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REPORT ON THE EXAMINATION OF SOUTH AFRICA'SIMPORTDEPOSITSCHEME

1. On 17 September 1976 the Council of Representatives referred the examination
of the temporary import deposit scheme introduced by South Africa on 2 August 1976
(L/4386) to the Balance-of-Payments Committee. The Committee examined the measure
on 3 November 1976 in the context of all relevant aspects of South Africa' s balance-
of-payments situation and generally followed its usual plan of discussion.

2. The Committee had before it a basic document supplied by the South African
authorities (BOP/168), as well as the notification of the import deposit scheme
(L/4386), and supplementary background material supplied by the International
Monetary Fund, dated 7 October 1976.

Consultation with the International Monetary Fund

3. Pursuant to the provisions of Article XV of the General Agreement, the
CONTRACTING PARTIES had invited the International Monctary Fund to consult with them
in connexion with the consultation with South Africa. Upon the invitation of the
Committee, the representative of the Fund made a statement as follows:

"Over the past 15 years, South Africa has generally experienced deficits
in thc current account of the balance of payments which have been more than
covered by private long-term not capital inflows. This trend continued in 1974
and early 1975, although. the current account deficits were unusually largest in
this period.
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"A rapidexpansion in domesticactivity in1974 was initiallythe major
causeof hte t. <..tmI ;r ti':nr in theexternal counts.Subce the andof 1974,
however, a decline an thetermsof trade and workoverrl. 07'1. -'[9.:l >.wr.: . ..:o.1. a:.-
contributed to awideming in thecurrentaccountdeficit.Tohelp correct
the inbalanceinthecurrentaccount and las,in'r&,:;'r'r ]W ti -r
againstthe'-J i, 'if;. theauthorities L eIJ jJ t.a . r L1; 1-r -w the U.S.
dollar by 4.3 per cent inJune 1975 iI,:, .nl inby17.9percent in
September1975. Insupportof these changes,,I. ; policy was tightenel
during the secondhalf of 1975by wayofincreased bothinthe liquid asset
requirements ofthe banks andinkeyinterest r, ':

"Financialpolicies were tightened further during the first half of 1976.
Credit ceilings onbank lending to theprivate sector were imposed in February,
and a restrictive budget for the fiscal year1976/77 was introducedin March.
Supplementing the monetary and fiscal measures, thetemporary policy of
voluntary price andwage restraints introduced in October 1975 was extended
for six months inMarch 1976.

"Despite thesepolicychanges and a continuation of the clowdown in
domestic activity, particularlyinthe first half of1976 whenrealGDPappears
tohave declined, thelarge externalimbalancepersistedduring thefirst
half of 1976 when the current account deficitrose to SDR1,100million.
Simultaneously with thefurther deteriorationofthe current account,there
was amarkedweakeningin the balance of private external capitaltrsnactions,
in part reflecting uncertainties ofa political nature. Of necessity,
substantial recourse hadto be made by official entities to short-term foreign
borrowing of a compensatorynature. In addition, in order to strengthen the
foreign exchangecomponent of reserves, the Reserve Bank in March 1976
entered into agold swapagreementwith overseasparties,wherebyit soldat
market-related prices approximately 5 millionounces of gold spotand
repurchasedit foreward.Gold reserves (valued atSDR35 par ounce) thus
declined fromSDR621millionat end-1975to SDR 450 millionatend-March1976.
Total reserves atend-March1976 stood at SDR1,280 million(SDR 240million
higher than at end-December 1975), with the more readily usableforeign
exchange componentatSDR783 million(more thanSDR 400million higher than
atend-1975). Since March,however--and notwithstandingfurther compensatory

borrowing--thereserveposition has weakened at an averagemonthly rate of
over SDR 100 million.

