slowed
to about 2% anualised in the first quarter,
was down to 1% in the second — due to
declines in purchases of durgbles and decel-
erations in purchases of semi-durables, non-
durables and services.

Real consumption expanditure_by genergl
government, up 2 massive annu:_ahsed 40% in
the first quarter, fell an annua_hsed 11,:5% in
the second quarter. However, it was still 3%
more than in the second quarter of 1988:

——
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“The increase in government’s real con-
sumption outlays in the past four quarters,
therefore, significantly exceeded the 2% rise
in real GDP over this period.”

Real GDFI, up 6,5% in 1988 and an
annualised 5% in quarter one, slowed to 3%
in gquarter two, mainly because of *cutbacks
in real fixed capital spending by public au-
thorities and renewed reduction in real fixed
capital formation by public corporations.”

Private-sector GDFI, however, re-acceler-
ated to an annualised 9% in the second quar-
ter, from an annualised 7,5% in the first,
after growth of 16% in 1988,

In line with the trend in total spending,
credit extension by monetary institutions
was down. The quarter-to-quarter increase
in claims on the private sector, 24,8% in the
first quarter, eased to 13,1% in the second.
This “fell short of concurrent rates of growth
in GDP and GDE at current prices. It also
occurred in the face of continued increases in
real private-sector fixed investment activity,
uncommonly large second-quarter increases
in volume and value of merchandise imports

and.exports, and increases in industrial and
commercial inventories.

“This suggests a significant decline in in-
cremental credit demands of households and

\ individuals as an offset to rising credit needs

. of companies and ‘other’ borrowers.”
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By AUDREY D'ANGELO
Financial Editor

SA society
that both management and workers think putting up
the price of their product i8 one of the best ways o
increase profit, surveys carried out by Project Free
Enterprise have shown. ~

Describing this as “horrendous”, the research team
say in their report: “Management, its workforce and
the consumer have grown so used to the reality of
inflation in the national economy that by far the
easiest route to guaranteeing further wealth is per-
ceived to be increasing the price of products and
gervices.

“The implications of this mindset and its impact on
the economy are horrendous. It requires the most
urgent attention from policymakers in both the public
and private sectors.

“This disease must be eradicated from the system if
the economy is to survive with any semblance of real
growth.”

Project Free Enterprise, backed by more than 80 of
SA’s leading compantes, was started in 1984. lts
statement of intent says that it identifies itself “with
the creation of a South African gociety in which
stability, wealth creation and economic freedom are
realised for all its citizens”.

It has carried out three surveys aince 1984. Its latest
report, on Strategies for Economic Freedom and
Growth in the '90s, says that there is now more
common ground between management and workers
than many people suppoge.

It finds the labour force better informed than in 1984
— when a majority of unskilled workers believed that
managers’ salaries were the main expense of running
a business.

But it believes there is a need for business education
for everyone, to increase understanding of how labour
and management are interdependent and how the
economy works.

It stresses the importance of participative manage-

is so dominated by “the inflation psyche”.

* helping the workfo
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rce to see the advantages of a free
market economy and the need for increased productiv-
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And it disclosea that there lsa néed for business
education in lower and middle management, where
surveys have revealed surprising ignorance. * -

Its latest survey this year has shown big changes in
perceptions. In 1984, most semiskilled and unskilled
workers saw raw materials as fourth on the list of a
company’s operating expenses, employees’ wages fifth
and machinery and plant sixth.

They considered management salaries the biggest
expense, followed by taxes and the repayment of loans.

This year, they saw raw materials as the biggest
expense. Tax remained the second but wages had
moved up to third place, with managers’ salaries
fourth followed by machinery and plant in fifth place
and repaying loans,sixth.

In the 1984 survey, their first suggestion for improv-
ing a firm’s income was to “pay whites less”. Improved
gales and output came fourth on the list.

This year “pay whites less” had moved down to fifth
and last place, with improved sales and output at the
top. But “increase price of product” had moved up to
second from third place, in line with the perceptions of
management.

Discussing the need for business education, ‘the
report says: At national level, a concerted attempt
should be made to upgrade the knowledge and capa-
bilities of the entire population. . '

“In this sense business education is a vital support to
the deregulation drive and the extension of business
opportunities.”

It points out that Venezuela made major economic
progress by way of a national educational advance-
ment programme using radio and TV. “Similar success
has been achieved in such Pacific Rim countries as
Taiwan and Singapore.

“There is no reason to believe that the same results
cannot be achieved in SA. But our policy makers need
to recognise that business education is a matter for co-
ordinated national action.”
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may cost

By Karen Stander

The “long” weekend — including today and tomorrow
— will probably cost the South African economy about

R500 million.

Economists estimate that each public holiday costs about
R340 million — but business leaders say that when one falls |
on a Tuesday — like Kruger Day does tomorrow — or a

Thursday, “hidden” costs push the loss up by another one-
and-a-half days of production time.
Mr Gerrie Bezuidenhout, la~ ~vme—e—o—— ——

bour adviser to the Federated
Chambers of Industry (FCI),
said there was a tendency for
absenteeism {o be higher on the °
days between a weekend and a
holiday.

“I have heard people refer-
ring to this weekend as a long
weekend, which of course it is
not. But they turn it into a long
weekend, anyway.”

FCI executive director Mr
Ron Haywood said having a hol-
iday midweek meant a “nega-
tive multiplier effect”.

“Take tomorrow’s holiday.
Those who do come to work
today are unlikely to do a full
day’s work. They will probably
“leave early and their production

will he down.

‘“And on Wednesday, when
everyone comes back, they will
sit round and chat about the
weekend for an hour or so be-

fore they get down to work.

“What this means is that we
lose one-and-a-half days’ pro-
duction, not just one,

“This is also true {o some ex-
tent when a public holiday adds
on to a weekend, but the effect
. is particularly bad when the hol-
{ iday is midweek.”

d . -Mr. Jan,-de. Jager;-economic®
| - ‘adviser 'to the National Produc-
tivity Institute, said the actual
cost of public holidays which
fell midweek was difficult to de-
termine, Lo

The most conservative esti-
mafte of the cost of a holiday
was R270 million, with the high-
est put at about R400 million.
" The true figure was probably
'somewhere inbetween — about

R340 million.

President’s Council

Mr de Jager said the Presi-
dent’s Council report on publicy,

i holidays had recommended that (
| ' they should fall on a Monday or

Friday wherever possible.

Mr Bill Lacy of Assocom said.
“responsible” members of the]*
public would support publichol- -
idays being on a Monday’or, Fri-
dﬂy. ¥4 "

Minister of Manpower Mr Eli
Louw has announced that from..
next year Worker’s Day will.fall -
on May 1 instead of on:the:first..
Monday of the month.«s - —: .

In 1984 — the 80th anniver-
sary of the first local May Day
celebration — workers took up a
campaign to have Workers’ Day
declared a public holiday.

The demand also began to ap-
pear in wage negotiations, .

In 1986, more than 1,5 million
workers throughout South Afri-
ca marked May Day with a
stayaway. l

It was one of the most ex-
tensive national general strikes
in the country’s history.

In 1987, workers’ won a par-
tial victory when the Govern-
ment declared the first Friday
in May a public holiday.

The Government decided on |
this because May 1 was to fall
on a Sunday in 1988, and mid-
week in the following years.
Having it on a Friday ensured
that employees celebrated on a
working day.

e
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The expectation that the econ-
omy is heading for a slowdown,
rather than a recession, is act-
ing as a positive factor in the
share market, Syfrets analysts
say, but caution that the share
market is entering a period of
consolidation, which might even
see some share prices dip.

In the quarterly Unit Trust
Matters, released this week, the
analysts say the implication of a
slowdown is that the better
managed companies on the JSE
will stiil provide further growth
in dividends in the coming 18
months, “although lower than
the 20-30 percent growth en-
joyed over the past two years.”

Buf the Syfrets analysts sound
a warning about demands on the
‘other major factor affecting the
market — the continued chan-
nelling of the public’s savings
into the JSE via the cash flows
of the pension and life assurance
industries.

Cash flows

“On the guestion of institu-
tional cash flows, a point of cau-
tion must be raised over the
ever increasing level of capital
being raised on the JSE,” says
Anthony Gibson, portfolio man-
ager of Syfrets’ two unit trust

Share market
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The industrial index has been steadily climbing all year.

funds.

“When combining rights
issues, new listings and foreign
disinvestment, an amount ap-
proaching R10 billion has al-
ready been absorbed from cash
flows during the first nine
months of 1989.

“It is inevitable that such
large draws on institutional
cash flows must materially
limit the extent of further flows
which will be directed into
share investment.

“(z1ven a scenarlo of slower eco-
nomic growth, high interest
rates, lower equity purchasing
by institutions, and a strength-
ening of the finaneial rand, it is

our belief that the share market
will enter a period of consolida-
tion for the remainder of 1989.”
There could quite conceivably
be some easing in share prices,
(zibson says.

Listing negative market fac-
tors such as the sluggish gold
price, high interest rates and in-
flation, and the depreciating
rand exchange rate, Syfrets say
that with the exception of the
gold price, these stem largely
from South Africa’s growing ec-
onomic isolation and the resul-
tanf pressure on foreigh ex-
change reserves. .

“It is therefore with guarded
optimism that investors await

-

e

some relief to this economic
stagnation as our new State
President and Cabinet attempt
to release the political log-jam.

“This anticipation is clearly
demonstrated by the recent
strength of the financial rand
during the past quarter”.

Gibson points out that due to
this narrowing of the “political
discount” placed on investments
into South Africa, a number of
“rand-hedge” shares have no-
ticeably underperformed the in-
dices of late.

“This trend looks set {o con-
tinue during the months to come
as the expectations for political
reform are maintained at what
might be unrealistic levels.”

Liquidity

Of Syfrets’ two unit trusts the
Syfrets Growth Fund marginal-
ly increased liquidity in the
quarter to the end of September,
while the total portfolio itself

increased from R149 million to
R 167 million.

Total return on the units (cap-

ital growth plus income) over
the twelve month period was a
healthy 51,32 percent.

Syfrets Growth Fund income
for the quarter was 1,75 cents a

year compared with 5,29 cents
for the 12 months to September
1988.

A breakdown of the equity
portfolio shows that the lion’s
share, 52 percent (48 percent
previously) is in industrials, fol-
lowed by 20 percent in mining
finance and 8 percent in dia-
monds.

The Syfrets Income Fund, now
one year old, has grown to a
market value of R52 million.

During the past quarter, the
medium dated BRSA stocks were
sold at yields approaching 16
percent realising a small capital
profit, and a “singificant invest-
ment” was made into Govern-
ment Issue Loan Levy Stock at
a yield of 17,25 percent.

Portfolio manager Anthony
Gibson notes: “We will continue
to purchase longer-dated issues
during the coming months at in-
terest rates which offer attrac-
tive returns to unitholders. In
the meantime the cash holdings
continue to earn very attractive
returns.”

Income distribution for the
quarter was 4,07 cents a unit,
Combined with a capital appre-
ciation of 1,38 cents this repre-
sents an annualised total return
of 21,5 percent.

1 - -

unit, making 6,06 cents for the
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w, the era of quick-reaction Stalsnost

“And now

THERE is a new style at the Reserve
Bank in the era of new governor Dr
Chris Stals. And there is a changing
government style in the era of new
state president FW De Klerk,

This week’s unexpected interest rate
. rise appeared to reflect changes in
both government and the Bank as
well as in the relationship between the
two. The timing of Stals’ announce-
ment that the bank rate would rise
from 17 10 18 percent, and that the
reasons he gave 1o justify the in-
crease, are something of a departure
from the norms of the past two years.
The bank rate increase — which
raises the price commercial banks
have to pay the Reserve Bank for
their money — means the banks have
raised the prime overdraft rate from
20 to 21 percent. This time last year
prime was at 16 percent, having risen
from 12,5 percent at the beginning of
1988. Bond rates will go up toco, 10
around 21 percent.

It’s clear that the increase in the
bank rate, announced by Stals on
Monday, came as a surprise m finan-
cial markets. Most economists had
(been predicting that although interest
rates would not start falling until well
into next year, they were likely 1o re-
'main stable.

The economy has been showing
signs of “cooling down” and most
analysts believed another interest rate
rise wonld not be necessary unless
there were new pressures on the
economy. Indeed Stals acknowledged
this week that the latest economic sta-
tistics had confirmed the economy
had slowed down.

But in contrast to last year, when
the Reserve Bank was accused on
several occasions of procrastinating
on interest rate rises in response to
political pressure, Stals acted fast.
And the government backed him up.

Old Mutual economist Dave Mohr
describes this appreach as akin to the

?

To politicians, this is the era of -
FW. To commerce, itisthe era
of Chris Stals, who has
quickly stamped a new style on
the Reserve Bank: bold rather
than cautious, pre-emptive
rather than reactive.
HILARY JOFFE reports

German style: in Germany, financial
anthorities adjust central bank interest
rates in response to what they expect
will happen in the economy, rather
than waiting for signs of downward
pressure on interest rates in financial
markets.

The main reason Stals gave for the
hike in rates was “the increases an-
nounced in the discount rates of a
number of central banks in Western
Europe and in the United Kingdom
last week”.

This, he explained, would put addi-
tional pressure on the capital account
of South Africa’s balance of pay-
ments, on the exchange rate of the
rand and, eventually, on the inflation
rate.

“In view of the relatively low level
of South Africa’s foreign reserves
and existing commitments to repay
foreign ioans, and taking into account
the relatively low price of gold at this
stage, the country can ill afford any
further pressure on its balance of
payments,” Stals said.

- His response was that of a techni-
cian — not a politician,

Standard Bank economist Nico
Czypionka points out that the direct
linkage between international interest
rate movements and South Africa’s
interest rate has been mentioned but
never stressed in this way by the Re-
serve Bank.

The fragile state of South Africa’s
gold and foreign exchange reserves
were clearly a crucial factor in Stals’

S

Net capital movements

R millions
> 000 'Total cgpital moYements|not related
"~ to reseryes
Q
-2 000
—4 000
6000 |
2000 - l.ong-term capital
Bleeding
0 capital ...
funds have
—2 000 been
2 000 flowing out
of South
a N Aftica since
& HW 1984 — with
gl e -
2 000 & shoftterm
capital
P most
significant
-6 000
Graph;
1984 1985 1986 1987 1988 1989  gA Reserve Bank

decision. Czypionka notes the cush-
ion provided by the foreign reserves
remains very thin, even though the
position has improved slightly.
The reserves are now enough to
cover around 1,5 months’ worth of
imports, where a couple of months
ago this figure was 1,3 months. But
this is more because imports have de-
clined than because the reserves have
Jgisen significantly. Czypionka adds
anything less than reserves 0 cover
two months’ imports is dangerous.
Mohr points out that while the re-
serves have improved in rand terms,
they have hardly increased in dollar

terms. With nothing in the bank, the
financial authorities can hardly risk
anything which might cauvse large
outflows of short term capital from

the country.

