


Conditions in the money market generally remained
tight during 1993, largely because of a substantial
decrease In the net foreign assets (including gold) of the
Reserve Bank. The Bank prevented conditions from
becoming too tight by injecting additional liquidity in the
domestic money market. In view of the relatively tight
conditions and expected interest rate movements, the
decline in money market interest rates, which had already
started at the beginning of 1990, continued during 1993
but took place at a much slower pace than in 1992.

Activities on the Johannesburg Stock Exchange, the
bond market and the South African Futures Exchange
remained buoyant throughout 1993. A decline in the
inflation rate, the tumn-about in economic activity and a
sharp increase in net purchases of securities by non-
residents served to fuel a strengthening bull market.
Share and stock prices accordingly increased
considerably. The market for fixed property also
improved significantly in the second half of 1993, The
success that was achieved with the reduction of the
inflation rate, in conjunction with a decline in overseas
interest rates and continued net foreign purchases of
domestic loan stock, led to a sharp decrease in long-
term interest rates and yields during the course of 1993.

The revival of economic activity and the attainment of
greater financial stability in the economy were restricted
by a continued large net outflow of capital not related to
reserves. Owing largely to political uncertainty, the
ongoing intemal unrest, pressure on the exchange rate of
the rand, a relatively strong US dollar internationally and
the relatively high cost of foreign borrowing on
international capital markets, a net outflow of capital of no
less than R16,3 billion was registered in 1993, Over 90
per cent of this net capital outflow was in the form of
short-term capital, i.e. capital with an original maturity of
one year or less, and errors and unrecorded transactions.

These large capital outflows caused the net gold and
other foreign reserves of the country to decrease by
R10,3 billion in 1993, In order to support the level of the
foreign reserves and the exchange rate of the rand, the
monetary authorities made drawings of R7,1 hilion on
foreign credit facilities (including an IMF loan) in 1993, As
a result of these drawings, the gross gold and other
foreign reserves of South Africa declined only marginally.
In the first two months of 1994 this position seems to
have improved considerably, as reflected in an increase
of R1,1 billion in the net foreign reserves of the Reserve
Bank, even though a repayment of R1,7 billion was made
by South African debtors on foreign debt in terms of the
final arrangernents with foreign creditor banks.

Despite borrowing by the authorities, the nominal
effective exchange rate of the rand declined by 8,7 per
cent in 1993, compared with 4,4 per cent in 1992. This
sharp drop in the nominal effective exchange rate of the
rand exceeded the inflation differential between South
Africa and its main trading partners; the real effective
exchange rate of the rand therefore also declined by 4,9
per cent in 1993.
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The government exercised considerable financial
restraint in 1993 and for the second consecutive year real
government consumption expenditure increased by less
than % per cent, compared with an average annual rate
of 4 per cent in the 1980s. The Exchequer deficit before
borrowing and debt repayment as a ratio of gross
domestic product accordingly amounted to 7,3 per cent
in the first nine months of fiscal 1993/94, l.e. fairly close
to the level of the deficit budgeted for the year as a
whole. Although this is a considerable improvement in
comparison with the preceding year, the present level of
the govemment deficit is still clearly unsustainable in the
long run and, if maintained, will lead to a sharp rise in
government debt.

Efforts by the Central Government and parastatal
organisations to curtail increases in current expenditure
caused the total employment by public authorities to
decrease sharply in 1993. Private-sector employment
also decreased in the first quarter of 1993, but there are
indications that retrenchments may have bottomed out in
the second half of 1993, The sharp reductions in
employment in the formal sectors of the economy since
the second quarter of 1989 have offset increases in
employment in the preceding six years. This means that
no net additional employment has been provided in the
formal non-agricultural sectors of the economy over the
past ten years.






























