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KEY ECONOM C | NDI CATORS

(In Billions of U.S. Dollars Unless Noted)

Proj ect ed

Donesti ¢ Econony 1989

G oss Domestic Product

(Current Prices) 8

Real GDP Growth Rate (Percent)

Popul ation Est. (1) (mllions) 3

Popul ati on Gowm h Rate (Percent)

GDP Per Capita

(Dol lars) (Current Prices) (1)

Consuner Price Index Change

(Percent, Year End)

Gross Nationa? Product

(Current Prices)

Producti on and Engl oyyent

Labor Force (MIlions) (1)

Unenpl oynent (I ncl udi ng

honel ands) (percent) (1)

Manuf act uri ng Vol une | ndex 98

M ni ng Vol ume | ndex 97

Government Deficit (Fiscal Year

ends March 31) (Percent of GDP) 4.6

Bal ance of Paygents and Foreign | nvestnment

Exports (FOB) 21.0

I mports (FOB) 13.8

Current Account Bal ance 3.0

Gol d and Forei gn Exchange Reserves

Hel d by Reserve Bank (Year End) 3. NA

U S Direct Investment 1. NA

External Debt ' 22. NA

Rati o of Foreign Interest Paynents

to Exports (Percent) NA

Exchange Rate (dollars per rand) O0.38

U S. Exports to South Africa N A

U.S Inports fromSouth Africa N A

U S.4S. A Trade Balance - . . NA

(1) ofiCal statistics depending on popul ation are unreliable.
They often exclude the popul ations of the so called i ndependent
honel ands. Most econom sts believe that black unenploynent is in
excess of 25 percent, conpared to government estinates closer to
15 percent. Rates anong ot her racial groups are |ower.
Sources: Fromdata available in April 1989 from South African
Reserve Bank, Central Statistical Services and various private
f orecasts.



SUMVARY

1988 was the second strai ght year of inproved economic growh in
South Africa. After real growh of 2.1 percent in 1987,

real GDP increased by about 3.2 percent |ast year. A stronger
rand over nost of 1987 and nodest |evels of nonetary expansion
over that year led to a decline in inflation in 1988, with the CP
increase falling to 12.5 percent by year end.

VWil e the econony | ast year showed sone positive trends, at |east
in conparison to the dismal econom c performance over nost of the
19805, there are signs that the econony began to run into a

bal ance- of - paynents constraint. |ncreased economc growth pulled
in a record volunme of inports, and the current account surplus

fell fromover 6 billion rand in 1987 to about 3 billion rand
| ast year. Capital outflows, in part explained by debt repaynent
i nside and outside the standstill net, far exceeded the surplus

on the current account. Wth South Africa s access to interna-
tional capital markets extrenely limted, gold and foreign
currency reserves fell by 1.5 billion rand, despite a 12 percent
decline in the value of the rand over the year

In an effort to stemthe external henorrhage, the governnent
instituted an inport surcharge of up to 60 percent in July 1988.
The Reserve Bank al so sharply increased interest rates over the
year, with the prine bank | ending rate going from 13 percent in
January to 18 percent in Novenber

Wi | e the econony showed continued strength in the fourth quarter
of 1988, nobst econom sts expect the econony to slow down in 1989.
Predictions are for a 1-2 percent real GDP growth rate, which
should allow a current account surplus in the range of 4 billion
rand. A cl oser bal ance between South African interest rates and
those of its foreign trading partners should reduce the size of
capital outflows and allow a nodest replenishnment of foreign
reserves. On the other hand, higher than targeted noney supply
growm h and depreciation of the rand | ast year may boost inflation
into the 15-17 percent range in 1989.

U S. exporters participated in the South African inport surge

| ast year, with U S. exports up by about one third. The principa
categories of U S. exports included conputer equiprment and air-
craft and aircraft parts. The Conprehensive Anti-Apartheid Act

of 1986 (CAAA) continues to inhibit South African exports to the
United States, with |l evels considerably bel owpre-1987 vol unes.
Americans are still prohibited from maki ng new i nvestnents in
South Africa, except for ventures with majority black ownership
The best prospects for investnents in black enterprises are in
franchi ses related to consumer services such as auto parts and
servicing, printing shops, beauty products, dry cleaning and

i ndustrial catering and pl ant mai ntenance.