This is where the rises in interna-
tional inferest rates come in.

If South Africa had not raised its
rates, this could have caused large
outflows of capital as business people
switched their sources of trade fi-
nancing from offshore to South Afri-
can ones. (See accompanying story.)

When announcing the rate rise,
Stals said although South: Africa’s in-
terest rates might seem high in nomi-

|| suggested the financial authoritics still

nal {monetary) terms, in real terms,
after adjustment for inflation, they
were lower than those in Western in-
dustrial countries. The real prime
overdraft rate of South Africa’s com-
mercial banks was 3,9 percent, com-
pared with the UK’s 6,3 percent and
West Germany’s 6,6 percent.

This may make businesses feel bet-
ter, since they do make calculations
based on real rather than nominal
rates. It may even be some comfort to
economic analysts who look to histo-
ry — in 1984/85 real interest rates
were as high as 12 percent, practical-
ly bringing the economy to0 a halt

But it is little comfort for individual
consumers, who have to look at nom-
inal interest rates in relation to their
monthly pay-packets. A 21 percent
bond rate is likely to be crippling for
some households.

Information Trust Corporation
chairman Paul Edwards said this
week a one percent hike in the bond
rate would cost another R83 a month
on a R100 000 bond.

“Higher repayments on hire pur-
chase, and in particular vehicles,
could mean that the average house-
hold will need to find at least another-
R120 to R150 a month,” he said.
Consumers generally pay three to five
percent above the prime overdraft rate
to borrow money.

Edwards pointed to the rising nom-
ber of sequestrations {bankruptcies)
and the number of sales in execution
of homes. He said signals from the
consumer sector indicated that spend-
ing was already slowing.

Czypionka said there was evidence
'for economic slowdown in the in-
creased number of bad debts and lig-
uidations, the decline in imports, re-
duced consumer sales — for example
a tremendous decline in used car sales
— and bad conditions in the housing
market.

Most analysts had thought that the
20 percent prime overdraft rate would
be enough to curtail domestic de-
mand, thus cutting imports and pro-
tecting the balance of payments.

But Czypionka said the continued
high growth in the money supply |

could not control the economy.
Juyifvin  “he hark ri-¢ increase
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Slowdown  Xyn~

Higher interest rates can cause initial in-
credsed credit demand due 1o “disl-f%ws‘:‘b -
rowing,” says the Standard Bank’s latest
Economic Review, with higher interest rates
affecting individuals rather than corporaie
buyers who are in a position 10 finance
spending from internal cash flows. '
It predicts economic growth will slow —
but erratically rather than consistently.
“Signs of weakness immediately followed. by
apparent strength are not unusual during the
carly stages of a gradual econo ic slow-
down.” oM, i%\lﬂr“ﬁ
Whether further interest raté increases
are needed, 1t says, depends on the price of
gold and the extent of government spending.
1f commodity prices remain steady and
government spending is kept under control,
existing interest rates «“should prove ade-
quate” to slow ihe economy sufficiently t0
achieve the necessary surplus on the current
account of the balance of payments.
Already furniture and appliance sales
have deteriorated and private buyers of
vehicles have virtually disappeared as per-
sonal disposable incomes arc eroded by
“higher effective tax levels because of fiscal

drag, by successive hikes 11 the petrol price
and by the increase in GST.”

l




Merchant banks say higher
interest rates will amnmn_m en-
thusiasm for the Iscor 1ssue

~but are still confident of a
ifive or six times over-sub-
scription because the shares
Fm_.&ﬁnhh:ﬁnm?@ﬁnmm. -
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= Sensible
The R3-billion the State 1s
raising through the sale of
Iscor will not be used to re-
tire debt. A Government
spokesman said it would be
more sensible to avoid new
debt, carrying a rate of 16%-
17% than to repay old debt
costing only 11% to 12%.
Finance costs, including
the cost of forward cover, are
among the largest iiems on
the Budget. Pressure is build-
ing to stop the Reserve Bank
providing forward cover to
the private sector asit is seen
as a subsidy for importers.
A bank economist, who has
just returned from a nv—ber
of European coun' S and
the US, said economic growth
abroad would continue and
inflation would remain low.
Interest rates were thus un-
likely to rise much offshore.
$A could probably avoid
pushing the prime rate much
above the present 21%.

“T would say we’ll see the

rate up to a maximum of 22%

in January. Much depends on
the dollar and the gold price
t but I don’t see a replay of
1984/85 with prime up to

-25%.
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The stated objective is to
cut the top personal margin-
al tax rate from 45% to 40%
and to increase the income at
which it becomes effective
from R80 000 to R100 000. The
Government aims to cut the

company tax rate from 50%
to 40%.

“We had to raise interest
rates this week to preserve
the reserves. Real rates after
inflation were only 3,9% in
SA, compared to 6,3% in the
UK and 6,9% in-West Ger-
many.

“We were motivated main-
ly by higher foreign rates —
but increased local rates
should also shore up the bal-
ance of payments and the
rand, help to check inflation
and increase personal sav-
ings.” .

Mr Du Plessis said State
spending would rise only 15%
this year, which he said was
zero growth in real terms.

Tax receipts will be much
higher than expected. The
deficit before borrowing
would be appreciably less
than the 4,1% of gross domes-
iic product stated in the Bud-
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HOUSEHOLDS and businesses face a year of financial stre

contract” to restore economic discipline.
Finance Minister Barend du Plessis told Busine
made before the election.
“Reserve Bank governor, Chris Stals and I are committed to moneta

rates, tight control of State spending, lower infla
Klerk, stands four-square hehind us.”

Mr Du Plessis conceded that discipline will entail
In more positive vein, he said curtailed State spending woul

mx David Carte

furniture, have already
slumped.

Many home owners who
took 100% bonds at interest
rates of 12,5% 18 months ago
are being squeezed out of
their homes. Recidential
property prices, particularly
those of luxury homes, are
expected to fall.

Because it was unexpec-
ted, the latest interest rate
increase has injured confi-
dence. Inevitably there will
be staff lay-offs in cyclical
industries.

Company insolvencies and
personal sequestrations, al-
ready rising, are expected to
increase further, says Infor-
mation Trust Company. The
Land Bank is increasing
some subsidies to farmers,
whose total debt exceeds
R14-billion.

Economists say there
should be long term gain for
today’s pain. Suppressing the
economy should underpin the
balance of payments, assist

tion and eventually hea

Finance Minister
Barend du
Plessis ...

bound to a
anifesto that
makes things

tough for
business and
individuals

4

SA to meet its debt commit-
ments and eventuaily reduce
inflation,

Savers will benefit by high-
er interest rates. They have
been the main victims of in-
flation for years, while in-
debted home owners have
been the beneficiaries.

Savers

savers stili receive nega-
tive returns after tax and in-
Ilation. Personal savings
have fallen to an all-time
low. There is rising hope that
the Government wil! shortly
announce measures to en-
courage personal savings.

The stock market was set
back heavily by this week’s
rate increase. Higher interest
rates make fixed interest
stock more attractive rela-
{ive to shares. They cut into
the profits of heavily bor-
rowed companies. They re-
duce sales and profits across
the economy. They boister
the financial and commercial
rands, which depresses many
share prices.

ss as the government “‘fulfils its

ss Times the Government was bound by the undertakings it

ry and mmnmm discipline. That means positive interest
lthy economic growth. The State President, Mr FW de

pain initially — but said the long term benefits would be worth it.
d help the government meet the electoral target of cutting taxes.

Most analysts felt the mar-
ket was ready for a period of
consolidation but few expect-
ed a rout. They say, provided
gold holds, downside is prob-
ably limited to 10%.

With the average industri-
al PE ratio around 10, most
shares are reasonably priced.
Motor and furniture shares
were marked down heavily
before Monday’s interest
rate hike, suggesting the
move was discounted.

Shares of companies de-
pending on the building,
motor, furniture and white
goods sectors, particularly
those with high borrowings
and heavy overheads, are
most vulnerable,

Said Rob Lee, head of in-
vestments at Old Mutual:
“Basically, the steps being
taken are for the long term
good of the economy. If we
can get back to low inflation
and reasonable economic
growth, the stock market will
go still higher, That was cer-

tainly the experience over-
seas.”

get.

Mr Du Piessis said the'gov-
ernment had completed its
borrowing but the Reserve
. Bank would mop up liquidity
L{o keep interest rates above
*inflation.

Households E.m_ most mm-
. fected through their mort-
gage bonds and HFP debts.
Sales of consumer durables,
. such as cars, white goods and




- = -
L N

HE economic challenge to
SA in the 1990s is to turn
around the progressive de-
terioration in economic
growth, living standards, job
creation and inflation, and the

. | relative deterioration in per ca-

pita incomes. _

The abolition of apartheid is a
necessary, but not a sufficient condi-
tion for bringing the turnaround
about. “With apartheid, SA will
| remain unstable, out of bounds to
foreign bankers and investors and
unable to run the current account
deficits that are the typical corollary
of rapid growth.

If we did move towards a general-
ly acceptable democratic govern-
ment, and if economic policy chal-
lenges were tackled with resolve, the
economic energies of the entire pop-
ulation would be released. The door
of international loan capital and
eventually of renewed private
foreign investment would at least be
unlocked, if not thrown open.

T he first economic policy issue is
the challenge to halt, and then re-
duce, the share of the government in
the economy.

1. Reduce the state’s claim on the
economy’s resources. _
In the early 1980s the worldwide
trend towards rises in government
spending and tax revenue in relation

1.i] tothe size of the economy was halted

"1 or reversed by policy changes in
‘most countries,
‘| i InSA, however, government's con-
| sumption and current spending not
only rose in relation to GDP, but at a
faster pace. Sharply rising govern-
ment spending necessitated sharply
rising government revenue.
~ The rising tax burden was felt par-
ticularly by private households.
Lower disposable (after tax) income
contributed to a collapse of net per-
sonal saving and slower growth in
real consumer spending. Households
did not stop saving to spend more,
but to pay more tax.
I  SA has one of the world’s highest
marginal rates of direct personal tax
and a low threshold where the maxi-
mum marginal rate takes effect. Qur
50% (plus 10% loan levy) company
tax rate is also one of the highest.
Government’s intention to lower,
over five years, the maximum mar-
ginal tax rate on individuals and the
company tax rate to 40%, is encour-
aging. But even at 40% we will only
just (and in important cases not
even) match those countries with
which we shall be competing.

2. Reverse the impact of govern-
'| ment finances on the balance of pay-
| ments (BoP).

The rise in current government
| spending, especially during the

success 1

RUDOLF GOUWS

1980s, was such that even the sharply
rising tax burden could not keep
pace. From 1982 government started
financing a portion of its current
spending with borrowings.

Instead of contributing to the total
pool of savings (gross domestic sav-
ings), it absorbed savings or “dis-
saved”, contributing directly to the
BoP problem. The difference be-
tween gross domestic savings and
aross domestic investment is equal
to the country’s external current
account balance.

To become a net saver again, the
government would have to run a
deficit smaller than its target of 3%
of GDP. But to return to earlier lev-
els of government saving, the gov-
ernment would have to strive to-
wards a balanced Budget within
three or four years.

The repair of its own savings posi-
tion is the most important contribu-
tion the government can make to
relieving the shortage of domestic
savings, and to the fundamental im-
provement of the country’s BoP.
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3. Establish a firm framework for
policy decisions.

A disappointment of economic
policy conduct has been the apparent
lack of a sufficiently strong frame-
work within which decisions are tak-
en. Examples are the two conflicting
announcements on salary adjust-
ments for public servants last year,
the 10 different announcements on
tax issues during the latter part of
the last fiscal year and the introduc-
tion, only six weeks after the Budget,
of a loan levy on company tax.

4. Orientate policy to the long term
and shun “fine tuning”.

The interventionist approach of in-
fluencing the economy by accelerat-
ing or slowing down government
spending, lowering or raising tax
rates and increasing or decreasipg
the size of budget deficits has been
jettisoned almost everywhere.

Other countries have seen the light
regarding fine tuning. SA needs to
strive for consistently conservative
fiscal and monetary policies which
do not aim to steer the economy in
one or other direction.

D. Reduce reliance on monetary
policy.

Because fiscal policy so often had
an expansionary impact on domestic
demand, monetary policy has had to
carry a disproportionate burden. The
true “blame” for the 1984/85 experi-
ence, when the prime overdraft rate
reached 25%, does not lie with the
Reserve Bank, but to an important
extent with the conduct of govern-
ment finances from 1983 to 1985.

In late 1983, when the gold price
was falling sharply, and domestic
demand and imports were rising
rapidly, government granted large
salary increases for public servants,

helping to push the 1984/85 borrow-
ing requirement to 2,5 times the bud-

- —— =
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geted figure. The consequent drain
on liquidity through the BoP, and
burgeoning credit demand, left the
monetary authorities no option but
to allow interest rates to rise.

The sharp rise in interest rates
during 1988 and up to the middle of
this year was also to an important
extent the counterpart of a too ex-
pansionary fiscal policy. Had the
government stuck to its February
1988 intentions on public servants’
remuneration, the two prime rate
increases early this year could possi-
bly have heen avoided.

6. Conduct consistently conserva-
tive monetary policy.

The most important reason for
SA’s inflation since 1970 has been
interference with the level of inter-
est rates. This led to excessive rises
in credit demand (which immediate-
ly translated into an excessive rise in
the money supply) and so to inflation.

The new Governor of the Reserve
Ban®, Dr Chris Stals, has taken a
strong stand against inflation, and
for consistently positive real interest
rates. The implied longer-term
orientation should ensure that infla-
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tion is slowly ground down without
sharp recessionary consequences.

If it is backed by a longer-term
orientation in fiscal policy, SA can
look forward to a less volatile busi-
ness cycle, improved awverage
growth in the 1990s, and a return to
single-digit inflation by say mid-
1991,

1. Work towards the abolition of ex-
change controls.

Continued exchange control over
residents and the reintroduction of
exchange control over non-residents
in 1985 are an admission that govern-
ment has not created an economic
and political environment within
which South Africans and foreigners
feel comfortable leaving their finan-
cial assets.

Exchange controls address the
symptoms and not the causes of the
downw .rd pressure on the rand’s ex-
change rate. A major challenge to
government in the 1990s is to create
economic and political conditions for
the abolition of exchange control.

