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Government of National Unity Section 5 looks at the GEAR (Growth, Employment and 

Redistribution) strategy announced in June 1996. Section 6 concludes.

2 MACROECONOMIC POLICY REFORMS 1989-93

As with many other countries, the 1970s and 1980s had been characterised in SA by lower 

growth and higher inflation GDP growth dropped from 5.5% per aimum in the 1960s to 3 3% 

in the 1970s to 12%  in the 1980s. From 1974 to 1989, the consumer price index in South 

Africa rose on average 13.6% per annum, and never dropped below ten percent.’ SA was 

evidently a moderate inflation economy"’ in which expectations had adjusted to an annual 

inflation rate in the 10-20% range, and there was considerable inertia in the process.

0

Through the 1970s and 1980s. there had been much rhetoric but little action amongst SA 

policymakers about the costs of inflation and its threat to growth. Monetary and fiscal policy 

had been subordinate to political concerns, as two anecdotal examples suffice to illustrate. In

1984, the ruling National Party faced possible defeat by the extremist Conservative Party 

(which had broken away from the NP in 1982) in a by-election in a white working class 

constituency near Johannesburg. Although macroeconomic circumstances required no change 

in interest rates, the government prevailed on the then Governor, Gerhard de Kock, to lower 

rates. The by-election duly being won by the government, the RB once again increased interest 

rates." Similarly for fiscal policy: "in March 1988, as part of a great PR campaign against 

inflation, [then President] PW Botha pledged to hold public servants salaries static for a year 

A rise was announced 6 months later.” (FinancialMail, October 20 1989)

Exchange rate policy during the 1980s until 1988 was oriented mainly towards offsetting the 

impact of changes in the dollar gold price and stabilising the real rand price of SA’s main 

export earner and other primary commodities. This resulted in a fluctuating nominal exchange 

rate, but overall depreciation When ‘financial sanctions’ were imposed on SA in August

1985, as international creditors recalled outstanding loans, the exchange rate depreciated 

further. The need to run current account surpluses to finance the capital outflows for the 

purpose of debt repayments affimied existing exchange rate policy, and the rate of inflation 

was allowed to tick upwards By 1988. growth was beginning to improve and adjustment to the 

debt crisis seen as complete

0



Macro policy attention now shifted to inflation which declined in 1987, but was nonetheless 

considerably higher than SA’s major trading partners Tliis was seen to be a problem, given the 

debt repayment situation and the medium-term need for a current account surplus In 1988, 

monetary policy was tightened (the benchmark bank rate rose by 5 percentage points) and the 

Reserve Bank switched its focus to stability of the real exchange rate rather than the real gold 

price

The tighter policy did not seem to be effective as money supply growth aecelerated in 1988 and 

inflation began to rise again in early 1989, reaching a high of 15.7% (year-on-year) in June 

1989, with the quarter-to-quarter rate doubling from 9.2% in 1988:1 to 18.4% in 1989:2.’’ 

Though arguably less of a problem than the three- or four-digit inflation rates which 

precipitated reform elsewhere, this was regarded as suffieiently serious to warrant a 

fundamental shift in orientation, whieh occurred when Chris Stals was appointed Governor of 

the SA Reserve Bank in August 1989. In his Governor’s Address to the Bank’s Annual 

Meeting a few weeks after his appointment (possibly the most important occasion of the year), 

he announced that “the main emphasis of monetary poliey has been switched to the curtailment 

of inflation’’. It soon beeame apparent that “the goal of the Bank’s efforts had been narrowed to 

that of maintaining the value of the curreney”''*, that is, lowering inflation and maintaining a 

relatively stable nominal exchange rate. This, the Bank argued, was “the best eontribution it 

[was] eapable o f making to long-term real economic growth’’.'* An interesting refleetion on the 

Reserve Bank’s poor credibility at the time was that the rate rise in October 1989 was seen to 

take the financial markets by surprise, despite several warnings by Stals that he planned to take 

the action

It is worth noting though that the Bank’s time horizon for lowering inflation to the level of 

SA’s trading partners was 4-5 years, and also that an important factor in the initiation of the 

new approach was that favourable prospects for maintaining a current account surplus enabled 

the downward pressure on the rand to be eased It was felt that a more stable rand would 

squeeze profit margins forcing wage cuts (or lower increases) and easing cost pressures, so that 

exchange rate policy would support monetary poliey."’ Interestingly, this argument was 

advanced at the same time that government and the trade unions were engaged in a major 

eonfrontation over the Labour Relations Amendment Aet, where government intentions were 

clearly to restructure the wage bargaining process to facilitate downward pressure on wages.











