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FOREWORD

The World Bank's re-engagement in South Africa began in the early 1990s, as the political
and economic transformation began to accelerate. Prior to 1994, the Bank was active in promoting
inclusive dialogue among all segments of South African society, in carrying out analysis to support
the economic transformation, and in efforts to develop and improve capacity. Since the 1994
elections, South Africa has provided the Bank with a unique opportunity to pilot our evolving role as a
"knowledge bank". For South Africa, gaining access to international expertise and knowledge is at
least as important as providing financial capital, and the Bank has operated as a clearinghouse and
sounding board for international experts and best practice. But functioning as a knowledge bank does
not involve only the transfer of knowledge to South Africa - in many areas, we can learn as much
from South Africa as they learn from us. For example, South African efforts to build a nation based on
principles of reconciliation and inclusion provide invaluable insight into how we can better deal with
post-conflict situations elsewhere in the world. Analytic and policy work in areas such as land reform
and inter-governmental fiscal relations have provided important lessons for other client countries.

This document describes the emerging partnership between South Africa and the World
Bank-a partnership that is being built primarily on the exchange of knowledge. It was prepared and
distributed to the Bank's Board of Directors (Report No. 18995) to facilitate consideration of our
approach to assisting South Africa in meeting its development goals. The strategy outlined was
discussed and supported by our Board. The document summarizes the World Bank Group's activities
during the last few years, outlines the development challenges facing South Africa today, and
identifies how World Bank Group resources can be channeled to assist South Africa in addressing
these challenges in the coming years. While this document provides our own perspective on the
development effort, in its preparation we have benefited from consultations with the South African
Government and other groups. It is our hope that distribution and discussion of this document will
lead to even more effective partnerships as we face together the difficult development challenges
ahead.

Pamela Cox
Country Director for South Africa

The World Bank
May 1999
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SOUTH AFRICA
COUNTRY ASSISTANCE STRATEGY

BUILDING A KNOWLEDGE PARTNERSHIP

EXECUTIVE SUMMARY

i. South Africa is one of the richest and economically most important countries on the African
continent. But for decades, the apartheid system prevented South Africa from achieving its potential.
Apartheid's legacy is widespread poverty and inequality, with highly unequal socio-economic
outcomes in the midst of plenty. Although South Africa's per capita income and Human
Development Index (HDI) score place it firmly in the ranks of middle income countries, South Africa
is really two societies in one. Differentiating the HDI by race, white South Africa would rank in 18th
place, similar to New Zealand, while black South Africa falls to 11 8th place, close to countries such as
Vietnam, Bolivia and Lesotho. At the upper end, the largely white society, with about 13 percent of
the population (around 5 million people), is "first world" in every sense of the word: there is
electricity, running water and modem sanitation in almost every home; two thirds have at least a high
school education, childhood mortality rates are low and poverty affects a mere 0.7 percent. At the
other extreme, there is another society - comprising about 53 percent of the population (22 million
people) and overwhelmingly African - in which half have less than a primary school education, over a
third of children suffer from chronic malnutrition, only a quarter of the households have electricity
and running water, and less than a fifth have modem sanitation.

ii. Nearly five years into the post-apartheid transition, South Africa finds itself at a crossroads.
While positive signs abound, including the continuing maturation of the democratic political system
(with national elections scheduled for June 1999) and the noteworthy macroeconomic stabilization
successes (declining fiscal deficits, and the lowest inflation in decades), there are also emerging
concerns. Growth has remained low, job losses have continued throughout the 1990s, and the
resulting resource constraints have limited progress in addressing the human and physical investment
needs and attacking the legacy of inadequate service delivery.

iii. Since re-engaging in South Africa in the early 1 990s, the Bank has played an active role. One
facet of the Bank's work in South Africa has been our engagement as a knowledge bank. The Bank
has acted as a clearinghouse for international experts from the private sector, academia, public sector,
and non-government organizations from all over the world, as well as from within the Bank. These
experts were often able to interact from inception with discussions and debates about institutional
change being conducted by local policymakers, academics, and representatives of civil society. One
key feature of our engagement is that it was driven by South African priorities, with South African
ownership, and contributed to the building of South African capacity.

iv. The Bank has worked through many different modalities and at different levels to maximize
the impact of the Bank's resources. Our non-lending involvement has ranged from traditional
economic and sector work (ESW), focusing on sectoral analyses and policy recommendations, to
more "academic" efforts resulting in formal research outputs, to numerous "just in time" policy
support exercises that provided Government with top quality advice on strategic policy options. The
Bank has provided technical assistance and policy advice in virtually all sectors of the economy,
including trade policy, macroeconomic management, medium-term expenditure, housing policy,
urban finance, land reform, health and education expenditure, and poverty analysis.
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v. The Bank Group has provided financial and technical support through a number of different
channels. The Bank has begun limitedproject lending, leading to the Industrial Competitiveness and
Job Creation Project (for US$46 million in 1997), and the Cape Peninsula Biodiversity Conservation
Project (grant of US$12.3 million in 1998) was prepared and financed under the auspices of the
Global Environment Facility (GEF). The Bank helped prepare projects (in small-scale enterprise
finance and rural development) which were then implemented with concessional finance from
bilaterals or with the government's own resources. IFC has approved 20 investments totaling US$87
million, many of which are designed to promote the advancement of entrepreneurs from previously
disadvantaged groups. MIvGA has issued guarantees for three investments into South Africa totaling
US$13 million, and has applications pending for over US$200 million in additional projects. WBI
(formerly the Economic Development Institute) has been active in South Africa since the Bank's 1991
re-engagement, providing training and workshops both inside the country and internationally for
hundreds of South African and regional participants.

vi. The primary objective of the Bank's assistance to South Africa is to help reduce the apartheid
legacy of poverty and inequality. Building on the working relationship between the Bank and South
Africa that has evolved in recent years, and based on consultations with Government and other parties,
we intend to focus the Bank's assistance to South Africa on three development objectives:

* promoting higher growth and employment while maintaining macroeconomic stability in
order to generate sustained improvements in living standards;

* fostering social and environmental sustainability by reducing poverty and inequality
through investment in human and natural capital, accelerating and improving the delivery
of assets and services to the disadvantaged segments of society, and enhancing
environmental management;

- strengthening South Africa 's constructive role in regional development through regional
investment projects, improved policy integration, and coordinated extemal relations.

vii. We will continue to emphasize the Bank Group's role in contributing knowledge to
development issues in South Africa. This means expanding the scope and effectiveness of our
knowledge activities, by extending efforts to bring international experience and expertise from both
inside and outside the Bank to bear on South Africa's development problems, optimizing use of
available non-lending instruments, and working with South African stakeholders and other external
partners in order to build capacity for the long term. Such an effort is appropriate for several reasons.
First, it responds to the preferences of the client: this is a role that the South African govemment has
requested the Bank to fill at present. Second, non-lending instruments are well targeted towards our
assistance objectives in South Africa: topics such as growth, public expenditure management, and
social sustainability are analytical in nature, for which ESW (both formal and informal) is the best
instrument. Third, the availability of grant funding for activities that could be supported with Bank
lending means that our comparative advantage may often lie in providing ESW, analytical support,
and designing investment programs that can be financed by others.

viii. In South Africa, the Bank has piloted the idea of working as a knowledge bank. Over the last
few years, numerous innovations and enhancements of our expanding knowledge-based activities
have been undertaken, with a special focus on technical assistance and other non-lending activities.
But operating effectively as a knowledge bank means drawing on the full menu of Bank instruments
(both lending and non-lending) as appropriate in order to maximize our contribution to each country's
development efforts. In the future, depending on Government preferences, there may well be further
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gains from drawing more on the Bank's project experience. As recent Bank research on Assessing
Aid suggests, successful projects involve more than just money: they also provide opportunities for
"experimentation and reform, demonstration, piloting, evaluation, and innovation." Lending may at
times be the best way to gain access to certain areas of Bank expertise: sustained technical assistance
to support program implementation is often best packaged as a project, pilot projects are also
potentially important in gaining or transferring knowledge and in supporting the development of
implementation capacity, and even small loans such as LILs could play an important role in building
capacity and improving on implementation performance.

ix. Operating as a knowledge bank calls for programmatic flexibility from one year to the next:
while the themes we have identified as our strategic focus will remain central to our assistance efforts
over the next few years (higher growth and job creation, social and environmental sustainability, and
regional initiatives), it is difficult to try to identify the specific outputs and interventions that we will
pursue ex ante. Resource constraints further reinforce the need to exercise selectivity in our program,
to avoid spreading ourselves too thinly to be influential even in a few key areas. We anticipate that
specific priorities will continue to be set on an annual basis through regular program discussions with
our counterparts in the South African Government, taking into account budgetary limitations.

x. Bank involvement in South Africa provides important benefits for the country, the region, and
the Bank itself. First, Bank involvement in South Africa generates positive externalities, related both
to South Africa's economic and political prominence in the region, more effective regional technical
assistance and capacity-building initiatives, and the opportunity to learn from South Africa's
development experience in our efforts to operate as a knowledge bank. Second, the Bank's non-
lending activities have facilitated partnerships with other donors and helped mobilize funding for a
variety of programs. Third, South Africa already shares the cost of many of the Bank's non-lending
activities from its budget by providing resources to partially cover the costs (often local currency) of
the involvement of Bank-endorsed intemational expertise, and by supporting region-wide capacity-
building and technical assistance programs with scarce human and financial resources.

xi. Capacity building is a major crosscutting theme in the Bank's assistance strategy, and is an
essential facet of our work as a knowledge bank. Meeting the challenge of building new institutions
has been one of the biggest achievements under the multi-racial govenmment, but establishing the
capacity needed to ensure that these institutions succeed will take some time. We anticipate support
for capacity-building efforts already underway, such as maturation of the Senior Executive
Development Program, continuation of the successful South Africa intern program at the World Bank,
implementation of the Medium-Term Expenditure Framework, technology-focused and distance-
learning programs such as World Links and TELISA (Technology Enhanced Learning Initiative for
Southern Africa), as well as, responding to priorities that emerge from the planned National Capacity
Assessment. Our strategic approach to capacity-building initiatives will continue to focus on building
partnerships with other donors, and target capacity constraints at the sub-national level. In addition,
we plan to use South Africa's capacity in selected areas (e.g., distance learning, financial sector, and
environment) to build capacity in neighboring countries. Support will continue through selective
Institutional Development Funds (IDFs) and other grants in critical areas, and through ongoing
collaboration and technical assistance in areas such as macroeconomics and intergovernmental
finance.

xii. South Africa will be a focus country for WBI for the next three fiscal years, with close
coordination with Government and the South Africa Country Team in articulating and implementing
the CAS and identifying priority areas for capacity building. Implementation will involve accelerated
partnerships with training and research institutions and NGOs in South Africa, as well as development
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of customized national training programs, workshops/seminars and conferences tailored to CAS
priorities. IFC's strategy specifically targets projects that will create employment. Its main areas of
focus over the next three years will be on manufacturing, health care services, small business support,
municipal infrastructure, privatization, and restructuring situations. The development of housing
finance and expanding the availability of financial services to a broader segment of the population will
also receive high priority.

xiii. Events over the last year have clouded the outlook and raised uncertainty over the near-term
performance of the South African economy. On the downside, the economy has been hit by large and
unanticipated external shocks (reduced foreign capital inflows and declining commodity prices),
which have forced immediate macro adjustments on the economy (exchange rate depreciation, interest
rate hikes, contractionary impact on domestic demand, and the potential high cost of forward market
intervention) whose impact will spread through the economy for some time.

xiv. These events highlight the continuing vulnerability of South Africa to external pressures, and
the short-run outlook will be largely determined by whether further bouts of external pressure occur,
and how successfully the authorities respond to the aftershocks of recent (and possible future) events.
One source of vulnerability is the weak reserve position: gross foreign exchange reserves are
relatively low for an open economy (less than 3 months), and the Reserve Bank's willingness to run
up sizable open forward positions means that net reserves are negative. South Africa's debt structure
provides another source of external vulnerability, in addition to the weak reserve position. By
standard indicators, South Africa's external debt is not particularly large, but there are two areas of
concern. First, nearly half of this total external debt is classified as short term (maturity of less than
one year), leaving South Africa vulnerable to sudden shifts in international markets. Second, the
government borrows extensively in Rand (both through domestic instruments and international
Eurorand issues), with a sizable portion held by foreigners. While eliminating exchange risk, this
strategy does create an alternative channel of vulnerability: because of the liquidity of these
instruments, a sell-off of these holdings by foreigners would translate quite rapidly into domestic
interest rate volatility, which could trigger (or exacerbate) a domestic crisis.

xv. Financial/economic factors are not the only risks that might affect South Africa. On the
political front, sub-regional tensions continue to influence South Africa's prospects, while
domestically, there is the possibility that the impending elections could raise tensions and lead to civil
confrontation. In the social sphere, risks are posed by the tensions generated by growing concerns
over crime and security, as well as the widening impact and rising cost of the growing AIDS
epidemic, on top of health indicators that are already poor. More generally, tensions may build as
long as weak economic performance persists, and the economic outcomes perceived by the citizenry
continue to fall short of the high expectations created by the end of apartheid.



SOUTH AFRICA

COUNTRY ASSISTANCE STRATEGY

BUILDING A KNOWLEDGE PARTNERSHIP

I. SOUTH AFRICA TODAY:

THE SOCIAL, POLITICAL AND ECONOMIC CONTEXT

A. SOCIO-ECONOM[C DUALISM AND POVERTY

1. South Africa is one of the richest and economically most important countries on the African
continent. With 41.3 million people, a GDP of US$117 billion, a rich natural resource base, and a
total area of 1.2 million square kilometers, the country dominates the Southern African sub-region and
accounts for more than a third of the output of all sub-Saharan Africa. It has a sound market economy,
with a well-developed private sector and the most advanced industrial capacity on the continent.

2. But for decades, the apartheid system =. .

prevented South Africa from achieving its 5i
potential. Apartheid's legacy is widespread |- (&-I-9) - -
inequality and poverty among the African .Li .....t.(t99... '2%
population, with highly unequal socio-economic -5m ( ) 172%
outcomes in the midst of plenty. Although South I-t; s ; ..
Africa's 1998 per capita income of US$2,880 ............ .

(Atlas method) and Human Development Index ChildMtay, R4t . ,
(HDI) score place it firmly in the ranks of middle 
income countries, these indicators mask a L e .e
striking dualism. In the 1992 HDI rankings, for It ia

example, South Africa as a whole places 86th
among 173 countries, adjacent to other middle income countries such as Sri Lanka, Botswana, and
Peru. Differentiating the South African figures by race, one finds that white South Africa rises in rank
to 1 8th place, with HDI levels similar to New Zealand, while black South Africa falls to 11 8th place,
close to countries such as Vietnam, Bolivia and Lesotho.'

3. Thus, even more than other "dual" economies, South Africa is really two societies in one. At
one extreme, the (largely white) society, with about 13 percent of the population (around 5 million
people), is "first world" in every sense: there is electricity, running water and modem sanitation in
almost every home; two thirds have at least a high school education, childhood mortality rates are low
and poverty is minimal. At the other extreme, there is another society - comprising about 53 percent
of the population (22 million people) and overwhelmingly African - in which half have less than a

I Comparative South Africa figures taken from the report on Poverty and Inequality in South Africa, 1998 (see Box 2).
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primary school education, over a third of children suffer from chronic malnutrition, only a quarter of
the households have electricity and running water, and less than a fifth have modem sanitation.

4. Dualism and poverty in South Africa is inextricably linked to its unemployment crisis.
Unemployment in South Africa -estimated at 38 percent, or 4.5 million people- is among the highest
in the world, and poses a monumental political and social, as well as economic, challenge. The
persistence of high unemployment over a long period contributes to the potential for political and
social instability: fewer than 30 percent of poor working age adults are employed, and many of those
without jobs have never been employed, lack the most basic skills needed to hold jobs, and see little
chance of improvement in the current circumstances.

5. Crime and violence are among the most pressing development challenges facing South Africa.
Dismal employment prospects contribute to growing crime and social tensions, which in turn fuel the
continuing exodus of skilled white South Africans and associated human and financial losses. For
many urban participants in the anti-apartheid struggle, activism and political engagement have yielded
to disempowerment and displacement from the political arena, leading some to tum to gangs,
violence, and domestic abuse to vent their anger and frustration. Tensions over resource allocation
and access have intensified, as unmet expectations about Government programs to provide basic
services and redistribute assets lead to confrontation over resources such as land, housing, and water.