8. Accelerate privatisation and
deregulation.

The thrust for further deregula-
tion should continue, but as long as it
does not include the abolition of the
Group Areas Act, we will not get the
full economic benefit of deregulation
because this law interferes with la-
bour and business mobility. Without
the abolition of this law, scepticism
of large parts of the black population
about the government’s motives with
deregulation will continue.

0. Tread carefully with industrial
policy.

Virtually worldwide, governments
are moving away from intervention-
ist approaches and embracing
“structural policies” which are real-
ly nothing more than the removal of
rigidities and impediments which
the governments imposed on their
economies in the first place.

To the extent that government
feels it should encourage outcomes
which the market might not have
brought about, or brought about
quickly enough, efforts should be di-
rected at encouraging exports, and
not at protecting local manufactur-
ers against imports.

I sense that the need for these
nettles to be grasped has been ac-
cepted in the government. The cor-
porate sector is, to my mind, in far
better shape than for a long time to
tackle new economic challenges.

If the political and economic poli-
cy challenges are adequately met,
the SA economy can still suprise us

all in the 1990s.

(] Gouws is group aconomist of

Rand Merchant Bank Ltd. This is a
synopsis of his address to the Hol-
landia Forum vyesterday.
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WORLD ECONOMIC PROSPECTS

Some virtuous circles
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B Mixed and moderated growth should be the trend in the Nineties

2,6%.

recession 1s discounted.

Economically, the first year of the final
decade of the 20th Century is likely to be one
of contrasts. Having learnt the great lesson
of the Eighties, that inflation leads to de-
struction, the monetary brakes gradually ap-
plied over the last year to dampen pressures
of demand — most notably in the US and
Britain — will slow overall growth of the
main industrialised nations of the West to

This deceleratton, accompanied by lower
price rises, will be uneven (see table) and
gentle, with the main exception of the UK
where a sharp contraction is expected i1n the
]1th year of Thatcherism. Growth will re-
main strong in the virtuous, low-inflation
economies such as Japan, Germany and oth-
er continental Europeans, while Asia and the
Pacific Rim will slow marginally to an ad-
vance of 5%. In spite of forebodings about
continued trade imbalances, the threat of

Overall, 1990 will still be the eighth con-
sccutive year of expansion for a global eco-
nomy which has a calmer look to it after the

achievements and crises of the past. Thanks

countries in different phases of the business
cycle, the world economy is expected to avoid
the wide swings in economic activity that
occur when all (of them) are contracting or
expanding at the same time.”

The problem legacies of the Eighties are
proving slow to remove. Third World debt

has reached US$1,290 trillion and, while
creditor banks have written off between 50%
and 80% of their exposure without the once-
feared financial collapse, the net decline in
capital for developing countries {World
Bank relief dropped $8bn to $14bn) is hob-
bling economies which account for 28% of

world imports.
The US Federal Budget deficit, helped by

the receding threat of East-West conflict, is
projected to drop to $117bn (from $161bn)
and the current account shortfall to $109bn
(from 3$116bn), thanks to the monetary
squeeze and devaluation of the dollar. Fluc-
tuations in the dollar have lessened, partly as
a result of the international! co-ordination
achieved by the Group of Seven, but the fact
remains that Ronald Reagan’s heirs were
left an American economy which is the
world’s biggest debtor nation, owing $800bn,

ances, but the 1ssue remains politically sensi-
tive.

External inflation, however, is falling,
While oil prices are up by some 43% on 12
months ago, due to heavy winter demand in
the US, increased production quotas by
Opec in the new year are expected to see
them drop by a f{ifth to an average of
b16/barrel for 1990. And slower economic
growth is forecast to keep metal prices about
15% lower on average than this year’s levels
{barring supply disruptions), with all com-
modities showing no real increase.

The one economic indicator which belies
the success story is unemployment. In the
Organisation for Economic Co-operation
& Development (OECD) area, labour sup-
ply — swollen by the Sixties baby boom ~—
has outstripped growth in jobs, kept lower
than increases in output by higher producti-
vity. And though well down from the reces-
sion peak of 9% in 1983, the forecast level of
7,5% compares badly with under 3% record-
ed 20 vyears earlier. The downturn in the
demographic curves, however,” should see
marked improvement in the next five years
and shortages are already affecting Europ-

largely to the second oil price shock of 1979-
1980 which sent inflation to a recession-
inducing rate of 13%, the industrial world
shares a common cause — whatever the
political colour of governments in power.
And Opec no longer has the power or desire
to disrupt.

Noting the diverging performances of
North America and Britain compared to
most of the rest of the developed world,
Arthur Dunkel, director-general of the Gen-
eral Agreement on Tariffs & Trade (Gatt),
said in his annual report: “With the major

ean countries in selected skills.

In the short term, the outlook for the low-
growth economies of the US and Britain
hinges almost totally on the success of mone-
tary policy and export performance,

»0 far the US Federal Reserve’s monetary
tightness appears to be working, even allow-
ing it to ease somewhat: consumer spending
growth is projected (by the OECD) to fall to
2% next year (from 3,4% in 1988) so that
GNP keeps gliding to a non-inflationary in-
crease of 2,1% without any marked increase

in unemployment
‘\ from the 1989 level of

while the current account surpluses of Japan
and Germany increased by $635bn.

Gatt, avoiding strong language, says the
persistence of these external imbalances “is
likely to be a continued source of attention,
partly because of uncertainty about when
and how they will be corrected and partly
because of their possible repercussions on
trade policies.” Protectionism is being held
at bay for the moment and the vast amounts
of cross-border investment may ultimately
be a big contributor to reducing trade imbal-

—_——

5,2%. But this will re-
quire no sudden up-
turn in consumption

Key economic data in major countries plus a continued rise
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prove a blunt instrument. And forecasts by
the Society of Business Economists that con-
sumer spending on durables could plummet
by 14% were supported by the plethora of
pre-Christmas sales.

Even the most optimistic do not see eco-
nomic growth reaching 2%. Against 3,9%
this year, consumer expenditure may rise by
only 1%. The negative impact will be a mas-
sive destocking equivalent to 2% of GDP plus
a fall of more than 5% in manufacturing

investment.
Positively, this should slash imports and

allow exports to rise 7% to cut the current
account deficit from £20,5bn to £12bn
(helped by better oil and invisible earnings).
Inflation, however, is likely to be slow to

1990 AND ALL THAT
1988 1989* 1990*
GNP % change
US e, 3.9 3,0 2,1
Japan . .. 57 5,3 4,2
Germany .... 3.4 4,2 3.2
France ........ ... 3.4 3,2 2,8
UK o e, 4,3 2,6 1,3
Other OECD ......... 3,3 3,0 2,7
OECD total ........... 4,1 3.3 2,6
Asia/Pacifict . ... 8.3 5,b 5.1
Inflation
US ..eh e 4.1 5.4 4.5
Japan .... . 0,7 3,2 2,5
Garmany ... 1,2 3,1 2,5
France ....  ......... 2,7 3.4 3,0
UK s 4,9 7.8 6.2
Other OECD ......... 7.7 1.5 6.6
QOECD average ...... 3,8 5,2 4.5
* OECD and private sector estimates.
T Excluding Japan.

respond. For while unemployment is set to
rise again, the effect on wage settlements
may be muted in the short run: a drop from
average increases of 9,3% to 8,8% — still
well in excess of an estimated climb of 6,1 in
the retail price index.

Unless Chancellor of the Exchequer John
Major, successor to Nigel Lawson (now
blamed for the problems), reverts to tighter
fiscal measures (notwithstanding the
£11,5bn budget surplus) to bolster mone-
tary policy, it will be difficult to reduce
interest rates which are penalising home-
buyers — dangerous for Margaret Thatch-
er's government — and helping sustain infla-
tion. And with UK prices still rising twice as
fast as those of Germany and France, ster-
ling is 1ikely to remain wobbly until condi-
tions allow it to become a fully fledged mem-
ber of the European Monetary System.

they have been largely doused by the collapse
of communism in East Germany. The
DM23bn tax cuts in Januvary are likely to
further underpin its position ahead of the
elections due at the year-end. This will sus-
tain domestic demand which already faces a
boost from the wave of migrants from the
East. Meanwhile, the Bundesbank’s tight
money policy has strengthened the D-mark
and kept down import costs, reducing infla-
tion without depressing investment.

In France, the minority socialist govern-
ment’s main concern is the current account
deficit, forecast to rise 40% to Ffrd42bn
{mainly with Germany) as the continuing
investment boom sucks in capital goods.
This, however, amounts to less than 0,7% of
GNP and with the government pursuing a
conservative fiscal policy the franc 1s not
under pressure.

Despite troublesome public-sector strikes,
average wage increases are being held down
to 4% in the manufacturing sector and infla-
tion is likely to fall — though not to the
government’s target rate of 2,5%.

Among the continent’s Big Three econo-
mies, Italy may face the roughest ride. Even
after proposed spending reductions of L40
trillion ($28bn), the budget deficit will stili
be 11% of GNP. Demand has grown too fast
for comfort, buoyed by real wage increases
and lower savings. While it is expected that
this year's 4% increase in consumer spending
will drop in 1990 and inflation is likely to
decline half a point to 6%, investment by
business remains strong. The current
account deficit is projected to rise further, to
L21,5 trillion ($15bn) and a formal devalu-
ation of the lira within the EMS is on the

cards.
No such problems exist for Japan, its eco-

nomic power undisturbed by the most unsta-
ble political period since the Fifties in the
wake of the Recruit Cosmos scandal, or by
the slippage in export growth. Internal con-
sumer spending has taken over to complete
nearly three years of expansion, the strongest
since the Sixties — as the soaring Tokyo
stock exchange has testified.

Fed by real wage increases of more than
4% and lower taxation, private consumption
rose by a strong 4,6% this year, undeterred
by the unpopular new 3% tax on spending.
Next year it is likely to slow but with capital
investment still growing — by more than 5%
(or 20% of gross domestic product) — the
combination will limit the projected slump in
exports to a gain of

imports (up a cumulative 33% by volume in
the past 24 months) and the increase in
Japanese travel abroad which has produced
a tourism deficit of $20bn, the current
account 1s reaping mounting benefits from
the huge amounts of investment overseas.
Since 1985, invisible inflows have risen by
more than 150% to about $120bn. Some
forecasters believe Japan will be stuck with a
$50bn-$60bn current account balance for
several more years even if imports continue
to outrun exports.

Around the Pacific Rim, the dynamic
economies of South Korea, Taiwan, Hong
Kong and Singapore — with an aggregate
GDP equivalent to about 15% of Japan’s —
will all suffer mutually from the US down-
turn, their biggest single market. Average
growth is set to slip to 6%, against rates of
8%-12% achieved in the late Eighties. This
may help take some heat out of the labour
markets where three years of expansion have
driven unemployment down to under 2% —
and in the case of Singapore, 3% — driving
up wages.

The health of the entire region is also
being clouded by China, the most promising
of markets during the economic reform years
up to 1988 when growth averaged 10%. Even
before the political upheavals terminated by
the slaughter in Beijing in June, the Chinese
were reining in as inflation headed over 20%
and imports ran out of control.

Even though the rate of expansion shrank
from 11% to 6% this year, the current
account deficit is estimated to have shot up
from $3bn to $13bn — worsened by the
disappearance of tourist earnings after June.
Next year should see lower growth of 5% and
an external shortfall of $8bn and, until
foreign qualms about China’s political re-
gression are eased, the country will be hard
put to easily raise credit abroad — even
though foreign debt totals less than 12% of
estimated GNP.

But China’s retreat from the future is
overshadowed by the hopes (and anxieties)
about the reconstruction of Eastern Europe
as the apparatus and methods of old-style
communism are discarded and dismantled.
Until early this year, the most significant
date on the calendar of the Nineties was
1992, when the European Community is due
to tear down Internal trade barriers, with
forecasts that this could add a full point to
aggregate GNP.

Those prospects are now even more excit-

ing. But a lot of ques-

only 1% (from 6%)

tions have to be an-

swered before the fore-
casters can rewrite the

and lift GNP by more
than 4%.

THE GROUP OF SEVEN

In the meantime, Britain’s often-lonely
policy position within the European Com-

munity will be underlined by the economic This should also see E“I"'e“t account 19335 .},1?9&”}990' somewhat bland, if
strength of its fellow members on the conti- | a further downturn in UZ E"EE BEY) ? 23 .22 | comfortable, projec-
nent. Investment will continue to increase — | the current account | Japan ............ +26 +2,3 +2,1 | tions that recovery
for example by 4,5% in Germany, 8% in | surplus from the 1987 | Germany ............ +4,1  +4,4  +4,2 | from next year’s decel-
France and 10% in Spain — as firms gear up | peak of $87bn. But it E’E””e :g-g :g-g :g*g eration will be modest
for the promise of free trade in 1992 and to | is slowing with fore- | ... " """ 5§ _1p -09 | with growth in the
offset weaker exports to produce average | casts of $60bn after | canada ... .. 19 23 -2,3 | OECD member na-

* OECD and private sector estimates.
Source. UBS Phillips and Drew

the $66bn estimated
for this year.
For, despite rising

tions adding up to an
average of 3% from
1091. |

growth of around 3%.
If there were political worries about Ger-
man Chancellor Helmut Kohl’s government,
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COMPANIES have ridden out positive
real interest rates during all of 1988 and
1989 with surprising aplomb

Up to September, nearly all listed com-
panies reported mereased profits, m spite of
prime overdraft interest rates rocketing
from a law of 12.5% at the beginmng of 1988 to
the present 21% — and a fall in the economic
growth rate from 3% n 1988 to 0.5% wn the
September quarter

With the average earnings’ increase around
30%, some improvements have been quite
startiing.

While high interest rates have not hurt
companies moch directly, they have cooled
domestic econormie activity, largely by hit- Source Standard Bank
ting the consumer, malnly throogh mortgage y 1
and HP payments. 82 83 834 85 86 &7 88 89
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Consumers are sacrihcing tn the durable .

area to sustain thewr Wfestyles. Sales of such
semnit-durables as clothing. and consumables . \lf.\.l\-f
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With the exception of certain moter and
furpiture compamies, the corporate sectar
managed to coatunue flourishing by retaining
profits, restraining capital spending aod
keeping stocks to a bare mimimuwn 1n order Lo
keep geanng low. [t learned its lessons dearly
in 1984

TOP EARNER: Loading coal at the Richards Bay terminal. Non-goid exports were substantlal earners |
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Stifll heading for a

B That remains the crucial issue for 1990

ft landing?