Net capital movements (not related to reserves)*

R millions
1992 1993
Year 1stgr 2nd gr 3rd gr 4th gr Year
Long-term capital
PUblc AL NONES. .. cxrerss i vrrpsxsadessinraessshesrmvesn ] | EAIDE -119 -597 -738 -619 -2073
Public corporations ........cveveeevrcirvenniincnnne. 1 0580 -526 -132 -140 -876 -1 674
Private SeCtor.......cccvuimmismen -4 653 441 750 -224 1280 2247
Total long-term capital ,......cccoemviciciinniiniinnnn. =1 511 -204 21 -1102 -215 -1 500
Short-term capital not related to reserves
MONELArY SBCIOT cuvrseirrssnussrrmssmiasireremeassmesseseses. 3008 =1 799 -1 033 652 -629 -2 809
Other, including unrecorded transactions....... -5468 -1652 -1787 -3 900 -4625  -11964
Total capital movements, excluding
liabilities related to reserves.......ccusmisssnns -3673 -3655 -2799 -4 350 -5469 -16 273

* Redefined to include the foreign short-term liabilities of the private monetary sector,

political and social uncertainty, the ongoing internal
unrest, pressure on the exchange rate of the rand
combined with a relatively strong US dollar, and the
practice of some foreign banks to reduce their
outstanding claims on non-residents at the end of their
financial years, a net outflow of capital of no less than
R5,5 billion was recorded in the fourth quarter of 1993;
this level was somewhat higher than the net outflow of
R4,4 billion in the third quarter of 1993,

As in the previous quarters, the continued large net
outflow of capital in the fourth quarter of 1993 again
occurred mainly in short-term capital, including errors and
unrecorded transactions. The net outflow of short-term
capital not related to reserves increased from R3,2 billion
in the third quarter of 1993 to R5,3 billion in the fourth
guarter, The net outflow of long-term capital, on the
other hand, contracted from R1,1 bilion to R0,2 billion
over the same period.

For the calendar year 1993 as a whole a net outflow
of R16,3 bilion was registered, which was substantially
higher than the net outflow of R3,7 billion in 1992; the
curmulative net outflow of capital since 1985 now adds
up to R49 billion. Over 90 per cent of the net capital
outflow in 1993 was in the form of short-term capital, i.e.
capital with an original maturity of one year or less. A
large part of this short-term capital outflow was due to a
decline in the financial rand balances with banks because
of net purchases of securities by non-residents.

The net outflow of long-term capital of R1,5 billion
consisted largely of repayments on foreign loans by
public authorities and public corporations. Owing to the
relatively high cost of foreign borrowing vis-a-vis
domestic borrowing, these institutions were reluctant to
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roll over debt faling due to non-residents. No less than
R1,6 bilion on bearer bonds and notes and R1,8 billion
on loans guaranteed by foreign governments were
therefore redeemed in 1993, These institutions and the
private sector also made net repayments of R0,9 billion
on debt converted to medium- and long-term loans
outside the standstill net, while the final three instalments
to foreign creditors in terms of the Third Interim Debt
Arrangements came to R2,4 billion in 1993.

Although a net inflow of long-term capital to the
private sector of R2,2 billion was recorded in South Africa
in 1993, this included net purchases of R4,2 bilion by
non-residents of securities listed on the Johannesburg
Stock Exchange; these purchases do not, of course,
represent a net gain of foreign reserves to the country
because they were offset by corresponding outflows in
other categories of the capital account (for example in the
short-term foreign liabilities of monetary Institutions), in
view of the fact that these transactions had to be
concluded through the financial-rand mechanism.

Foreign reserves

The net result of the large outflow of capital not related to
reserves and the slightly smaller surplus on the current
account of the balance of payments was a decrease of
R4,3 billion in South Africa’s net gold and other foreign
reserves in the fourth quarter of 1993. The country's net
foreign reserves therefore declined by R10,3 billion in the
calendar year 1993; a significant turn-about from the
increase of R0,3 billon recorded in 1992. In the first two
months of 1994, however, a sharp reversal in this
aggregate took place and the net foreign reserves of the
Reserve Bank rose by R1,1 bilion.
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