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1. Mcnetary Reserves

A serious decline in South Africa's monetary reserves has occurred
during 1948. -< tae drop in gold.holdingé had continued at the rate of
the second half of 1948, they would have been depleted in six months.
Since December gold reserves remained stdble, Sterling balances con-
tinued to drop at a rising rate. Data on the monetary reserves of the
Union, which in this context comprise all reported g&ld and fofeign
exchange holdings of the goverrment and the central baﬁk, afe given in

the attached Table 2.

2, Balance of Payments
Data on the balancéiq£>paymegtSQIbased on official estimates pre-
sented to the Fund, are given in the attached Tables 3 and 4. - Table 3
glves the over-all balance'éprayménts for 1937, 1946 and 1947; Table 4
gives a regional bpeakdoyh for 1946, 1547, and the first nine menths cf
1948. A brief statemgnt of the balance of payments 1947 ani first nine

months of 1948 -is given in Table 1 below.
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Table 1. Balance of Payments
(in millions of Scuth African_pcunds)
Credit or Debit (-)
Nor-Sterling  Sterling Total
Area Area
1947 '
Merchandise - - - 55 -195
Guld produection , L 974/ C e 97
Services : o : ; - 18 : - 15 - 33
Private capital . : o5 152 157
Lend-Lease: Subscription to IMF - 31 - - 31
Tota1?/ - 87 82 - 5
/
Multilateral settlementszl . L2 - L2 -
Monetary reserves: _
~ Fureign exchange assets (net) 1 - 40 - 39
Guld , bly —_ 1y
_Total ' 87 -~ 82 5
Firgtwniﬁe months of 1948 (annual rate)
Merchandise ' . -152 - 67 -219
Gold production : ‘ 991/ - o3
Services - - 27 , - 13 - 40
Private capital = R 100 300
- Total -8 20 - 60
 Multilateral settlements - = 12 - 12 —
Monetary reserves: - o
Foreign exchange assets (net) 13 - 8 5
Gold 5554/ - 55
Total s 80 -2 &0

1/ Since in effect all newly produced gold was used, either directly or

through London, to finance the deficit with the non—sterl ng area, it

. has been allocated to this column in ordex to simplify the presenta-
tion,

This total reprﬂsents the deficit which had to b2 financed by the use
Jf monetary reserves either diréctly or by means of multiiatecal
settlements.

Excluding multilateral settlem:ats through London financed by gold.
Excluding the gold loan to the United Kingdom.

®

R

3. Dzvelopments Affecting the ernal Payments Positlon

The current deficit

The over-all deficit of the Union on current account has grown per-
slstently since 1946, and by the autumn of 1948 it was apparent that

immediate correcctive measures could no longer be deferred.
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The sterling area portion of this deficit was in 1947 and the first ;
nine months of 1948 more than offset by an inflow of British capital.

' This inflow was 5150 million in 191»7 and £75 mill..on during the first nine
months of 1748. The :Lnflow has probably stopped siice then. Forelgn
exchange holdings of the Reserve Bank (virtuallv all sterling) fell
between October 19&8 and Febmary 1949 at an. annual rate of £SA120 millien. -
This is mainly due to the current deficit with the storling area, which
was at a rate of £S'L80 million in *he first ni'xe months of 1948 and rose
as the Dovembwr exchange restrivtions resulted in a shift of irnports.
There may, howe.'er, also have been somx cutflaw of capital. The abasence
‘of restrictions on the outflow of cepltal from the Union to other members
of the sterling areca, combined with the large .intlow since 1946, makes the
position vulnerable in this reqpect. ' ' '

In 1947 the surplus of £82 million wi?h the sterling area on current
and priva'ce capita.l accoun‘o te en toge* ner enabled South Africa to use £42
million for mt.ltilateral settlemen 8 mth the non-sterling erca and at the
 same time increaaa its net. storling res L.rves by £40 million. .. The remainder
of the deficit with the non—sterl.mg area was covered directly, or
indirectly via London, by sales of £.97 million of new]y produced gold and
£44 million of gold taken fr_o:.'. reserves, The gold se.les almost matched the
deficit with the United States alone. As a result of these transactions
gold reserves of Seﬁth Af‘"ica declined by £44 mi]_].ionl while sterling
‘reserves increased by nearly the same amount.

