


Table 1. Summary of South Africa’s Balan ce of Payments for the years 1956 Lo 1964
(R millions)

Items (net) 1956 1957 1958 1959 1960 1961 1962 1963 196+
Total Current Account .. ... — =11 -153 166 21 203 308 148 -56
Capital Movementst

Official Capital Movements — 21 79 -32 12 -13 -56 13 8

Private Capital Movements 24 -61 5 -39 -152 -65 =75 -97 57

Errors and Omissions .. .. -1 =10 2+ -15 -13 -18 11 23 16
Total Capital Movements ..... 23 =50 -86 -153 -96 -120 -61 33

Change in Gold and Foreign
Exchange Reserves™ 23 61

-9 -80 132 -107 -188 -87 89

T Outflow = —; inflow = +

It appears from Table 1 that for the period
1956 to 1964, a total annual net inflow of capital
from abroad to South Africa occurred during the
two years 1956 and 1958 only, while a net outflow
of capital was registered during each of the re-
maining seven years. The largest annual net
inflow took place during 1958 when R162 million
flowed into the country while the largest annual
net outflow was registercd during 1960 when
R153 million left the country. During the period
of nine years taken as a whole there occurred a
total net capital outflow of R414 million,

If the capital movements are brought into
relation with the other items of the balance of
payments, it will be noted that the largest annual
net inflow of capital coincided with the largest
annual deficit on the current account, while the
second largest net outflow, viz. R120 million
during 1962, coincided with the largest current
surplus. The largest annual net capital outflow
which occurred during 1960 can be regarded as
an abnormal phenomenon for this purpose as it
was affected by internal political unrest and the
subsequent confidence crisis. If this abnormal vear
is disregarded, there appears to be a general
tendency since 1958 for the capital movements
to 1mpr0ve as the current account determrateq
and vice versa. The annual fluctuations in the
change in the country’s gold and foreign exchange
reserves are consequently smaller than the fluctua-
tions in the total of the current account. This can
be ascribed o the following reasons:

(i) The total of the current account and the
total net capital movements are both influ-
enced and, to an important extent, deter-
mined by conditions in the internal economy.
South Africa’s imports usually increase with
a revival in the internal economy, with a
resultant deterioration in the total of the
current account. Subsequently, the internal
liquidity position may tighten so that exist-

* Increase = —; decrease = +

ing and new South African organisations
which are associated with foreign institutions,
may be inclined to make relatively more use
of foreign sources of finance and relatively
less of domestic sources to finance a larger
local investment in stocks, turnover or plant.
The revival also increases the profitability of
South African undertakings and in this way
encourages foreign investment in the country.

(ii) The monetary authorities can, to some extent,
adapt the official capital movements to
changes in the position of the current account.
Drawings on the International Monetary
Fund and on certain other foreign loans are,
for example, usually made at times when the
current account deteriorates, while repay-
ments take place when the current account
improves again. During the period 1956 to
1964 the largest annual net official capital
inflow and the largest current deficit both
occurred in 1958 while the largest net official
capital outflow and the largest current surplus
were both registered in 1962,

(i1i) The foreign exchange control regulations re-
garding private capital movements have heen
applied, since June, 1961, in such a wav
that the repatriation of foreign funds from
South Africa have been adapted to the avail-
ability of foreign exchange and therefore, to
a certain extent, to the position of the cur-
rent account.

Regarding the composition of the capital move-
ments as summarized in Table 1 it can be noted
that the private capital movements played a
dominating role during the years 1956 to 1964.
If the errors and omissions are included under
the private capital movements, there occurred a
total net outflow of R446 million from the South
African private sector during the nine years as a
whole. A net outflow of capital from the private
sector was recorded for every year since 1959.
The annual official capital movements, however,






with an authorised dealer in foreign exchange
and could he re-invested only in securities quoted
on the Johanneshurg Stock L\:changc During
1962 various schemes were announced in terms
of which these funds could again be repatriatecl.
One of these schemes (the other will be discussed
below) allowed foreigners to invest the proceeds
from the sales of South African securities to South
African residents in special non-resident bonds of
the Government. The first issue of these special
bonds were made during June, 1962, and they were
repayable in five equal annual instalments. These
issues continued up to July, 1963, and foreigners
invested a total amount of R18 million in the
non-resident bonds.