RECENT ECONOM C GROAMTH TRENDS

The econoni ¢ upswi ng of the recent business cycle seens to have
peaked, and the econony may be | osing the monentum whi ch began in
the fourth quarter of 1987. Donestic spending, which was

encour aged by governnent policies in 1986 and 1987, fueled the
upswi ng in growmh. The upswi ng, however, has caused inflationary
pressures and increased spending on inports. Accordingly, the
government introduced neasures in the second half of 1988 designed
to curb domestic spending in order to protect the bal ance of
paynments. Spendi ng, however, has been slow to respond to the
government’'s efforts Seasonal ly adjusted and annualized real CDP
grom h rates by quarter were:

st Q 1988 2nd 9. 1988 3rd 9. 1988 4th 9. 1988

3.8 2.23.52.9

There was a general inmprovenent in the perfornmance of the

di fferent sectors of the econony. The mning and agricultura
sectors showed sone inprovenent conpared to 1987

G oss domestic expenditure increased during 1987 by 18 percent in
nonmi nal terms and by 4 percent in real terms. The estimated
further rise in 1988 was 22 percent in nominal terns and 7 percent
in real terms. Consuner spending (much of which was based on
credit) grew at an annualized average rate of between 5 and 6
percent during the third quarter in 1988 but fell to about a 4
percent rate in the fourth quarter. Durables such as car sales
showed an inmprovenent from 1987 |evels. Real domestic fixed

i nvest ment showed an inprovenent of 6.5 percent in 1988 after six
years of decline, but it is expected to decline again in 1989.
EMPLOYMENT AND LABOR

Enpl oynment and Unenpl oynent: Manufacturing jobs were up alnost 1
percent in Decenber 1988 froma year earlier. Jobs in construc-
tion were up 1.3 percent over the sanme period. However, in both
sectors, there are now fewer jobs than at the start of the decade.
In mning, average total enploynent dropped 3.2 percent from 1987
to 1988, reversing the upward enpl oynment trend of 1984-87.
Overall, enploynent in the nonagricultural sectors of the econony
grew by 1.2 percent in the first three quarters of 1988. Conpared
to estimated popul ation growth of about 2.3 percent, the rate of
job creation continues to be inadequate.

CGover nent surveys of the unenpl oyment of "col oreds," Asians, and
bl acks, which should be treated skeptically, show the continuing
enmpl oynment effects of the econom c recovery.



Jan. 87 April 88 Nov. 88

Col oreds 10. 7% 10. 3% 8. 6%

Asi ans 10.8% 10.5% 9. 1%

Bl acks 17.0% 14. 7% 12. 5%

CGovernment surveys do not include the so-called i ndependent

honel ands of Transkei, Ci skei, Bophuthatswana, and Venda, and,
according to private econonmists, significantly underestimte

bl ack unenpl oynment, which is estimted to be between 25 and 37
percent or between 3 and 4. 6 mllion people. Unenpl oynent anpng
whites is less than 2 percent.

Wages: The year-on- year increase in the average nomi nal wage per
worker in the first three quarters of 1988 was 16. 3 percent.
Settlements by private sector unions averaged 17. 9 percent and
20. 7 percent according to two private surveys. This conpares to a
12. 5 percent rise in the consuner price index. In Septenber, the
State President announced a 15 percent increase for governnent
wor kers whi ch took effect January 1, 1989.

Productivity: According to the South African Reserve Bank, labor
productivity (1. e., real gross donestic product per worker
outside the agricultural sector) rose by 1. 9 percent in the first
three quarters of 1988 vis- a-vis the first three quarters of
1987. Despite the advances in |abor productivity, the

accelerated rise in nom nal wages caused the rate of increase in
| abor costs per unit to rise slightly.

Over the longer term the increase in |abor productivity was
extremely nodest--only 5.1 percent from 1980 to 1988, a figure
whi ch [ ags well behind those of the industrialized Western
countri es.