‘The current Financial Agreement be,tween the Union and the United
. Kingdom stipulates that begirming January 1, 1948 the Union will pay in ‘
gold for the net payments made by its rcsidenta through London to countries |
outside the sterling area. Hence, all Sauth African transacticns cutside
the sterling area may now be :.‘egarded' as éold or dollar t:jansaotions. The
. lend~jcase settlement and the gold pa&ment to the International Monetary

Fund did not recur in 19,8, but the non-sterling area deficit on current
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account continued at an increased rate in 1948. This, cambined with the
fact that sterlingycould no longer pay for a part of ti'xe deficit, Jed to
a serlous decline in noﬁ-sterling reserves. o

Gold holdings fell from 448 million in February 1948 after a loan of
9,275,000 ounces of fine gold valued at %322 million to the United Kingdom
had been made, to 234 million in October, shortly before the exchange
restrictions and the import prohibitions were introduced. Néﬁ-—sterling
exchange holdings fell by $40 million during the first n.in.e months of 1948
to a negligible figure. Gold holdings in the beginning of 1949 wers
steble at around $185 million. |

-

Gold production and price

An important feature leading to the present e.xchange éituation is the
" rise in commodity prices, which in the case of South Africa is E!.nadequatels
offset, as the Union's main export product is gold. Gold precduction paild
for some 80 per ceﬁt of commodity imports in 1937. In mid¥l9£¢.8 the index
of imporf prices.wga lll per ct—ant above 1937, the £SA value per ounce of
gold had risen 23 per cent. Gold production is about the same as in 1937,
but twenty per cent below the output in 1941, the peak jee.rg
Imports o

The aecondhevident feature is the rise in the volume of imports esti-
mated on the basié of available price indices by about 65 per cent in 1947
and 75 per cent in 1948 above 1937. Exports other than gold have indeed
risen at an about equal rate but, being much smailer in total than imports,
leave a widening gap. Not only has the volume of :i.mpofts increased, but
they have shifted in 1946-48 from sterling to non-sterling sources. Impors
from the United States were 20 per cent of the total in 1937 and 35 per sez
in 1947. T'né rise in imports took place both in consumers' and producers!

gOOdSD

emBaGami . s e

Q_/ Sterling earmed in transactions cutside the sterling area cam still bk
used in making payments outside this area. The above statement refen
to the deficit which remains after such sterling earnings nave been
taken into aecount. '
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Investment '

A maljo: factor for the sustained z;ise, in the volume of imports was an
investment bocm of complex origin. Thi_.s -boom has résulted wertly from the
special opportunities of the new gold field discoveries. Arrears of

investment in railways, housing of enlarged prbaxi pomlation§ s devélo;ment
| of consumer goods industries ant'i to éomo ex‘-‘@nt of steel -and cngineering
have added substantiam t.o. investment demarnds. ‘Imrcntox'ies have risen,
especiallly in anticipation of the :meoz"b rustricticns in the menths proced-
ing November 1948,
Bank credits )

The flnancing of the import su;'pluﬁ ;’a.nvolved at firast activation of
money snpplles accumulated during the war.. ‘The money supply rose 250 per
cent between 1939 and 1946, whil~ rt:rlxva national income rosé 80 per cent.

The money supply itself continued, generally, to expand. Commercial bank
credits doubled after the war, Trom £31129 million 2t the end o;.t‘ 1945 to
£3A273 million at the end of 1948. ’ | |

Inflow .of capital’

The large inflow of capital in 1947 and 1943 has been the majoi- reason,
even more significant than the risd in bank-credit , why thé money supply
did not contract although there was -a heavy :lmpdrt surplrs.

Consumption ard investment after the war would probably have been high
in any event on account of backlogs‘a.nd a high level of 1ligujd asséts. The
" cepital inflow gave a further stimulus to 'nigh expenditurz, While the .
inflow consisted almost entirely of sterling capit.ai, it gave rise t.o.
demand both for sterling and non-sterling poods. The capital inflow thus

wag one of the causes of .thé rising balance of paymer:té deficit on current

account.
Gold holdings in February 1949 were neariy the same as at the end of
1937. PFrom the point of view of the balance of payacnts this indicates a

much weaker reserve position as the purchasing power of gold with respect
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to imports has declined by 42 per cent since 1737.