"In August1976, the Fundgranted SouthAfrica a newstand-by
arrangement.However, South Africa's external positioncontinued to
deteriorate aspoliticaluncertainties constrained theauthorities' ability
to increase official borrowing still further oreven to roll over some of the
short-term credit which had built up during the first half of the year; in
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the third quarter of 1976, the net inflow of private capital is estimated to
have been extremely small,perhapsin part due tothe uncertainty in gold
markets. By end-august 1976, total reserve assets had fallen to SDR 720 million
(about one month's imports), compared withSDR 1,025 million at end-May 1976,
and net official foreign liabilities had risen from R 305 million atend-May
to R 630 million at end-July.

'The policies adopted by the South African authorities to redress the
external position and contain inflation include a credit policy aimed at
cent dining the annual growth in net domestic credit to 11 per cent (in the
year to June 1977) and fiscal program which contains the annual growth in
government credit to 12 per cent. Also, the Government intends -to work toward
a continuation of voluntary arrangements to moderate wage and price increases
and to continue quantitative ceilings on the growth of bank credit to the
private sector. In order to help bolster confidence in the rand and to
facilitate the refinancing of the short and medium-term official borrowing
which would fall due in the second half of 1976, the authorities introduced,
in August, an import deposit scheme under which a 20 per cent deposit of the
f.o.b. value of most imports is required at the time of customs clearance,
The scheme is likely to have a sharp short-term effect on imports and liquidity
which would be reversed when the scheme is removed.

"As already mentioned, on August 6, 1976 the Fund granted South Africa a
stand-by arrangement. In the context of this arrangement the South African
authorities indicated their intention to terminate the import deposit scheme
as soon as circumstances permit, and in any event not later than February 2, 1977.
The Fund staff will review the import deposit requirement in the context of
South Africa's balance of payments situation in the course of the next
consultation discussions scheduled to take place early next year.

"The Fund believes that the imposition of the import deposit requirement
was, under the circumstances, warranted as a short-term measure -to prevent
a further deterioration in the balance of payments position. It is too carly
to assess the effectiveness of the policy mieasures undertaken in August 1976;
however, in view of the continuing reserve losses in the past few months, the
instability of the gold price, and the sharp reduction in capital inflow, it
may be necessary for South Africa to adjust its current account position more
rapidly and thus perhaps to modify economic policies further than was thought
necessary at the time when the financial programs was drawn up."
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Opening statement bythe representativeof SouthAfrica
4.In his opening statement,the term ofwhich his annexed to this report,the

representativeof South Africa pointed out that his Government was not invoking
theprovisions of Article XII.Heexplained that the importdepositscheme

introduce on 2August1975 censistedofthe payment of a20 percentdeposit
of the f.o.b.price all imports notspecificallexempted. the deposit was
kept bythe South AfricanReserveBankandwas rapidtotheimporter, without
interest, notlaterthan sixmonths. Theimporterswereauthorized to borrow
abroad to financethedeposit.It was estimated that about35to68 percentof
total imports were exempted from the depositrequirement. Thescheme wasintro-
duced to arrest an untenable decline in SouthAfrica's total net gold and foreign
exchange reserves which was caused by adverse developments in the world economy,
the sharp decline in the price o gold, the inflationary impact of increased
government expenditure and large capital outlaysfor infrastructureprojects by
public corporations, and a decline in the net inflow of foreign capital. The
scheme was also introduced to react to exprectationsin the privatesector of a
further devaluation or anintensification of import restrictions, which had led
to an accumulation of inventories and unfavourable leads andlags in foreign
payments and receipts. The representative of South Africa furtherexplained
that the scheme had to be seen as parr ot a package of measures, which included
fiscal and monetary measures, and that ithad been planned for a six-month period
His Government was still optimistic that this time-limit would be realized. The
South African representative concluded his statement by expressing the conviction
that, among the policy alternatives available toSouthAfrica,the onechosen had
the least disruptive effect on international trade.

