





net outflow of capital equal to about 4 per cent of
gross domestic product during the next ten years,
as it has done during the past four years, the aver-
age rate of growth of gross domestic product
would be limited to about 2 per cent.

e [fnonetinflow or outflow of capital is experienced
during the next ten years, so that the current ac-
count of the balance of payments only has to show
a balance and not necessarily a surplus every year,
real gross domestic product should be able to
grow at an average rate of around 3 per cent per
year.

e [f the South African economy experiences a net
capital inflow equal to about 4 per cent of gross
domestic product — the exact opposite of the si-
tuation during the years 1985 to 1988 — an aver-
age growth rate of gross domestic product of be-
tween 4 and 5 per cent per year could be achieved.

Given the limitations of the econometric model and
the many assumptions on which this exercise necess-
arily had to be based, the above estimates of the at-
tainable real economic growth rates under the three
different sets of assumptions regarding the capital
account should not be taken too seriously. But they do
illustrate the point that any progress.on the political
front that has the effect of reducing or reversing the net
capital outflow will contribute greatly to a higher rate of
real economic growth and the achievement of South
Africa’s other economic ideals. The favourable implica-
tions this would have for economic development in the
rest of Sub-Saharan Africa cannot be emphasised
enough.

The need for improved short and
long-term economic policies

The second point about South Africa’'s economic
future that | wish to underline is the need for improved
and better co-ordinated short and long-term economic
policies. This includes the need to clarify the differences
and the interrelationships between the objectives and
nature of short and long-term economic strategies.
Further improvement in policy implementation is de-
sirable regardless of which of the three capital account
scenarios set out earlier is realised in practice, i.e. irre-
spective of whether South Africa in the years ahead
continues to experience a net capital outflow, a
balance on the capital account, or a net capital inflow,
In the case of a continued net outflow of capital, we
must continue to make the best of a bad situation. And
in the case of a cessation or reversal of the capital
outflow, we must make the best of a good situation.
As illustrated once again by the short-term stabilisa-
tion measures announced by the Government and the
Reserve Bank on 5 May 1989, South Africa does have
a short-term economic strategy. It is also well known
that the Government has accepted a Long-term Econ-
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omic Strategy for South Africa, as drawn up by the
Economic Advisory Council of the State President,
and that as a supplementary aid to the implementation
of this strategy a new Economic Development Pro-
gramme is currently being prepared by the Central
Economic Advisory Service.

The Long-term Economic Strategy has much to com-
mend itself. It is fully reconcilable with South Africa's
system of private initiative and effective competition,
and is not to be confused with a socialist “master plan”
of any kind. It sets out objectives, principles and policy
instruments, and expresses a clear preference for
market-oriented methods of economic policy over di-
rect controls. Among other things, it provides for ex-
port promotion, import substitution and “inward indus-
trialisation” as part and parcel of South Africa's
long-term economic development.

Provided adequate progress is made with political
reform in the years ahead, the long-term economic
strategy, if properly implemented, should go a long
way towards achieving its objectives, particularly that
of raising the rate of economic growth and job crea-
tion.

Inadequate implementation of long-term
economic strategy?

Here, | must confess, we do have a problem. The
long-term strategy has not been adequately publicised
and is not as well understood in either the public sector
or the private sector as it should be. There is no short-
age of official printed material on the subject. The
paper work has been done. In addition to the long-
term strategy document itself, comprehensive reports
have been published in recent years by Commissions
of Inquiry into such matters as monetary policy, taxa-
tion, export promotion and industrial strategy. More-
over, most of the recommendations made in these re-
ports have been accepted by the Government in prin-
ciple. But there is justifiable concern in many circles
that the long-term economic strategy is, in fact, not yet
being adequately implemented. Ways and means will
therefore have to be found of ensuring more effective
and co-ordinated application of official economic
policies.

Distinction between short and long-term strategy

In pursuit of these objectives it is important to keep in
mind the distinction between short and long-term
economic policies.

Short-term economic policy is inherently stabilisa-
tion policy. The need for it arises from the fact that the
critical variables in the long-term economic strategy —
namely output, income, employment, exports, imports,
the price level, the exchange rate, interest rates, etc —
seldom move along straight lines but show cyclical,
seasonal and random fluctuations. Short-term econ-
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