From the standpoint of legal reserve requirements the reserve positice
was also much weaker as s result of the expansion of the moncy supply. In
the years 1937-39 gold holdings wore about equal to the liabillties of the,
Reserve Bank. In 1948 this ratio threatened to fall below the legal |

' minimum of 30 per cent. In October 1948 the legal minimum ratio vas
reduced to 25 per cent, while the Reserve Bank bescame also empowered for
the purpose of calmla.fing this ratio to deduct from its liabllitiesy an
amount equal to the book value of its asscts huld outside the Union. In’
the Bank return of October 15, when the new ratio wns first published, it .
was 41.1 per cent, while the former ratio was 31.6 per cent., Only the "
actual foreign exchange holding and not the sterling couwaterpart of the
gold loan to the United Kingdom had been treated as a dedustion. On
February 18, 1949 the ratio had dropped to 32.6 per cent. '

L. The Import Restrictlons ,

In view of the d-evelopment outlined above, it was clear that strong
immediate remedial measures wers necessary to forestall the imminent threal;
of a further serious decline in gold and dollar reserves. The Union |
announced on November 5, 1948 measures consisting of: |

(a) Exchange restrictions, limiting the provision of exchange for
imports from the non-sterling area between July 1948 and June 1949 to 50
per cent of that used in 1947, although an exception was made in the case
of produwesrs goods and raw materials, for which supplementery exchange -
Jcences were to be provided. ‘

(b) Prohibition of the import of certain goods, irrespsctive of the "
source, except under special licence.

In the opirnion of the Fund measures which would restrict imports at :
least to the degree anticipated in these rcgulations were needed at that
time as minimal immediate measures to cope with tho balance of payments

difficulties of the Union. It was recognised that the decline in storiir
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reserves might give rise to difficulties during a later period.

The exchange restrictions have been dealt with directly by the Fund
and the Pund has authorised them under Article VIII of the Fund Agreement,

Prom the point of view of the volume of imports, the effects of the
import prohibitions introduced in November will be much less than those of
the exchange restrictions. Moreover, their influence will be largely one
of an !.ndirtc’k nadure. A detailed broakdowm of tmdo.w commodities for
recent years is not available, but unofficial estimates place the value of
the importe which havs now been prohibited at roughly £7 million a year.
0Of this total £1 million originated in the sterling area, The balance of
" some £6 million of such commoditiss which in the past had come from non-
sterling area sources might well have led to increased imports from the '
sterling area had the prohibited list not been introduced. Morsover, the
prohibitiones added some selectivity to the non-selective aystem of ext;ha.nge
restrictions, |

As a result of these measures the drain on gold holdings was stoppsd
in December. - The drop of sterling balances, however, continued at an
accelerated rate. According to press reports, the Minister of FPinance
announced to Parliament on Februery 24th that to counteract thig, an@ to
ramove certain a.nomé.liea inherent in the existing exshange quota qystem,
it had been decided to change over to a system forthe physical control of
imports, both from the sterling and the non-sterling area., As regarcs
imports from non-sterling scurccs, the existing scheme will contimue to
epply until 30 June .1%9' From the date of inception of the permit aystém,
however, only goods covered by permit will be allowed entry into the Union
Irom the sterling area, ‘-

The Minister also announced that the prohibited list will sl:zort];v be
wxtended 80 as to effect substantial savings on the present level of

axpenditurse, both in non-sterling and in sterling-currencies.
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Table 2. Monetary Reserves of the Union of South Africa

(in millions of U.S. dollars)

End of Government Reserve Bank Total
Balances Abroad Gold Foreign Exchange

December 1937 3 139 37 229
" 1945 36 914 24,6 1,196
L 1946 15 939 7L 1,025
" 947 4 - 762 245 1,010
1948 . '
January 5 : 764 253 1,022
February . 8 58/ 280 736
March 12 "4L38 329 779
April 10 L46 309 764
May 10 ) 333 351 749
June . 5 373 291 . 670
July 3 338 A0 581
August 3 307 229 540
September 3 209 . 222 L95
October 3 234 211 L43
November 3 194 121 377
December 3 183 144 330
1949
January 2 187 9.4 283
February - J 182 | 52

1/ 1In February 1948 £80 million gold was loaned to the United
Kingdom under the Financial Agreement between the two countries.

