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QUARTERLY ECONOMIC REVIEW

SUMMARY AND CONCLUSIONS

The South African economy at present
enjoys great prosperity and would still
appear to be in an expansion phase of the
business cycle. Although the current econo-
mic upswing has now lasted well over three
years, which is longer than the average dura-
tion of past cyclical upswings, present
indications suggest that it has by no means
yet run its course and is still endowed with
considerable vigour,

In both the private and public sectors the
rate of increase of fixed capital outlays on
plant, equipment and construction tended
to be even higher during the third quarter
of 1964 than during the second quarter.
The marked expansionary effect of these
increases was further reinforced by another
substantial rise in private consumption. On
the other hand, merchandise exports de-
clined noticeably, while inventory investment
and current Government expenditure also
decreased somewhat. Gold production again
increased moderately.

With merchandise exports declining and
imports rising strongly as a result mainly
of the further expansion of both capital
and consumer outlays, the current account
of the balance of payments showed
a substantial deficit during the third quarter.
This, however, coincided with a considerable
net inflow of private foreign capital, so that
the total gold and foreign exchange reserves
of the country declined only moderately.

Partly as a result of a further rise in com-
mercial and other bank credit, the liquidity
of the private sector, as measured by the
seasonally adjusted ratio of money and
near-money to gross national product,
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remained at a high level during the third
quarter of 1964. The further increase in
bank credit, however, helped to reduce the
liquidity ratios of most banking institutions
to a relatively low level. This, in turn, not
only limited their ability to create more
money, but also brought upward pressure
to bear on short-term interest rates.

In the securities markets various factors
combined during the period August to No-
vember to reverse the downward tendency
in stock exchange turnover and share prices
which had followed the attainment of peak
levels in the second quarter. These in-
cluded a decline in new issues, a reduction
in allocations under the “arbitrage scheme”
of exchange control relaxation and the con-
tinued prosperity of the economy in general.
Some upward pressure was, however, exerted
on gilt-edged rates towards the end of this
period and early in December the Reserve
Bank increased its pattern of interest rates
for Government stock by } per cent.

While the balance of payments position of
the country remains sound and the gold
and foreign exchange reserves are at a
relatively high level, the economy has
recently tended to move into the early stages
of general demand inflation. For this reason,
the Reserve Bank has not only welcomed
the natural tightening of the banking
situation and the tendency for interest rates
to rise but has also applied certain measures
with a view to strengthening the country’s
defences  against  inflationary  pressures.
These steps included the exercise of further
moral suasion over banking institutions, a
more restrictive attitude towards redis-
counting by the Bank, the withdrawal of
Treasury funds from the money market and
an increase in Bank Rate from 4 to 4}
per cent on the 8th December, 1964.
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