I. Balance-of-payments position andprospects and alternative measures to
restore equilibrium

5. In reply to questions regarding theprospects forthecurrentaccount the
South African representative stated that the current accountdeficit had
increased from R771million in the first halfof1975 to R 345 million in the
second half and R1,108 millionin the first halfof1976. Thepreliminary
figures for the third quarter of 1976indicated a slight improvement in the
current account situation andfurther improvements were expected. During the
coming twelve-month period a 20 per cent increase of exports was projectedon the
assumption that the prices ofexported minerals would improve, that there would be
some increase in the volume ofexports, and that receipts from gold sales remained
stable.

6. As to the effect of the deposit scheme on imports,the SouthAfrican
representative said that it was difficult to distinguish he consequences of the
scheme from *those of the other Measures theGovernmenthad taken to improve the
balance-of-payments situation. However itwas expected that imports would decline
by 3 to 4 per cent in value terms during the next twelve months; in volume terms
the decline would. be even steeper. Provided there were also some improvements in
the services account, the overall current account deficitwould then decline to
about R 750 million during -the twelve- month period ending in mid-1977.
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7. asked to comment on the prospects for the overall balance-of-payments situa-
tion the South africanrepresentative said that the most recent statistics
available justified some optimism. Goldandforeign exchange reserves had
increased by over R 60 million during thepast twomonths. The domestic policy
measures introduced in August 1975 were beginning to show results. The liquid
asset requirements of bans were now at the highestlevel in the history of South
africa and a ceiling on the increase of private sector lending by banks of ½ per
cent per month was in operation. Deficit. spending had been substantially reduced
and some backflow of funds from the Government could now reasonably be expected.
As a consequence the increase in the supply of money and quasi-money had been kept
to an annual rate of 13 per cent during the first eight months of the year, which
compared to rates of 22 per cent in 1974 and 18 per cent in 1975. The target for
the next twelve months was 12 per cent. These various restrictive policy measures
had reduced the rate of GDP growth from. 7 per cent in 1974 to 2-1 per cent in 1975
and zero per cent in the first half of 1976.

8. In reply to a question regarding -the composition of the foreign debt, the
representative of South Africa said that the proportion of short-term debts had
increased in line with the world-wide tendency towards shorter maturities.

9. In response to queries on inflation rates, the causes of inflation and the
extension of voluntary wage/price arrangements, the representative of South Africa
replied that the seasonally adjusted increase in the consumer price index had
declined for six consecutive quarters until the first quarter of 1976, accelerated
to 13.3 per cen-t per annum in the second quarter and their declined again to
10.8 per cent per annum in the third quarter of 1976. In recent, months, inflation
rates had slightly risen again mainly because of increases in administered prices
(steel, electricity, railways). The government had introduced, in October 1975
voluntary arrangements to moderate wage and price increases and it working
towards a continuation of these arrangements. He added that the economy was
suffering from a cost-push rather than a demand-pull inflation.

10. Members of the Committee expressed their concern about the inflationary
impact of South Africa's budget deficits. One member of the Committee pointed out
that the budget for 1976/77 also provided for a deficit, and that the tax increases
on which it was based were apparently insufficient. The South African represen-ta-
tive explained in reply that the budget for the fiscal year 1975/76, though on the
whole balanced, initially had an expansionary effect, since the sharp tax increases
on the basis of which it was drawn up, went into effect only later in the year.
Early in the fiscal year the credits from the Reserve Bank to the Government
therefore increased, butthe flow of funds was now expected to reverse. It was the
intention of the Government to continue its restrictive budgetary policies in the
fiscal year 1976/77.
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11. Some members of the Committee wanted to know whether the South Afrlcan
Government pursued policies to stimulate mineral exports. The representative cL
South Africa said that, the principal means by which his Government promoted sales
of minerals abroad was the improvement of the infrastructure. For example, two
new harbours were being built, one north of Durban which would facilitate coal
exports and another north of Cape Town for the export of iron ore.

12. Members of the Committee asked whether South Africa envisaged additional
measures to reduce government spending and to deflate the economy without resorting
to further trade restrictions. In reply the representative of South Africa
expressed his conviction that the policies applied at present were showing results
and that it would not seemi necessary to introduce new restrictive measures,
either in the area of fiscal and monetary policies or in the field of foreign
trade.