The gold price, the balance of payments,
interest rates and the impact of change in
eastern Europe are other topics addressed by
the FM Board of Economists, represented
this time by JCI's Ronnie Bethlehem, Brian
Kantor of UCT and Louis Geldenhuys of
stockbroker George Huysamer. Assocom’s
Raymond Parsons asks the questions.

Parsons:Let’s take a snapshot picture of how
you see the economy at the moment.
Geldenhuys: Some people expected it to hap-
pen sooner, but the economy is now clearly
slowing down.

Bethlehem: I agree, but we must distinguish
between the real economy and the financial
economy. In particular, the critical thing is
net foreign reserves.

Parsons: Is it slowing fast enough to meet our
balance of payments target?

Kantor: Probably.

Bethlchem: We can’t answer that properly at
this stage because we don't have a full pic-
ture of net reserves. At the end of the second
quarter net reserves (gross reserves of the
monetary banking sector less its short-term
foreign liabilities) had deteriorated marked-
ly, largely because of a deterioration in
short-term foreign liabilities between the end
of 1987 and June 1989 of almost R5,5bn.
Geldenhuys: We're headed for a hard land-
ing,

Kantor: The economy is moving sideways at
quite a high level. If it doesn’t move down-
wards and continues on this path it will have
done nicely by way of consolidation dr reac-
tion to previous excesses.

The liabilities Ronnie is talking about may
not be a bad thing. We want foreign capital
and if we've been able to borrow this repre-
sents balance of payments relief.

Parsons: How do you see the impact of the
world economy over the next I2 to |18 months,
especially for non-gold exports?
Bethlehem: We must take warnings of a
slowing down of the worid economy serious-
ly. Prospects for non-gold exports may be
deteriorating, but we must fook at exports as
a whole. Fortuitously, the gold price has
risen, so whereas last year, when the gold
price was down and non-geld exports did
better, we might now have a reverse of that.
Geldenhuys: Forgetting about things like
sanctions, from a purely economic point of
view it’s going to be tougher for exporters.
Kantor: We have seen a fall in commodity
prices. But the increase in the price of gold is
not fortuitous. There is a negative correla-
tion: when the world economy slows and
interest rates come off, the cost of holding
gold falls. People buy more gold and start
worrying about overshooting again.

Eastern European developments are a fun-

damental change in the world economy with
huge potential for growth, from which SA
will benefit, though they will also put heavy
demands on world financial systems.
Parsons: Are you now inclined to take a
bullish view on gold? If the gold price should
rise dramatically, can or will SA handle it
better than on previous occasions?
Bethlehem: 1 don’t think the gold price is
going to run away. It’s reflecting mainly two
things: perceptions of a cap or a ceiling on
real interest rates, which have emerged par-
ticularly since October '

and allow some foreign exchange control
relief rather than try to bottle up reserves,
but we are not ready to do that. '

If we let the rand rise all other exporters
would complain about the impact on their
profitability and they would be listened to in
the same old way. We will never get rid of
inflation without some exporters suffering in
that the prices they get won't rise as fast as
their costs over some short period.
Geldenbuys: Our main errors have been in
monetary policy. 1 get the impression from

Chris Stals’s latest Re-

13 and developments in
castern Europe and
Russia.

If gold surged over
US$600 would we be
able to resist the pres-
sures that would build
up, like the rise in the
cost structure, and then
could we handle the de-
ctine in the gold price
when 1t came? 1 don’t
think so, particularly if
it stayed up for a while,
like it did in the Eight-
ies, and we started to
build in the assumption
that there had been
some fundamental
structural change that
justified a permanent
adjustment in policy.
Geldenhuys: Sentiments
surrounding gold have
certainly turned favour-
able, though I don't
think we’re headed for a
massive bull run. There
are some rays of hope
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——= serve Bank Governor's

4 address that ‘monetary
policy will be pursued in
a slightly different way
and rely not only on in-
terest rates or the price
d  of credit.

1 © Kantor: Stals may be
{ tougher on the down.
side but will he be
better on an upswing?
Geldenbuys: He needs
to build reserves now.
Parsons: Could eastern
Europe look more at-
tractive to foreign inves-
tors and divert economic
attention from our part

of the world?
Bethlehem: Even if
+ sanctions go tomorrow,
capital inflows won't
come when the gold
price is depressed and
we are sorting out inter-
_nal political problems.
Anything that happens
in eastern Europe that
needs bankrolling will
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that we have learnt SATIOLE 'a ‘ket-re e 'ﬁﬂ divert funds away from
from expcrience on b *gﬂjﬁﬁ rj‘}?"ﬂ%ﬁ%}g&;ﬁ R % the Third Wﬂﬂd, and so
what policies we should  [Besuzifivhyinyrd Bethlehe iy make the position
then adopt. tougher.,

Kantor: I wouldn’t want
to be seen as a gold bull
at this stage, but the rise from $350 to $410,
without much dollar weakness, is significant.
Slow world growth is good for gold.

If gold moves up, say to $450, the authori-
ties would not let the rand increase much.
The Reserve Bank would take the opportun-
ity to accumulate reserve strength. Financial
markets would bet on upward movements in
the rand, confidence would be encouraged
and we would sooh see a pick-up in money
supply growth. That would be the same mis-
take as before and again we’d become vul-
nerable to subsequent weakness in the gold
price. The way to avoid these errors is to
allow the exchange rate to move immediately

Kantor: One can exag-
gerate the diversionary
effects or whether SA will be much preju-
diced. Our share of the world capital market
is 80 small anyway, and we have lost 30 much
capital, that any inflow -~ which will be
extremely helpful to us.— would not be
important for world capital markets.

i Bethlehem: SA is a schizophrenic country in

how it is perceived by the outside world.
When gold and commodity prices boom SA
ceases to be looked on as some Third World
phenomenon and becomes an attractive tar-
get for investment funds. When prices of our
export commodities are depressed we tend to
be classified differently. That can make a
material difference to investment flows.
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economic policy priorities and top of the list
now is to reduce the rate of inflation. What
are the chances of getting inflation down to a
more acceptable level?

Geldenhuys: If you look at his speech closely,
Chris Stals spoke about macro-economic
equilibrium and balance, using inflation as
the benchmark. It’s not a policy directed
only at curbing the rate of inflation. In the
short term certain factors, ma};be coinciden-
tally, will favour a reduction in inflation. If
gold remains strong the rand won’t fall that
much. We've had lots of indirect tax In-
creases in the past two years which I don’t
think will recur. But it’s still early days to
taik confidently about single-digit inflation;
maybe we’ll be able to

tor wage bill must be contracted but we need
to retain and reward good people in the
public sector. To do that we must get the
public sector down in absolute size; that’s
where the leadership must come.

Parsons: In the post-election phase, is there
more determination in official circles to dis-
cipline State spending?

Bethlehem: Yes, there is -—— as long as the
environment remains reasonably accommo-
dating and quiet.

Geldenhuys: There are encouraging signs
that we may be close to the Budget figures
for this fiscal year. On top of that, again it
may be early days, but there may be room for
more efficient allocations of expenditure.

Kantor: 1 don’t think

In a year’s time.
Kantor: The key to in-
flation will always be
the exchange rate. If
they can hold the ex-
change rate then one
can look forward to
lower inflation down
the line.

Bethlehem: The shift of
policy giving more em-
phasis on inflation 1s
welcome. I'm not so
sure, however, that the
shift actually displaces
the balance of pay-
ments on top of govern-
ment’s priorities.
Parsons: Do you see ap-
peals for wage and price

restraint as playing a

our fiscal record is as
bad as people like to
make out, though there
are problems with the
structure of the Budget.
Obviously defence must
be a prime candidate
for real cuts now we are
not fighting the Soviets
on the border.
Parsons: We need more
policemen and fewer
soldiers?

Kantor: That’s right.
One has to be very scep-
tical about our ability to
reduce absolutely the
size of the public sector
if you include nurses
and policemen and
teachers.

useful part in an anti- H‘Tf G “““Ww W;} - Hﬁf [’'ve heard Barend du
dg#.w b :

inflation strategy? *i;,,;:h“*?""‘“‘ '“”: Eﬁﬁtﬂﬁ}f EUIPEE?’H T;ﬁ"‘“ Plessis talk about SA’s

Geldenhuys: No, not [ . dﬁvélﬂpngfms*”are:ﬁ“ economic problems and

really. We must pursue fundamﬂntal tha ge‘*"” “ the#* have no doubt that he

policies that will create
the sort of environment
where restraint will be
self-imposed.

Kantor: The most im-
portant area in which
government can &xer-
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cise restraint is with its 11"
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own employees. Gov-
ernment has a useful
opportunity coming up
to limit public-sector
salary increases to less
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than 10%. With the next election way down
the road, now is the time to hang in tough
and set an example. A general wage increase
of no more than 10% in the public sector has
an immediate positive effect on the Budget,
opening up room for tax relief. The private
sector would take a lead from that. The
authorities should accompany it by income
tax relief. A low wage increase and income
tax relief at the same time is a very useful
package, and if they don’t do it this year
they’ll never do it.

Bethlehem: Appeals for wage and prlce re-
straint are no way to conduct economic poli-
cy. But the public sector must be looked at
much more discretely. The total public-sec-

has a good grasp of the
necessities. I think he is
politically influential
enough now to actually
get his way.

Parsons: If you were be-
J ginning to think about
B the March 1990 Bud-

v e “;Kanturu get, what strategy
i #  would you recommend?
~ Should taxes be cut —

if so, direct or indirect
or both?

Geldenhuys: The deficit before borrowing
must not be bigger than the actual outturn
for this year, which should be much less than
the budgeted 4,1%: maybe as small as 3,2%
or 3,4%. To ensure that I must look at
expenditure and then see where I can reduce
taxes as well. If government comes up with a
13% increase in expenditure, which will prob-
ably be in line with the inflation rate, the
deficit will leave little room for tax cuts. If
spending growth can be limited to something
like 10% there will be scope for tax guts of
some R2bn-R2,5bn. I would devote the bulk
to direct taxes, though some should go to
reduce the import surcharge

Kantor: Don't forget we've already had sig-

5 uﬁ'l-.h"
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nificant direct tax reductions, mainly for
womern.

We must cut away at direct taxes and go
the indirect taxation route. The buoyancy of
sales tax revenue is remarkable. This gives a
wonderful opportunity to introduce Value
Added Tax at rates not above the current
sales tax rate.

Bethlehem: The Budget is government’s most
important statement on the economy. There
is no way government is going to be able, in
March 1990, to tell the economy that it can
relax and go ahead. It’s not just a matter of
there not being enough room: it would be the
wrong signal. We want to discourage spend-
ing and encourage earning and the way to do
that is to switch the emphasis by reducing
income taxes and raising indirect taxes. But
just to get the deficit — before borrowing —
clearly below 3% would be welcome and this
is the time to do it.

Parsons: What do you see as the average
inflation rate (CPI) in 1990?

Bethlehem: 13,5%.

Geldenhuys: 13,5%.

Kantor: 14%. And note that all these fore-
casts are for a fall in the rate, which is itself a
significant change in sentiment.

Parsons: And salaries and wages?

Kantor: You must be consistent with your
view of the economy. If you think the eco-
nomy is coming off, obviously real wages will
fall. If you feel the economy is not coming
off, real wages will be sustained. It will
depend largely on the lead the public sector
gives.

Bethlehem: Real wages will be squeezed.
Parsons: And gross domestic product growth
next year?

Bethlehem: 0%.

Geldenhuys: 1%, but GDE will fall.
Kantor: I'll go with that.

Parsons: It is often said that politics and
economics 2o hand-in-hand in SA. How
would you evaluate De Klerk’s recent politi-
cal initiatives in this context?

Geldenhuys: Encouraging. 1 think we’ll see
Progress.

Kantor: He has an impressive sincerity. His
role is critical. One must be so cautious of
euphoria in these matters. 1 just hope he can
maintain the momentuim.

Parsons: At the end of the day, what is the
bottom line for businessmen over the next 12
months? What is your basic message?
Geldenhuys: There are encouraging longer-
term signs but 1990 will be tough.

Kantor: I expect a sideways movement with
some upside which they should watch for,
like the gold price and the Budget.
Bethlehem: Since F W has become president
we’ve had the highest level of internal politi-
cal activity for decades, yet we have lower
anxiety than for a long time. We need to turn
this around into the economic area. In 1990
we’ll have toughness from the monetary and
fiscal authorities, but at the same time, be-
cause of an improving general climate we’ll
have a greater feeling of ease on the part of
the business community to take long-term
decisions. |
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S2OHERE can be no greater
y constraint or restraint on
commerce than to make
@ long-term plans in ap envi-
ronment where politicians’ plans
are short term, .

Fiscal discipline should be direct-
ed at achieving conservative govern-
ment expenditure and taxation, and
a budget deficit before borrowing
that does not exceed the reasonably
expected growth rate of an economy.
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A leader should lead by example.
Can government expect the public to
cut back on spending when the state
lives beyond its means?

High tax rates, inflation and politi-
cal uncertainty motivate the con-
sumer to spend. Personal savings

< have, in any event, fallen in direct

proportion to the increase in

person-
al taxes. i

" The crucial question is whether

the constraints on private sector

?

\
FJ spending will have any impact if
they are not accom ed by curbs
on public sector spending.. The
answer must be in the negative. An
increase in interest rates alone will
not correct the ills of inflation. There
has to be a corresponding cut in gov-
ernment expenditure. .=
The other concern for the private
sector is, of course, that the political
situation has resulted in a complete
_mnwﬂnm _M_E.Em: investor nmwmﬁnmgﬁ
. SA. Tt is a sobering thought that the
ish capitalist shareholder in the 1986 country credit ratings put SA at
country's largest industries. No 55 between the Cameroons and
The privatisation revolution start-  qyynidad and Tobago.Venezuela, Co-
ed in Britain bas become the great-  [ymhieand Algeria are given a high-
est of the great revolutions, having er rating than SA.
spread faster than the industrial or The decline in our CDP and our
Christian revolution. Thatcher has political problems lain why SA
also created conditions conducive to has been relegated to the lower-mid-

mEﬂEmunmEanEmuﬂwumEuF .
ing regulations and nau#cm and al- dle Income group of countries.

lowing markets to work better. De-
regulation is needed more urgently

in our economy than privatisation. E
The private sector in Britain flour- hile in the last decade the men

It follows that government shonld be
diseiplined not to overspend because,
if it does not do so, it will not be
nired to overtax the economy. i
SA, government expenditure as

a percentage of total GDP has risen

| plan and o_omlu@
e | delined policies

poo7 N 1988/89. The deficlt befare _ MERVYN KING, executive chairman of Consolidated Frame Textiles

borrowing has risen strongly in the
1980s, both in total and as a percent-
age of GDP. .

did in her first decade, and inflation
is now at 6,5% compared with Fran-
ce’s 3,2% and Italy’'s 5,9%.