B. POLITICAL ECONOMY

6. The birth of the new South Africa in April 1994, and the events leading to this awakening,
provided a riveting spectacle in full view of the world. Where many had forecast confrontation or
even chaos, South Africa demonstrated by powerful example that there is a path from conflict to
cooperation that does not involve destruction. South Africa has moved from internal conflict and
division to reconciliation and a shared commitment to creating a new, more equal society.

7. The new South African government has pursued a sweeping experiment to build the
institutions that influence governance, service delivery, and growth. It introduced a new Constitution,
which includes a Bill of Rights guaranteeing specific civil liberties; elected a new parliament; created
new tiers of government (provinces and local governments); managed the process of creating
metropolitan governments; and established new fiscal and intergovernmental systems. The impact of
these changes is as important as the more publicized political transition, for it has enabled South
Africa to move from political fragility to stability, where the rules of the game are accepted by all.

8. With the approach of nationwide elections scheduled for June 1999 signaling the end of the
first democratic Government, the political system in South Africa appears in robust good health. As
anticipated, President Mandela has announced his intention to step down from the presidency when
his term ends and into a less active political role, and he has already relinquished leadership of the
African National Congress (ANC), thereby paving the way for a democratic transfer of authority.
Multi-party politics is thriving, as evident in extensive Parliamentary debate on policy issues and pre-
election platform-writing and coalition-building. In this light, recent publicized tensions among
supporters of the governing coalition, such as policy disagreements between the ANC and its
traditional Congress of South African Trade Unions (COSATU) and South African Communist Party
(SACP) allies, can be seen as indicators of democratic health, rather than symptoms of political crisis.

9. But it is also important not to underestimate the daunting political task that remains. South
Africa's challenge is similar in many respects to that faced by the transition economies of the former
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Soviet Union (FSU): to reverse decades of distortionary political, social, and economic policies that
penalized, rather than promoted, development. Overcoming such distortions will be neither quick nor
easy, either in the FSU or in South Africa. The findamental challenge facing South Africa is the need
to find sustainable means to overcome the apartheid legacy of racial division, poverty, and inequality.

10. In the political arena, the government has demonstrated its commitment to building a more
equitable, multi-racial society. Emphasis has been on promoting reconciliation (through initiatives
such as the internationally acclaimed Truth and Reconciliation Commission) and on creating
conditions for faster growth and social transformation.

11. But there persists a strong tension between demands for justice and the need for realism. At
one level, the recent policy stance served to reassure the first-world segment of South Africa that the
transformation of society and the economy would be gradual. However, the aspirations of the third-
world segment remain unmet: there are still no jobs, improvements in social service delivery have
failed to satisfy the pressing needs, and the old apartheid-based discrimination has for many been
replaced by one based on wealth and economics.

12. Moreover, the difficulties associated with constructive conflict resolution and policy
articulation will likely intensify in the future. In the last few years, heavy reliance has been placed on
Snegotiated" consensus building; for example, the tri-partite National Economic Development and
Labour Advisory Council (NEDLAC) has provided a forum for airing, and at times, reconciling, the
different perspectives of two vocal interests: organized labor, as represented by the unions, and
established business. While much of the past NEDLAC debate has split along traditional capital vs.
labor lines, these interests are not likely to be as monolithic as South Africa moves forward: for
example, businesses will differ by their market orientation (e.g. export or domestic focus) or size,
while labor interests will segment according to employment status (currently employed or
unemployed) and job type (formal or informal sector).

C. EcoNoMIc POLICIES AND PERFORMANCE

The Policy Environment

13. Even before the 1994 elections, the ANC had facilitated broad-based public discussion and
debate over the policy vision that it would adopt when it came into power. The resulting
Reconstruction and Development Programme (RDP) outlined a comprehensive plan to reduce poverty
and inequality, emphasizing both economic growth as well as efforts to improve service delivery and
human resource development for previously disadvantaged groups.

14. But the policy challenges facing the new Government were exacerbated by the legacy of
apartheid. First was the compelling need to promote economic inclusion. Unlike other transition
economies, South Africa had a core economy with all the foundations and infrastructure of a market
system: property rights, judicial system, banking system, capital markets, and so on. The challenge
was not to create a market economy overnight (as was the need in many FSU countries), but rather to
find mechanisms for making the existing market economy more competitive, while creating
instruments to ensure that those who had been excluded could be integrated into an expanding market
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economy. Policymakers also needed measures to confront the political and economic imperative of
dealing with the enormous backlog of investment and service delivery to previously excluded groups.

15. In 1994, the new Government moved quickly to address problems of high inflation, declining
GDP growth, and a large fiscal deficit. Macro policy focused on establishment of a credible and
prudent fiscal stance, a World Trade Organization-linked program for long-term trade liberalization,
and the reunification of the dual exchange rate system followed by progressive lifting of exchange
controls. Efforts were initiated to defuse the confrontational politics that characterized the apartheid
era through the creation of consultative procedures that involved government, business, and trade
unions in debate on economic and labor policies. The transition from opposition politics to leadership
in the Government of National Unity (GNU) demanded extensive consensus building and
compromise in key areas such as state asset restructuring and privatization, labor relations, and
decentralization.

16. In 1996, faced with external
pressures and instability in the Rand, | 2 KEY R¢
and concems over the commitment to
sound macro policies, the Government Real4f)Pgf>wth.7%. 0.1%

introduced the GEAR (Growth, ODP B. *US$i1.b

Employment and Redistribution) N p t (i m' i:

macro framework. To restore ,6.=IO
confidence and enhance credibility, the B .i
GEAR built upon (rather than revised) t i
the strategic vision set out in the RDP C i talB ..t-. -tGDP 
by committing Government to specific ? 3

macro targets. Major elements of the b 33eiE3iB t3. 1
GEAR included: fiscal tightening,
achieved through pre -announced
deficit targets; continued gradual liberalization of exchange controls; accelerated reduction in tariffs;
tax incentives to fund training; accelerated delivery on the backlog of social infrastructure;
maintenance of a stable and competitive real exchange rate; efforts to promote greater labor market
flexibility; and accelerated privatization and restructuring of state-owned assets. Based on this
package of policies, the GEAR forecast that growth would accelerate to 6 percent by 2000, with job
creation reaching 400,000 jobs annually.

17. Since committing itself to the GEAR framework, the Government's policy stance has
remained largely unchanged. And this policy perseverance has yielded tangible benefits: key macro
stabilization objectives have been achieved, including a reduction in the central budget deficit from 10
percent (in the last year of the apartheid regime) to 4 percent of GDP, a fall in inflation to the lowest
level in 30 years, and a substantial rise in foreign exchange reserves.

18. But in a broader context, the GEAR outcome is more mixed: progress on implementing the
pressing agenda of structural reforms has been uneven in many key areas. In trade policy, tariff
reforms have lowered average protection and eliminated most non-tariff barriers, but dispersion of

2 hnovative initiatives were formulated to tackle these problems: for example, efforts were made to use the housing subsidy
to address the backlog by giving households a lump-sum capital subsidy; then allowing them to pledge the subsidy as
collateral in the capital markets, helping them integrate into the market economy; and deregulating the housing market to
promote competition by (e.g.) changing zoning laws.
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effective protection remains high, and the elimination of export incentives means that the anti-export
bias for many commodities has risen as well. Legislation has been introduced to deal with inequitable
treatmrent of workers in the workplace, but little has been done to address concer s over labor market
distortions that hamper employment of young or unskilled workers. Relaxation of restrictions on
capital outflow has encou caged South African investment abroad, to the benefit of the domestic
investors and the recipients (many in the other SADC countries), but an absence of strong progress on
privatization of South African public enterpTises has curtailed extemal FDI a-nd limited the potential
benefits that such inflows could bring. Overall, the mixed performahnce on the structural reform
agenda means that the pre-conditions for a sustained supply response remain utnet. As a result,
South Africa's economic perfos mance has been disappointing: GDP growth has remained low, fotohal
employment continues to fall, and the key objectives of poverty reduction and improved service
delivery remain largely u (mnet.

Economic Trends

19. The perfof mance ofthe South African economy over the last several years (see Box 1) must
be evaluated in the context of the secular deterioration that has occurred since 1960. GDP growth has
fallen steadily, from an average of nearly 6 percent growth during the 1960s, to around 3 percent
during the 1970s, 2 percent in the 1980s, and accelerating declines in the first few years of the 1990s.
Thus, the economic rebound that began in 1993 and continued when the new Goverment took office
was welcome, whatever its magnitude, after such a prolonged period of deterioration. But as Figure 1
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FIGURE 1. ANNUAL AVERAGE GDP GROWTH
illustrates, the rebound has been short-lived. After
peaking at just over 3 percent in 1995, growth has 6%
dropped off. Until the Asian crisis reached South , 
Africa, the 1998 growth forecast of around 2 percent %

was similar to the 1997 outcome; external pressures
since mid-1998 have resulted instead in virtually no
growth (0.1 percent) in 1998, with GDP actually 2%

declining in the final two quarters. 1/

0%

20. The brief economic recovery during 1994-96 -1%
was sufficient only to temporarily reverse the decline -2 %
in formal employment occurring throughout the 3% .- - -------

1990s (see Figure 2). Sluggish growth combined with 160 s1970s 1980s 1SS0 1991 1992 1SS3 1SS4 1SS6 1SS6 19 98

tight fiscal and monetary policy failed to create
conditions conducive to job creation: from 1990 to FIGURE 2. NON-AGRICULTURAL EMPLOYMENT

1998 (Q3), non-agricultural private sector formal
employment fell by 21 percent, while public sector 5.8

employment fell by 1.5 percent. Overall -

employment declined by 15.4 percent, a net loss of
875,000 jobs. During 1998, the economic
contraction and external pressures led to particularly o0

sharp employment declines, with net private sector 5 0 r
formal job losses reaching 262,000 in the first three- 4.8 r
quarters of the year, with the biggest declines in 4.6

mining, construction, and trade employment. 4.4 . 9 1 1 99 1 9
1990 1991 1992 1993 1994 1996 1996 1997 1995J

21. Unemployment is extremely high. Estimates
for 1997 range from a high of 38 percent (using an "expanded" definition that includes discouraged
workers, who are available for work but not working) to 23 percent (using a "narrow" definition that
includes only those actively searching). Unemployment is getting worse: the narrow rate has risen
from 17 percent in 1995 to 23 percent in 1997. The composition of the unemployed is also worrisome:
unemployment is long term (60 percent have never held a job, 67 percent have been looking for more
than a year), affects blacks and women most (unemployment among blacks is about 38 percent, and
among women is 47 percent), is most prevalent among the unskilled and young (50 percent are below
30 years old), and higher in rural areas.

22. Under the current government, fiscal policy has focused on reducing the budget deficit from
nearly 10 percent in 1991/2 to 4 percent in 1997/8, in line with the targets mandated in the GEAR. A
medium-term expenditure framework (MTEF) has been adopted, and restructuring has reduced
defense-related expenditure and raised social spending. However, progress on civil service reform has
been slow, public investment remains low, and some of the deficit reduction achieved by the central
government has been offset by larger deficits at the provincial level.
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II. DEVELOPMENT PRIORITIES AND PROSPECTS

A. SoUTH AFRICA' S DEVELOPMENT CIALLENGES

23. Nearly five years into the post-apartheid transition, South Africa finds itself at a crossroads.
While positive signs abound, including the continuing mnaturation of the democratic political system
(with national elections scheduled for June 1999) and the noteworthy macroeconomic stabilization
successes (declining fiscal deficits, and the lowest inflation in decades), there are also emerging
concems. Growth has remained low, job losses have continued throughout the 1990s, and the
resulting resource constraints have limited progress in addressing the human and physical investment
needs and attacking the legacy of inadequate service delivery.

24. The development challenges confronting South Africa center around three distinct themes:

* promoting higher growth and employment while maintaining macroeconomic stability in
order to generate sustained improvements in living standards;

* fostering social and environmental sustainability by reducing poverty and inequality through
investment in human and natural capital, accelerating and improving the delivery of assets
and services to the disadvantaged segments of society, and enhancing environmental
management;

* strengthening South Africa's constructive role in regional development through regional
investment projects, improved policy integration, and coordinated extemal relations.

Increasing Growth and Employment Creation

25. The need to increase growth and generate new jobs remains the most pressing challenge
facing South Africa. The rationale behind the Government's GEAR framework relied on the usual
sequence of policy reform: stabilization was a precondition for growth. But as experience elsewhere
has confirmed, stabilization is necessary, but not sufficient, to produce growth. Imposing fiscal
discipline and curtailing inflation are necessary to restore confidence and create the basic environment
within which growth can occur. But it is then that the maze of distortions and regulations begins to
bind, which are in some respects even harder to deal with than macro imbalances, since each has
emerged over time as the outcome of a political process designed to advance or protect specific vested
interests. In South Africa, where the traditional policy-based distortions are compounded by those
linked to the practice of apartheid, the tangle is even thicker.

26. Structural features of the South African economy exacerbate the growth and employment
challenge - the apartheid-era legacy leaves distortions every bit as pervasive and costly as those
inherited by many of the economies emerging from the former Soviet Union. Compared to other
middle income economies, South Africa is highly urbanized, and while half the population is rural,
agriculture accounts for less than 5 percent of GDP (and a correspondingly small share of
employment). The relatively small agricultural sector, along with a stunted informal sector, imply
that South Africa is missing two standard labor "shock absorbers" that operate in other economies
(especially in Africa) during periods of adjustment. Globalization places limits on the scope of policy
autonomy open to government in dealing with adjustment pressures. The essential lesson is that there
are no "magic bullets" that can provide a simple cross-the-board solution -- what is needed instead is a
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commitment to start to deal with the myriad interconnected problem areas, recognizing that it will
take some time before the benefits become widespread.

27. The importance of job creation is widely acknowledged within South Africa, as evidenced by
President Mandela's Speech to Parliament in early 1998 and his exhortation that "Jobs, jobs, jobs is
the clarion call that should guide us." But as the long-awaited tri-partite Job Summit held in October
1998 confinned, it is difficult to translate such intentions into concrete initiatives that make labor-
intensive growth the central focus of the full range of sectoral policies and interventions. Progress on
this front will likely only be possible when employment impact becomes a central criterion for
evaluating and prioritizing support for existing and proposed Government policies and programs.
Structural reforms such as trade liberalization, labor market policies, and regional development
initiatives all need to be examined from this vantage point. Greater emphasis must also be given to
policies and institutional changes that increase earnings of those active in the household sector (e.g.,
subsistence agriculture and handicrafts), since increasing productive economic opportunities for this
group may prove more effective at improving welfare than initiatives that focus primarily on formal
job creation.

28. With enormous sub-national differences in resource endowments and development levels,
spatial issues provide another challenge for South Africa. The Spatial Development Initiatives (SDI)
have provided a mechanism through which government can identify regions (both within South Africa
and cross-border, like the Maputo Corridor initiative with Mozambique) with high growth potential
and pressing needs, and intervene selectively to provide critical infrastructure or other facilitating
investments. Given the underlying regional inequality in South Africa, the redistributive objective of
the SDIs remains valid; in a future with continuing fiscal constraints, the challenge is to ensure that
SDI-related investment remains catalytic, helping to "crowd in" desired private investment rather than
resulting in low-productivity public investment projects. Efforts to redistribute assets through land
reform also offer promise: South Africa has developed innovative market-based reform programs, and
after a slow start, implementation has begun to improve. However, the small share of agriculture in
the national economy, and the paucity of established smallholder farming, will together limit the
overall impact on employment and poverty reduction.

29. Generating job growth will also depend on the successful development of a dynamic private
sector. Even in the absence of fiscal constraints, the sheer size of South Africa's unemployment
problem limits the absorptive potential of the public sector; under current circumstances, with
significant expenditure restructuring occurring and civil service reform finally beginning (public
sector employment fell during 1997 for the first time during the decade), the solution must lie in the
private sector. South Africa's private sector exhibits the same dualistic structure evident in other
sectors of the economy. The "modem" private sector is dominated by a highly concentrated, vertically
integrated industrial structure - in 1985, 60 percent of total sales by half of the manufacturing
establishments was accounted for by the top three firms and in 1991, the four leading business groups
accounted for more than 80 percent of the market capitalization of the Johannesburg Stock Exchange.3

30. The small and medium enterprise (SME) sector, on the other hand, is relatively under-
developed. In many developing economies, SMEs have been an important source of growth,
competitiveness, and employment growth - SMEs tend to be more labor intensive, and can often meet

3 Figures from B. Levy, The Business Environmentfor South Africa 's Industrial Small and Medium Enterprises, World
Bank, Southem Africa Department, 1996.
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the demands of international competition more flexibly. But in South Africa, more than three-quarters
of industrial establishments have more than 100 workers, as compared to less than one-fifth across a
sample of nine rapidly growing middle income countries. Development of a more vibrant, export-
oriented SME sector has been crowded out by factors such as the sanctions-related closure of export
markets to South Africa, a trade regime that promoted capital-intensity in domestic markets, and
distortions and regulations in domestic factor markets that have hampered the emergence or expansion
of informal and/or startup firms. Creating the enabling environment that will promote SME growth
will be a crucial component of South Africa's transition to sustainable growth.