During September, 1963, new non-resident
bonds were issued to foreigners with the same
purpose, but which were repayable in three equal
annual instalments. These issues were closed in
March, 1964, and by that time foreigners had
invested a total amount of R26 million in them.
Since August, 1964, non-resident bonds wers
issued on a tender basis to foreigners, the bonds
being repayable at par after five years. Up to
the end of 1964 approximately R14 million of
these tender honds had been issued, so that the
total investment by foreigners in the special bonds
issued by the Government during 1962, 1963 ancd
1964 amounted to about R45 million. Approxi-
mately R10 million had been repaid to the foreign
holders of these bonds by the end of 1964.

Although the investment by foreigners in the
non-resident bonds does not represent new capital
from abroad but merely implies a switch of funds
which were previously invested in other South
African securities, it is nevertheless included in the
balance of payments as a capital inflow to the
official sector and as a capital outflow from the
private sector. The reasons for this procedure
are the following:

(1) The foreign funds are, in fact, withdrawn
from the South African private sector. Not
only are the funds transferred from one sector
to another, but the nature of South Africa’s
foreign liabilities also changes completely. A
liability in respect of shares in a company in
the private sector, without any contractual
obligation regarding repayment or interest,
is shifted to a loan of the central Govern-
ment on which interest must be paid and
which is repayable at a fixed date.

If these transactions should be excluded from
the balance of payments, it would be neces-
sary to identify them separately at all stages.
It would, for example, be required to split
the sales of foreigners on the Johannesburg
Stock Exchange between those of which the

(it)

xliv

proceeds will - he ivested  in non-resident
honds, and all other sules. Any detailed
analysis of stock exchange transactions, e.g.,
in respect of the countries of residence of the
foreign sellers, will hecome more complicated

by such splits.

[t will be noted from Table XXXIII C of this
Bulletin that the Reserve Bank’s long-term foreign
liabilities changed significantly during the years
1962, 1963 and 1964 only. During 1963 the
Reserve Bank carried the liability of a drawing of
about R7 million on the revolving credit facilities
made available to South Africa by a group of
American banks. This loan was repaid during
1963 while the Reserve Bank again made a draw-

ing of R7 million on it during the last quarter
of 1964,

The long-term (oreign liabilities of the South
African commercial banks incrcased by a net
amount of R25.6 million during the nine yeacs
under review. This increase mainly reflects new
investments by the overseas controlling companies
in their South African commercial bank subsidi-
aries to finance the long-term expansion of these
organisations,

The short-term foreign liabilities of the official
sector include, firstly, important capital move-
ments arising [rom changes in South Africa’s
short-term liabilitics zis-a-vis the TInternational
Monetary Fund. The South African Government
drew R25.9 million on South Africa’s drawing
facilities with the International Monetary Fund
during 1958 and repaid the total amount again
during 1959. The drawing took place as a result
of the substantial deficit on the current account
during 1958 while the repayment coincided with
a substantial current surplus in 1959. The Re-
serve Bank again made use of these facilities
during 1960 and 1961 and drew R26.8 million
in total from the I.M.F. This amount was repaid
in full during 1962. The current account of South
Africa’s balance of payments did not, however,
show a deficit during 1960 and 1961, as during
1958 when the previous loan was obtained from
the I.M.F., because the drawings in the former
years were necessitated by the substantial outflow
of capital from South Africa that occurred during
this period.

Another important change in South Africa’s
short-term liabilities to the International Mone-
tary Fund occurred during 1959, when South
Africa’s quota in the I.ML.F. was increased by
R35.7 million to R107.1 million. South Africa
had to transfer 25 per cent of the increase in the
quota, or R9.2 million, in gold to the I.M.F..
while the other 75 per cent, ie. R26.5 million,
represented an increase of South Africa’s liability
in South African currency to the I.M.F.
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