13. One member of the Committee, pointing to a recent weakening of the net
capital inflow, asked for indications on South Africa's future foreign borrowing
requirements. The representative of South Africa replied that the expected current
account deficit of R 750 million during the twelve-month period ending mid-1977
was expected to be covered by a net foreign capital inflow. In view of the net
capital inflow of R 634 million during the first half of this year, this estimate
seemed reasonable.

II. Systemand methods of the restrictions and effects of the restrictions

1.. Several members of the Committee observed that South Africa had a restrictive
system of import licensing and that, thoughit no longer invoked Article XII only
some 25 per cent of imports had been made without permit in 1975. During the same
period about 60 per cent of imports could enter only under permit but subjectto
automatic licensing for bona fide merchants and manufacturers, 6 per cent of
imports were subject to global quotas and 9 per cent to a regime of' specific
licansing.Thedeposit scheme which was expected to cover about 60 per cent of
imports, was in addition to these restrictions and to import duties some of which
were fairly high. As a consequence sone products were now subject to quotas,
tariffs and the deposit requirement.. The Committee members wondered why this
accumulation of import controls was considered necessary and what purpose the
deposit requirement served in cases of imports subject to quota limitations. They

also expressed their hope that the import licensing system would be liberalized.
The South African representative stated in response that the different typos of
controls served different purposes. The deposit scheme was general in application;
the level of the deposit requirement was uniform and hence did not vary with the
tariff level or any licensing requirements. It served mainly balance-of-payments,
not protective purposes. The deposit requirement was much easier to introduce a,,d
to remove than tariffs or quantitative restrictions and it therefore suited the
temporary character of the problems it sought to overcome, among them the increase
in imports prompted by the expectation of a further devaluation or intensification
of import restrictions. The South African representative added that, although his
country had continuously worked towards the removal of import restrictions, a.
further relation of import restrictions would be difficult while the present
balance-of-payments problems lasted.
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15. The question was askedwhether South Africa intended to phase out the deposit
scheme as its balance-of-payments situation improved, for instance by reducing the
deposit rateor the retention period. The South African representative replied
that, as his Government planned to abolish the scheme completely at the end of
the si:-month period, no phasing outwas presentlybeingconsidered. Several
members of the Committeee also wondered whether the maximum retention period was
applied to all products or whether there were exceptions. The reply was that the
Reserve Bank had been given the right to reimburse the deposit before the lapse
of six months solely, for administrative reasons, namely to permit repayments to
importers at weekly or bi-weekly intervals. In practice, the retention period
was never shorter than five and a half months. One member of the Committee
wished to kmow the criteria used to exempt products from the deposit scheme. The
South African representative replied that goods imported for re-export or used in
export commodities were exempted so as to avoid any adverse impact of the scheme
on export performance. Certain capital goods were exempted for development
reasons. Exemptions had also been granted for certain medical supplies to take
into account public health considerations.

16. In response to questions regarding t'e effects of the scheme on domestic
liquidity and foreign import financing, the representative of South Africa said
that the deposits made since the introduction of the scheme on 2 August 1976
until 31 October 1976 amounted to R 40 million. There were no statistics
available indicating the proportion of deposits financed from abroad. Several
members of the Committee e.-pressed their concern that the scheme might lead to an
upsurge in liquidity when the deposits were reimbursed and they asked what policy
measure the South African Government intended to take to counteract the adverse
liquidity impact of the scheme' s termination. The South African representative
replied that his Government had so far no specific plats to this effect.
Presumably restrictive monetary measures, such as increases in the bank's
liquid asset requirements, would be taken. The extent to which such counter-
measures were necessary depended on the overall situation of the economy.