A breakdown of foreign exchange holdings of the Reserve Bank for
.three months of 1948 is shown below (in millions of U.S. dollars):

. Total forei,
: Pound U.s. Other Exchange of
End of s _Sterling Dollars Currencies Reserve Ban
April 1948 . 291 17 1 309
August 1948 222 7 ' 229

November 1948 - 178 .3 : 131
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Table 3. - Financing-af International Transactions of
I L s+ + the Union of South Africa

., (in millions of South African pounds)

1937 1946 1947

A. TRANSACTIUNS REJUIRING FINANCING
Goods and services

Imports, f.o.b. _ 103.1 241 ° 295.0 -
Foreign Traval , 7.1 6.5 . 8.0
Transportaticn and insurance 7.6 . 27.3 30.0
Investment income . C 21.5 23.2 - 27.6
Government | . 0.7 .6 - 7.0
"Miscellanedus 1.61/ 2.0 2.5
Total 141.6 287.7 370.1
Special official firancing
UNRRA contribution - 2.0 -
Contribution to Feople of Britain Fund. - 1.0 -

- Lend-Lease settlzment - - 25.0
Gold and dollar subscriptions to IMF and IBRD - 0.5 6.2
Debt repayment - _0.4 0.1

Total = ~3.9 1.2
Total requiring financing 141.6 - . 291.6 - LO1.4

Be TRANSACTIONS SUPPLYING FOREIGN EXCHANGE (Excln
Compensatory Official Financing)
Goods and services

Exports, f.O.b. " . ° l{l.l 87'32/ lwuo
Nonmonetary gold movement 80.0 101.8 97.3
Foreign travel 1.5 4.5 12.5
Transportation and insurance 2.7 8.5 9.5
Investment income . 5,03/ " 10.03/
Government . ' 0.6 19.5° .- - 10.2
Miscellanecus . 0.2 oo © e
' Total ( ; ) tl 126.1 226.6  239.5
Private capital movements (net
Errors and omiss.ons ) . _6‘7 - 18.9 156.9
Total ' o 132.8 2L5.5 396.4
C. NET SURPLUS (#) OR DCFICIT ( ) (B minua A) - 8.8 -46.1 - 5.0
De COMPENSATORY OFFICIAL FINANCING, CREDIT (#),
DEBIT (-)
New borrowing £ 1.9 - -
“hort-term balances
Due abroad : - 0.3 £ 1.7
Foreign exchange assets £ L.l . £52.6 -41.1
Monctary gold - 2.8 -6.2 PAN AN
Total compensatory officidl financing £8.8  AL6.1  £5.0

zyrincluding small amounts of personal and instltutional remittances and other
private transfers.

2/ After adjustment for movements in foreign-ownbd stocks in South Africa.

2/ Part of this entry is appropriate to "Miscellaneous.,"
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Table 4. Regional Financing of International 1/
, Transactions of the Union of South Africa
(in millions of South African pounds)
. Nén-Sterling Area

. U.S.A. Other Total Sterling Unalloca- Total
JMF  IBRD Area ted -
| 1946 -

A. ., GOODS AND SERVICES - '

Trade balance (f.o.b.) vosr oee - 73 - 54 +102 =25

. Freight and insurance )
on imports X cee - ls - 12 | — - 27
Other services (net) voso " eee - - 2 = - 9
Total -5 3% 95 T8 sied T&