Industrial Relations: There was a sharp drop in industrial strike
activity in 1988 conpared to the peak year of 1987: only about 1
mllion workdays | ost conpared to 5.7 nmillion workdays in 1987.

It is unlikely that this is the start of a trend. In fact,

wor kdays | ost to political "stay aways" increased in 1988, and,
as long as apartheid denies blacks a neaningful vote, politically
notivated industrial action will recur. The passage of the Labor
Rel ati ons Amendnent Act of 1988, viewed by black trade unions as
rolling back sone | abor reforms, introduces an unsettling factor
into this year’s labor relations.

MONEY! PRI CES AND GOVERNVENT Fl i bAl ANCE

Money and Prices: South African policies have been officially
restrictive, but, at the sane tinme, defacto expansionary effects
are allowed to prevail. For exanple, the broad noney supply, M3,
has grown at rates far over the Reserve Bank’s announced targets.
Conpared with the official target range of 12 to 16 percent, M



was growing at a rate of 29.4 percent between the second and third
quarters of 1988 and at a rate of 27 percent at the end of the
year. Miuch of the growth is attributed to increases in credit
ext ended by banks and building societies to the private sector.
This increase was itself nmade possible by the Reserve Bank’s
extension of credit to the banks and buildi ng societies. The
Bank acted in midyear to support the nore restrictive officia
policy by increasing the bank rate to 14.5 percent and pl aci ng
other limts on borrow ng.

Inflation leveled off during the last six nonths of 1988 to an
annual rate of 12.5 percent. This conpares well to 19.6 percent
in 1986 and 13.9 percent in 1987, but is still much higher than
the inflation rates in the countries that are South Africa’s
maj or trading partners. Most economists predict inflation wll
reach 16 percent in 1989.

Government Finance: Governnent fiscal policy has al so been an
uneasy m xture of expansionary effects amd officially restrictive
policies. The deficit before borrowing in the first severa

nmont hs of fiscal year 1988-89 was bel ow the deficit in 1987-88.
However, a 15 percent salary adjustment granted civil servants
announced prior to the nmunicipal elections in Cctober increased
the expected fiscal year deficit before borrowing to roughly 10

billion rand. Increased tax revenues frominconme tax bracket
creep, inport surcharges, and hi gher gasoline taxes may reduce
the deficit, but it is still likely to be in the range of 4 to 5

percent of GDP. This expansionary result is contrary to the
government’s official policy of keeping the econony from grow ng
too nmuch in order to protect the bal ance of paynents. |In 1988,
the governnment inplenmented inmport surcharges and tax increases to
restrict the econony which had been fueled, in no small part, by
the government’s deficit spending.

BALANCE OF PAYMENTS

The bal ance- of - paynents position of South Africa deteriorated in
1988. As a result of increased donestic spending, inports

i ncreased faster than exports. The current account, at a
seasonal | y adj usted annual rate, showed a small deficit of 410
mllion rand in the first quarter and a surplus of only 960
mllion rand in the second quarter. The position inproved
substantially in the third quarter which showed a surplus of 4.5
billion rand at an annualized rate. For cal endar year 1988, a
current account surplus of roughly 3 billion rand was achi eved.
This is down considerably fromthe over 6 billion rand surplus in
1987. Predictions for 1989 are for a 4 billion rand current
account surpl us.

The current account surplus is vital to South Africa s debt
repaynent schene under arrangenents with foreign creditors made



following a drop off in 1985 of new foreign capital going to South
Africa. A paynents crunch arose as foreign banks both stopped

| endi ng new nmoney and called in old | oans. The banks’ actions
prevented refinancing South Africa s debt and forced a
reschedul i ng.

Mai nt ai ni ng a positive bal ance-of - paynents position has been
extrenmely difficult for South Africa because of serious weaknesses
inits capital account. According to the Reserve Bank, there has
been a |l arge net capital outflow for several years. In 1985 9.2
billion rand, in 1986 6.1 billion rand, and in 1987 3.1 billion
rand | eft the country. 1988 continued the trend. After only 0.7

billion rand left in the first quarter, the rate of outflow
increased to 2.1 billion rand in the second quarter and 2.4
billion rand in the third quarter, but slowed to 1.2 billion rand

in the fourth quarter. These rates of capital outflow greatly
exceed the planned debt repaynents. The current account’s shaky
start in 1988 led to foreign and gold reserves dropping in 1988 to
6.7 billion rand ($2.8 billion). This is a decline froma peak of
7.1 billion rand ($3.4 billion) in August 1987.