17. One member of the Committee wanted to know the circumstances under which the
deposit scheme would be terminated. The South African representative replied that
it was not possible to give a precise, quantitative answer to this question. The
decision to terminate the scheme would depend mainly on the prevailing trends in
the economy and not on the attainment of specific policy targets. Satisfactory
trends as to the current account, domestic liquidity and the foreign reserves
would be the main considerations,
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Conclusions

18. The Committee examined the termporary ,import Deposit Scheme introduced by
South Africa on 2 August 1976. The Committee reiterated its view that adjustment
of balance-of-payments disequilibria through trade measures should be avoided,
especially in times when there was danger of chain reactions.

19. The Committee noted that the deposit scheme was nondiscriminatory and had
been introduced as a short-term measure for balance-of-payments reasons, mainly
to further reduce domestic liquidity and to contain the increase in speculative
imports. It further noted that the South African Government had. also taken
domestic fiscal and monetary measures to restore equilibrium. The import deposit
was in addition to the system of quantitative restrictions maintained by South
Africa.

20. The Committee welcomed the statement by the representative of South Africa
that it was his authorities intention to terminate the Import Deposit Scheme
after six months' operation namely, on 2 February 1977 and that no further trade
restrictive measures were contemplated at the present time. The Committee noting
that the Deposit Scheme had no termination date expressed the hope that the South
African authorities would terminate the deposit in the very near future.

23.. The Committee agreed that South Africa's Import Deposit Scheme, applied on a
temporary basis, was not more restrictive than an application of the provisions
of Article XII of the General Agreement. Noting that South Africa was not
invoking the provisions of Article .HII, the Committee agreed that this conclusion
was without prejudice to the rights and obligations of contracting parties under
the General Agreement.
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ANNEXOpening Statement by the Representative of South Africa

For many years its have been this Committee's taskto conduct annual or bi-
annual consultations with contracting parties invoking the provisions of
Article XII or Article XVIII of the General Agreementconcerning restrictions
applied by them to safeguard their external financialpositions.

Despite the fact that South Africa has not invoked the provisions of either
of the aforementioned articles, my delegation today finds itself in a position
where it must consult with the Committee about the temporary import deposit scheme
introduced by South Africa on 2 August 1976.

The situation is unusual. It will be recalled, in this connexion, that
similar schemes applied by countries not invoking the above-mentioned articles
were in the past dealt with in special working parties.

There is nothin, novel about South Africa's import deposit scheme. Details
were circulated to the contracting parties in document L/4386. The scheme is
similar in most respects to schemes introduced by other contracting parties in
previous years. Some of these schemes are still in operation today. Our scheme,
in particular, is en integral part of a series of monotary and fiscal measures
which were progressively made more restrictive since the second half of 1975. The
intention was to arrest an untenable decline in South Africa's total net gold and
foreign exchange reserves.

Basically, the scheme amounts to the payment of a 20 per cent deposit of the
free-on-board price of imports, except those which are specifically exempted. The
deposit is payable when the goods are cleared through customs and the amounts
collected are transferred to the South African Reserve Bank. The latter will
repay the deposits, without interest, to the importers not later than six months
after the date of payment to the Controller of Customs and Excise. In view of the
restrictive domestic monetary policy, exchange control authority was granted to all
importers to borrow funds broad to finance the compulsorydeposits.

In deciding on the level of the import deposit, the South African Authorities
considered various percentages up to a maximum of 50 per cent. In the final
analysis, however, it was decided to keep the level of the import. deposit as well
as the extent of the exemptions that had, inevitably, to be made, as low as
possible. It was felt that such an approach would yield the most effective results,
would hove the least harmful effects on South Africa's trading partners, and would
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be the most appropriate in the light of other policy measures employed in the
domestic economy. It would, furthermore,exclude the possibility of discrimination
between the products of the various supplier countries.

Separate import figures for the goodsexempted fromthe import deposit
requirement arenot readily available. But it is estimated, on thebasis of the
import figures for 1975, that the exemptions will apply to between 35 and 40 per
cent of South Africa's total imports.