B. . PRIVATZ CAPITAL MGVEMENTS .

. (NET) r 1 - « 1 + 18 -— +19

C. '.SPECIAL OFFICIAL FINANCING - 1 -2 =3 =1 — - b

.. Total (A, B and C) - 59 -3 -9 -5 102 - U6

D. COMPINSATORY OFFICIAL |
FINANCING
Foreign exchange assets - 8 — - 8 + 60 - + 52
Gold transactionsk/ > 2l + 1 * 25 +» 71 - 102 - 6
.Multilateral settlementad/ * 43 " 37 + 80 - BOQ/ o —

Total - + 59 » 38 4« 97 r 51 - 102 + L6
e N 1947,

A. .GGODS AND SERVICES ° S
Trade balance (foch-) XX XX ! "'llbo - 55 * 97 . - 98
Freight and insurance R ’ . :

on imports oo eee - 19 - 11 . . —— - 30
O’ther XK (X * l - K mted - 2
Total. * . -118 W A% T . voe I

B, PRIVATE CAPITAL MOVEMENTS ST 3
(¥ET)3/ -3 ¢ 2+ 5 4153 -~ A5

C. SPECIAL OFFICIAL FINANCING 2%. — =31 - - - 31

.. Total (A,'B and C) - -1k - 38 -184 +« 82 «- 97 - - 5

D.  COMPENSATORY OFFICIAL | B j
FINANCING ... - | )
Short-term. balances' = o

Due abrvad . - - - + 2 -— + 2
Foreign exchange assets r 1l - s 1 - 42 - -4
Gold transactionss/ + 70 + 1 +71 +70 - 97 * L
Multilateral settlements5/ « 75 & 37 +112 A-112_/ - e
‘Total r 38  +184 - 82 - 97 r 5

Y
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Table 4. Regional Financing of International Transactions
- - .of the Union of South Africa’ '
. (continued)

Non~Sterling Arca
U.S.A. Other Total Sterling Unalloca- Total
IMF IBRD Area ted

i

* . Nine Months Ended September 1948 |

GOODS AND SERVICERS ;- . : -
Trade balance (f.o.b.) vee ves =114 - 50 + 7 - %0
Freight and insurance. ' ' .
on impDI'tS ( ) 2o eee "ls "1'1.:‘ - e -26 .
Other services (net aes oes -5 r 1 - =k
Total eve se "13‘} " R L 4 716_/ -130 :
' PRIVATE CAPITAL MOVEMENTS | L |
. (NET)—/ . O cee - * 75 — - 75
SPECIAL OFFICIAL FINANCING - -8l - 80
Total (4, B and.C):" - veo 3L 0 -85 e T -125
COMPENSATORY OFFICIAL. . @ - S
FINANCING , e
Porelgn exchange assets . ... " eee $10 - 6 - P
Gold transactions&/ e e cee * 91 P 7'10‘06 - 713- ?121
Multilateral settlementsé/ sy - ses + 33 - ég./ — —
* 65 -7 125

Total cee “oo r134

Credit is indicated by a plus sign (+); debit, by a minus sign (-).
Hon-monetary gold movement (gold production) which cannot be allocated by countries.
Including errors anc omissions, : o - ‘ '
The entey in the "total" column is the monetary gold movement (i.e., the change in
#°ld reserves) which cannot be allocat.d Ly arcas. Exports of gold have beer
Allocated in the first four columne (e.g. in 1946, £24-million gold exported
¥ the United States. . £1 million to other non-sterling countries; total £25
®llion, and £71 million gold exported to the sterling area), . These exports
@nus gold production (£102 million in 1946) represent the loss in reserves
<26 million, i.e. a.rise of £6 million in 1046). e
luding errors in allocation. = - T
receipts of non-sterling area currencies from the sterling area, primarily
United Kingdom, and net use of sterling outside the sterling arca.
4 loan of £5480 million to the Bamk of England.



GATT/CP.3/3 Add.l Annex 1
Page 12

Explanatory Notes to Tables 2 - §

Tabls 3 gives an over-all balance of payments for the years 1937,
1946 and 1§h7. The table gives particular attention to compensatory
official financing, i.e., financing undertaken in response to balance of
payments pressures,’mainly the use of monetary reserves., For this purpos

private capitﬁl-ﬁovements have been added to the current account in
srriving at the surplus or deficit requiring campensatory financing by the
monetary authorities, However, while thg capital inflow in 1947 (and 1%
sec Table 4) reéucedlﬁhQ need'for compensatory official financing it was
an unstable factor and tended to hide the underlying dlsequilibrium in th§§
currcnt account.