31. The Government also faces difficult "second generation" issues of macro management in the
medium term. Coordination of interest rate-exchange rate-inflation tradeoffs presents an ongoing
challenge for South Africa, as it does for other developing economies, particularly given the recent
events in Asia and the lessons emerging regarding the important role of a coordinated macro stance.
Fiscal policy needs to look beyond the attainment of aggregate deficit targets to a broader set of policy
concerns: prioritizing and improving the targeting of social spending (e.g. the balance between social
safety net spending and investment in education and health programs), enhancing the job creation and
catalytic function of government spending, and defining fiscal targets that are responsive to cyclical
conditions. Introduction of the Medium-Term Expenditure Framework (MTEF) needs to be followed
by concerted efforts to improve expenditure analysis capability and mainstream policy evaluation
capacity within Government.

32. With social service delivery (for health, education, and pensions) increasingly the front-line
responsibility of provincial governments, sub-national fiscal relations are a growing concern of the
central Government. Driven in part by recent problems with provincial overspending, Government is
currently working together with the provinces to improve treasury management. But improving fiscal
discipline requires more than good treasury management. Efforts are needed to evaluate and overhaul
the entire institutional framework for provincial budgeting, including measures to enhance fiscal
discipline, strengthen the provincial commitment to national goals, and increase the cost-effectiveness
of service delivery. Another important aspect of the decentralization process has been the institutional
restructuring of major metropolitan areas. After five years of reform, South Africa is on the verge of
creating "unified cities" on a national scale, with local governments gaining access to own fiscal
resources, an overhaul of the system of transfers from the central government, and introduction of a
regulatory framework that will allow local governments to access capital markets directly. What is
striking is that this deep engagement with the South Africa in one of the most sensitive areas of policy
reform occurred outside a lending relationship. South Africa has in many ways defined the
knowledge bank through its use of the World Bank in designing the decentralization process.

33. Concerns over national as well as sub-national administrative capacity are also linked to the
growing attention devoted to issues of governance. The last five years have witnessed a massive
initiative aimed at "re-inventing" government in South Africa: introduction of a new Constitution,
creation of a new provincial structure with nine provinces (including several created largely from
realignment and inclusion of the previous autonomous homelands), design and implementation of
decentralized inter-governmental fiscal relations, and so on. The shortage of adequate management
capacity, and weak monitoring and supervisory procedures, has helped create an environment
(especially in provincial and local settings) in which corruption can emerge. Government recently has
intensified efforts to attack the problem, with the introduction of national anti-corruption initiatives,
high profile national conferences, and the creation of independent investigative agencies. It is clear,
however, that capacity building - particularly at the sub-national level of government - is critical.
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35. Regarding poverty and inequality, a stark picture is painted by the available indicators (see
Box 2).4 Generating growth and creating jobs will have a direct beneficial impact on lower poverty:
with only 30 percent of poor adults actually working, employment creation remains the most powerful
means to reduce poverty. But growth alone will not be sufficient to reduce poverty and inequality to
acceptable levels soon enough. The prevalence and severity of inequality is inextricably linked to the
skewed distribution of assets, and access to physical (especially land, housing, and financial), human
(education), and natural capital (especially clean air and water). Efforts to rebuild the assets of the
poor by redistribution of land (and the encouragement of more labor-intensive agricultural uses),
reinforced environmental management, promotion of affordable housing, and human capital
accumulation (by improving access and affordability to training and educational opportunities) are
essential if South Africa is to progress in reducing poverty.

36. Another instrument to target poverty reduction is improvements in the delivery of social
services, which are particularly important for social sustainability because the payoff is likely to be
faster. Here the issue is not solely one of spending more: not only does the macro environrment
preclude massive expenditure growth, but (as been documented in the extensive work on poverty that
the Bank has contributed to) social spending is already quite high by intemational standards: in 1997,
spending on education, health, and social security and welfare represented 41 percent of consolidated
government spending, or 13 percent of GDP. Moreover, extensive re-prioritization has already
occurred, so that what is needed is more attention to expenditurequality, to smoothing out the skewed
spending allocations across groups, and to the nuts and bolts issues of program design and
implementation. Education policy needs to address not only the problem of educating those already
in the system, but also the special challenge of dealing with the "lost generation" of potential workers
who are largely unsocialized and unskilled.

37. While the South African Government already spends a high percentage of GDP on health (3.3
percent in 1997), stark disparities in both access and quality of services between racial and economic
groups result in health status indicators that are inconsistent with the level of expenditure. Measures
should be undertaken to redress this, including greater emphasis on primary health care and district
hospitals, and introduction of spending formulas to support sustainable health care financing. Support
for reform of medical schemes and launching of social health insurance should be a priority. South
Africa is on the frontlines of the continent-wide battle against AIDS (see Box 3), and its potential role
in producing and distributing vaccines against diseases prevalent in Africa (such as malaria and HIV)
is being explored.

4 One problem faced by the post-apartheid government in 1994 was the absence of comprehensive data on poverty.
Since then, a broad-based effort by government, the academic community, and NGOs (with substantial support from
the international community, including the Bank) has been made to augment the limited descriptive and statistical
analysis of poverty. Initiatives have included a special Household Survey aimed at collecting data about South
Africans' living conditions, a qualitative Participatory Poverty Assessment (PPA), which complemented the
household survey by asking those living in poverty directly why they believe they are poor, and what would help
them escape from poverty. Finally, the government has just finalized a report on Poverty and Inequality in South
Africa (PIR) that provides a thorough quantitative analysis as well as an assessment of the poverty impact of current
government policies, programs and projects.
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emphasis on forging more creative partnerships with others who can help. South Afnica has an active
NGO movement and a capable private sector, which creates opportunities for NGOs, civil society, and
private firms to contribute to efforts to improve service delivery, perhaps by providing an interface
between the poor and the service providers, and in rebuilding social capital.

39. Augmenting the opportunities and pace of human resource development for previously
excluded groups is a critical challenge. First, it is central to efforts to reduce inequality by rebuilding
the productive assets of the poor, which include their human capital. But investment in human capital
has short-term benefits as well: creation of a healthier, better educated work force helps alleviate the
skills shortage that limits the flexibility with which South Africa can respond to changing
opportunities in the international environment. Raising the productivity of South Africa's labor
resources is as necessary as efforts to expand investment in physical capital. These challenges are
linked more broadly to the crucial importance of capacity building: only through intensive and
sustained efforts to provide South Africans at all levels and in all sectors of the economy with the
necessary skills and technical and managerial training will it be possible for South Africa to reach its
fuill potential.

40. Issues of environmental sustainability are intimately linked to socio-economic well being (see
Box 4). Environmental degradation hits the poor the hardest. As the third most biodiverse country in
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the world, with spectacular flora and fauna, and 5.7 percent of its land area set aside for protection,
South Africa has already witnessed rapid growth in tourism. This provides growing employment
opportunities, many of them requiring little formal training. Declining public funding for the
impressive areas already protected will pose a formidable challenge. Water scarcity and poor water
quality is closely linked to the deficient health status, particularly of the rural poor. With more than
half of the population already in rapidly growing urban areas, coastal zone degradation, exposure to
pollution from industry and vehicles, deficient solid waste management and sanitation services, and
crowded housing conditions, will increase unless sufficient political attention and financial resources
are mobilized. South Africa is the largest contributor in Africa (on a per capita basis) to greenhouse-
gas emissions and global climate change, due to its large coal-based energy sector. Energy sector
reforms aimed at reducing these emissions are urgently needed, and South Africa is a key country
targeted through the ongoing Global Carbon Initiative.

Regional Development

41. South Africa's geographical prominence and economic size (it accounts for 72 percent of
SADC GDP) assures that it will play a dominant role in sub-regional trade, finance, and investment
patterns.5 During apartheid, South Africa's neighbors devoted substantial resources to minimizing
trade and investment linkages; now that South Africa is "back in the fold," an accelerated process of
"re-integration" is occurring, with a rapid expansion in both trade (as South African exports substitute
for those from other sources) and investment (as South African firms expand in more dynamic
neighboring economies rather than in more stagnant domestic markets).

42. A vigorous and prosperous South Africa is an essential building block in efforts to promote an
African "renaissance." The direct impact of South Africa on the sub-region is straightforward: a
stable, growing and outward-focused South Africa can provide an engine of growth for its neighbors,
while a stagnant and inwardly-absorbed South Africa could curtail the ongoing regional recovery at an
early stage. But these direct linkages are not only one way: South Africa's neighbors have much to
offer as well, including rapidly growing markets (the biggest source of South African export growth in
the last few years has been expansion into neighboring markets), investment opportunities, an
expanded supply of skilled labor, transport links (such as port access through the Maputo corridor),
and natural resources to relieve critical shortages within South Africa (such as the water provided
through the Lesotho Highlands Water Project).

43. In the medium-term, the style and objectives of South Africa's regional leadership will
continue to evolve. Its neighbors are at times wary about South Africa's motives and methods in
asserting its regional role, and South Africa needs to balance short-term gains from trade reforms to
long-term benefits from greater regional cooperation. In areas such as trade policy, where South
Africa has recently concluded negotiations on a free trade agreement with the EU, the potential impact
on other SADC members has been recognized in South Africa's efforts to consult with its SADC
partners.

5 The Southem African Development Comnmunity (SADC) includes Angola, Botswana, Democratic Republic of Congo,
Lesotho, Malawi, Mauritius, Mozambique, Namibia, Seychelles, South Africa, Swaziland, Tanzania, Zambia, and
Zimbabwe.
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that maintaining improved export incentives over the medium term could accelerate export growth
and provide a much-needed external stimulus to the lackluster domestic economy.

47. The macroeconomic scenario presented in Table 3 describes one way that these opposing
pressures might resolve. In this scenario, South African growth drops to near zero during 1998, but
the slowdown will be short-lived, and recovery will begin in 1999, although it will be modest -
growth is expected to rise only slowly, to 1 percent in 1999 and 3 percent from 2001 onwards. After
the recent easing of fiscal targets for this year and next, fiscal policy remains broadly consistent with
GEAR targets, despite election-year political pressures. Recent improved revenue performance is
maintained, with the gains attributable in part to improved tax administration and to the successful
broadening of the tax base by the South Africa Revenue Service. Average annual inflation remains at
7.5 percent during 1999, as the surge in prices during the second half of 1998 is slowly dissipated,
with continued tight monetary conditions forestalling any sustained increase in inflationary
momentum. With inflationary pressures limited, the 1998 real exchange rate depreciation should
translate into a durable medium-tern improvement in competitiveness, and exports begin growing
faster than GDP in 1999. With faster export growth, the current account balance improves during
1999-2000, before deteriorating slightly due to faster import growth. The Reserve Bank takes
advantage of the opportunity to reduce South Africa's external vulnerability by building up foreign
exchange reserves to more adequate levels, with reserves expressed in terms of months of imports
rising steadily.

48. Of course, the scenario presented here does not predict what will happen, nor does it provide
evidence that South Africa could not do much better. Instead, what it does suggest is that a
continuation of policies that leads to only a modest recovery in the economy over the next few years
provides no grounds for optimism or enthusiasm (although abandoning these policies could lead to
even worse performance). Growth which fails to surpass 3 percent is insufficient, as recent experience
has shown, to generate higher demand for labor, so that there will be little, if any, reduction in South
Africa's pressing problems of unemployment, poverty, and service delivery. Moreover, generating
even this "minimalist" growth scenario required assumptions that may prove incorrect. The scenario
assumes that the adverse external shocks and international contagion that jolted South Africa during
mid-1998 have ended, although the after-effects will continue to ripple through the economy for some
time to come. It also assumes that government can maintain its monetary and fiscal stance in order to
prevent the recent shocks from directly feeding through into renewed inflationary pressures that would
erode the stabilization gains achieved over the last few years. And it assumes that there will be no
major reversals or advances on structural or macro policies related to the mid-1999 elections - that the
government avoids both radical structural reforms and election-year populism driven by fiscal
profligacy. If any of these assumptions prove incorrect, then even the modest improvement shown in
the scenario could be difficult to achieve.

External Vulnerability and Risks

49. South Africa's development outlook is subject to a variety of risks. Regardingfinancial risks,
one major vulnerability of the South African economy is its susceptibility to external pressures, as
recent events attest. In fact, South Africa has experienced two different episodes of externally
provoked crisis and adjustment in the last few years. The first (in 1996) resulted in a prolonged (10-
month) period of Rand volatility and decline (22 percent in nominal terms). While the initial fall in
the Rand was perhaps a correction to the earlier appreciation in 1995 (which had been driven by
capital inflows), subsequent turbulence in the second half of 1996 was less closely linked to
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51. South Africa's debt structure provides another source of external vulnerability, in addition to
the weak reserve position. By standard indicators. South Africa's extemal debt is not particularly
large: foreign currency-denominated external debt was estimated at US$25.7b in 1998, equivalent to
22 percent of GDP, while debt service was only 10 percent of exports. But there are two areas of
concern. First, nearly half of this total external debt is classified as short-tenm (maturity of less than
one year), leaving South Africa vulnerable to sudden shifts in international markets. Adding short-
term debt to scheduled medium and long-term amortization provides a rough measure of annual
external re-financing requirements: this is nearly 11 percent of GDP, which is particularly large in
light of the weak reserve position. Second, the South African government borrows extensively in
Rand (both through domestic and international issues), with a sizable portion held by foreigners.
While this does eliminate exchange risk (which is one of the govermnent's objectives), it also creates
an alternative channel of vulnerability because of the liquidity of these instruments: a sell-off of these
holdings by foreigners (precipitated either by international or domestic events) would translate quite
rapidly into domestic interest rate volatility, which could trigger (or exacerbate) a domestic crisis.

52. The large amount of short-term borrowing and high integration of South African financial
institutions into global markets also leaves it vulnerable to global interest rate changes. Finally, with
commodity-based exports still pre-dominant, South Africa remains vulnerable to commodity price
movements, as evident in the impact of prolonged record-low gold prices over the last two years.

53. In light of the recent crises in East Asia and Russia, the potential role of the financial sector in
contributing to or even precipitating a crisis has received increased attention. From this perspective,
South Africa's financial system is sound and well supervised, and it does not appear that the financial
sector offers a major channel of vulnerability or risk for the broader economy (see Box 5). The Article
IV Staff Report on South Africa prepared by the IMF in July 1998 observes that "the South African
banking system is sound," and further notes that "the regulatory framework for banks in South Africa
is quite robust by emerging market standards."

54. Financial/economic factors are not the only risks that might affect South Africa. On the
political front, sub-regional tensions continue to influence South Africa's prospects, while
domestically, there is the possibility that the impending elections could raise tensions and lead to civil
confrontation. In the social sphere, risks are posed by the tensions generated by growing concerns
over crime and security, as well as the widening impact and rising cost of the growing AIDS epidemic
(see Box 3), on top of health indicators that are already poor. More generally, tensions may build as
long as weak economic performance persists, and the economic outcomes perceived by the citizenry
continue to fall short of the high expectations created by the end of apartheid.

55. Because our lending portfolio in South Africa is small, the Bank is exposed to little direct
credit risk. Nonetheless, the nationwide elections planned for June 1999 create some uncertainty for
the Bank's planned knowledge-based assistance efforts in South Africa, although the risks are
minimal. Expectations are widespread that the ANC will retain a majority of seats in Parliament, and
Deputy President Mbeki will become the next president. While there will likely be some restructuring
of individual Cabinet portfolios, no fundamental shifts in policy appear imminent. Moreover, because
our own assistance objectives are widely acknowledged as priorities within South Africa, any change
in our strategic focus is likely to be marginal. We are actively preparing for the opportunity for
dialogue afforded by the installation of a new Government and resulting reassessment of strategic
priorities.
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III. THE BANK GROUP ASSISTANCE STRATEGY

A. PAST PROGRAM

56. Between 1951 and 1966, the Bank made eleven loans to South Africa totaling US$242
million, largely for expanding the country's rail and harbor systems, and for generating and
transmitting electricity (see Annex B8). The Bank ceased lending operations to South Africa in 1966,
and the loans from that earlier period have been fully repaid.