The economic developments which gaverise tothescheme were outlined in
detail in our basic document. This was circulated under number L/4386. I feel,
therefore, that it would suffice if I merely summarized the reasons why the
South African authorities found it necessary to introduce the scheme:

(a) Contrary to earlierpredictions, the 1973-1975 world-wide recession was
the longest anddeepost recession since thegreat. depression of the
19301s. South Africa's initial reaction to the adverse development in
the country's balance of payments as aresult of the recession in the
economies of its major trading partners was to raise short-term foreign
loans to finance thewidening gap. As it became evident that the
recession would be deeper and of longer duration than initially expected,
and that a recovery in commodity prices and therefore in South Africa's
exports and terms of trade would be delayed until well into 1976, my
authorities switched the emphasis in their economic policy to more
restrictive monetaryandfiscal measures. This change in emphasis was
adopted despite a sharpdecline in the realrate of growth in the
domestic economy.

(b) The sharp decline in theprice of gold after August 1975 substantially
reduced South Africa's foreign earningsfrom the sale of gold. At this
juncture, the Rand was develued by 17.9 per cent and various exchange
control measures were adjusted toencourage the inflow of foreign
capital into the country.

(c) Substantial increases occurred in central government expenditure during
the least half of 1975 and the first half of 1976. The expansionary
effects on the economy resulted inincreased impacts. A severely
restrictive budget wastherefore introduced for the current; fiscal year.

(d) Large capital outlays by certain public corporations on infra-structural
projects which were, in some cases, commenced few years earlier,
contributed to excessive spending by the public sector as a whole.
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(c) New expectations inthefirst half of 1976 of either a furtherdevalua-
tion of the Rand or the intensification of quantitativeimport controls,
or both, not only led toanaccmulation of inventories but also to the
development of new unfavourable leadsand lagsin foreign paymentsand
receipts.

(f) Recently, i.e. since the secondquarter of 1976, a decling occurredin
the not inflow of foreign capital.

The import deposit scheme should not be seen in isolation. On thc contrary,
it is only part of a packageof measures deisnged to arrest South Africa'srapidly
deteriorating belance-of-payments position. We believe that the fiscal and
monetary measuresintroducedsince 1975, together with a very conservative budget
for the financial year 1976/77, will attain the desired objectives. It was
necessary to introduce the temporary import deposit scheme to strengthen these
measures and to expedite expected developments in the South African economy which
will ultimately improve thu balancc-of-payments situation. These measures are
explained in detail in the documentation before the Committee andmy delegation is
ready to elaborate on any of the measures, should members ofthe Committee so wish.

The import deposit scheme is temporary. For this reason, no date has been
set for its termination. In fact, Mr. Chairman, when the imposition of the scheme
was considered in June/July of this year, it was fel th-t it would not bc nccessar-
to maintain it for longer than six months. We are still optiimistic that this
hypothetical time-limit will be realized. Unfortnately, I an not in a position
to give an undertaking to this effect . But I can assure you that the measures will
under no circumstances be retained longer than necessary. They will be abolished
as soon as the balance-of-pay-ments position will so permit.

Mr. Chairman, we are convinced, that the developments outlined in our basic
document provide ample justification for the action taken to safegluard
South Africa's balance of payments. With the deficit on current account assuimin,
dimensions which, in the second quarter of 1976, clearly were untenable for a
country in South Africa's stage of economic development,further action could not
be delayed.

Various options were open and were considered, A further devaluation of the
Rand wL.s ruled out because the 17.9 per cent devaluation of 22 September 1975 had
not had the desired effect on the economy,particularly in stimulation exports.

further possibility wars to invoke the provision of Article XII and to tighten
remaining import restrictions, However, this also was ruled out because it was
felt that :measures of a temporary nature were called forandthat it would not be
in the interest of South Africa's trading partners to impose additional
quantitative restrictions.

It is for these reasons that the South African Government introduced a tem-
porary import deposit scheme which, it is convinced, will have the least disruptive
effect on international trade. We believe, therefore, that the scheme is necessary,
and not unduly restrictive of trade.