SANCTI ONS AND DI SI NVESTMENT

A nunber of nations have inposed econom ¢ sanctions agai nst South
Africa in protest against apartheid. U S. sanctions are enbodied
in the Conprehensive Anti-Apartheid Act of 1986 (CAAA). The CAAA
bans the inport into the United States of South African coal

iron and steel, agricultural and food products, military goods,
uranium textiles, gold coins, and the products of South African
parastatals (in effect, covering gold bullion and al um num
ingots). U S. exports to South Africa face fewer restrictions,
but the major items which cannot be exported to South Africa

i nclude crude oil and petrol eum products, itens on the munitions
list, and nuclear-related itens. There are prohibitions on the
sal e of computers to the South African police, mlitary and
apartheid-enforcing entities. Americans are prohibited from
maki ng new i nvestrents in South Africa except in black-owned
firms.

Wil e the precise econom c inmpact of American and European
sanctions cannot be calculated, it is generally recognized that
South Africa’s exports, particularly in 1987, have been affected
and that the absence of significant new capital inflows (partly
due to sanctions) has put an effective ceiling on growh.

Di si nvestment has reduced the U. S. corporate presence in South
Africa by nmore than half; while the pace of firns |eaving the
country has sl owed, the outflow continues.



M NI NG AND AGRI CULTURE

M ning: South Africa’s mning and quarrying industry contributes
13 percent of GDP, accounts for about 15 percent of gross fixed
donestic investnent, and enpl oys 748,000 workers. The industry
is especially inportant to the South African econony as a source
of foreign exchange, and 81 percent of total mneral sales by

val ue are exported. South Africa is the world s largest gold
producer. Gold contributes 38 percent of total nerchandise
exports. In 1988, gold production increased by 2.6 percent to
618 tons, with exports valued at nearly 20 billion rand, up from
602 tons in 1987 with a value of 17 billion rand. However, the
gradual aging of South Africa s present gold mnes has nade the
devel opnent of a new generation of mnes crucial. Coal, platinum
group nmetals, and other minerals account for an additional 14
percent of nerchandi se exports. In 1988, 82 percent of the $1.59
billionin US. inmports from South Africa were mnerals and
netals (mainly platinumand ferroall oys).

The nost significant devel opments in South Africa’ s mning

i ndustry in 1988 were new nining taxation proposals, which could
nmean t he establishnent of nunerous new nines, and a proposed
mnerals bill which could result in | ess governnent control over
mning rights. Based on favorabl e prospects for the precious
nmetals markets in the 19905 as well as nore favorable tax treat-
ment, anal ysts expect the South African mining industry to enbark

on new gold and platinum projects valued at 14 billion rand (in
1989 rand) over the next 5 years.
During 1988 there was an overall inprovement in |abor relations,

with significantly less strike action at the country’s m nes.
Inflation continues to exert strong pressure on the conmpanies to
cut costs and was one of the mmjor factors causing a 25,589
decline in employnment in the industry -- mainly in the gold nines.
The South African Governnment is continuing with its privatization
program | SCOR, South Africa’s |argest iron and steel producer,
was selected as the first of the state enterprises to be sold.
Agriculture: Agriculture’ s contribution to gross donestic product
increased by 12 percent to 9.9 billion rand in 1988. The vol unme
of agricultural production was 3 percent higher than in 1987.
This was mainly due to a 7 percent increase in field crop
producti on. Producer prices increased by about 10 percent in
1988, with livestock prices show ng the highest increase foll owed
by field crops and horticultural products. The conbi nation of
these two factors led to a 15 percent increase in the gross val ue
of agricultural production. G oss incone also increased by 12
percent. Expenditure on internedi ate goods and services

i ncreased by 15 percent over the year, mainly due to a 12 percent
price increase for farmng requisites. The biggest increase was
24 percent for fertilizers. As a result, the net incone of
farners increased by a total of 5.4 billion rand, a 19 percent

i ncrease over 1987.