Recent Bank Group Activities

57. Since re-engaging in South Africa in the early 1990s, the Bank has played an active role. At
the outset, the Bank had a strongly negative image, particularly among ANC cadres who viewed the
Bank through the lens of their experience in other African countries undergoing structural adjustment.
The Bank responded by adapting its focus (concentrating on ESW shaped by South African priorities,
without being driven by lending expectations) and pursuing an inclusive dialogue with all segments of
society, inside and outside the government. Establishment of a more productive relationship with
government and other groups has improved the perception of the Bank in South Africa, although
distrust and ambivalence about the Bank's motives and agenda persist with certain groups.

58. South Africa has provided ample opportunities to pilot the Bank's evolving role as a
knowledge bank. The Bank has acted as a clearinghouse for international experts from the private
sector, academia, public sector, and non-government organizations from all over the world, as well as
from within the Bank. These experts were often able to interact, from inception, in discussions and
debates about institutional change being conducted by local policymakers, academics, and
representatives of civil society. One key feature of our engagement is that it was driven by South
African priorities, with South African ownership, and contributed to the building of South African
capacity.

59. During the period prior to the 1994 elections, the Bank also launched an intensive program
(the equivalent of about 25 staff years cumulatively, much supported by trust funds) of policy-
oriented analytical studies and capacity-building activities: ESW, workshops, WBI seminars, an
intemship program for South Africans at the Bank, and technical assistance on economic issues.
These activities contributed to debate on a wide range of issues, including trade policy,
macroeconomic management, metropolitan finance, land reform, and poverty analysis. The
effectiveness of the Bank's work during this period was enhanced by its participatory character:
because the South African government was still non-representative, the Bank deliberately engaged
with a broad spectrum of civil society as well as with the government itself.

60. Since elections in 1994, the Bank's role has changed somewhat. While ESW and other public
activity has continued, the Bank was also asked to provide more detailed policy advice to the
government in areas such as intergovernmental fiscal relations, urban infrastructure finance, housing
policy, health expenditure, water pricing and a medium-term framework for public expenditure. Bank
staff members also participated with others in providing advice on the design of the government's
current macroeconomic strategy (GEAR) announced in 1996. On poverty, the Bank helped design,
manage, and fund major components of the Household Survey, Participatory Poverty Assessment, and
Poverty and Inequality Report, and helped analyze and disseminate the growing body of poverty data.
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61. The Bank Group has provided financial and technical support through a number of different
channels. The Bank has begun limited project lending, leading to the Industrial Competitiveness and
Job Creation Project (for US$46 million in 1997), and the Cape Peninsula Biodiversity Conservation
Project (grant of US$12.3 million in 1998), which was prepared and financed under the auspices of the
Global Environment Facility (GEF). A second GEF biodiversity conservation project is now under
preparation in the Maloti-Drakensberg area, in a joint effort with Lesotho, and recent agreement has
been reached on several other GEF projects. In other areas (for example, small-scale enterprise
finance and rural development), the Bank helped prepare projects which were then implemented with
concessional finance from bilaterals or with the government's own resources. For example, the Bank
was actively involved in the design of the Khula Enterprise Finance Limited, which was subsequently
financed by grants from bilateral partners.

62. Since beginning operations in South Africa, IFC has approved 20 investments, many of which
are designed to promote the advancement of entrepreneurs from previously disadvantaged groups.
These include around 11 small equity and loan investments through the Africa Enterprise Fund.
Although it frequently advises clients in the course of its investment activities, IFC has also just
secured its first stand-alone advisory mandate in South Africa - to assist the Durban Water and Waste
Utility to evaluate different options for increasing solid waste disposal. Also, IFC provided advice to
Government on setting up the National Empowerment Fund. The Johannesburg office of the Africa
Project Development Facility, managed and partly financed by IFC, has to date assisted 12
entrepreneurs prepare feasibility studies for their projects.

63. More recently, IFC has been expanding its investments in South Africa, and the project
pipeline is growing rapidly, with IFC's new ability to lend in Rand contributing to a fast business
buildup. The current strategy emphasizes a wider range of targeted financing activities, all of which
are intended to benefit previously disadvantaged groups through direct financing and indirectly
through job creation, financing of infrastructure, and diversification of business ownership. Targeted
projects emphasize:

* supporting job creation by financing greenfield investment projects, restructuring and
modemizing small and medium-scale enterprises, providing ready access to finance and, in
general supporting entrepreneurship;

* investing in the establishment or expansion of venture capital and private equity funds
particularly geared to the needs of the small business sector;

* providing support forhousingfinance, including support for the introduction of sophisticated
securitization techniques, and providing financial support for private provision of
infrastructure in townships and former homelands;

* investing in and/or advising on "unbundling" where ownership is divested by conglomerates
in order to promote more diversified ownership, and supporting privatization transactions,
where ownership is transferred to managers, workers, or an otherwise diversified group;

* providing comfort to foreign investors seeking to enter or re-enter South Africa, with
particular emphasis on non-traditional sources of foreign investment, such as Asian;

* supporting investment by South African companies in the rest of Africa, and projects with a
strong regional integration impact.
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64. M7IGA has issued three guarantees for US$13 million in investments in the country's banking
and manufacturing sectors and currently has seven applications for US$233 million pending in
potential investments in the agribusiness, manufacturing, mining, oil and gas, and real estate sectors.
In addition, MIGA issued two guarantees to South African investors for a total amount of US$90
million, covering portions of a mining project in Mali and an aluminum smelter project in
Mozambique. There are currently 22 applications pending for US$516 million in potential South
African investments in Angola, Ghana, Mozambique, Seychelles, Russia, Uganda, Zambia and
Zimbabwe. South Africa also has benefited from a number of MIGA's technical assistance activities.
Priorities for MIGA's Investment Marketing Services department have focused on capacity building
of institutions involved in promotion and facilitation of foreign investment, effective dissemination of
information on investment opportunities in emerging markets through electronic means (more than
400 hundred South African organizations use IPAnet), and assistance with promoting investment in
mining and tourism.

65. WBI has been active in South Africa since the Bank's 1991 re-engagement. From the start,
the South Africans have emphasized the importance of training, both formal and informal, and WBI
has responded with training and workshops for hundreds of participants, both inside South Africa and
intemationally. In-country seminars and workshops have been provided for South Africans from all
segments of society on topics such as the Malaysian model of growth with equity (1993), fiscal and
macroeconomic issues for parliamentarians (1994), micro-enterprise development strategy (1994), and
privatization and labor (1997). Additional programs conducted in South Africa targeting regional
participants have focused on civil service reform (1995), environment and sustainable development
(1995), health finance (1996), private sector participation in the water and sanitation sector (1996),
and a workshop on poverty targeting (1998). Multi-year cooperation and training programs are being
developed in health sector reform and sustainable financing, and in agricultural policy analysis,
project design, and service delivery. The World Links for Development Program has begun to
implement plans to connect a network of South African secondary schools to the WBI-promoted
global network for leaming via the Internet.

Lessons Learned

66. Our experience in South Africa over the last few years has already yielded important lessons
for the way the Bank works, both in South Africa and throughout our client countries. The South
Africa program has served as a pilot project for the Bank's greater emphasis on its role as a
"knowledge bank." It also helped encourage a greater focus on the regional context of development,
including preparation of a regional strategy paper (circulated to the Bank's Board in April 1998),
expanded networking between regional resident missions, and greater interaction between country
teams on common issues (such as the Maputo Corridor).

67. From our knowledge bank activities, we can extract several lessons on what has worked that
may be relevant to efforts elsewhere in the Bank:

* Functioning as a knowledge bank requires a strong focus on delivering high quality advice
and outputs that are timely and relevant to the client's needs; maximizing effectiveness
requires investing in efforts to evaluate our impact and modify our program in response (see
Box 7 below);

* The delivery "packages" used in our assistance must adapt to the circumstances. Our
involvement has included traditional ESW (focusing on sectoral analyses and policy
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recommendations), infornal papers, numerous "just in time" policy support exercises,
workshops, as well as "non-traditional" products such as videos (see Annex C for a list of
outputs);

* Increasing client responsivity led to initiatives to streamline our intemal procedures (such as
special review processes) in an effort to reduce delivery times;

* Greater openness and participation have been essential. Efforts that involved participants
from the full spectrum of South African society (such as the Participatory Poverty
Assessment) were quite successful. With Government, our collaboration was most effective
when it involved direct links with implementing agencies;

* Selectivity and focus are important. Concentrating our support in a limited number of key
thematic areas increases the impact of our resources;

* There is often a tradeoff between achieving impact and obtaining acknowledgment: several
successful initiatives had no formal outputs or public recognition of our role.

68. There are also aspects of our relationship that have worked lesswell. For example, operating
as a knowledge bank has limited our effectiveness in some respects. While we have been able to
engage in policy dialogue across a wide range of topics, it has proven more difficult to bring Bank
expertise to bear in addressing issues of implementation, which have emerged as the key concerns in
South Africa There are also clear limits to our influence and engagement in priority areas: for
example, in the critical area of education, despite the Bank's strong interest and early analytic work,
we have not had the opportunity to work extensively.

B. BANK ASSISTANCE OBJECTIVES

69. The preparation of the first assistance strategy for South Africa comes near the end of a
historic five-year transition period for South Africa, as a new multi-racial democracy and all its
supporting institutions are created and refined. Within this context, the relationship between South
Africa and the Bank Group is also maturing: from a starting point characterized by uncertainty and
suspicion, there is slowly emerging a more balanced and productive partnership, although political
sensitivities over the Bank's role still persist among some groups. In preparing the CAS, we have
responded to Government concerns that the broad consultation was not appropriate at this time by
limiting our formal consultations to forums and meetings with Government departments, rather than
pursuing a more broad-based consultative approach. But our knowledge bank operating style means
that on a more informal basis, our consultations on strategy and assistance objectives are part of a
more ongoing and continuous process, as we meet regularly with counterparts in Government,
academia, the private sector, and broader civil society.

70. The primary objective of the Bank's assistance to South Africa is to help reduce the apartheid
legacy ofpoverty and inequality. Building on the working relationship between the Bank and South
Africa that has evolved in recent years, and based on the consultation process with Government
outlined above, we intend to focus the Bank's assistance to South Africa on three development
objectives:
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* promoting growth and higher employment;

* social and environmental sustainability; and

* regional development.

In addition, capacity building will remain an essential cross-cutting theme of our assistance, and the
way we work. Technical inputs of Bank missions will be done in such a way to build knowledge and
capacity with our counterparts.

71. Promoting growth and higher employment The Bank will continue to support efforts to
promote growth and job creation with the full range of non-lending products, including policy notes,
formal ESW, technical assistance and collaborative work. Our flagship ESW effort in 1999 will be a
sources of growth study on structural and policy barriers to growth, which will decompose the factors
that underlie the unemployment and growth impasse: how prospects vary by geographic region, by
income cohort, by population group (rural vs. urban, educated vs. unskilled, old vs. young), by firm
size and type (infonnal vs. formal, small vs. large) and what different measures might be advocated to
begin generating growth. Given the critical nature of such growth issues, we will concentrate
especially on efforts to promote dissemination and public discussion of our findings. We will
continue to provide technical assistance and capacity building in areas such as macro management
and modeling, public sector debt and liquidity management, and public expenditure analysis. At the
request of Government, we are exploring the possibility of providing loans in Rand to South Africa
and neighboring countries.

72. Support for SMEs and the private sector is directed at the important task of job creation. We
will continue implementation of the Industrial Competitiveness and Job Creation Project, and
undertake further policy work on strengthening the environment for small business. IFC's strategy
specifically targets projects, which will benefit previously disadvantaged groups through employment
creation. Its main areas of focus over the next several years will be on manufacturing (both greenfield
and expansion), services such as health care, small business support, municipal infrastructure,
privatization, and restructuring situations. As part of IFC's regional strategy for Africa, the
Johannesburg office will be expanded into a strong regional hub, with field-based expertise in sectoral
and functional areas to allow a faster response throughout the sub-region. WBI will continue to target
capacity development through courses and conference support in key areas, including competition
policy, growth, and debt management. IDF grants will be used to support critical concems identified
with Government, including privatization support, welfare targeting, and land reform.

73. Social and environmental sustainability. Work on public expenditure management
(including inter-governmental fiscal issues) will continue as a component of our support for social
sustainability. Continuing and consolidating our support for decentralization and sound inter-
governmental fiscal relations is critical to efforts to improve the quality of social service provision,
which in tum is directly linked to efforts to reduce poverty. We will explore the feasibility of
selecting specific provinces or municipalities (such as Johannesburg) as pilots for more concentrated
support and involvement utilizing all available Bank instruments, in an effort to use our limited
resources more effectively. Knowledge inputs and capacity building on fiscal decentralization will
continue, along with support (through ESW and IDFs) for efforts to improve the focus of anti-poverty
programs through work on welfare financing. Supported by ESW on the links between poverty,
unemployment, and growth, collaboration on poverty targeting will continue with key Government
agencies (including the Deputy President's Office and Department of Welfare) responsible for
coordinating targeting efforts throughout government. Expansion of the earlier poverty targeting
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(transport, power, water, telecommunications), by acting as a source of technical expertise and
facilitator, as well as through the provision of financing and guarantee support to private financing
schemes in partner countries. We are piloting a regional project to support the Southern Africa Power
Pool, a power-sharing arrangement among several SADC countries. ESW and policy dialogue will
emphasize regional labor market and trade policy issues, including the implications of alternative
preferential trade arrangements. Regional policy making and capacity building will be supported in
areas such as the environment, and financial supervision and monitoring. IFC will promote financing
mechanisms that foster expanded financial and economic integration among SADC countries.

77. Capacity building is a major crosscutting theme in the Bank's assistance strategy, and is an
essential facet of our work as a knowledge bank. Meeting the challenge of building new institutions
has been one of the biggest achievements under the multi-racial government, but establishing the
capacity needed to ensure that these institutions succeed will take some time. We will continue to
support capacity-building efforts already underway, such as maturation of the Senior Executive
Development Programme (see Box 6), continuation of the successful South Africa intern program at
the World Bank, implementation of the MTEF, and technology-focused programs such as WorldLinks
and TELISA, as well as priorities that emerge from the planned National Capacity Assessment. Our
strategic approach to capacity-building initiatives will continue to focus on building partnerships with
other donors, and target capacity constraints at the sub-national level. Support for capacity building
will continue through selective IDFs and other grants in critical areas, and through collaboration and
technical assistance in areas such as macroeconomics and intergovemmental finance.

78. South Africa will be a focus country for WBI for the next three fiscal years, which will involve
close coordination with Government and the South Africa Country Team in implementing our
assistance strategy and identifying priority areas for capacity building. Implementation will involve
accelerated partnerships with training and research institutions and NGOs in South Africa, as well as
the development of customized national training programs, workshops/seminars and conferences
tailored to CAS priorities. As part of its decentralization effort, WBI is considering plans to recruit
national (South African) staff to be based in the resident mission and focus on WBI activities.

C. OPERATING AS A KNOwLEDGE BANK

The Bank as a Knowledge Institution

79. The Bank's knowledge-based activities have been welcomed and appreciated by our client, as
the recent external review (see Box 7) concluded. In the future, we will continue to emphasize the
Bank Group's role in contributing knowledge to development issues in South Africa. This means
expanding the scope and effectiveness of our activities, by extending efforts to bring international
experience and expertise from both inside and outside the Bank to bear on South Africa's
development challenges, optimizing use of available non-lending instruments, and working with
South African stakeholders and other external partners in order to build capacity for the long term.
Such an effort is appropriate for several reasons. First, it responds to the preferences of the client: this
is a role that the South African government has requested the Bank to fill at present. Second, non-
lending instruments are well targeted towards our assistance objectives in South Africa: topics such as
growth, public expenditure management, and social sustainability are analytical in nature, for which
ESW (both formal and informal) is the best instrument. Third, the availability of grant funding for
activities that could be supported with Bank lending means that our comparative advantage may often
lie in providing ESW, analytical support, and designing programs that can be financed by others.
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81.. Continued comprehensive engagement by WBI will be crucial in expanding the scope and
effectiveness of our capacity building and knowledge bank activities. With South Africa continuing
as an WBI "focus" country, WBI support will be provided across the full spectrum of sectors and
activities, including work in areas such as debt and liquidity management, SADC trade policy, a new
flagship course in health reform and financing, public provision of infrastructure, and distance
education. WBI involvement is also critical to improving our future dissemination effectiveness.