_ Notwithstanding the apparent pre-
suggest that monetary and fiscal retreat, Thatcher & in fact-

policies — or the lack thereof — have

suffered from the basic problem of  orce the Labourites to change their

having or trying to have multi-gi-  Conomic policles; did oust social-
jsm; did bring inflation down from

mensional objectives, The long-term 247 10 49 ,
. e, and did cut government
vision should be macro in form, such expendit

as reducing government’s share in
the resources of the economy. The reason for the present set-
But can such a macro objective be  backs is that the European trend is
carried out in the long term by exer-  towards the freemarket approach —
n_ﬁnw.v monetary and fiseal disci-  but ensuring by interventionist ished because it could do some long-  from the Treasury and the Reserve
Eﬂmﬂ.ﬁ eneralle a tod that H_.w..w.mh_m WMM z_uumm Wo_mm donot wnmmﬂ. term planning within the framework  Bank might have known the route
ot £ y accep h e Dol Rﬁmaﬁ Emw.u LIKING. .. "to lead by example  0f 2 macro plan, with definitive long-  and direction that had to be taken, h
ong-term economic managemen equat care, and so on. . . term monetary and fiscal policies. the politicians kept on building de-
was not pessible in a democracy be-  Britain popular opinion is that prior- cesstve govermment expenditure fed |

' . ) h Sl . No - . to them. ust .
cause of the political cycles. To win, ity shouid be given to health care, €ver Increasing inflation (again a  dope v%aw%mﬁwﬂmﬁw_wﬁw ﬁmm%mhcw uaﬁw ..WMH_.“ fen nﬁ.ﬂmﬂ mﬁﬂmvmﬁmwmu
politicians had to change necessary  adequate pensions, better education, chilling similarity). During the first  confidence in ag economy buffeted  dent has acknowledged that econom-
but politically unpopular economic  ete, rather than further tax cuts. year of her premiership inflation by vacillating monetary and fiscal ic prudence and success 18 needed to
. ﬁh.:ﬂmnnm. Evmmm%ﬁmﬁ Thatcher de- The iessons being learned in Brit- umm=¢n at 24%. . . movements. underpin political change.
5 q_nw na o mamwm,E e ain are that everything cannot sim- er long-term economic policy The private business sector in SA Are the monetary and fiscal poli-
e e Minister % . ionce TECENVY  uly be left to the markets, that not Hmm a Imacro one — namely to re-  peeds a maero plan with defined cy-makers and the political policy-
mmm chMHEmM s “primary m.unnmnm everything public is bad and every- uce {he state’s share of the eco- monetary and fiscal policies and  makers at last dancing to the mmEm_
should  S0UN mnnnwﬂmn policy an thing private good. This is an impor- nomy. Her policy .En__.amn_ a mixture long-term objectives so that the pri- tune? I am starting o believe the
not election popularity”. . tant lesson for the future SA. of monetary and fiscal measuresand  vate sector can plan with a reason-  are.
_ Economic policy is now a political Notwithstanding the wisdom of -o¢ carried them out with fierce de-  able degree of certainty To sum up, the specific targets of
issne in SA. That a long-term eco- ot : g the om o termination. So, her approach was to What happened in Mav this macro plan shonld be a reduction i
nomic plan, which wins political pop. ~ Ditdsight in looking at Thatchers  formulate 2 maero plan and to ppe y LS year p !
ularity, can be carried out has been ~ Policies, it is the Thatcher approach it out with deftermis ation. 1y was also a good example of short- government expenditure, deregul
proved by the Iron Lady herself which we need in our monetary and In carrvi anﬂu_H:hmH. macro plan sh term planning. Shortly after the Bud-  tion of the economy, lirnitations o
I ) fiseal policies. LAITying copanshe  get, and in an attempt to cool down  money supply and a reduction in thh
accept that Thatcherism appears specifically cut tax rates. By 1982 e economy and curb imports, inter-  tax burden.
to be on the retreat in Britain. Some When she came to power the La-  inflation was back to 10% and it esirates were increased. a 10% loan If Britain and America can do i
nnEEm_wBSE say this is the result  bour government had failed to close reached a low of 3.7% in May 1983. levy on company tax was imposed SO can we. ’
of her “Iron Lady” qualities, but the  the growing gap between lagging She also “put Britain up for sale”  and increased deposits and shorter [ This is an edited extract from an
reason may well be that Britain’s productivity and spiralling wages (a  through privatisation. The British so- repayment terms in hire-purchase  address yestarday to the Johannet-
economy 1S not growing as fast as it chilling similarity). This gap and ex- cialist householder became the Brit. agreements were promulgated. burg Banking in the 1990s seminar.
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| TO KEEP up with world
standards, more money
needed to be invested in
research and develop-
ment (R&D) and re-
search equipment infra-
structure was
crumbling, the CSIR’s
Foundation for Re-
search and Development

found in a recent study.
The report said SA’s un-
allenged wealth and

pinay | |49

osperity

| EDWARD WEST I

prosperity were vanishing
gradually, and its rich
natural endowment and
cheap labour were no long-
er the ingredients of eco-
nomic prosperity for the
country.

Internalised markets
and increased investment
in R & D by SA’s competi-
tors were dimishing SA's
competitive edge. The ex-

port of rimary products
could no longer support the
economy.

Producers of primary *

commodities had to pro-
duce 40% more in 1986 than
in 1900 to buy the same
quantity of manufactured
goods.

SA's BoP was increas-
ingly strained by high and
medium technology defi-
cits. During ‘1987, the defi-
cit in high and medium

GENTYRE INDUSTRIES LIMITED

Ranletratina Mooy DEI’E“HS?.’GE

Vanishing

technology was nearly
R10bn, more than 6% of the

GDP.

Productivity, which de-
ended on R & D, had to be
mproved. In recent years
SA’s productivity increases
averaged a scant 1,1%
while countries once in
lower levels of develop-
ment were doing four to six
times better, the report
said.

Australian researchers
were endowed with 50%
more funds than South
African researchers while
Canadians received seven
times as much. Only 18% of
research equi ment at uni-
versities could be consid-
ered up-to-date.

CSIR president Chris
Garbers said yesterday the
R & D funding mechanism
for universities had as yet
not been fully implement-
ed, even though these funds
had been increased by
around 250% in the past
few years.

Universities needed to
be maintained as centres of
excellence, especially con-
sidering government
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rationalisation of spending
which had placed universt-
ties under pressure.

The R & D Foundation
eport added it was not sur-
rising so many scientists
eft SA for greener pas-
tures. More than 20000
residents left the country
ermanently each year, a
arge proportion of whom
took skills abroad.

National Productivity
Institute (NPI) director for
industries Jan Boer sup-
ported the view that not
enough was invested in
R & D. Industrialists often
purchased technology
overseas not suited to SA
conditions.

Private businesses and
government should work
together on R&D pro-
grams, ensuring a focussed
program which could be

ractically applied, said
oer.

Science and engineering
were SA's only hopes to
meet the challenges of in-
ternational competition,
the R & D Foundation re-
port found.
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Study puts SA informal

W) B804 20188

sector at 30% of GNP

THE total informal sector in SA
now comprises 30% of the economy
and is growing at an uncontrolled
rate, according to a study by the
London-based Research Support
and Marketing.

Author of the study, Tony Beaumont,
says all official statistics, by definition,
relate to the First World, formal sector
of the economy.

“Alongside this is a more or less
healthy, informal Third World sector in
which no records are kept and on which
fitiv authoritative estimates are avail-
able.

“A considerable amount of moon-
lighting by over-committed whites also
takes place, and is not declarable for
tax purposes, so it debatably belongs to
the informal sector which, by definition,
is poorly defined.”

However, black unemployment is
high, he says, with estimates ranging u
to 40% of the would-be active adult
population, which encourages a great
deal of informal initiative.

“Recent estimates by the SBDC sug-
gest that 3,5-million to 4-million jobs
are now l;:ruvided by the informal sec-
tor, which soaks up 40% of all job hunt-
ers and accounts for 30% of the GNP,

Business Day Reporter

Flaking a mockery of official statis-
ics,”

The study says growth is not occur-
ring in the Fiirst World white-controlled
sector where it can be measured and
taxed by Pretoria, but the extent of
informal activity makes nonsense of
statistics.

He says government has lost control

of the economy to a certain extent, It is
the First World sector which is inside
the government tax net which is not

growing sufficiently.

Confidence

“It is profitable enough, but the well
run companies are in a defensive mode,
growing only sufficiently to match or
exceed inflation, unless it is by acquisi-
tion or export-led growth resulting, not
from improved efficiency, but from the
weakening currency.”

Beaumont says SA industry has sim-
ply lost all confidence in the status quo
since the Rubicon speech of 1985. It was
industry which led the trek to Lusaka to
open discussion with the banned ANC.

The role of business as an agent in
change is critical, given the debate sur-
rounding black attitudes to free enter-

prise, the impact of sanctions and the
concern of many South Africans to pro-
mote peaceful co-existence and improv-
ing standards of living after the change.

“It is only with the imposition of sanc-
tions and disinvestment that govern-
ment has, belatedly, begun to invite
commerce and industry to express an
opinion on national policy matters, and
the invitation is largely restricted to the
economic sphere.

“Industrial leaders opinions are, al-
most without exception, reformist, not
because they are notably liberal, but
because no other course promises suffi-
cient stability for them to make deci-
sions with confidence for the longer
term. As a result industry is taking at
last covert political initiatives way be-
yond its designated role.”

Beaumont says free enterprise, and
especially big business, wants to be part
of the new dispensation in SA — “so
much 50 that it is probabl ?repared to
bankroll the change and finance the
new society to an extent that blacks
would be well advised to listen to.

“If the well-being of black South Afri-

cans is more important than political
posturing, they will certainly do better
to accept the participation rather than
insist on the nationalisation of such en-
terprises as Anglo,” the study says.




CAPE TOWN — Sanlam
estimates that South Afri-
ca will in 1989 have a sur-
plus of about R4 billion on
the current account of its
balance of payments, but
that on average R5 billion
per year will be required
over the next four years to
repay foreign debt,

The company’s chief
economist, Johan Louw,

L_Says in the latest Econ-
OMmnic Survey that al-

though the rescheduling of

- South Africa’s foreign debt

will relieve immediate
pressure on the balance of

- payments, it is clear that it

1+

“-

‘will remain under consid-
erable pressure,

. This will place a seri-
ous damper on growth po-

<+stential unless a consider-

T
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able part of the foreign
debt can be rolled over,
The current favourable
tendency in South Africa’s
net trade with the rest of

*the world should resuit in
“the growth rate exceeding

two percent this year.,

As regards 1990, Sanlam
expects that economic ac-
tivity will decelerate at a
‘considerably faster rate.

Real private consump-
‘tion expenditure should
‘grow at a noticeably
slower rate than in 1989.

Real fixed investment
by the private sector
"should also decline in 1990
~— after rising by more
than 25 percent in the past
three vears. _

Eco n:%%qy

still

under foreign
debt pressureg

For the year as a whole
Sanlam also expects a
marked depletion of total
real inventories.

“All in all, we estimate
that real gross domestic
expenditure in 1990 will be
about 1,8 percent lower
than in 1989.

“A relatively sharp de-
cline in the volume of im-
ports and a continued rise
In exports will nonetheless
result in the gross dom-
estic product being about
one percent higher in 1990
than in 1989,” says Mr
Louw.

While the inflation rate
tor 1989 should be rough-
ly 14,8 percent, against
12,9 percent in 1988 San-
lam expects that various
factors will continue to ex-
ercise considerable up-
ward pressure on the infla-
tion rate in the first half of
1990.

“Furthermore, aithough
we believe that food prices
will continue to rise more
slowly than the average in-
flation rate for the great

part of 1990, the increases
will be larger than in re-
cent times and will there-
fore place more pressure
on the total inflation rate.

“The effect of most of
these factors should de-
cline significantly later in
1930, leading to a reduction
in the inflation rate. For
1990 we foresee an aver-
age inflation rate of about
14,5 percent,” says Mr
Louw.,

The process of privati-
sation and continued dere-
gulation will support this
tendency.

At the same time it
must be realised that cepr-
tain factors in the SA econ-
omy make a substantial
reduction of the inflation
rate a formidable task and
that efforts in this regard
can succeed only if both
the public and private sec-
tors give their full co-oper-
ation,

He concludes that the
tempo of economic expan-
ston will slow down consid-
erabiy in 1990. — Sapa
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IN SPITE of denials by government,
SA is in the process of losing the eco-
nomic war declared on the country by
the international community.

According to a report published by Lon-
don-based Research Support and Market-
ing group, SA's weakened economy has
become extremely sensitive to political
decisions with no “fat” to act as a buffer
against more international sanctions —
particularly financial pressures.

The comprehensive 250-page report says
a new political framework has become
paramount in preventing a continued slide
into Third World economic chaos.

“By the new year it is anticipated that
the world will be complaining about the
obduracy of F W de Klerk — whose likely
delaying tactics will be designed not to
prevent reform ocurring but to secure the
best bargain he can for Afrikaners,” the
report says.

“Meanwhile, the external pressure on SA
will be mounting, including pressure for
increased sanctions, which De Klerk will
try to avoid by making concessions.”

Entitled Industry Under Siege, the re-
port lists recent moves made by govern-
ment to 1Iff the “externals” of apartheid,
including the release of Walter Sisulu and
his fellow detainees, testing the water for
the release of Nelson Mandela, negotia-
tions for the enfranchisement of the non-
electorate and the rescinding of laws guar-
anteeing white privilege, which have
become too costly to maintain.

“The present level of sanctions is dis-
torting the SA economy but is not as dam-

[ usineas ay Repark

aging, or as unwelcome to the SA authori-
ties, as outsiders suppose.

“On the positive side it forces structural
industrial changes which may be to the
country’s long-term benefit, causing indus-
try to be rationalised into fewer, larger
more competive production units,” the re-
port said.

This restructuring presents opportuni-
ties for foreign investors willing to take
political risk on lucrative financial terms.

“Thus Taiwanese participation is under
discussion for the new stainless steel pro-
ject of Highveld and Samancor, in return
for preferential customer treatment.

“Further foreign finance is needed for
future public sector investment, and will
certainily be sought for major mining in-
vestment in the nineties.”

Invested
A
However, the report says, foreign mon-
ies will not be made available until SA has
reformed sufficiently, while maintaining
stability, to re-activate its economy.