I nterest paynents on farm debt now constitute the major farmng
expense totalling about 1.7 billion rand in 1988. On Decenber

31, 1988, total farm debt ampbunted to about 14 billion rand. The
farm debt/asset ratio increased from about 12.8 percent in 1979
to 27.1 percent in 1986, but it inmproved to 26.7 percent in 1987
and 25.7 percent in 1988.

Consumer spendi ng on food increased by 24 percent in 1988 to 30.7

billion rand. Food prices increased by 16 percent.
An even better year is expected in 1989. Summer grain crops are
doi ng exceptionally well. Corn, wheat, sugar, wool, and fruit

exports appear very strong.

BLACK ECONOM C SECTOR

Discrimnatory legislation historically has severely circunscri bed
the range of econom c opportunities open to South African bl acks.
Until the late 19705, blacks were legally prohibited fromformng
corporations, owning nmanufacturing plants, or entering nost
skill ed professions. However, denographic pressures and the
growi ng dependence of the South African econony on bl acks as
consuners and workers |led to several notable changes in recent
years, such as the lifting of restrictions on blacks’ freedom of
mobility, the legalization of the black trade union novenent, and
the granting of permanent |and tenure in areas designated for
occupation by blacks. In recent years the South African
Government al so recogni zed the growi ng inportance of new

busi nesses in job creation and i ncome generation, and has noved
to |l oosen the regul atory strangl ehol d on bl ack business

devel opnent. For exanple, since 1986 over 100 central business

di stricts have been desegregated and now are open to busi ness
peopl e of all races.

G owi ng denmand for skilled black workers, the bargaining power of
the bl ack trade unions, and the successes -- albeit limted -- of
bl ack busi ness have resulted in a slowy rising standard of |iving
for enpl Oyed bl acks. Bl acks received an estimted 80 percent of
the growmh in personal disposable incone from1980-85. Wile it
is important to note that this increase is derived froma very
smal | base and is distributed over a |arge population, it is

i ndi cati ve of econom ¢ advances achi eved through the opening of
greater opportunities. The substantial progress achieved in
deregul ati ng bl ack busi ness and the public comm tnent by the
South African Governnent to inproved educational and economc
opportunities for blacks are encouraging but not sufficient in
the near termto overcone the historical disadvantages,
educational deficiencies, and denial of opportunities which
continue to hamstring black econom ¢ advancenent. Moreover,
mllions of unenployed bl acks have yet to benefit at all
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QUTLOCK
Econom ¢ anal ysts anticipate roughly 2 percent real economc
growmh in 1989, a current account bal ance of about 4 billion

rand, and inflation rising to near 16 percent by year-end. The
rand i s expected to depreciate further in 1989 to around 38 U. S.
cents. Many factors could alter this forecast, however, such as
sharp changes in the world gold price, CECD gromh rates, the
political situation within South Africa, and world reaction to
it.

Experience in the past few years has shown that South Africa has
adifficult time achieving a growmh rate of nore than 2 to 3
percent without inflows of foreign capital, because of the
overriding need to protect its bal ance-of - paynments position and
foreign reserves. The governnment has had to attenpt to bal ance
its managenent of the econony so as to sustain the maxi num anount
of growth short of causing demand for inports to rise too high
Donestic capital generation, the only alternative to foreign
capital, has | agged as savings rates have remained very | ow and
| arge anmobunts of capital have noved out of the country in search
of higher real interest rates and investnent security.

The burden of the situation facing the governnent has fallen on
the donestic econony and especially on consuners. Encouraged by
expansionary policies in 1986 and 1987, consumer spending drove
the current upswing in the econony. Consumer borrowi ng nade nuch
of the spending possible. Now, increasing interest rates wll
fall heavily on consuners because in South Africa nost consumer

| oans are at variable rates. Consuners, who now pay a genera

sal es tax of 13 percent on al nost every purchase, also face 16
percent inflation, inport surcharges of up to 60 percent, a 10
cents per liter tax increase on gasoline, and bracket creep in
income tax rates. In short, the average South African will
likely experience a decline in |living standards in 1989.