Perhaps because of this feature of its origins, ��'�	��	����  over (narrowly-defined) 

macroeconomic policy has not really become established as part of tripartism in South Africa 

None of the NEF agreements are concerned with these issues The discussion which was 

closest to macroeconomic concerns, the debate over the Normative Economic Model, was 

buried' in a technical committee of the Long-term Working Group, itself very much the junior 

of the two Working Groups. Macroeconomic policy discussion has of course taken place In an 

early example. Keys "reportedly made a presentation to the [NEF] ...in November 1992 on the 

worsening budgetary situation, and largely convinced parties that 1993/94 could not be a year 

for substantial fiscal stimulus.’’*̂

This has been the pattern: rather than focussing on reaching agreement, as has been the case for 

discussion of policy in other areas (labour markets, trade and industrial issues), 

macroeconomic policy discussion within the tripartite context has mvolved the government 

sharing information to win support for its own position and stance, rather than negotiating a 

position and explicitly making trade-offs with the ‘social partners’ In a sense this has assisted 

the process of insulation of macro policymakers: they are able to assess likely reactions to 

proposals, but retain much greater autonomy to decide whether to adjust them in light of the 

reactions, than if a negotiated agreement were the objective. The approach to other issues has 

been characterised by joint formulation and even implementation of policy: as far as the NEF is 

concerned, in the 1993/94 Budget, allocations were made to the NEF and the National Flousing 

Forum to implement projects, while the Forum’s role in formulating the GATT offer is 

discussed elsewhere.’’

With the establishment of NEDLAC as successor to the NEF in 1994, Budget proposals have 

continued to be presented to NEDLAC’s Public Finance and Monetary Policy Chamber ' The 

consideration of the 1996-97 Budget followed a ������  approach as compared to the general 

agreement-making function of NEDLAC The parties to the Chamber characterised the 

discussion as an exchange of information and views, while acknowledging that the Ministry' 

of Finance remains solely responsible for the Budget and how it is presented” ’”

0

4 THE ANC AND MACROECONOMIC REFORM



When it took office as the dominant partner in the GNU, the ANC inherited an economy that 

had been stabilised, with inflation down to 9.7% in 1993, and growth picking up from the 

second half of 1993, after four years of recession. The capital account o f the balance of 

payments turned around m the wake of the first democratic election as inflows were positive for 

the first time since the 1985 debt crisis. South Africa quickly joined the ranks of “emerging 

markets”, a perhaps dubious privilege given the volatility of international capital flows, as SA 

would discover two years later. The ANC could be regarded as fortunate perhaps that 

stabilisation o f the price level had been undertaken prior to the election, so that it did not have 

to manage the political consequences of falling output and especially employment (assuming 

that the inflation rate did indeed have to be brought down through austere monetary policy). On 

the other hand the macroeconomie reforms which had been carried out prior to 1994 meant that 

the ANC’s hands were effectively tied - the reforms had “created a new largely irreversible 

reality that |the| successors dared not touch”’' for fear of losing credibility and destroying 

private sector confidence

However the ANC had already shown an understanding of the issue of credibility and had 

furthermore accepted that it was necessary for private sector investment to lead the growth 

process, and that this investment would be forthcoming only in an environment characterised 

by fiscal discipline. Speaking in late 1991, President Mandela had indicated

�

the SA economy is in decline Measures must be taken to ensure that it grows. These 

must include a sharp rise in the rate of investment, the growth of the domestic market, 

the growth of exports of manufactured goods, the raising of skill levels to increase 

labour productivity . redistribution of wealth . and the creation of opportunities

including through affirmative action to ensure black empowerment..... the private

sector must and will play the central and decisive role in the struggle to achieve many 

of these objectives. . .let me assure you that the ANC is not an enemy of private 

enterprise...we are aware that the investor will not invest unless he or she is assured of 

the security of their investment The rates of economic growth we seek cannot be 

achieved without important inflows of foreign capital. We are determined to create the 

necessary climate which the foreign investor will find attractive.”