The SA economy is now in a box — from
which an increasing amount of “smart”
money i3 somehow finding its way over-
seas. The rest is buying up foreign-owned
assets in SA, or being invested in property
and the JSE, the report says.

“There is insufficient industrial invest-
ment for the long-term good of the country,
nor will there be sufficient until there is
clear political direction which industry in-
sists must be towards reform.”
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THE WORLD’S system of double standards has become
- much more blatant in recent years.

" mhree countries, Russia, China and South Africa, have begun the
- difficult and painful process of retreating from the ideological blind
-alleys in which they found themselves. The world’s response {o these

- three has been very different.

China, which entered the process first by seeking to liberalise its

_economy, was greeted like a returning prodigal.
" Investors and businessmen, government delegations and experts

ministerial, presidential and
. even royal visits without num-
ber. All this, without any solid
‘evidence that the essentials of
“ China’s totalitarian system
" were being changed at all.

+ What happened in Tiananmen
.Square in the early summer of this
‘year came as a shock. For a time
the policy of the open hand had
been suspended.

Faced with the wicked enormity
of the response of China’s rulers to
the plea for democracy, the West’s
liberal societies had no alternative

.but to stop most visits and even to
talk of economic sanctions.

But little has actually been done
to enforce this disapproval. China

-continues to receive even military
supplies from Western countries.
The United Nations has done noth-

ing at all.

Sympathy

L. For most countries which trade
' with China, it is “business as usu-
'al” The moment China’s rulers
'make a liberal gesture or two,
' Western liberal opinion will be sat-
isfied and even the symbolic ges-
“tures of censure will be dropped.

With Soviet Russia’s policies of
.glasnost and perestroika there has
“been no such incident as the Peking
-Massacre to interrupt the smooth

flow of assistance, credits, appro-
-val and sympathy with which the
. West has greeted the Russian
regime’s efforts to reform itself.
Almost from the start, Mikhail
Gorbachev's good faith has been
accepted, his sincerity applauded
.and his efforts to change Russia
~g@iven the widest publicity in the
Western media.
Statesmen, churchmen, journal-
. ists and businessmen have given
him every possible benefit of the
doubt and the most generous mea-
sures of practical assistance, both
economic and political.

He has run 1nto all kinds of diffi-
culties but these have been mainly
domestic, springing from the in-
herent difficulties of his task.

From the outside world he has
received nothing but help. No op-
portunity has been taken by the
~ West to exploit the internal con-

flict of nationalities which have
now become a feature of the hith-
erto monolithic Soviet empire. We
have been good neighbours.

Contrast this with the world’s
response¢ to the beginning of
change in South Africa.

Many countries, under United

f Nations auspices, have been apply-
ing sanctions to South Africa for
the best part of a generation, be-
ginning with bans on the sale of

nrrmoennaAenid

T

_ poured in from all quarters. Credits were extended and technical
. agreements negotiated in endless profusion. There were prime

cidentally, a low-cost coal export
industry.

Not only did sanctions fail; they
were counter-productive. Even the
latest form of economic pressure
— disinvestment — enforced in the
United States with some vigour,
has had a mixed efiect.

If, on the one hand, some big US
and British firms have sold out and
left, and investment capital is
harder to come by, on the other
hand, large and valuable busi-
nesses have passed into South Afri-
can hands at bargain prices.

It is probably too soon to calcu-
late the net effect, but it is worth
noting that there is no instance i
history of capital failing to make
itself available if the opportunities
for profit-making are good enough.

If the flow of capital to South
Africa dries up — and there is no
sign of this happening so far — that
will be because of the destructive
economic policies of the Bdouth
African Government itself rather
than the efforts of the anti-apart-
heid lobby overseas.

{onvince

There is then no evidence that
sanctions have worked. The desire
of white South Africa to change
itself, reflected mn the reformist
policies of the Government,
springs from quite other cduses —
a process of political self-educa-
tion among large numbers of ordi-
nary people, & growing realism
about the way the world is heading
at the end of the 20th century, a
change of head and, equally if not
more important, a change of heart.

“This slow transformation has
heén going on for a number of
years now and is gathering pace —
as is plainly evident to outsiders

_+like.myself who come here often. 1t .
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spectacle of the world’s largest
and richest nation conducting a
positive assault on the economy of
what, after all, remains in many
respects a Third World country.

It is a distasteful spectacle but it
is also profoundly illogical, espe-
cially compared with the world’s
attitude to Russia.

In Russia, the more positive
changes Gorbachev makes the
more the world helps him because,
so the argument ruans, this will en-
courage him to move even faster
towards liberal democracy.

With South Africa the argument
15 reversed. If President F'W de
Klerk takes steps to dismantle
apartheid, it is asserted all that
proves is that economic warfare
works and should be stepped up fo
force him into yet more conces-
sions.

The possibility that President
De Klerk, or white South Aifrican
opinion generally, favours change
on its merits — a possibility sug-
gested by the trend of all recent
election results — is not even con-
sidered.

Also dismissed from consider-
ation are the views of South Afri-
can blacks. The Gallup Poll pub-
lished in May this year showed that
82 percent of blacks oppose sanc-
tions and 85 percent disinvestment.

But most leaders and US con-
gressmen prefer to believe that
they know better than South Afri-
ca’s blacks what is in their inter-
ests.

I do not share the view that
South Africa faces a violent catas-
trophe sooner or later. I believe
strongly that it can progress slow-
ly but surely, -and by peacefil
means. towards a society in which
all races co-operate in sharing eco-
nomic prosperity and political

- - ~w r - I - =
0 BT LR N L iy

o = by . R J S o8 St -
N e O 3

N TR
TR R
cause there is no provision for such
a natural process, whereby the
ability of the capitalist economy to
accelerate the creation of wealth
and widen its distribution is peri-
odically reflected in a wider
suffrage.

A political constitution based on
race makes this benign and peace-
ful process impossible. Apartheid
also inhibits the working of the
capitalist economy and slows down
the process whereby wealth is in-
creased and spread more widely.

Aspirations

If, as I suggest, the economic
aspirations of blacks are tackled
first by dismantling apartheid re-
strictions, and blacks hegin to par-
ticipate fully in the workings and
rewards of South African capital-
ism. it will become possible safely
to extend the suffrage too.

Indeed, if economic apartheid
disappears, political apartheid
must follow suit eventually. But
this can be a gradual process.

Apart from iis other defects,
South Africa’s political system has
too narrow an electoral base. The
Cape coloureds and the Indians
should never have been excluded
and these historic errors should be
remedied with all deliberate
speed.

But it is more important still to

J—

the respected British historian,
concludes his assessment of South
Africa

begin soon the process of incorpo-
rating a significenj section of
blacks on the electoral rolls.

South Africa’s political way
ahead, it seems to me, does not lie
with federalism, schemes of parti-
tion or absolutist plans to intro-
duce universal suffrage rapidly —
these solutions would raise more
preblems than they solve.

It lies, rather, in following the
paltern set by the first democra-
cies in the United States and Brit-
ain during the 19th century — that
is fying the right to vote to proper-
ty and education.

South Africa already possesses a
growing black middle class. It has
thé economic means to accelerate
the expansion of the class — which
the end of economic apartheid will
do of itself — and it should con-
sider adopting political means 1o
incorporate that class in the voting
process as expeditiously as possi-
ble.

Looking back on it historically,
democracy took peaceful root in
the great Anglo-Saxon countries
because their ruling class had the
sense, in time, to share its power
with the middle class.

This power sharing not only
helped to legitimise and consoli-
date the system but also smoothed
the way to a peaceful sharing of
power, in time, with the working
class. A pacific and constitutional
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solution to South Africa’s problem
depends essentially on the skill,
speed and thoroughness with which
the black middle class can be
brought into the ruling structure.

If this can be done within the
next decade everything else is pos-
sible, indeed may well prove easier
than anyone at this stage imagines.

Some changes are required to
stimulate middle-class black lead-
ership. That is why 1 stress how
vital it is to dismantle economic
apartheid quickly.

Expanded

Upwardly mobile blacks must,
for instance, be allowed to move
out of the townships into secure
residential areas so they can ex-
press their views in safety. And it
is equally important for the ablest
blacks to take their rightful places,
and be seen publicly to take them,
at the summits of the business and
professional pyramids.

But as these cases occur, it 1s
essential that work begin on intro-
ducing a system of qualified votes
as well.

As educated and property-own-
ing blacks come in out of the cold
within South Africa, so South
Africa will come in out of the cold
in the wider world.

That, in turn, should henefit its

————sseeesesseessamvenyay W

economy and so the expansion of
the black middle class, which is the
key to the whole political future.

The process whereby the suf-
frage was expanded in America
and Britain was never governed by
timetables: Each step was regard-
ed as sufficient unto itself at the
time. The growth of democracy
never conformed to some master
plan decided in advance. It was
natural, organic and relatively
slow.

In Britain, for instance, it took
place over the course of an entire
century, from 1832 to 1929. In the
US it was not much less. In South
Africa’s case I doubt if it will be
possible, and I am sure it will not
be wise, to introduce multiracial
power-sharing over less than a
generation, perhaps two.

But the most valuable things in
life are always worth waiting for.
Scores of African states were en-
couraged to be impatient and their
peoples have ended up with noth-
ing worth having. A slow, possibly
even a very slow, gestation process
for South African economic and
political democracy will be justi-
fied if, at the end of it all, the
country is prosperous, cohesive,
law-abiding, stable and secure, and
its institutions function as
designed. L

Sacrifice

Then South Africa will not mere-
ly ensure its own peaceful and

_ m——————

democratic future but will serve as |

a beacon and an example for the
rest of the African continent. We
may not see this happy outcome
but our children probably will, and
certainly our grandchildren.

We must not expect progress to
be steady, consistent and easy. His-
tory teaches that the process of
peaceful power-sharing proceeds
by sudden leaps and slow shuifles,
often taking a step or two back-
wards. Those who direct it are of-
ten forced to sacrifice logic and

. truth-speaking and employ deceit.

Among those who direct it, a
skill in deviousness 18 by no means
the least of the qualities required.
A man in the position of President
De Klerk must sometimes speak
different languages to different
sections of the nation — and yet
another to the outside world.

The important thing is to have a
coherent, workable, long-term
strategy and the patience to pursue
it through all the difficulties,

I believe such a strategy can
exist and will work If I am right,
what a prize awaits this country at
the end of it all!

O From an address to the In-
stitute of Personnel Manage-
ment conference at Sun City
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ROSPECTS FOR GROWTH

Loocking beyond 1990

9 There are signs that the tough economic lessons of the decade have sunk home

Watching the imple-
mentation of econom-
ic policy in this coun-
try has for some tume
been rather like being
a spectator at a game
of snakes and ladders,
where the players
never had a chance of
n the Treasury and In
Church Square knew which way to go. But
the politiclans up at the Umon Buildings
were sute as hell not going 1o let them arrive

A that could be on the point of change,
New State President F W de Kierk has con-
stantly returned in recent speeches to the
need for ecomomic prosperity to underpm
potitical change. He did so again Jast week at
the FAfs annual investment conference,
after having raised the guestion at two im-
portant regional NP congresses.

Early in the week the Cabinet met —— on
what reports described as a “retreat” —
specifically to discuss ecopnemic maticrs

Reserve Bank Governar Chris Stals has
reinforced his earlier tough statements on
curbing nflation and signs 1n the money
markets are that interest rates ar¢ being
allowed to fise

The nezd to curbinflation was & PECUSTIRE
theme at the FM's conference. It was first
raised by the State President himself and by
the governor. The debilitating impact on
investment of a constantly rising gencral
price level was cand:dly explained by stock-
broker [vor Jones and condemned for the
sacial distress it causes by Chief Rabbr Har-
ris.

Clearly. there 15 in the De Klerk Cabinet a
sharper appreciatien of the grave con-
seqaences of allowng double digit inflation
to persist for close to 20 years now. More-
over, the speed with which De Klerk has
acted diplomatically, by freeing top secunty
prisoners and by drawing the sting from
black public protests, gives hym heightencd
credibility among businessmen. That, with
his persuasive personality, was the reason for
the standing ovation given to lim by the 400
delegates at this year’s FAM Investment Con-
ference.

To a lesser degree, the same applies to the
monstary attitude taken by the governar He
has spoken firmly, acted decisively, and has
the advantage of support from a Cabinet
that has a better understanding of econemic
1IMperatives,

Essentially, De Klerk promised to stabilise
prices, reduce government speading and the
public secter and contnue to pnvatise and
dercgulate It 15 net that the promuses are
new. It 15 the president’s willingness ta face
the political consequences of tackling these

difficubt tasks — and to persuade his pofitl-
cal constituencies of the need for the hard-
ship that is inevitable — that accounts for hus
high credibility

The first and most urgent step 10 reduce
inflation and restore prosperity 1s for govern-
ment to curb its own spending and reduce the
size of the el seivice. Until that happens,
the only constraint on excess aggregate de-
mand is lngh real interest rates. Inflation 1s
caused substantially by the economy’s in-
ability to meet that demand, resuling in
prices rising for what 1s available.

The longer it takes government to curb 1s
fiscal profligacy, the longer high real interest
rates will hurt businessmen and the home-
awner. They deserve every bit of sympathy.
Home loan instalments have risen by 50%
aver about four years and they are hikely to
go higher still. Some small businesses will
not survive.

If government 1s to be successful 1n disci-
plining itself, it will have to face some eco-
pomic perceptions which have clear political
coOnSEquences.

The first is that, if inflation 1s brought
under control by reducing aggregate domes-
tic demand, so many blacks will be out of
work that viclence is the hkely outcoms —
especially in view of the absence of a safety
net of secial security.

That is a widely held view, prevalent in the
Economic Advisory Council, which has been,
in its reconstruction, denuded of professional
economists. There is nothing amiss with the
logic But what must be kept 1o mind is that,
allowed to perpetuate, the consequences will
not disappear, they will just get worse.

By avoiding its own fiscal discipiine and
countenancing inflation, government is
pushing the cost of keeping unrest down on
ta the shoulders of that section of the com-
munity that can least
afford it or protect it-
self from it ~— the
elderly of all races
who try to live on sav-
ings, fixed incomes
and pensions. The cost
of creating jobs for
young blacks to avoid
unrest is being borne
by pensioners, widows
and orpkans. They are
paymng the price of
apartheid. That is [ 5%
morally reprehensi- Reafer
ble.

I the price of gov-
ernment's social poli-
cies is inevitable, then % iom i
justice demands 1t be ENARRE
spread equally on all
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taxpayers and the only way that can be
ensured 15 by eliminating inflation

OFf course, cutting government spending
and the public service is no simple task —
unless government uses to a much greater
extent the privatisation option and changes
its attitude to group rights. They are the key
to fiscal discipline and their importance eco-
nemically 1s not easily underestimated. They
will require, however, as much courage and
boldness.