82. Operating as a knowledge bank calls for programmatic flexibility. In the past, economic and
sector work (ESW) has been designed flexibly, including standard outputs such as reports and
informal working papers directed towards policymakers and the academic community, as well as
innovative efforts to contribute to public debate, such as videotapes. In the past two years,
macroeconomic work has included trade liberalization and performance, market adjustment and
inequalities, job creation and competitiveness study (Annex C). Substantial ESW has also been done
on poverty and inequality, agriculture, energy, industry and finance, environment, urban and water
sector issues. For the next few years (FY00-02), there is full agreement with the South African
authorities on the key themes identified as our strategic focus. They include analytic work on higher
growth and job creation, social and environmental sustainability and regional initiatives (Annex B9).
Under promoting higher growth and job creation, ongoing technical assistance on macro management
and modeling will continue in FY00 - 01; and land reform policy support will be initiated (FY00).
Work to support social and environmental sustainability would include poverty monitoring and
targeting (FYOO-02), fiscal decentralization (FY00), and support for the preparation of the Cape
Peninsula Bio-diversity Project (GEF/WBI - FY00). Bank group support for regional initiatives will
include the update of our regional assistance strategy (FY00), a review of regional transport options,
and a regional trade study (FY00) in collaboration with SADC. We anticipate that the details of the
individual Bank Group support, consistent with the priorities identified above, will continue to be set
on an annual basis through regular program discussions with our counterparts in the South African
Government, taking into account budgetary limitations and partnership opportunities.

Measuring Results

83. The impact of investment projects is traditionally measured by rate of return analysis;
similarly, the effectiveness of adjustment lending is tracked by a set of commonly accepted indicators.
But how does one measure the effectiveness of a knowledge bank? There is no accepted
methodology, a shortcoming that contributes to the finding in Assessing Aid that the Bank tends to
under-invest in analytical work. In South Africa, evaluation of the impact of Bank non-lending
assistance is further complicated by the political sensitivity of Bank/South Africa relations. Working
effectively may at times require a low profile, both publicly and within Government, a stance which
may in turn make it more difficult to undertake an evaluation of the impact and effectiveness of our
assistance.

84. One way to measure results is to use knowledgeable independent evaluators to assess the
relevance and effectiveness of completed activities. We have commissioned an evaluation by a small
team of independent international and South African experts (see Box 7). For selected non-lending
activities, the team reviewed relevant documents and conducted structured interviews with South
Africans familiar with the Bank's work in order to assess its effectiveness. The final report has been
provided to the Bank's senior management, and will influence the design of our future assistance
efforts. Because operating successfully as a knowledge bank requires timely feedback on the impact
and effectiveness of our efforts, we plan to carry out similar reviews every two years. To help sharpen
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the focus of our different activities, we also prepare and review concept papers and completion reports
for all major tasks, including technical assistance.

Benefits from Bank Assistance to South Africa

85. Bank involvement in South Africa provides important benefits for the country itself,
externalities that result in gains for the region, and learning opportunities for the Bank. These include:

* Bank involvement in South Africa generates positive externalities for South Africa,
neighboring countries and the Bank. A growing, prosperous South Africa could be a regional
powerhouse and the catalyst for mutually reinforcing neighborhood effects, which can be an
important contributor to stronger African economic performance. South Africa provides a
market for regional goods and labor, its firms invest heavily in neighboring countries, and it is
an active partner in regional infrastructure development. Active engagement with South
Africa facilitates efforts to promote region-wide cooperation and collaboration across various
sectors (transport, power, water) and policies (environment, financial supervision and
monitoring, and trade) that directly benefit South Africa's neighbors. Joint projects with
South Africa, such as the Maputo Corridor initiative and the Lesotho Highlands Water Project
have brought significant benefits to Mozambique and Lesotho. Regional knowledge and
capacity building initiatives are strengthened through the involvement of South African
institutions, such as the Reserve Bank's involvement in development and extension of a
payments' clearing system throughout the Region. The Bank also learns from our efforts to
operate as a knowledge bank: work on fiscal decentralization has resulted in several
publications and best practice notes, while lessons learned from development of a market-
based land reform framework have been used in other countries. Finally, South Africa's
regional political leadership has on occasion facilitated Bank efforts to constructively engage
with neighboring countries on difficult issues.

* The Bank's non-lending activities have facilitated partnerships with other donors and the
private sector, and helped mobilize funding for variety of programs, such as the SEDP, Khula
and the South Africa intern program. More generally, such activities foster the program
flexibility that is needed for the Bank's knowledge bank emphasis. With particular respect to
the environmental management agenda, the Bank is able to leverage grant funds from GEF
and bilateral sources to support our analytical work, and involvement in efforts such as the
Global Carbon Initiative.

* South Africa already shares the cost of many of the Bank's non-lending activities from its
budget by providing resources to partially cover the costs (often local currency) of the
involvement of non-Bank international expertise, and by supporting region-wide capacity-
building and technical assistance programs with scarce human and financial resources.

D. PARTNERSHiPS

External Donor Assistance and Coordination

86. South Africa does not have a history of reliance on external development assistance, and
given its ready access to intemational capital markets, it has no need to rely on extensive donor
resources to fill its financing gap. The current government has taken a cautious approach towards
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expanding aid programs, mindful of the risks of aid dependency and of the approaches of different
bilateral and multilateral donors. Because of this stance, relatively little loan finance has been
provided. The European Investment Bank has financed projects directed at SMEs and infrastructure.
Loans from Japan have targeted infrastructure projects with the Departments of Water Affairs and
Public Works and the Development Bank of Southern Africa (DBSA). The World Bank has provided
one loan for an Industrial Competitiveness and Job Creation project, and prepared another on
biodiversity on behalf of the GEF. The African Development Bank has a project with the DBSA
focused on municipal infrastructure finance.

87. Despite the limited loan finance, South Africa has taken an active role in donor coordination,
including organizing a donor "non-pledging" conference in April 1996. Around thirty donors are
active in South Africa, providing mainly grants and technical assistance (see Annex D for a summary
of donor programs). All official development assistance currently falls under the Directorate for
International Development Cooperation in the Department of Finance. The largest bilateral donors are
the European Union, United States, United Kingdom, and Japan. The Department of Education has
bilateral agreements with 12 countries, providing grants and technical assistance that focus (at the
provincial level) on improving educational quality (science education, books, outcomes-based
education), and specific primary school projects and (at the national level) on capacity building,
systems development (financial, management and information), and support for tertiary education.
Other major recipients of support include the Departments of Health and Welfare. Embassies also
provide grant funds on a much smaller scale, coordinated mainly through the Department of Foreign
Affairs. Private sector grant funding is coordinated by the South African Grantmakers Association,
which has extensive links with various International Grantmakers Associations. Assistance from UN
agencies like the UNDP, UJNFPA, ILO and WHO is mainly in the form of technical assistance. The
UNDP also serves a donor coordination function, and convenes thematic meetings on topics such as
gender, HIV/AIDS, and population.

Leveraging Resources

88. Within the development assistance program that has developed, the Bank represents a small
share in financial terms. Many bilateral donors are quite active in South Africa, with several
providing substantial grant support to targeted programs. With no major lending program to support,
the resources that the Bank can devote to South Africa are limited. In this environment, the Bank's
role will remain concentrated on efforts to provide knowledge, to build capacity, and to leverage our
limited resources by collaborating actively with other donors. The Bank's resources are highly
leveraged by resources from other donors and even the private sector. We estimate that every dollar
of funds provided by the Bank has on average been matched by an additional dollar from other
donors; in some cases, such as the Senior Executive Development Programme, the Bank's limited
development funds have helped catalyze donor and private financial resources many times larger.

89. The Bank's non-lending resources, including the administrative budget, IDF grants, and
PHRD grants managed by the Bank, will continue to be augmented in a number of ways:

First, through co-financing from concessional funds of other donors. Bank initiatives have
frequently been extended by additional support from other bilaterals - for example, USAID
has agreed to fund South African participants in the Senior Executive Development Program
developed in collaboration with Harvard Business School and Wits University (see Box 6),
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while our provincial decentralization initiatives are complemented by the substantial grant
resources from DFID to build management capacity at the provincial level.

* Second, through continued cost sharing with the South African Government. This can take
the form of South African support for local costs for some activities (such as conferences), or
technical assistance efforts in which the Bank covers the cost of its own staff, while South
Africa contributes to cover some of the costs of non-Bank international expertise (such as
with the Welfare IDF). This type of cost sharing is attractive because it extends Bank
resources, enhances ownership, and helps address equity concerns about South Africa's use of
scarce Bank resources.
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Annex A2: South Africa at a Glance

b- Uppw., _

POVERTY and SOCIAL South Saharan mkddl-
Africa Africa Income Dovelopment dibamnVr

1997
Population. mid-year (mlilons) 40.6 614 571 Life expectancy
GNP per capita (Atlas mnetod, USS) 3,210 500 4,520
GNP (Atlas nethod, US$ billons) 130.3 309 2,584

Average annual growth, 199147 T
Population () 2.1 2.7 1.5
Labor force (X) 2.0 2.6 1.9 GNP Gross

per prirmary
Most recent estimate (latest year available, 1991497) capita , enrollment

Poverty (% ofpopulatIon below nathnal povefly One)
Urban population (% of total population) 50 32 73
Life expectancy at birth (years) 65 52 70
Infant mortality (per 1,000 Ihve births) 48 90 30
Child malnutrtion (% ofchiklren underS) 9 27 Access to safe water
Access to safe vwater (% ofpopulatiDn) 70 44 79
Illiteracy (% ofpopulation age 15+) 18 43 15
Gross prirnary enrollment (% ofschool-age population) 117 75 107 South Africa

Male 11S 82 | upper`mkkllencomfe gmup
Female 116 67 I

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1976 1986 1996 1997
Economic ratn s

GDP (US$ billions) 34.5 62.7 126.2 129.0

Gross domestic investment/GDP 29.1 18.2 17.4 15.9 Trade
Exports of goods and services/GOP 28.3 31.8 27.5 27.8
Gross domestic savings/GDP 28.1 27.5 18.7 17.0
Gross national savings/GDP 23.6 22.7 16.0 14.4

Current account balance/GDP -5.5 5.0 -1.6 -1.5 DomestFc Ie
Interest payments/GDP 0.9 0.7 Savings Investment
Total debt/GDP 18.7 17.8 Svn
Total debt service/exports
Present value of debt/GDP
Present value of debtlexports

Indebtedness
1976-86 1987-97 1996 1997 1998-02

(average annual growth)
GOP 2.3 1.1 3.2 1.7 2.3 - South Afilca
GNP per capita -0.2 -1.1 1.6 -0.5 0.8 Upper-kidle-/ncomne group
Exports of goods and services 0.5 4.4 11.0 5.3 2.8

STRUCTURE of the ECONOMY
1976 1986 1996 1997 Growth aesofoutputandlnvestnentl%)

(% of GDP) 3o

Agriculture 7.5 5.6 4.8 4.5
Industry 43.2 46.5 38.7 38.5 Io

Manufacturing 24.1 23.4 23.7 23.9 is.
Services 49.3 47.9 56.4 56.9

Private consumption 57.0 54.6 61.0 61.6 -'0 0t n 94 R5

General govemnment consumption 14.9 17.9 20.4 21.3 GDI 0 GDP
Imports of goods and services 29.3 22.5 26.2 26.6

197646 1987-97 1996 1997 Growth ratas ofexports nd inports1%
(average annual growth)
Agriculture 1.1 1.3 29.1 -1.0 2o
Industry 1.6 0.3 0.6 2.8 is

Manufacturing 2.0 .4 0.4 3.3
Services 3.1 1.5 2.8 1.1

Private consumption 3.3 1.8 3.9 2.0 o'N M 9 7
General govemment consumption 4.4 2.7 6.0 7.1 2 n n5 o s 97
Gross domestic investment -1.9 0.0 -3.7 -6.1
Imports of goods and services -1.0 6.9 9.2 4.6 -Export - tmports
Gross national product 2.3 1.3 3.7 1.3

Note: 1997 data are preliminary estimates.

The diamonds show four key indicators in the country tn bokl) compared with its income-group average. I data are missing, the diamond wi1
be incomplete.
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South Africa

PRICES and GOVERNMENT FINANCE

Domestic plces '1976 1986 1996 1997 Inflation (%)

(% change) 20
Consumerprices 11.2 18.2 7.4 8.6 1

Implicit GDP deflator 11.5 15.9 8.5 7.8 to0

Government finance s
(% of GDP, includes current grants) o
Current revenue 21.6 25.6 31.7 32.3 92 93 94 95 9g 97

Current budget balance 1.3 -1.8 -3.0 -2.4 -G DP deflator 0 CPI
Overall surpus/deficit -. 3 -5.0 -6.1 -5.2

TRADE

(UJS$ ftfions) 1976 1986 1996 1997 Export and irport levels (US$ millions)

Total exports (fob) 9,780 19,168 29,073 30,935 35,O0

Gold 2,698 7,042 5,320 6,527 30ooo
Chermicals 1,644 1.360 2,698 2,816 750 _

Manufactures 1,503 3.709 8,205 9,465 2D.000
Total impots (cit) 10,114 12,324 26.746 28,074 sooo 1

Food 482 890 1.842 1,650 tooow
Fuel and energy 3,458 4,514 9.997 11,050 so _ _

1 1 92 93 94 es 96 57
Expoft price index t1995=100) .. 33 108 114 
Importpriceindex(1995=100) 33 105 103 | fExports Iimports
Terms oftrade (1995=100) 100 103 110 

BALANCE of PAYMENTS

(UJS$ -Hions 1976 1986 1996 1997 Current account balance to GDP ratio (%)

Exports of goods and services 9,696 20,377 33,310 35.848 3T
Imports of goods and services 10,221 14,029 32,716 34,364 2

Resource balance -526 6,348 594 1.484

Net income -1,486 -3,284 -2,552 -3,286
Net current transfers 104 99 -74 -109 0

91 92 93 94 199 90l 19'1
Current account balance -1.908 3,163 -2,032 -1.911 1 ' t 3 94

Financing items (net) 1.211 -2,655 1,247 4.392 |2
Changes in net reserves 697 -508 785 -2,481 3

Memo: I
Reserves indudig gold (USS mUos) 1.023 2,507 3,911 7,936
Conversion rate (DEC, 1ocaYlUSS) 0.9 2.3 4.3 4.6

EXTERNAL DEST and RESOURCE FLOWS
1976 1986 1996 1997

(US$ mUilons) Composition of total debt, 1997 (US$ nillions)
Total debt outstanding and disbursed 23,583 22,910

IBRD 0 .c 4.z: 1
IDA 0

Total debt service -.
IBRD .. 0.. .. 0
IDA .. .. .. 0

Gr 11i,000
Compositio of net resources flov F 11.442

Official grants \|
Official creddkors \.
Pdvate creditors m.
Foreign dired investmrent 18 -53.
Portfolio equity ..