In interpreting the section entitled "Compensatory official financing
it should be borme in mind that a plus sign denotes the use of an assst om
incurring of a Jiability, and a minus sign represcnts the accumulation of
an asset or the reduction of a liability, For exeample, in 19#7 the
figure of -&41. l-million denotes a rise in foreign exchange assets, and
FELL L, million rapresents a deeline in vold reserves. : '

A number of(qffieial financing transactions have not been classified
as ‘compensatory,” but have been placed in section A of.the table under
the designation Jspecial". These are transactions wﬁicb are undertaken
for‘Specific purpoﬁes and which are 1pdependent of balahce of payments
pressures, - They include the UNRRA contribution and a similar contrihﬁtﬂm
to the People of Britain Pund, the Lend-Lease settlement, and gold and
dollar subscriptions to the.International Monetary Funé.and Intermational
Bank for Reconstruction and Development. The local currency subscriptic
to IMF and IBRD and the cofresponding increase in short-term liabilities
have been cancelled against one another and excluded from the table.

Because all the items in the compensatory official financing account
are taken directly from official records, it scems probable that errors

omissions in the South African balance of payments as a whole have occur
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in the other two scctions of Table 3. It is believed that they consist

mainly'of privatc capital movements and, since they have bzen net credits
in each of the years ﬁndar revicw, they have been placed for convenience
in the second section.

The term nonmonstary géld is cmployed to denote the net of domestic
'production (credit) and»coqsumption (thch mey be either credit or debit),
Consumption includes private hoarding as well as gold used in industry and
the arts. Gold consumed is treated as a debit; gold dishoarded or
recovered from other sources is treated as a credis. Gold copsumption
is of minor importance in the case of South Africa and the figures are
practically identical with gold production, The reason for including ,
domestic transéétions in goid in a balance of payments statement is that
domestic salse of gold to the monetéry authorities increase their
international reserves in the same way as sales of merchandise to foreigners;
and domestic purchases of gold from the monetary authorities decrease their
international reser&es in the sems way as purchases of merchandise frﬁm
foreigners. Domestic éold transactions that do not involve the monestary
authorities cancel sut in the net figure used for nomnmonctary gold
movement.

Under present world conditions of limited convertibility of currencies,
the over-all balance of payments shows only part.of the problem of
compensatory official financing. Table 4 gives a region-l breakdown of
net transactions in 1946, 1947 and the first nine months of 1948, A
difficulty is encountered in the case of gold transacticns since the non-
monetary gold movement can be distinguished from the monctary gold movement
only on a global basis., The nonmonetary gold movement has, therefore,
been placed in the unallocated column oppositc goods 2nd scrvices, and total

gold transactions with each area have been shown in the section "Compensatory

official financing". Ths nommonctary gold movement has been offset by a
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debit entry in the unallocated column. For 1947 and the first nine months
of 1948, it has been poséibla fo adopt a simpler prssentation in the table
on pagé 1 because th:re was a'sﬁrplus with the sterling area on current and
privaﬁe capital accouht, and at the same time a deficit with the non-sterling
area whichwas larger than gold production., In these circumstances it scems
reasonable to allocate all gold production to the non-sterling area.

The item: "multilateral settlements" is necessary to allocats
transactions involving third countries properly between different currency
areas, In 1946, for exampie, £80 million sterling was used to pay for:
goods and services from the non-sterling area, while the surplus with the
storling area on account of goods and services, private capital movements,
and géld exports, resulted in a racéipt'of £20 million sterling. The net
decline of sterling balances, therefore, was £60 million.

As £80’miilion'sierlin§ was used to buy non-sterling area currenciecs,

B tﬁére’is in the row "Multilatorsl Settlements" a credit of £80 million fér
“'the non—sfefling éfea, and a debit of £80 million for the ‘sterling area.
Wifh'thesé adjuétments for multilateral settlements, the bilateral transacticu@

between South Africa and each region are brought into balance,