Government’s dilemma 15 that the major-
ity of public servants today are teachers.
Reducing their pumber when black demands
for quality education are increasing would be
folly Nar would reduced education facilities
be 0 the longer-term growth interests of the
country

The answer, therefore, is first to uniy
education under one government department
instead of 14 — 10 education departments
for each of the homelands, as well as those of
whites, blacks, coloureds and Indians Not
only would this be econamical, it would goa
long way to removing black perceptions that
their education is inferior to that of whites.

Secondly, schemes should be devised to
enable commurities or churches to acquire
government schools and run them as private
or semi-private institutions. This could be
done on 2 leasehold hasis or some other
method which would allow ownership of
property and valuable fixed assets to pass
into community hands.

But it 15 not education alone that has been
distorted by the effects of apartheid- 1 an
ipangaral fecture in 1987, UCT sociologist
Michaet Savage estimated that expenditure
from the State Revenue Account of 1985/
1986 “onr items in the implementation of
apartheid™ amounted to somewhere between
R29bn and RS5,7bn.
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Says Savage: “At a conservative ¢stimate
(somewhere between these two amounts),
some 12¢c out of every R1 spent by the State
that year was directed towards maintaining
and enforcing segregation, in imposing
apartheid programmes and on policing and
guarding the system.”

Wastage, he says, “'1s most apparent at the
apex of the apartheid state where a complex
and intricate network of legislative machin-
ery has given birth to 13 houses of parlia-
ment or legislative assemblies, as well as a
President’s Coungcil, together with 151 gov-
ernment departments and 121 ministers of
government.”

Indirect costs, of course, are unquantifi-
able. But the USS11bn net capital loss to the
country wn 1985-1988 is something to start
with.

In terms of opportunities forgone, Savage
says these (n any given year amount o zhout
1.5% of growth in GDP. “During the period
1980-1985, instead of GDP n-
creasing by 1.1% a year it would
have increased by 3,6% a year."”

No onz expecis government
to throw thousands of public
servants on to the labour market
to achieve its privatisation pur-
pose. So the process of dercgu-
lation needs to be accelerated,
especiaily so far as provincial
and municipal regulation is con-
cerned.

Experiecnce in Britain has
shown that not only does this
promote gcanomic activity, it
also recreates opportunitics
which collectivist regulation
had destroyed. For instance,
new forms of sophisticated
domestic services have grown
up in recent years that are at-
tracung educated and ambi-
tious young people

Some superfluous public ser-
vants may have to be paid to go
and a logical argument could
also be made for the provision of
subsidies directly to the very
poor, indigent and unemployed
to cushion them from the harsh-
ness of a difficult — but nat
infinite — economi¢ 2adjust-
ment.

There is nothing wrong in
that, provided the amounts are

P —

tions that government is tackling fundamen-
tal econcmic problems with vigour and
boldness. —

These measures would lead to a more
efficient economy and a better allocaticn of
resources, making 1t easier for Pretora to
tackle inflation. They would not themselves
be a substitute for the monetary discipline
necessary to create stable prices.

The Reserve Bank has now to demonstrate
that it can get the growth in the menecy
supply down to at least the level of its revised
targets. There 18 no technical problem about
that. Its main difficulty is how it finances the
losses arising from the provision of forward
COVEr.

The proceeds of privatisation — especially
if they are used to redeem official debt —
wtll also have to be handlied in such a way
that the creation of additional credit 1s avoid-
ed. So the role of the Central Bank and its
early response to changing fiscal and mone-
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ideatifiable and subject to an- e
nual parliamentary approval. It g % pa
is the ndden subsidy that tends 3 50/
to become pernicious and mili- [
tates against the optimum atlo- 3 18-
cation of resources. £
Simply put, if government is [ 16
going to cut its spending, hmit  #
its role and reduce the public & T
service, it is also going to have R |
to come to terms with its group 5
rights philosophy. The early 1ol
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lation would reinforce percep-

tary circumstances is another key point in
the implementation of sound economic poli-
cy.
The proactive strategy of Reserve Bank
Governor Chris Stals is in itself encourapging
the markets to act with care. They are antici-
pating that further interest rate 1NCTCAses arc
probably necessary.

In his latest Economic Perspective, UBS
economist Hans Falkena points cut: “Rough
calculations show that if an average inflation
rate of 16% is assumed for the next 12
months, while the real BA rate in the US
cemains at 4% . . . the domestic BA rate will
have to be about 21% a year, mplying a
prime rate of some 24%. For cvery single
percentage peint below this level, approxi-
mately R400m & year will be lost on umport
cover alone™ (see Economy)

He goes on: “The benefits provided by
lower nflation and 3 more stable currency
resulting from sustained positive real interest
rate levels far outweigh the pos-
sible negauve influences on spe-
cific groups "' He advocates in-

snbsidies which would be “less
costly to the Treasury than for-
ward cover [osses which cffec-
tively subsidise all imports.”™

There is no better example of
how misguided policics can
backfire than the damage
caused when low or negative
real interest rates are used (o
stimulate growth, so as to pro-
vide employment, proiect the
agricultural sector and general-
ly promote social stability.

By underpricing capital, they
have actvally destroyed jobs —
a pomnt deputy Reserve Bank
Governor Jan lLombard has
made many times.

As a method of subsidising
farmers they have misallocated
resources and encouraged un-
sustainable ratios of debt which
in hard nmes turns bad. And
the uncertainty and insecurity
they have engendered have been
politically and economrcally
destabilising.

Of course, we still face ram-
pant inflation, credit sanctions
and substantial huge debt re-
payments. But as wc near the
end of the decade, there 1s grow-
ing understanding among paliti-
cians of the dangers inherent 1n
continued internationat hostil-
ity — in an economy still shack-
jed with pointless and counter-
productive laws, by-laws and
regulations. If the State Prest-
dent is as bold in economuc mat-
ters has he has been over the
release of political prisoners, the
prospects of a reasonably fast
return to prosperity in the Nine-
ties must be good. B
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SCARCELY a week
passes now without a
conference being held

somewhere in Europe
on the **Whither South

Africa”” theme.
Sometimes lhe con-
ferences  are
sometimes not. The one }
have just attended in West
Germany was not merely
fruitful, it was an eye-

opener.
Organised by the
Munich-based  Institute

for African and Inierna-
tional Studies af
Feldkirchen-Westcrham,
the conference was att-
ended by no fewer than
nine of the Soviet Union’s
leading Africa experts.

It was probably the
biggest single gathering
of Sovict Africanists out-
side the USSR since the
“new thinking’’ began
under Gorbachoy in 1985.

They all prescnted
papers on “"Problems of
Socialist Orientation and
Democracy in Africa.”

The other participants
were mainly West Ger-
mans with a scattering
from Britain. the United
States, South Alrica and a
specialist on South Africa
rom the Hungarian
Academy of Sciences:

‘Reports that it was es-
sentially a conference bet-
ween Soviet and South
Alrican participants are
not correct.

I there are stll any
warriors ol the “*total ons-
laught’” school of thought
lefl in South Africa. they
should have been at the
conference. They would
-have discovered that 1l
ever there were plans lor
a Soviet sponsored **total
onslaught™ against South
Africa  (which  most
analysls reject as pop-
pycock), then the Soviet
Union has withdrawn its
sponsorship. |

This came through
powerfully at the 'con-
[erence: that the Soviel
Union is no longer in the
game ol sponsoring revo-
lution in Alrica.

A——

{ruitful, .

and capitalist (&)<
ds cure for
Africa’s poverty

meth

Revolution is  no
longer an aliordable ex-
pensc. The Soviet partici-
pants camc  across  as
detached, il not  dis-
enchanted  observers of
Alrica.

Reconceiliation, not
revolution, 1s ihe pass-
word now.

Revision

The Soviet view is that
socialism is stitt the su-
perior system and that this
is the idcal Alrica should
pursuc. But as the leader

ol the Sovict delegation,

Professor Gleb
Staroushenko (deputy
dircctor ol the Instiute
for Alrican Studics of the
USSR  Academy  of
Sciences) put it.- the quesl

e

r PW Botha

in Alrica now ix 10 ‘revise
and even replace some of
the old political and 1deo-
logical tenets.””

Most of the Sowviet
speakers togk the view
that achieving socialism
in Alrica. and this inclu-
des South Africa, will be
a long march.

There are no socialist
countrics in Africa today,
they said, only ceuntries

of socialist orientation,
which is a transitional

stage that could last [or

d of socialist .

By STANLEY
UYSin
London

According {0
Staroushenko, a distine-
tion should be made bet-
ween political regimes m
Alrica and sysiems of
economic development.

Socialist and capitalist
oriented countrics alike
could produce cither dem-
OCIACICS Or Lyraniics,

Progressive evolution,
(0 some extenl, was poss-
ible along the capitalist
path. Socialist oriented
states could use capitalist

structures. [ was a matler
of “*yes 1o capialisin as
an economic siructure bul
REl0 capitulism as a syst-

.

" Goviet leader Gorbachev

;f T

feavers. the ““most explo-
sive”’ clement in the sifu-
ation.

In future  African
countriecs could Dblend
socialist and capitalist

imethods, There was noth-
ing wrong with this. In
{act, on occasion socialist
methods had even _ipn-
peded Africa’s develgp-
ment. t 3

Soctalist methods were
not always necessarily the
best methods,, particularly
in an undeveloped contin-
et like Alrica.*

Dr Leonid Fituni said
the USSR had no special
mterests  in Alrica, no
aspirations  that  were
hostile to the West, and
no intention of undermin-
ing the indusirialised
countrics’s historic trade
links with Alrica. .

As lTor South Alrica,
the "new thinking “envis-
aged a political, not a mil-
iary., settlement there.,
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Grave

A s
Prof Gleb Smirnov,
head of the Alrica Instit-
we’s cconomics depari-
| ment, suggested ihat it
B would take threc gener-
ations Tor Alrica to rcach

socialism - this would
take the continent into the
middle of the next
century.
Africa’s un-
N derdevelopment, said
| Smirnov, Was in-
compatible with
socialism. He did not
think socialist oriented

countrics in Africa were
any worse oll than capit-
alist oriented ones; the
whole of Africa faced a
arave economic future,

- Qg
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‘[his meant that the
struggle between ihe iwo
world economic systems,

which often has threat-
ened world peace, could

be transferrcd (rom the in-
fernational arena 1o within

national boundaries.

The Soviet speakers
listed some of the failures
of socialism in Africa: ex-
aggerated gxpectations,
unrcalistic targets, OVeEr-
rigid centralised planning
and cconomic stagnation
in the 1980s, leading 10

unemployment particular-
ly among young _school-

. socialists?

<

| o
F
There was no rilt bet- - -.

No rift

ween the Soviet Union
and the ANC as some
reports had suggesiéd, he
said, but the Soviet Union
was ready lor wider-
ronging  contacls - ‘F\.\gifh
South Africans. 1 3

Il the Soviet Union
think$ it will take gener-
ations to achicve
socialism in Africp. in-
cluding South  Alricy,
where does this lcave
South  Alrica’s  black

This question was
asked at the conlereilce:
“What impact haveithe
failures of socialism, ot 0 F
only qv

’ >
0 3
P o

Africa . :jbut
* throughout the ‘snﬁia{ﬁst’
world, hadl on,, Hhe
socialists and marxists in
the ANC, PAC. Black
Consciousncss .M%\re-
ment. ctc.?” AE - y
The_answer seemedl 1o
be - nong at all.  “3m 1

Theirrcjection; ol cap-
italism is not bascd’ on &
rational costs-benelits: an-
alysis: it is predominantly
an  cmotional TCsponse.
deeply embedded in their
rejection of apartheid. !
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Warning

sounded on

—

economic curb 0&%?1(9\5\1?

CAPE TOWN — The economy “has
now reached the stage where overkill
through the use of an unbalanced
package of measures should be
guarded against”, Senbank chief
economist Johann du Pisanie says in
his Economic View.

“If the authorities were to persist for
too long with the present restrictive mone-
tary policy, it would lead to even higher
negative growth rates in real private ex-
penditure than have been recorded until
now, less welfare per capita and further
increases in unemployment. The solution
fo the problem is to be found in energetic
discipline in state spending.”

Du Pisanie says that continued restric-
tive monetary policy “will not necessarily
improve the level of the country’s foreign
reserves in the short term”.

“High interest rates redistribute income
from net debtors to net creditors. The
latter are usually in the high income group
and the windfall of higher interest income
could prompt greater spending on luxuries
such as new cars, imported porcelain and
trips abroad — which would just serve to
increase imports and could thus resultin a
decline in the reserves.

“The pressure of higher interest rates
on a net debtor’s financial position could
also have a perverse effect. Higher inter-
est and therefore higher instalments on

L_ Own Gnrralr-npundant____l

existing debt mean less disposable income
for other purposes and could force him {o
incur more credit. Possibly he does not
qualify for a further persomal loan but
should he buy an asset such as a car the

asset will serve as security.

“Suppose the person had bought a
medium-sized car about three years be-
fore. The difference between the selling
price and the redemption amount would
probably be more than the deposit on a
new small car, and the balance could be
used for other purposes.

Inflation

“Should the debtor act on these facts,
the result is an increase in new car sales,
in bank credit and money sug)ply — not
because the debtor refuses to curb his
spending but in fact because of the strict
monetary policy.”

LESLEY LAMBERT reports from Cape
Town that Old Muiual economist Dave
Mohr says the emphasis of the recent shift
in economic policy should be on curbing
sharp growth in government spending.

This should be one of the first consider-
ations when it comes to implementing the
recently announced shift in monetary and

fiseal policy towards the control of infla-
tion, Mohr says in the Old Mutual’s latest
Economic Monitor.

While the Mutual welcomes the shift, it
stresses that it should not be aimed at the
short-term goal of controlling cyclical in-
flationary pressure, but should represent a
structural adjustment aimed at combat-
ing inflation in the long run.

If long-term success is to be achieved,
strict monetary control will have to be
applied in the form of positive real inter-
est rates, and strict fiscal discipline will
have to be applied, especially to govern-
ment spending.

President W de Klerk's Cabinet ap-
pears to have responded to both sugges-
tions in the past two weeks by promising
strict co-ordination of short-term and
long-term economic goals and strict con-
trol of spending.

Mokr encourages the financial authori-
ties to make the structural policy adjust-
ments while conditions are favourable,
but warns themn not to allow a premature
and excessive relaxation of economic poli-
cy if, and when, the ecoromy shows clear
signs of a slowdown.