Worid Bank program
CoSwtirIwlnts 0 A - IBRD E - Biaterai
Disbu s .0 B -9IDA D OIter nulaterl F -Private
Principal repayments ° 0 C-IMF G - Stort-tws
Netffov . 0
lnterest payments 0
Net transfers 0

Developnent Economics 5/5/99
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Annex B2: South Africa - Selected Indicators of
Bank Portfolio Performance and Management

Indicator 1996 1997 1998 1999
Portfolio Assessment

Number of Projects under implementationa 1 1 I
Average implementation period (years)b 0.00 .10 1.10 1.70
Percent of problem projectsa, c

by number 0.00 0.00 0.00 0.00
by amount 0.00 0.00 0.00 0.00

Percent of projects at riska, d
by number 0.00 0.00 0.00 0.00
by amount 0.00 0.00 0.00 0.00

Disbursement ratio (%)e 0.00 0.00 0.00 0.00

Portfolio Management

CPPR during the year (yes/no)
Supervision resources (total US$) 0.00 0.39 94.00 21.36
Average Supervision (US5$/project) 0.00 0.39 94.00 21.36

Memorandum item Since FY80 Last five FYs

Projects evaluated by OED
by number
by amount (US$ millions)

Percent rated U or HU113
by number
by amount

a. As shown in the Annual Report on Portfolio Performance (except for current FY)
b. Average age of projects in the Bank's country portfolio.
c. Percent of projects rated U or HU on development objectives (DO) and/or implementation progress (IP).
d. As defined under the Portfolio Inprovement Program.
e. Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the beginning of the year:

investment projects only.
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Annex B3: South Africa - Bank Group Program Summary, FY 1999-2001

Proposed IBRD/IIDA Base-Case Lending Program, FY 1999-2001a

Strategic rewardsb
Implementationb

FY Project US$(m) (HIM/L) risks
(HIAML)

1999 N/A 0
2000 N/A 0
2001 N/A 0

Total, FY 1999-2001 0

a. This table presents the proposed program for the next three fiscal years.
b. For each project, indicate whether the strategic rewards and implementation risks are expected to be high

(H), moderate (M), or low (L).
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Annex B3: South Africa - IFC and MIGA Program, FY96-99

Past
Category 1996 1997 1998 1999

IFC approvals (US$m)a 10.60 0.00 34.34 42.85

Sector (%)

0.00 0.00 0.00 0.00
Cement & Constmction 46.00 0.00 0.00 0.00
Financial Services 54.00 0.00 51.00 100.00
Timber, Pulp & Paper 0.00 0.00 49.00 0.00

TOTAL 100.00 100.00 100.00 100.00

Investment instrument (°/O)
Loans 34.00 0.00 64.00 0.00
Equity 33.00 0.00 22.00 100.00
Quasi-Equity b 33.00 0.00 9.00 0.00
Other 0.00 0.00 5.00 0.00

TOTAL 100.00 100.00 100.00 100.00

MIGA guarantees (US$m) 20.80 19.80 12.30 0.00
MIGA commitments (US$m) 0.00 0.00 0.00 0.00

'Excludes AEF projects.
bIncludes quasi-equity types of both loan and equity instruments.
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Annex B4: South Africa-Summary of Nonlending Services

Product Completion FY Cost (US$000) Audiencea Objectiveb

Recent completions
MTEF 98 31.6 Government, Knowledge

Bank Building
Selected Financial Issues 96 134.9 Govermnent, Knowledg

Bank, Public Building
Dissemination

BNSN Env - SMME 96 379.4 Government, Knowledge
Bank, Public Building
Dissenination

Health Expenditure Review 96 290.8 Government Knowledge
Bank, Public Building
Dissemination

Participatory Poverty Assessment 98 256.0 Government, Knowledge
Bank, Public Building
Disserninaton

Free State (TAS) 97 169.8 Government, Knowledge
Bank, Public Building
Dissemination

Labor Markets 98 51.4 Government Knowledge
Bank, Public Building
Dissemination

Macro/Trade Analysis 98 148.1 Govemment, Knowledge
Bank, Public Building
Dissemination

Underway
Telcom IDF 99 38.4 Goverment, Knowledge

Bank Building
CAS 99 222.0 Govermnent, Knowledge

Bank Building
Sources of Growth 99 238.8 Government, Knowledge

Bank, Public Building,
Dissemination Public Debate

Welfare Financing (TAS) 99 46.2 Government, Knowledge
Bank Building

Spatial Dimensions 99 88.8 Govemment, Knowledge
Bank Building

Intemship Program (TAS) 99 122.2 Govermnent, Knowledge
Bank, Donors Building

a. Government, donor, Bank, public dissemination.
b. Knowledge generation, public debate, problem-solving.
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Annex B5: South Africa Social Indicators

Latest single year Same regionlincome group

Sub-
Saharan Upper-middle-

1970-75 198045 1992-97 Africa income

POPULATION
Total population. mid-year (millions) 24.7 31.3 40.6 612.4 574.0

Growth rate (% annual average) 2.3 2.5 1.7 2.2 1.3
Urban population (04 of population) 48.0 48.3 49.7 32.3 73 8
Total fertility rate (births per woman) 5.5 4.2 2.8 5.5 2.5

POVERTY
(% of population)
National headcount index

Urban headcount index
Rural headcount index ..

INCOME
GNP per capita (USS) 1,550 2,060 3.210 510 4,540
Consumer prce index (1995=100) 9 29 117 118 117
Food price index (1995=100) .. 23 116

INCOMEICONSUMPTION DISTRIBUTION
Gini index *- 59.3
Lowest quintile (% of income or consumption) .. .. 2.9
Highest quintile (% of income or consumption) . .. 64.8

SOCIAL INDICATORS
Public expenditure

Health (% of GDP) .. .. 3.6 2.5 3.0
Education (% of GNP) .. 7.9 4.3 4.8
Social securty and welfare (% of GDP) .. 1.7 .. .. 7.9

Net primary school enrollment rate
(% of age group)

Total .. .. .. 94
Male
Femaie

Access to safe water
(% of population)

Total .. .. 59 *47
Urban .. .. .. 74
Rural .. .. .. 32

Immunization rate
(% under 12 months)

Measles .. 70 76 58 92
DPT .. 75 73 53 82

Child malnutrition (% under 5 years) .. 43 9
Life expectancy at birth
(years)

Total 54 58 65 51 70
Male 51 55 62 49 67
Female 57 61 68 52 73

Mortality
Infant (per thousand live births) 76 63 48 91 30
Under 5 (per thousand live births} 108 91 65 147 38
Adult (15-59)

Male (per 1.000 population) 516 261 428 193
Female (per 1,000 population) 420 .. 160 375 116

Matemal (per 100,000 live births) .. 550 404

1999 Worid Development Indicators CD-ROM. World Bank
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Annex B5: South Africa Environmental Indicators

C02 emissions

Under-5 mortality . Rural density

Protected areas

-South Africa Upper middle income

1. Data Diamond:

- Under-five mortality rate (per 1000 birfts): 66
- CO2 per unit of GDP (kg/1987 US$ GDP) 3.4
- Rural population density (per km2 of arable land): 125
- Nationally protected areas (% of total land): 5.7

2. Other indicators:

- Access to sanitation in urban areas (/o): 79.0
- Annual freshwater use (% of intemal resources): 29.7
- Suspended particulates in capital city (annual mean): ...

3. National accounting aggregates (million US$, 1994):

Depletion estimates: 3,749
Degradation estimates: 1,666
Depreciation of produced assets: 14,2265

Aggregates:
- Gross national product (GNP) 119,249
- Net national product (NNP) 105,024
- Adjusted NNP (for depletion) 101,275

Mill. US$ percent of GNP
- Gross savings: 20, 370 17.1
- Net savings: 6,145 5.1
- Genuine savings: 2,396 2.0

(Net savings - depletion)
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Annex B6: South Africa - Key Economic Indicators

Actual Estimate Projected
Indicator 1994 1995 1996 1997 1998 1999 2000 2001 2002

National accounts
(as % GDP at current
market prices)

Gross domestic product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Agriculture' 4.6 3.9 4.3 4.0 3.8 3.9 3.9 3.9 3.8

Industry' 35.1 34.8 34.5 34.3 34.0 36.1 36.8 37.1 37.5

Services' 49.7 50.2 50.3 50.7 51.0 48.2 47.5 47.2 46.8

Total Consumption 81.2 80.9 81.3 83.0 83.1 81.5 81.1 81.4 80.4
Gross domestic fixed 16.1 16.9 17.2 17.4 18.1 17.0 17.3 17.3 18.4
investment

Government investment 1.9 1.7 1.7 1.8 1,9 2.4 2.4 2.4 2.4
Private investment 15.1 17.2 15.6 14.0 14.4 14.6 14.9 14.9 16.0
(includes increase in
stocks)

Exports (GNFS)b 23.9 25.1 27.5 27.8 28.6 32.5 33.0 33.1 33.4
Imports (GNFS) 22.1 25.0 26.2 26.6 27.9 31.0 31.3 31.8 32.2

Gross domestic savings 18.8 19.1 18.7 17.0 16.9 18.5 18.9 18.6 19.6

Gross national savingse 16.7 16.9 16.0 14.4 14.1 15.7 16.0 15.6 16.3

Mfemorandum items
Gross domestic product 121405.9 133609.6 126237.9 129093.6 116729.6 113105.8 118367.4 125210.3 132319.7
(USS million at current
prices)
Gross national productper 3260.0 3330.0 3310.0 3210.0 2880.0 2810.0 2740.0 2790.0 2910.0
capita (USS, Atlas method)

Real annual growth rates
(%, calculated from 1990
prices)
Gross domestic product at 2.7% 3.4% 3.2% 1.7% 0.1% 1.0% 2.0% 3.0% 3.0%
market prices
Gross Domestic Income 3.8% 3.0% 4.1% 1.3% 0.5% 1.8% 2.3% 3.2% 3.2%

Real annual per capita
growth rates (%, calculated
from 1990 prices)

Gross domestic product at 0.6% 1.3% 1.2% -0.1% -1.7% -0.6% 0.6% 1.6% 1.6%
market prices
Total consumption 0.9% 1.0% 2.3% 1.5% 0.1% -0.8% 0.4% 2.2% 0.6%
Private consumption 0.9% 2.6% 1.8% 0.2% -0.6% -0.2% 0.7% 2.4% 0.3%

(Continued)



40

Annex B6: South Africa - Key Economic Indicators

Actual Estimate Projected
Indicator 1994 1995 1996 1997 1998 1999 2000 2001 2002

Balance of Payments
(USSm)

Exports (GNFS)b 28935.8 33070.0 33310.0 35848.1 35121.6 36769.0 39023.3 41488.6 44129.9
Merchandise FOB 24947.0 28611.0 29057.0 30935.1 30353.3 31793.9 33714.6 35818.5 38079.7

Imports (GNFS)b 26934.8 33431.0 32716.0 34364.4 33989.1 35025.0 37055.6 39756.7 42561.8
Merchandise FOB 21452.0 27001.0 27027.0 28074.4 26053.6 26847.6 28403.8 30473.7 32623.3

Resource balance 2001.1 -361.0 594.0 1483.7 1132.5 1744.0 1967.6 1732.0 1568.1
Netcurrenttransfers 50.0 16.0 -74.0 -109,0 -123.6 -138.5 -152.7 -166.5 -181.3
(including official current
transfers)
Current account balance -323.6 -2805.0 -2003.0 -1888.8 -1576.1 -1457.7 -1462.3 -2082.2 -2707.5
(after official capital grants)

Net private foreign direct 184.0 -225.0 144.0 684.0 400.0 450.0 450.0 500.0 500.0
investment
Long-term loans (net) .. .. .. .. 3240.7 3052.4 2961.0 3485.9 4009.7
Official .. .. 0.0 10.6 10.1 8.6 7.7 5.8
Private .. .. .. . 3230.2 3042.4 2952.4 3478.2 4003.9

Other capital (net, including .. .. .. .. -750.0 -100.0 400.0 900.0 1350.0
errors and omissions)

Change in reservesd -909.0 -2577.0 785.0 -2481.1 -1314.6 -1944.8 -2348.7 -2803.6 -3152.2

M1emorandum items
Resource balance (% of 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
GDP at current market
prices)
Real annual growth rates
(1990 prices)

Merchandise exports -1.1% 2.2% -3.0% 0.7% 2.9% 2.0% 2.5% 2.9% 3.0%
(FOB)
Primary .. .. .. .. .. ..
Manufactures .. .. .. ..

Merchandise imports 11.8% 15.3% -5.6% 6.6% 2.9% 1.7% 3.1% 4.5% 4.3%
(CIF)

Public finance
(as % of GDP at current

market prices)'
Current revenues 31.0 31.3 31.7 32.3 33.7 33.8 33.8 33.8 33.8
Current expenditures 34.4 33.9 34.7 34.7 36.9 35.9 35.5 35.3 34.7

(Continued)
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Annex B6: South Africa - Key Economic Indicators

Actual Estimate Projected
Indicator 1994 1995 1996 1997 i998 1999 2000 2001 2002

Current account surplus t+) -3.3 -2.6 -3.0 -2.4 -3.2 *2.2 -1.7 *1.6 -0.9
or deficit (-)
Capital expenditure 3.7 3.4 3.2 2.9 2.6 2.6 2.5 2.5 2.5
Foreign financing 0.4 0.4 0.3 0.5 0.2 -0.6 0.6 0.7 0.9

MIonetary indicators
M2/GDP (at current market 54.8 56.6 57.7 62.0 62.5 63.5 66.7 65.6 66.7
prices)
Growth ofM2(%) 18.3 16.0 14.3 17.8 9.2 10.3 14.6 8.4 11.0
Private sectorcredit growth! 84.0 127.0 91.5 85.8 79.6 83.5 90.7 78.4 88.1
total credit growth (%)

Price indices( 1990 =100)
Merchandise export price 242.3 263.7 284.0 300.0 286.1 293.9 304.0 314.0 324.1
index
Merchandise import price 252.5 263.7 276.6 272.4 261.8 265.2 272.1 279.4 286.7
index
Merchandise terms of trade 96.0 100.0 102.7 110.1 109.3 110.8 111.7 112.4 113.1
index
Real exchange rate 100.8 97.8 90.3 96.6 87.6 87.2 87.2 87.2 87.2
(USS1LCU)'
Real interest rates
Consumer price index 9.0% 8.6% 7.4% 8.6% 6.9% 7.0% 6.7% 6.9% 5.8%
(% growth rate)
GDP deflator 9.8% 8.8% 8.5% 7.8% 8.4% 7.5% 7.0% 7.0% 6.0%
(% growth rate)

a. If GDP components are estimated at factor cost a footnoote indicating this fact should be added.
b. "GNFS" denotes "goods and nonfactor services."
c. Includes net unrequited transfers excluding official capital grants.
d. Includes use of IMF resources.
e. Should indicate the level of the government to which the data refer.
f. "LCU" denotes "local currency units." An increase in US$/LCU denotes appreciation.
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Annex B7: South Africa - Key Exposure Indicators

Actual Estimate Projected
Indicator 1994 1995 1996 1997 1998 1999 2000 2001 2U02

Total debt outstanding and 18647 22314 23583 22909 25683 28735 31696 35182 39193

disbursed (TDO) (USSm)'

Net disbursements (US$m)f .. .. .. -2726 3241 3052 2961 3486 4010

Total debt service (TDS) 3313 4162 4288 4421 3531 4822 4668 5854 6339

(US$m)a

Debt and debt service indicators

(%)
TDO/XGSb 62.1 65.3 69.0 61.6 71.6 76.5 79.1 82.4 86.1
TDO/GDP 15.4 16.7 18.7 17.7 22.0 25.4 26.8 28.1 29.6
TDS/XGS 11.0 12.2 12.5 11.9 9.8 12.8 11.6 13.7 13.9
Concessional/TDO 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

IBRD exposure indicators (%)
IBRD DS/public DS 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1
Preferred creditor DS/public 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1

DS (%/o)C

IBRD DS/XGS 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
RBRD TDO (US$m)d 0.0 0.0 0.0 0.0 10.6 20.6 29.3 37.0 42.7
Of which present value of
guarantees (US$m)

Share of IBRD portfolio (%) .. .. .. .. .. ..

IDA TDO (US$m)d 0 0 0 0 0 0 0 0 0

IFC (USSm) fl
Loans 0.0 0.0 34.0 .. .. ..

Equity and quasi-equity /c 0.0 100.0 66.0 .. .. ..

MIGA f/
MIGA guarantees (US$m) .. 8.0 20.0 20.0 .. ..

a. Includes public and publicly guaranteed debt, private nonguaranteed, use of IMF credits and net short-
term capital.

b. "XGS" denotes exports of goods and services, including workers' remittances.
c. Preferred creditors are defined as [BRD, IDA, the regional multilateral development banks, the IMF, and the

Bank for International Settlements.
d. Includes present value of guarantees.
e. Includes equity and quasi-equity types of both loan and equity instruments.
f. Refer to fiscal years.



Annex B8: Status of Bank Group Operations in South Africa
IBRD Loans and IDA Credits in the Operations Portfolio

Difference Betwren
expected Last ARPP

Original Amouint in US$ Millions and actual Suipervision Rating

Loan or Fiscal disbursements a/ b/

Project ID Credit Year Borrower Purpose
No. IBRD IDA Cancella- Undis- Orig Frnr Rev'd Dev Obj Imp Prog

tions bsursed

Number of Closed Loans/credits: 11

Active Loans
ZA-PE-48606 IBRD 41730 1997 GOVERNMENT IND.COMPET&JOB CREAT 46.00 0.00 21.53 24,47 9.27 0.50 S S

Total 46.00 0.00 21.53 24.47 9.27 0.50

Active Loans Closed Loans Total

Total Disbulrsed (IBRD anid IDA): 0.00 241.80 241.90

of which has been repaid: 0.00 241.90 241.90 > 

Total now held by IBXD and IDA: 24.47 0.00 24.47
Amount sold : 0.00 162.56 762.56

Of which repaid : 0.00 l62.56 162.56

Total Undisbursed : 24.47 0.00 24.47

a. Intended disbursements to date minus actual disbursements to date as projected at appraisal.
b. Following the FY94 Annual Review of Portfolio pertormance (ARPP) , a lettor based system was introduced (HS = highly Satisfactory, S - satisfactory, U

unsatisfactory, HU = highly unsatisfactory): see proposed Improvements in Project and Portfolio Performance Rating Methodology (SecM94-901), August 23, 1994.

Note:
Disbursement data is updated at the end of the first week of the month.