Low growth rates and declining living standards will al so worsen
the problem of rising black unenpl oyment. The South African
Reserve Bank estimates that 4 nillion black workers are now | eft
outsi de of the formal econony in marginal jobs or unenploynent.
The Reserve Bank further estimates that even if the economny
expands_at a rate of 3 percent per year, by the year 2000, 6
mllion black workers will be underenpl oyed or unenployed. To
accommodat e t he nunber of new workers, the econony would have to
grow at a rate of 5 percent per year, which is closer to South
Africa s econonmic potential and its experience in the 19705, but
this is not likely in the present circunstances.
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| MPLI CATI ONS FOR THE UNI TED STATES
Over 120 Anmerican firms are still operating in South Africa whose
total investnments exceed $1.5 billion in 1987 and represent about
33 percent of all U S. fixed investnent in Sub-Saharan Africa.

U S. exports to South Africa accounted for 40 percent of sales to
the region in 1988.
American trade with South Africa in 1988 reversed the decline of
the last few years. Anerican exports to South Africa in 1988
increased by a third over 1987 to $1.7 billion. Key exports were
el ectroni c data processing and rel ated equi pment ($145 million);
aircraft and aircraft parts ($98 mllion); and wheel ed or tracked
m ni ng, construction, and agricultural machinery ($77 mllion).
South African exports to the United States in 1988 were nostly

pl ati num group netals, ferrochrom um ferromanganese, ferrosilicon
manganese, chrone ore, and other mnerals (over $740 mllion) and
di anonds and ot her genstones ($56 million). U.S. inports from
South Africa rose 13 percent to $1.6 billion
There are a nunber of factors which make South Africa an
interesting short- and | ong-term market for American suppliers.

It remains one of the 20 or so nost highly industrialized

mar ket - econony countries in the world. It has a |large and
growi ng popul ati on, nuch of which is entering the market as
consuners for the first tine and which is creating a denand for
new soci al and infrastructural services. The country has a well-
devel oped econonic infrastructure. Its conmercial regul ations,
practices, and | anguage are already famliar to Americans.
Nevert hel ess, traders on both sides are clearly concerned about
the possibility of supply disruptions for political reasons and
are reluctant to spend tine or noney on market devel opnent.
Anerican sal es can encounter resistance based on fear of
di srupti ons.
Most promising are sectors in which Amrerican technol ogy enjoys a
cl ear advantage. Demand for conputers, software and peripherals
remai ns strong. Sales of public transportation equi pnent,
especially aircraft and associated avionics, are consistently
good. Substantial sales of large aircraft are anticipated during
1989. South Africa's mning industry is anong the world’ s | argest
and nost advanced. U.S. equi pment, services, and technol ogy have
long held an inportant position in the mning sector. Mdernizing
and automating industry are creating a need for industria
control s and | aborsavi ng nmachi nery.
Consuner spendi ng anong bl acks is growing faster than that of the
whi t e popul ati on. Bl ack consuners have historically preferred
American style and quality--especially in clothing, toiletries,
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and children’s toys and accessories. Significant markets may be
devel oped anong bl ack consumers by Anerican conpani es. As bl ack
entrepreneurs continue to enmerge, opportunities for franchising
opportunities are rising. Prom sing opportunities are avail able
in auto parts and services, printing, hairdressing and beauty
treatnent, enploynent and staff training, dry cleaning,
i ndustrial catering, and plant nmaintenance. Franchisors should
expect to share in the capitalization of new ventures. Note:
under the CAAA, new U. S. investnent in South Africa is pernmtted
only in black-owned busi nesses. The U. S. Export-Inport Bank nay
extend cover to bl ack-owned enterprises.
The U.S. Foreign Commrercial Service maintains an office in
Johannesburg and reference libraries in Johannesburg and Cape
Town. Counseling and business introductions are available to
Ameri cans seeking opportunities in South Africa.