It is likely that further cooling mea-
sures will be required next year, if the
foreign exchange reserve position re-
mains vulnerable and inflation continues
unabated, Mohr says.

- . -
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BARELY two months into the
new economic and political
reign, confusion and contradie-
tion abound to such an extent
that fragile trends can easily be

overlooked.

Insofar as one can helieve good news,
import volumes appear to have fallen
steeply 1 Avgust and September. The
consumer-price index inflation rate
marked ume at 155% for two months
before f21ling to 14,9% 1n September, the
rand rernained fajrly stable 1n 8 R2,60 to
R280 range, and M-3 money-supply
m“_.mqﬂw tumbled agawn In September (o

However, interest rates were in-
creased by che percentage pauwnt 1y Octo-
ber, prime overdraft risiag to 21%. The
olficial explanation accompanying this
Reserve Bank-induced rise was a m:mnm
of everything that is wrong witk our
finanelial position.

The announcement of the third Interim
arrangement, rescheduling $8-billion of
onr debt to foreign bapks, was followed
closely by an official suggestion that the
outfiow of capital 1 the next couple of
years would remams burdensome.

Depending on one's sentiments, any-
thing can Wm m__.wmn 1oto these develop-
ments, and by all appearances anything s
being read :nto them. This being the fash-
jon, one more in retabion as to where
we are going would probably oot do any
harm.

Starting with the “good™ news, lmport
volumes are errabe from month ta
month. The Reserve Bank is the source of
infermation about tmport volumes, but 1€
releases such data only at the end of each
quarter for the prewvious quarter.

We will therefore have to wait until
late December to find out what kappened
in Augest Bet a hiot of dechne 15 there it
one translates the Customs and Excise
figures 1nto other correncles.

It is possible that this could be the start
of the long-awaited fall 1p import vol-
umes. However, to gain certainty on this
score we peed confirmation that all sec-
tors have been reducing thewr spepding,
and especially their orcernng

On the fixed investrnent side, this is
hardly the case. A closer logk at the
Reserve Bank figures for the second
quarter suggests that there was ab accel-
gration ueder way in private-seclor
spending, focusing on machmery and
eguipment, but with no clear sign as to
sectoral spread

This trend was borne cut by mnuu.__%on
figpres at the time, and by anecdota)
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evidence from company managements—- Iy rising and now stands at 161%, Dr

There has been no 1ndication so far that
povate fixed investment behaviour tock
a sudden turn for the worse in the third
quarter. It may therefore be too early to
mterpret the volatile import figures as
the start of the lopg-awaited downtrend

It is umpressive that the CPI wnflation
rate marked time for two months at
15,50% and then fell to 14,9%, but most of
the shine was lost when Reserve Bank
Governor Chris Stals picked the hghest
avallable rate handy to calculate the
leve] of real interest rates.

By opting for the producer-price index
inflation rate, which also has stead-

Stals eould claim that the real interest
rate on pritne of 21% 15 “onty” 3%, and
not 4.5% as would be the case if we were
to wse the CPI as a reference.

The year-on-year CPI ipflation rate
has been out of fashion since Gerhard de
Kock started to quote guarterly-apnual-
15ed rates of change.

Such rates of change reflect more ac-
curately what is happemng on the mar-
gin. But they confuse many people be-
cause few seem to know the meamng of
quarterly higures at annualised rates.

Bu{ generally the message got through
because these changes are either high —
about 18% — or fairly low, 10% to 12%, in
both 1nstances no doubt serving the inten-
fions of the eser,

e h A T

However, let us oot be too partienlar
about CPI at 149% being a “good” pes-
fermance, not while expectations coo-
tnue ever 5o sticky at 30%.

The rand has been stable and apparent-
Iy mostly by the market's own kand rath-
er than that of the Reserve Bank. That 1%
encouraging, but nat necessartly a point-
er as to wkat is to come because a year
Ag0 we were 1h exact]y the same position,
The Reserve Bank, by its own admission,
moest certainly does not have too many
dollars to spare to really “protect” the
¢urrency, and that Is in any case not is
ultirnate intention
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preciateby at least 1% a month because
¢f the difference between our inflation
rate and those of our foreign trade part-
ners. If the rand has pot fallen for four
months, we wl have to cateh up soon
unless we want it In time to become
overvalued.

If the dollar were to start weakening
internationally, the rand would oot kave
to nm_ﬁnmnmm_..m as much against it. Unforto-
nately, more than 70% of our imports
come from non-dollar areas, so the rand
wwould stll need to show a monthly 1%
depreciation against other currencies
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even if it 15 not fashenable to measure it
agamst them.

M-3 money-supply growth slowed to
22% in September. But quarterends
always seem to be good times to show
favourable money-supply performances,
which may have more to do with the
reporting of the banking sector than the
performance of the economy.

On tke other band, lendmg to the pri-
vate seclor on a quarterly-annvalised ba-
5i8 (sorry') was already slowing down 1n
the second quarter, suggesting that pri-
vale borrowing 1s responding

The good news about August and Sep-
tember, and net partieularly widely re-
rted so far, is that the forex losses of

e Reserve Bank bave suddeply grown
quite minmally, mainly courtesy of the
more stable rand.

The Reserve Bank is thus printing less
money to subsidise ymporters. There 1s
bound to be a follow-through into money-
supply growth. Unfortunately, all of this
can deterorate again when the rand
starts playing catch-up with its accumu-
lating inflation differential

The one plece of solid fact was that
bapk rate and prime beth rese a percent-
age puint, and we had better believe the
litany of woe accompanying that an-
nouncement.

In property and retalling it 13 location,

in @ mugged Turd World economy it is
the external cash flow that 15 paramount.

Farce was added to insult when the
new foreign debt announcement was re-
lezased. Of course, the pew agreement was
good news, But much of the anxiety sur-
younding it was [nappropriate because it
has been evideni for some time, from

mnumerable sonrces, that this was the
only logical outcome.

After a good face was pet on the num-
bers for demestic mo it sudden]y
became necessary to place a damper on
things for the foreign aud:ence.

The fereign banks eannot be seen to be
teo accommaedative to this country if they
are to serve us in future, Stull, I think Mrs
Thatcher relished news of the reschedul-
ing taking the wind ¢ut of the sals of
Commonwealth sanctioneers, especjally
Mr Hawke's.

S0 appearances continue to deceive.
However, a $1,5-hillion ¢apital outflow 13
for real, and the domestic effects will
presumably be so as well

There will have have to be a recession
next year if we are to finance such out-
flows, rebuild the foreign reserves and

reduce money apd wage growth to below
5% a year,

— — — -_ -
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like a socialist bias on the part of workers was often on] y
a “fight for human dignity and human rights”, using the
and unhelpful about se- weapon they helieved had { in their economic
Beer told a the SA Direct power., L}{’\

The third task was to make proiits, for if investment
was the engine of growth, profits were the fuel. — Sapa.

xa: LN€ second task of business
with the objections to free e

f'; r

was to understand and dea]
nterprise. What might Iook
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| tainty about the indust » gaid Mr Durt. l'

25110\ 59 o
Tourism was to be a dynamic player in the building l
of a new South Africa, said the Minister of Trade and
Industry and Tourism, Mr Kent Durr, last night in
announcing the new appointments.

He said tourism could make a substantial contribu- |
tion towards improving the current balance of pay- |.
ments. '

The next six months would be a formative period
when his department, the SA Tourism Board and the
Board of Trade and Industry would work closely |
to plan the future of the industry. |

“This is not a move towards central planning for |
the industry but a measure to provide .clear guide- |
lines and leadership as well as removing any uncer- |

«Obstacles and bottlenecks that stunt growth must
be identified and addressed immediately.” d
Mr Theo Behrens, chairman of the national tourism |’
committee of the Federated Hotel, Liquor & Catering
Association of SA (Fedhasa), said the new Tourism
Board was a very “positive and welcome change”.

«The Tourism Board always had a number of peo-
ple from the private sector serving on it, but most
were not active in the tourism industry. '

«“The new members are people who earn a living
from the industry and know exactly what gaps to
take in terms of marketing tourism locally and over-
seas.”

Mr Bob Williams, managing director of Williams- |
world travel agency, said:

«gouth Africa’s tourist industry could bring in more
money than the gold industry, and any new approach
to tap this enormous potential is a welcome one.”

/




"By Helen Grange
overnment has taken dramatic steps to boost

Lhe
$ South Africa’s multibillion-rand tourism industry,

“'The appointment of a new SA Tourism Board (Sa-
tour), consisting mainly of private businessmen, was
aniounced last night. .

‘Mr Danie Hough, who was chairman of Satoyr
for eight years, resigned yesterday. A spokesman for
M_f; Hough, who is Administrator of the Transvaal,
sald he no longer had time for the position.

‘The Minister of Trade and Industry and Tourism,
Mr- Kent Durr, last night said Mr Piet van Hoven,
managing director of the Comair airline, would be
thenew chairman. L
+‘He would be assisted by 13 leading figures in the
travel and tourism industry.

The number of international tourists to South Afri-
ca has boomed in the last two years after falling into
the doldrums during the unrest situations of the mid-
80s. Last year foreign tourists spent an estimated
R2 pillion in South Africa, compared with only
R1-billion in 1987. And visitors are expected to spend
R3 billion this year.

- The new board abpnintments, said Mr Durr, would
=

qurism industry gets dramatic boost \

serve to “end any uncertainty regarding the future of
the board and of the Government’s attitude towards ;
the importance of the industry”. ool
Mr van Hoven, who has worked in the tourism in- |
dustry for 20 years, said last night it was clear
“the Government intends approaching tourism in,a ¢
far more businesslike manner. The new boarg iemni- | ’
bers are predominantly from the private sector.* 2% ﬂf
The new appointments are Mr N de Villi S,.pre- |’
viously managing director of Rennie’s Tray Is'“apd Hf
the Hertz Car Hire Group; Dr W J Pretorius, matiet: It
Ing and development consultant to the Natfonal i
Parks Board, Mr Ronnie Meyer, director-general-of*| |
transport; Mr PEI Swartz, a company director itz
volved in the hotel industry; Mr GJ J Breyl, dep "tf_?ﬁ Jiees.
director-general of the Department of Trade and" niﬁi {ma
dustry, Dr A Moolman, managing director of'}the- ?.ﬁ;t
South African Transport Services; Mr R A Camerer, }| -
an international banker; Mr Bruno Corte, managing'|: o
director of Southern Sun; Mr G C Simpson, managing'™
director of Holiday Travel and Tours Group; Mr |
ML P Rattray, owner of Mala Mala game lodge and |/

Dr GM Msibi, a Soweto hotel owner and former;{ f; |
T
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Swaziland parliamentarian, VAR L
Two other appointments will be announced. D
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# THE Reserve Bank Governor
i has gﬂt South Africa “off the
1 hook” but the country is still
in serious trouble, says
4 fessor Sampie Terreblanche of
the University of Stellenbosch.

Pro-

$1,5 billion on its short-term, “in the
net” debts in eight instalments be-
tween June 1990 and December 1983

But, as Minister of Finance Mr

to finance economic growth, a situ-
ation which exacerbated the low rate

of economic growth.

Noting that the average annual
rate of economic growth had been
less than 2 percent since 1974, Pro-
fessor Terreblanche spelt out the

| . Barend du Plessis was quick to point  consequences: declining per capita
‘g His appraisal came {as an ad- out, South Africa would still have to incon?e, rising unemplgo:,?ment [;nd
1B dendum to the sighs of relief Pay back 38 billion in the next four growing impoverishment.

§ from the business estdblishment

q — and cries of anger|from the
' Bl extra-parliamentary o position

4 — which arected the recent
' statement by Dr Chri
- South Africa’s fareign d bt.
t The Reserve Bank Goyern r an-
. | i nounced he had negotiated an ex-

1| tension on the repayment gchedule.
Under the existing agr ement, SA

E | would have had to pay back $8 billion only happen

|\ when it expired on June 3() next year; Repayment of the debt had been Mandela turns around and tells the |
|| Dr Stals averted that crisis by B85 1ada from surpluses on the current  world: ¢ 2t satisfied with the pro-
@ tiating a new agreement yinder which  account of ihe balance of payments,  CESs. Please help us rebuild the econ-
N Pretoria would have to pay back very little capital was thus available omy’.”

years (§1,9 pillion plus $6,5 billion on
jong-term debts “gutside the net”).

The professor assessed the impli-
cations of the gituation in an inter-
view with the Saturday Star. &

Since 1985, capital valued at
R27,5 billion
country: roughly half was for capital
and interest repayments on the huge
foreign debt, which currently stands
at $20 billion; “flight capital”
accounted for the second half.

had drained out of the*

e summed up: “After 40 years of
power, the Government has lost con-
trol of the political economy.”

Reversal of the gituation, and a
change in the direction of the flow of
capital, required tundamental social
and political change, he said.

But, expressing scepticism about
President F W de Klerk’s ability to
bring about the necessary changes,
Professor Terreblanche said: “It will

when Mandela or a

Anger atppranl(g’aE[eem ent with SA
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~«Bv Peter Fabricius,
Rolitical Correspondent

Strong-medicine to cure the coun-
try’s economic ills 1S expected to
follow a special Cabinet think-tank
which took place at a secret venue
yesterday.

Presitent de Klerk’s office con-
firmed-Jast night that the Cabinet had
met odfside Pretoria. It said the mat-
ters did¢ussed would be embodied In
' the Cabinet's decisions as well as in the

L e S

- Budget for the coming financial year.

Rationalisation

| A rep@fft by?‘Minister of Administra-
tion and-Privatisation Dr Wim de Vil-
liers == laying bare the country’s ec-
onomic-problems — is believed to have
formed.thie basis of yesterday’s talks.

It is.understood the discussion
centredon ways of cutting State ex-
penditure and it is almost certain that
rationalisation of the public service

By

onomy

ough measures predicted

in secret

S

%\
was one of the proposals.

This follows President Klerk’s an-
nouncement last week that the Govern-
ment would have to reduce the size and
costs of the public service to bring
down State spending.

The Government has already begun
to cut back on staff at Armscor.

The parastatal arms manufacturer
announced last week that up to 1 000
workers could lose their jobs when the
ammunitions factory Pretoria Metal
Pressings closed down as 2 result of
the drop in demand for ammunition
following the end of South Africa’s
fighting in Namibia and Angola.

Another Armscor ammunition-mak-
ing subsidiary, Naschem, had to close
its factory at Lenz near Johannesburg
a few months ago.

Apart from curbing the public ser-
vice, other strong economic measures
were considered at yesterday's Cabinet
think-tank, Government sources said.

Most ministries would say very little
about the special meeting. ' |
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