Annex B8: South Africa - Statement of IFC's Committed and Disbursed Portfolio
(As of 31 -Dec-98 - Million US$)

Committed Disbursed
IFC IFC

FY Approval Company Loan Equity Quasi Partic Loan Equity Quasi Partic
1995 SACGF 0.00 8.54 0.00 0.00 0.00 3.44 0.00 0.00
1995 SAFCF 0.00 2.09 0.00 0.00 0.00 1.50 0.00 0.00
1995 SAFFM 0.00 0,00 0.00 0.00 0.00 0.00 0.00 0.00
1995/96/99 AFLIFE 0.00 18.74 0.00 0.00 0.00 18.42 0.00 0.00
1996 AEF Carosa Farm 0.00 .09 .33 0.00 0.00 .09 .33 0.00
1996 AEF Wip Motors 0.00 .33 0.00 0.00 0.00 .33 0.00 0.00
1996/98 Cashbank 10.00 0.00 1.87 0.00 0.00 0.00 1.87 0.00
1997 AEFE.R. Medical 0.00 .99 0.00 0.00 0.00 .99 0.00 0.00
1997 AEF Erand Hotel 0.00 .40 .83 0.00 0.00 .40 .83 0.00
1997 AEF Innoventions 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1998 AEF Green Charc 0.00 .09 .89 0.00 0.00 .09 .89 0.00
1998 AEF Lesedi Hosp 0.00 0.00 .20 0.00 0.00 0.00 .20 0.00
1998 AEF Roodepoort 0.00 0.00 .43 0.00 0.00 0.00 0.00 0.00
1998 AEF Shastean .42 0.00 0.00 0.00 .42 0.00 0.00 0.00
1998 Unicell Paper 0.00 0.00 3.00 0.00 0.00 0.00 2.10 0.00
1999 Energy AfrLtd 0.00 38.02 0.00 0.00 0.00 38.02 0.00 0.00
1999 SAPEF 0.00 35.00 0.00 0.00 0.00 0.00 0.00 0.00

Total Portfolio: 10.42 104.29 7.55 0.00 .42 63.28 6.22 0.00

Approvals Pending Commitment

Loan Equity Quasi Partic
1997 AEF DUNKOT ROSE .24 .09 0.00 0.00
1998 AEFE. R. MEDICL 0.00 .18 0.00 0.00
1998 AEF NSA-PIC 0.00 0.00 .78 0.00
1999 SABIC 0.00 1.00 0.00 0.00
1998 SUCCESSION FUND 0.00 7.50 0.00 0.00
1998 SUCCESSION MG CO 0.00 .10 0.00 0.00

Total Pending Comunitment: .24 8.87 .78 0.00
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Annex B8: South Africa IBRD Loans, FY51-67

Name of Loan Purpose of Loan Amount Board Closing %

Project No. (US$m) Date Date Disbursed

Transport 40 Program for the development and expansion of 20.0 1/16/51 12/31/53 100
transport facilities owned by the Borrower and
operated by the South African Railways and
Harbour Administration. It included construction
of new railroad lines, workshops, station, and
building, electrification of some railroad lines,
improvement of existing tracks, expansion of
marshaling yards, acquisition of new railway
rolling stock, machiife tools, motor equipment, etc.,
and extension of harbor facilities.

ESKOM 41 To support the Electricity Supply Commission's 30.0 1/16/51 12/31/53 100
(ESKOM) program of expansion of power
generating facilities and transmission lines in South
Africa. Construction of seven new power stations,
additional capacity to existing power stations,
construction of high tension transmission lines, and
installation of transformer capacity.

Transport II 77 Follow-on to Transport I, for period ending March 30.0 8/27/53 12/31/55 100
31, 1956. _

ESKOM Il 78 Follow-on to ESKOM I. 30.0 8/27/53 12/31/55 100

Transport III 134 Follow-on to Transport II. 25.2 11/28/55 3/31/58 100

Transport IV 178 Follow-on to Transport III. 25.0 9/30/57 3/31/60 100

Transport V 214 Follow-on to Transport IV, for the period ending 25.0 12/1/58 9/30/60 100
March 31, 1960.

Transport VI 228 Follow-on to Transport V, for the period ending 11.6 6/9/59 9/30/60 100
March 31, 1960.

Transport VII 304 Follow-on to Transport VI, for the period ending 11.0 11/30/61 6/30/63 100
March 31, 1963.

ESKOM III 305 As part of a 5-year expansionprogramnrelating to 14.0 11/30/61 12/31/63 100
the interconnected electric power system formed by
Cape Northern, Rand and Orange Free State and
Eastern Transvaal undertakings. Project consisted
of (a) first stage of the Komati thermal power
station, (b) expansion of the Highveld thermal
power station, and (c) construction of 314 circuit
miles of high tension transmission lines.

ESKOM IV 465 Construction of the Camden Power Station at a new 20.0 7/28/66 9/30/68 100
____ ___ _I coal field in the Eastern Transvaal.



Annex B9: South Africa Country Assistance Strategy Program Matrix

(FYOO-FY02)

Development Objectives Diagnosis Government Strategy/ Action - Progress Indicators Bank Group Support
Capacity Building Other

1. Macro management * Inflation and fiscal deficit coming * Growth, Employment and * Inflation to remain in Macro modeling (TA) Sources of growth
down Redistribution (GEAR) single digits (ESW) and

* Need to raise private investment Strategy introduced in 1996 * Fiscal deficit to fall to 3 Public Sector debt and dissemination (WBI)
and exports for more labor- * Targets stabilization through percent liquidity management
absorbing growth phased fiscal deficit reduction * Real interest rate to decline (TA) and conference Development of

* Main issues are public expenditure and tight monetary policy to cut from current high levels (WBI) Rand lending
management, debt management inflation * Commnitment to instruments
and nexus of exchange rates, maintaining competitive LDB/RMSM transfer
interest rate and inflation policy exchange rate (TA) Economic monitoring

2. Structural reforms and * Apartheid legacy means that * GEAR called for wide-ranging * Credible time-bound Ag services/rural Sources of growth -
improved sector economy shares features of highly structural reform measures to commitment to future fmancial services (ESW)
policies distorted transition economies reduce distortions trade liberalization support

* Extensive formulation of policy * More rapid implementation Spatial dimensions of o'
papers in many areas, but of privatization agenda Support for telecom productivity (ESW)
uneven implemnentation * Competition policy privatization (IDF)

* Some areas of progress (e.g.
trade liberalization) but recent Competitiveness policy
progress has been minimal (WBI)

3. Labor-absorbing * Output and employment growth * Job Summit and worsening * GDP growth to accelerate Land reform policy Ind. Competitiveness
growth were expected to follow from macro outlook put job creation to 6 percent by 2002 (2 support and Job Creation

GEAR implementation .But issue at center of political year delay from GEAR Project (SPN)
growth remains low; employment agenda target) provides support to
is falling; unemployment is 38 * Need to move dialogue beyond * Employment growth to SMMEs
percent focus on formal sector issues reach 3 percent by 2002

* Lack of labor market flexibility * Concrete measures to Sources of growth
(on wages, conditions) hampers enhance labor market (ESW)
job creation flexibility to promote job

* Low domestic investment and creation Feasibility studies
stagnant growth outlook limits through Africa
FDI, curtails domestic dynamism Project Development

_______________________ _________Facility__________________________________________ ______________________(IFC)____________________ Facilityy(JFC)
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Development Objectives Diagnosis Government Strategy/ Action Progress Indicators Bank Group Support
Capacity Building Other

1. Reduction of poverty * Poverty amidst plenty - 25 percent * Extensive efforts to document * Design of viable strategy Welfare financing Poverty monitoring
and inequality of population subsisting on US$1 and analyze poverty pattems that prioritizes and (IDF/TA) and targeting (ESW)

/day * Successful efforts to encourage implements broad anti-
* Inequality among the worst in the reconciliation and dialogue poverty efforts Poverty policy/ Sources of growth

world, with Gini of 0.6 monitoring (WBI) (ESW)

2. Delivery of social * Apartheid policies skewed pattern * Govenmment has introduced * Improved evaluation of Executive Fiscal decentralization
services and of infrastructure development several anti-poverty programs impact and fiscal cost of Development Program
infrastructure * Level of public expenditure high by * Poverty focus of spending has anti-poverty programs for South African Analysis of education

intemational standards improved, but many programs * Imovative efforts on managers spending levels (ESW)
* Key is improving quality of have yielded few tangible public-private partnerships Health sector

spending and achieving results results and broader financing fnancing and Rural water (TA)
* Sub-national governments * Health programs overhauled to issues management course

responsible for delivery, posing improve inter- and intra- and transfer to local
fiscal coordination and institutional provincial equity universities (WBI)
design problems lntemship program

3. Human resources * Apartheid eroded the physical and * Market-assisted land reform * Implementation assistance World Links Health Sector Rehab.
development and human capital assets of the poor program launched in 1995, on land refomm (framework Project (PHRD/TA)
better distribution of * Access to education inequitable, although implementation slow already in place) Education dialogue
assets quality uneven, and management * Affirmative action employment * Intensify efforts to improve (KwaZulu-Natal IDF) Land reform policy

capacity weak legislation enacted access to and quality of support
* Skewed land ownership: 86 percent education/health programs Distance education

of land owned by whites, much in * Encourage demand-driven support
large commercial farms training programs

4. Environmentally * Economy and welfare strongly * Govt. developed policies on * Protected areas (ha) Macro-economics and Cape Peninsula
sustainable growth natural-resource dependent biodiversity, env. management, * Energy-Env. dialogue + environment: Natural Biodiversity Project

* Env. degradation hits poor most land affairs, and tourism pilot Resource Accounting (GEFIWBI)
* Tourism large, rapidly increasing * Project initiatives at national, * Western-Eastern Cape Env. Economics Cape Floral Kingdom

source of growth & employment provincial and local levels PEAP Climate change issues Strategic Action Plan
* World class biodiversity at risk * Environmentally sustainable * Environmental indicators Provincial Env. Action GEF projects:
* Globally large CO2-emissions SDI-initiatives: Lubombo, * Genuine Savings planning (PEAP) Maluti-Drakensberg,
* Urban pollution primary cause of Maputo corridors * GEF proj. progress Env. Information Saint Lucia, Addo,
childhood mortality * Finalizing National Coastal * Bank-SA env. partnership Systems Namaqualand, etc.

* "brown" env. problems on rise Zone Management strategy * Tourism development Local env. Energy-Env. dialogue
* Environment crosses sectoral, * Nature-based tourism Management + GCI pilot operation

mainstreaming policies critical development (MELISSA) Durban solid waste
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _I_I_ disposal (IFC)



Development Objectives Diagnosis Government Strategy/ Action Progress Indicators Bank Group Support
Capacity Building Other

1. Cooperation in * Potential gains from regional * Efforts to create Southern Private sector finance Maputo Corridor (TA)
infrastructure cooperation are enornous African Power Pool of infrastructure
development * Cooperation can enhance resource * Bilateral transport development * Increase in traffic volumes (TA/WBI) Regional Assistance

utilization (Lesotho Highlands) and and investment initiatives under and transport efficiency; Strategy (ESW)
expand growth potential (Maputo preparation (e.g. Maputo) value of investments in Waterpolicy
Corridor) infrastructure,

manufacturing and Facilitate regional
services; employment and dialogue
income generated

2. Hannonization of * Hannonization increases size of * South Africa working to Regional power pool Regional agri-business
sector policies effective "domestic" market and encourage better banking project (SAPP) study (SADC/ESW)

pemnnits better planning and more supervision
efficient resource use * Increasing cooperation in water, Southern Africa Regional AIDS

power, and transport sectors Enterprise Network support

3. Coordination of trade * South Africa is 80 percent of sub- * South Africa already runs trade * Reduction of regional trade Accounting and Regional trade study
and investment regional GDP and trade, and its size and customs union for several barriers within outward- auditing harmonization (SADC) and oo
policies poses problems to neighbors smaller neighbors looking framework (IDF) dissemnination (WBI)

* Re-integration of South Africa into * South Africa negotiating free * Hanronization of
region has led to increase in export trade agreement with EU, which investment incentives Payments clearing
and investment linkages will affect rest of region system (IDF)
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Annex BIO: South Africa-CAS Summary of Development Priorities

Reconciliation of
Country Country Bank country and

Network area performancea Major issueb priority2 priortyc Bank prioritiesd

Poverty Reduction &
Economic Management
* Poverty reduction Fair Inequality amongst worst in the High High

world with Gini-coefficient of 0.6.
* Economic policy Good Growth remains slow and High High

unemployment is rising.
* Public sector Fair Weakness in public expenditure High High

and debt management, as well as in
implementation, at all levels

* Gender Good Poverty rate for female-headed Moderate Moderate
households is 50% higher than for
males; female unemployment rates
higher than men

Human Development
Department
* Education Fair Inequitable access to education, High High

quality is uneven, and management
capacity is weak.

* Health, nutrition & Fair Apartheid eroded the physical and Moderate Moderate
population human capital assets of the poor.

AIDS prevalence 14%
* Social protection Fair Several anti-poverty programs. High High

Poverty focus of spending has
improved but yielded few tangible
results.

Environmentally &
Socially Sustainable
Development
3 Rural development Fair Skewed land ownership. 86% of High High

land owned by whites much in large
commercial farms. Market assisted
land reforn launched in 1995,
implementation is slow.

* Environment Good Economy strongly natural-resource High High
dependent Environmental
degradation hits poor most.

* Social development Good Poverty, crime and violence lead to Moderate Moderate
tremendous social pressures.

Finance, Private Sector
& Infrastructure
* Financial sector Good Well developed financial sector but Moderate Moderate

limited mnicrocredit and access to
rural areas.

* Private sector Fair High unemployment. Need private Moderate Moderate
investment for labor absorbing
growth.

* Energy & mining Good Well-developed energy and mining Moderate Moderate
sector, need to broaden access to
energy, some mines are closing and
relatively low gold price.

* Infrastructure Fair Skewed pattern of infrastructure High High
development, large backlog.

a. Use "excellent,' "good," "fair," or "poor."
b. Indicate principal country-specific problems (e.g., for poverty reduction, "rural poverty;" for education, "female secondary completion;" for

environment, "urban air pollution").
c. To indicate priority, use "low," "moderate," or "high."
d. Give explanation, if priorities do not agree; for example, another MDB may have the lead on the issue, or there may be ongoing dialogue.-
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Annex C: Economic and Sector Work on South Africa

From the resumption of our dialogue with South Africa, economic and sector work (ESW) has
been designed flexibly, including standard outputs such as reports and infonnal working papers directed
towards policymakers and the academic community, as well as innovative efforts to contribute to public
debate, such as videotapes. The following list provides a thematic summary of recent ESW on South
Africa:

MACROECONOMICS

* Trade Liberalization and Performance (September 1998): Detailed examination of trade
liberalization in South Africa, and impact on export and import performance. Presentation of agenda
for further action, and discussion of links between trade policy and broader macro strategy.

* Labor Markets Adjustment and Inequalities (March 1998): Study focusing on labor market
behavior, in light of disappointing employment growth and continuing wage inequality. Argues for
broad policy framework that goes beyond narrow labor market interventions.

* Economic Update (September 1997): An overall assessment of the central macroeconomic issues of
the economy.

- Macroeconomic Stabilization (May 1997): Macroeconometric modeling exercise, jointly with local
university and Ministry of Finance, to evaluate alternative policy, with particular emphasis on fiscal
policy and income redistribution.

• Job Creation (May 1997): Comparative review of recent labor market studies; analysis of labor
market constraints and evaluation of new labor market legislation.

* Competitiveness Study (May 1997): Examination of policy interventions to generate rapid
industrial growth in the Eastern Cape Province, and facilitation of private/public dialogue to
determine an action plan.

* Higher Growth and Employment (February 1996): Detailed evaluation of the macro policy
options in South Africa.

* Masakhane - Miracle II (Video, February 1996): Presents an assessment of the achievements of the
new Govenmment and the challenges that still need to be faced. More emphasis given to sectoral
developments: health, education, housing and agriculture.

* Budget Reprioritization Program Methodology (July 1995): Support for efforts to overhaul public
investment methodology.

* After the Miracle (Video, August 1994): Video prepared right after the elections and the installation
of the Government of National Unity outlining the challenges faced by the new South Africa.

* Developing a Domestic Funding Strategy for South Africa's Public Sector (May 1994): Paper
assesses domestic funding policy options that recognize need to maintain fiscal discipline. Results
suggest that: (a) combination of the best features of each approach could be developed into a
domestic borrowing strategy during the transition period; (b) the principles underlying a sound
borrowing strategy represent a cheaper and more sustainable policy alternative to simple budget
transfers, that could become highly inflationary.
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* Economic Performance and Policies (Discussion Paper No. 7, April, 1994) Study examines
challenge of promoting equitable and fiscally sustainable growth and evaluates alternative paths to
growth. The broad conclusion is that there is a need to stimulate the economy through public
investment, and revive private investment if South Africa is to achieve sustainable growth. Prospects
of success will be improved considerably if skills are upgraded and a reorientation of exports is
achieved, accompanied by a restructuring of public expenditure to target the poor.