Mandela’s sentiments were further confirmed by the acceptance of the clause in the 1993 

Interim Constitution relating to the independence of the Reserve Bank This implied at the same 

time that Chris Stals would continue to be Governor: there was little purpose from the point of
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maimaining a coinpctili\c lax slruclurc. it llUcal polic) | will aiiphasisc cxpcndiluru 

containment rather than raising taxes

It was theoretically possible that the ANC could have chosen to renege on these policy 

commitments after the finance had been made available (as has occurred elsewhere). But to 

renege on such a commitment could have had very high costs, not only economically but also 

politically, where it might have precipitated pre-emptive action by various ‘reluctantly 

democratic’ groupings. On the economic side, the new government would have been sharply 

reminded of the possible costs by the collapse of the (net) forex reserves during the first half o f 

1994, before the switch in capital f lo w s .In  addition, there was a rise in government bond 

yields in September 1994.^* Thus the ANC was clearly committed to (if not unified in) support 

for the macro reforms introduced prior to the election This is worth underlining not to suggest 

that this position was incorrect - as noted, the ANC “dared not touch” the reforms - but rather 

to emphasise the ������	����  in the ANC’s position on macro policy between 1993 and 1996, 

or between the RDP and GEAR, GEAR in other words did not represent the abandonment of 

the RDP or a rightward shift, as many have suggested^’

This understanding is borne out by an examination of the RDP itself that is, of the structures 

put in place to implement the RDP Thus the RDP Fund*’ was set up within the parameters of 

the announced government target of keeping its consumption expenditure constant in real 

terms: the approach was to leverage’ a reprioritisation of expenditure by cutting line 

departments' budgets and forcing them to re-apply for the funds to spend on “RDP-oriented” 

projects, rather than increasing total spending to make room for these projects The point here 

IS not that this was a rather clumsy approach to re-prioritisation, as many commentators have 

noted."" What is important rather for our purposes is that the approach to the RDP Fund rested 

upon fiscal discipline And relevant ANC cabinet ministers reiterated their commitment: as 

Alec Erwin put it in October 1994: “The strict adherence to fiscal discipline is designed to 

achieve critical transformatory objectives [in the RDPj. The purpose of fiscal discipline is in 

the first instance to bring about a reprioritisation of state expenditure, an improvement in 

certain macroeconomic relationships and by these means to place the public sector in a better 

position to manoeuvre the economy in a manner that promotes equitable growth,

Furthermore, the RDP Office was set up within the executive in a way that allowed it very 

restricted influence over fiscal policy, and no influence over monetary issues or other aspects of 

macro policy. In other words, macro policymakers were effectively insulated from the RDP and
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executive’s strategy of firmly protecting its autonomy. It is even possible that the ‘resolution’ 

of the conflict over the strategy which was accomplished at the ANC’s December conference 

might produce an improvement in the programme’s credibility and a positive impact on fixed 

investment.

�

The implications of the methods used to manage the politics of macroeconomic reform remain 

of concern, however South African monetary and fiscal policy is leaning towards adopting for 

the long haul what might be labelled the “German” model of macroeconomic policy 

institutions. As noted earlier, this involves the setting of targets by macro policymakers 

themselves, the insistence on the non-negotiability of tliese targets, and only vague and general 

accountability ‘to the public'. This model essentially relies on ‘leaders with vision and 

determination’ to determine the appropriate policy stance. In other words, policy depends on 

the individual styles of the incumbents, rather than on institutional mechanisms. The content of 

the constitutional clauses dealing with the central bank’s independence, the politics of GEAR’S 

implementation, the Reserve Bank Governor’s recent rejection of calls for more open 

discussion of monetary policy” , the ‘special status of macroeconomic policy debate within 

NEDLAC, all strongly reflect German-type arrangements.

It is true of course that the Bundesbank has an enviable record amongst policy institutions for 

meeting its objectives However, the Bundesbank has a long-established reputation and is part 

of an extremely powerful state within a consolidated democracy The South African state, and 

South African democracy, are rather more fragile. South Africa may have more to gain from a 

different approach to institutionalising sustainable macroeconomic policies, what might be 

called the “New Zealand” model. This weighs much more heavily the need for consultation, 

accountability and decentralisation in the formulation and implementation o f ‘rule-based’ 

policies. It allows for greater flexibility in response to exogenous shocks, which seems crucial 

as long as global capital flows continue to be as substantial and as volatile as at they presently 

are. Perhaps most important, this approach seems to offer more promise in terms of enabling a 

self-reinforcing combination of macroeconomic policy reform and democratic consolidation, 

that is a democratic and participative process to devise ‘rules’, to which policymakers can 

commit, together with mechanisms of accountability for executive performance in adhering to 

the rules
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