* Economic Perspective (May 1993): Preliminary overview of trends in the South African economy
from the 1960s to the early 1990s. It also provided an outline of future policies geared towards
achieving higher growth for South Africa, which: (a) revive the private sector, maximize employment
growth and narrow income differentials between blacks and whites; and (b) redress inequalities in
access to public services and facilities, including land redistribution.

* Analysis of Employment and Wage Behavior (Discussion Paper No. 3, October 1992): Paper
examining operation and structure of the labor market, and evaluating future prospects and directions
for policy. Central conclusion is that, while the final removal of apartheid accompanied by a full
reintegration of South Africa into the international economy may offer some respite from existing
labor-market pressures, this benefit may be short-lived unless appropriate measures are taken.

* Macroeconomics Issues for the Transition (Discussion Paper No. 2, May 1992): Paper looking at
the macroeconomics of the transition to a new poverty-reducing growth path, including supporting
changes in agricultural, industrial, labor and public spending policy.

POVERTY

* Poverty & Inequality Informal Working Papers (September 1998): Series of informal working
papers summarizing work carried out in support of PIR preparation, covering issues of public
expenditure analysis, gender and violence.

- Poverty and Inequality Report (PIR) (March 1998): PIR aims to help Government develop a
strategy for maximum impact on poverty and inequality, within the fiscal and administrative
constraints that it faces. Work led by the Deputy President's Office, in collaboration with the Bank,
UNDP, ODA; lays the groundwork for more comprehensive poverty monitoring efforts.

• Participatory Poverty Assessment (February/March 1997): Qualitative assessment which
complements the household survey. Coordinated and written by Data Research Africa
(NGO/consultancy), it asks the poor themselves and the NGOs who work with them: "what makes
you poor? and how can you escape from it?" Based on field work of about 20 NGOs/CBOs/field
based researchers.

* Key Indicators of Poverty in South Africa (October 1995): An analysis of poverty in South Africa,
published by South Africa's Office of the Reconstruction and Development Program (RDP), the
report describes key indicators of poverty from a quantitative perspective.

* South Africans Rich and Poor: Baseline Household Statistics (August 1994): Survey published
by the Southern Africa Labor and Development Research Unit (SALDRU), of some 9000 households
drawn from a carefully selected sample throughout South Africa. Main purpose was to collect
statistical information about the conditions under which South Africans live, in order to assist
Govemment to formulate policies to reduce poverty and inequality; and to meet the goals outlined in
the Government of National Unity's Reconstruction and Development Program. Work was led by a
reference group of South Africans and a SALDRU management team, with Bank contribution.
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Reducing Poverty in South Africa: Options for Equitable and Sustainable Growth (June 1994):
Paper integrates and synthesizes main findings and underlying themes that have recurred in a series of
informal studies on the South African economy. Faced with the challenge of reducing poverty, the
document suggests an approach for achieving sustainable poverty reduction and equitable growth, i.e.,
(a) foster a more equitable, labor-demanding pattern of growth; (b) achieve a more equitable
distribution of assets, services and access to markets; and (c) maintain macroeconomic stability.

AGRICULTURE

• Free State Province: Agriculture and Rural Development Program (January 1997): To assist the
Free State Province to develop local priorities, and define an improved system of delivering publicly
funded agricultural services in a manner that increases leverage of private sector participation in the
funding of service delivery.

* Rural Poverty Analysis (April 1996): Study showed that nearly 70 percent of the poor live in rural
areas and derive their livelihoods partly or wholly from agriculture; outlined various coping strategies
of the rural poor and raised awareness on the magnitude and severity of poverty in South Africa.

* South African Agriculture: Structure, Performance and Options for the Future (Discussion
Paper No. 6, February 1994): Analysis of performance of South Africa's agriculture sector and
outlines the strategic options for improving overall structure and performance of the sector in terms of
income growth, job creation, and increased equity, concentrating on large farm sector because of its
dominance and the lack of information on agriculture in the homelands. Paper concludes that
agriculture sector is dominated by large-scale producers able to produce large volumes of output --
achieving national food self-sufficiency for most commodities.

• Land Redistribution Options: Options for Land Reform and Rural Restructuring (October
1993): This work, supported by the World Bank, UNDP and the Land and Agricultural Policy Center
(LAPC), reviewed the options for redressing the acute distortion in asset distribution in South Africa.
The options provide a framework that fosters growth, reduces inequity and poverty, and promotes
sound environmental management. It clearly documents that land redistribution can create
employment, promote increased growth in agriculture and reduce absolute poverty.

ENERGY

Options for the Structure and Regulation of the Natural Gas Industry (May 1995): Report
prepared in response to government request. Recommendations contained in report address the
structure and regulation of the gas industry.

ENVIRONMENT

Natural Resource Issues in Environmental Policy (Discussion Paper No. 9, December 1995):
Synthesis document that weaves the findings from various zonal studies done by the Land and
Agricultural Policy Center (LAPC). Document looks at policy and legal issues, and illustrates some
general principles that ought to guide policy formulation and implementation with respect to water
resources, land resources, nature conservation and forestry resources.
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HUMAN RESOURCES

* Tertiary Student Financing (March 1996): Note on the framework of a financial assistance
program for tertiary education students. Produced in collaboration with the technical subcommittee of
the National Commission on Higher Education.

* Education Sector: Strategic Issues and Policy Options (Discussion Paper No. 10, December
1995): Main conclusion is that public financial support for general primary and secondary schooling
is both the most equitable and most cost-effective investment that governments can make. Within this
framework and budget constraints, the paper identifies three priority areas: (a) expanding access, (b)
improving instructional quality, and (c) strengthening sector planning and management capacity. It
also emphasizes the need to establish a clear relationship between the national and provincial
departments of education to resolve pressing problems in the sector.

* Health Expenditure Review (July 1995): Jointly published by the Health Systems Trust and the
World Bank. Compiled for the first time data from all fonner systems to produce an aggregate picture
of public spending. Also calculated for the first time the estimated private expenditure on health.
Main finding was that health already accounts for 8.5 percent of GDP high by intemational standards
and far more than anyone had previously thought. Showed trends in spending as well as breakdowns
by province, district, and income groups. Provided first reliable estimates of unit costs of health care.
Demonstrated the severe inequity in current health spending, and revealed the severe inefficiencies
even within the privileged "white" health system. Work was initiated and intensively assisted by
World Bank but researched and written entirely by South Africans.

INDUSTRY AND FINANCE

* The Business Environment for Industrial Small and Medium Enterprises (Discussion Paper No.
11, February 1996): Collaborative effort by a team of World Bank and South African researchers
utilizing methodologies for private sector assessment used by the Bank. Methodology introduced as a
useful way of probing the perceptions of enterprises every few years and as a benchmark for
evaluating impact of reforms.

* Selected Financial Issues (November 1995): Compilation of eight separate papers arranged around
three themes - the sourcing (flow of funds from savers through intermediaries to users), channeling
(intermediation process whose parameters are derived by the country's legal and political jurisdictions
and by systems available for financial intermediation) and targeting (use of funds to meet social and
political objectives) of funds in South Africa.

. Framework for Providing Financial Services to Emerging Enterprises in South Africa
(November 1994) and Establishing a Financial Apex for Emerging Enterprises in South Africa
(March 1995): Two working papers, jointly prepared by the Ministry of Trade and Industry
appointed Reference Group on Small Business Development and the World Bank, they outline the
principles and the recommended design of what became Khula Enterprise Finance, the institution
established by the Government to increase access to finance by emerging enterprises.

* Policy Issues in Contractual Savings in South Africa (June 1994): Report encourages the creation
of new institutions and new financial instruments to channel contractual savings to emerging or
neglected investment opportunities.

* Characteristics of and Constraints Facing Black Businesses in South Africa - Survey Results
(Discussion Paper No. 5, November 1993): Report documents the characteristics and constraints
facing small black businesses in South Africa and evaluates their potential to play the dynamic role



54

expected of them. Current govemment policy relies on deregulation and market-based solutions.
However, significant constraints remain. Intemal constraints include the lack of adequate technical,
administrative and managerial skills and the lack of access to financing. External constraints include
highly competitive markets, lack of market infrastructure, and a politically unstable and often violent
business environment.

* South Africa: A Review of Trade Policies (Discussion Paper No. 4, August 1993): Overview of
South Africa's trade regime and assessed its ability to sustain a prolonged export drive. Review of
existing policies and assessment of their impact on the perfonnance of the manufacturing sector,
including suggestions to attenuate its inherent anti-export bias. Report's main conclusion is that
South Africa's trade regime, while not overly protective, is fluid and complex, with a bias against
exports.

* How Can South African Manufacturing Efficiently Create Employment: An Analysis of the
Impact of Trade and Industrial Policy (Discussion Paper No. 1, January 1992): Study explores
the degree to which South Africa's manufacturing sector has the potential to move onto a dynamically
efficient labor-demanding growth path, and on the kind of industrial policy reforms that might be
required to realize that potential.

URBAN

* Changing Spatial Structure, Urban Productivity and Development Strategies for South African
Cities (June 1994): Assessed changing spatial pattems of economic activities, employment and
housing locations, and formulated urban development strategies.

* Financing the Metropolitan Areas of South Africa (Discussion Paper No. 8, February 1994):
Report concludes that a metropolitan system of finance would best support the process of
amalgamnation of cities and townships and provide the basis for an effective local government system
in South Africa.

WATER

* Water Pricing (October 1995): Worked collaboratively with a team of South African Officials and
Consultants to advise on revisions to South Africa's water pricing policy. Output included power-
point presentation to Department of Water Affairs and to a National Conference on Water
Conservation. Bank's involvement was instrumental in facilitating a radical revision in South
Africa's approach to Bulk Water management. Further comments provided on "just-in-time" basis as
work developed. Advice extended into water trading and water markets.



Annex D: Activities Of Principal Donors In South Africa

DONOR ACTIVITIES TYPE OF AID
PROVIDED

Australia Support for: capacity building and education; community water and sanitation; ground water mapping; Technical
sport development systems; institutional strengthening; legal issues; budget review; health financing and assistance/cooperation
promotion; reducing HIV/AIDS; technology policy; quality assurance.

Belgium Support for: Health (control of STDs and TB, improvement of vaccine cold chain and health Grants
management); community policing.

Canada Support for: govemance and public policy; education sector; justice system and training for legal staff; Grants and Technical

technical assistance for finance and FISCU; information technology and telecommunications sector Assistance
development; trade and industrial policy; SMME development; parliament; Maputo Corridor; science and
technology policy development; environmental policy development; water demand management; water
quality and community water supply programs.

Peoples Support for: small fanner development; teacher education; community forestry Grants

Republic of
China
Denmark Support for: parliament; training of Commission for Conciliation and Mediation Commissioners; SMME Grants and Technical

support and development; land reform; forestry; biological diversity; support for Establishment of Kgaso Assistance
Trust; water supply and sanitation; waste management and pollution control; education and teacher
training; environmental policy and implementation support; justice system and law enforcement; support
on women in development; Peoples Participation Programme; energy planning; low-income dwelling
design

European Support for: infrastructure, water supply/sanitation, energy, SMMEs, industry, telecommunications Loans

Investment
Bank
European Support for: Health (HIV/AlDS, District Health, Health Service Restructuring, sector support); land Grants and Technical

Union reform; water (Water and Sanitation Programme: Eastem Cape; Working for Water Project); SMME Assistance
development support; TA and Consultancy Programme; Library Books and Training for HDIs; Cato
Manor Development Project; Policing in Eastem Cape; Support to TRC; Parliamentary Support
Programme; Education (Support to Dept. of Education; Electrification of Rural Schools, sector support);
Finance (SADC Finance and Investment Sector Research; support to Acct. General's Office; programme
management support); Agriculture (Food Security Training; Community Project Fund)



Finland Support for: Water (Water Law; Working for Water Programme; Catchment Area Management; Fibre Grants, Technical
Resource Study); Health (Parasite control; health equipment); President's Education Initiative Assistance, Donation of

Health Equipment
France Provision of: education equipment; telecom equipment; and equipment for water sector Equipment
Germany Support to: Housing (low cost rural and urban; National Housing Finance Corporation; Urban Technical Assistance;

Upgrading); Finance (Study and Export Fund; Economic and Development Policy Advisory Services; One Loan (Urban Low
"Think Tools"; Agriculture (Small Farner support BATAT -Northern Province); Land Affairs Cost Housing); and Joint
(Reorientation of Protected Areas); Labor (ETDP Program; national training strategy initiative; Demonstration
Vocational Training Fund); Education (Teacher training; Science Education Centre: Soweto); Energy
(Solar Cooler Demonstration Project); Provincial Administration Support (Eastern Cape and
Mpumalanga); Legal Drafting support
Decentralized Development Planning and Policy support; Basic Skills Training; SMMEs (Ntsika, Policy
Secretariat Support; President's Second Conference on Small Business; Trade and Investment Promotion)

Greece Health Clinic in Gauteng Grants
International Employment standards; child labour initiatives; training of inspectors Technical Assistance;
Labour technical co-operation
Organization .
Italy Health (Projects in KwaZulu/Natal and Gauteng; Mother and Child Health with UNICEF) Grants and Technical

Assistance
Ireland Justice (women leadership development; human rights; democratization; capacity building, TRC); Water Technical Assistance;

Affairs and Forestry (Community and Social Forestry; National Community Water and Sanitation Grant Aid
Training Institute); Capacity Building in Dept. of Labour and National Training Board; President's
Education Initiative

Japan Provision of Hospital Equipment; Assistance to the Department of Education; Indo-SA; JICA Training Grants, Technical
(110 candidates from various departments); OECF Loans (Rural Social Infrastructure, KwaNdebele Water Assistance, OECF Loans
Augmentation program, Urban Rail Passenger Modemisation Project, Eastern Cape Province Rural Roads and JEXIM loans
Reconstruction Project); JEXIM Loans (ESKOM, DBSA, IDC, Transnet)

Netherlands Support to: education; youth development; building of schools; democratization of Parliament; Welfare Grants
Partnership Pilot; Capacity-building Welfare Department; Pollution Control Waste Management;
Women's Conference; TRC; electrification of rural schools; housing

New Zealand Support for: tertiary awards, primary and non-formal education and training and volunteers (Eastern Grants and technical
Cape); short-term technical assistance to various departments assistance



Norway Support to: local elections and local administration; Robben Island; constitution making processes; Grants and technical
fishery research and policy; environmental cooperation; education (various activities); energy policy; assistance
small business; housing; labour force study; cultural grant; constitutional court library; TRC; statistics
support; petroleum sector.

Spain Nkgothatseng Primary School Grant
Sweden Support to: education; electrification of rural schools; museums; human rights and democracy training; Grants and technical

public service bargaining council; information technology; statistical services; rapid response fund; assistance
Women's Empowerment Unit; Public Participation Programme; Constitutional Information Programme;
TRC; MPSA Advisor; Presidential Review Commission; organizational and financial management
development (N. Cape); legal forum on education; low-income housing; Beijing conference; Robben
Island Training Inst.; schools building (N. Cape)

Switzerland Support for: tertiary education; culture of leaming (E. Cape); housing and upgrading of townships Grants and technical
(Ibhayi); TRC; Public Participation Programme assistance

United Support to: agriculture and rural development; health; coastal zone management; land reform pilot Grants and technical
Kingdom program; forestry; health services JHB metropolitan council; small business development; distance assistance

learning in economics; revenue services; community policing and crime management; SAMDI; Public
Service and Administration; advocacy training; parliamentary visits; local govemnment development;
Poverty and Inequality report; housing and transport delivery; technology foresight exercise.

UNDP Support for: health sector in rural areas; HIV/AIDS; housing; SMME development; National
Parliamentary Service study; Poverty and Inequality report, local industrial parks; botanical diversity in
Southern Africa; environment and environmental management; financing for small-scale energy users in
SADC region; SADC Water Round Table; Dept of Public Works; crime and policing; capacity-building
(Youth Justice); Finance department; provincial management (Frce State); UN Training and Education
Programme for Southern Africa; Flexible Funding Mechanism

UNFPA Support for statistical services Grant and technical
assistance

USAID Support for: administration of justice project; education; primary health care; economic growth Grants and technical
analysis/Mandela Economics Scholars programme; black private enterprise development; basic shelter assistance
support); restructuring state assets; municipal infrastructure provision; community-based water
development; shelter and urban development support
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