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QUARTERLY ECONOMIC REVIEW 

SUMMARY AND CONCLUSIONS 

{I )The upswing in general economic activity 
in Sout h. Africa which began about three 
years ago continued throughout the first 
four months of 19M. Income and production 
increased substant iall y. while most other 
economic indicators revea led definite furth er 
upward tendencies. 

(2) Fi xed capita l outlays in both the public and 
private sectors continued to rise strongly. 
while consu mer spending. which had tended 
to leve l o ff during the last quarter of 1963. 
advanced with new vigour during the fi rst 
qua rter of 1961. The expansionary effect of 
these increases was reinforced by a new 
upturn in Govern ment ex penditu re, but mer_ 
chandise exports showed little change and 
the gold output increased only moderately. 
Inventories in general continued to rise. 

(3)As investment and consumption moved for_ 
ward tog ether. imports understandably in­
creased fu rt her li nd during the first fi ve 
months of 1961 the current account of the 
bala nce of payments showed a small deficit. 
If sellsonal movements are excluded. how­
ever, there would still appear to have been 
a sma ll current surplus . S in ce there was 
also a net outflow of ca pital during this 
period. the total gold and foreign exchange 
reserves held by the Rese rve Bank . the 
commercia l banks and the Governmen t 
declined noticeably. namely from R578 
mill ion at the end of Decembe r, 1963, 10 
R5i7 million at the end of May. 1961. 

(4)Despite the decl ine in the reserves, the 
quantity of money and near-money in the 
hands of the private sec tor nOt onl y in­
creased further during th e first five months 
of 1964 but, after allOWing for seasonal 
influences. more or less kept pace with the 
rapidly rising g ross national product. The 
main reason for this was a substant ial in­
crease in credit extended to the private 
secto r by commercial banks and othe r 
liquidity-creating banking institutions. In 
the preva il ing conditions. however, this pro­
cess o f credit expansion brought about a 
considerable decline in the liqu idity ratios 
of most of these insti tutions Althoug h con­
tinuing to be affected by shifts of tax and 
other funds to and from the Government. 

money market conditions in general tended 
to tig hten so mewhat and short-term rates 
moved up g radua ll y. 

(5) ln the capita l ma rket. the bala nce between 
the demand for and supply o f scrip im­
proved considerably as th e te mpo of new 
issues in creased at a time when the "spilling 
over" of liqUidity into med iu m and long­
term securities of va rious kinds was show­
ing signs of drying up. From about April. 
stock ex,hange activity slowed down 
noticeabl y and yields on most shares either 
ceased to decline o r act ually began to rise. 
while moderate upward press ure on interest 
rates became noticeable in the gi lt-edged 
and mortgage markets. 

(6) ln gene ral. the South African economy st ill 
appears to be co mbinin g growth with sta­
bility. Despite the existence of virtually full 
employment and even bottlenecks. th e 
further increase in the various components 
of domestic spending has not yet given rise 
to any overall demand inflation . The 
Reserve Bank has, howeve r. recently come 
to feel some concern at the exte nt to wh ich 
the various classes of ba nking institutions 
have been creati ng credit for such purposes 
as consumption and specu lation in shares 
and rea l estate. Fo r this reason the Bank 
has allowed in terest ra tes to rise gradually 
in response to the operation o f th e natura l 
forces descri bed earlier. while the emphasis 
in monetary policy in genera l has tended to 
shift sligh tly in the direction of g rea ter 
caution. 

NATIONAL A CCOU NTS' 

Gro5S National Product 
During the first qua rter of 196'i th e real 

gross national p roduct increased at an anoual 
rate which, although lower than the abnormally 
high tem po attamed during the second and 
third qua rters of 1963 (when considerable slack 
stili existed in the economy). was still in th e 
vicinity of 6 - 7 per cent. 

1 The analYllla In lhll aeetlon ot t.be review Is latielY 
based on the Relflrve Ban.', ~uarterty t'IIti.mateti ot 
the national account&. a ft er a t! uSlmenl tor 5elUOn.'l 1 
tellUcncles. SIIlCC! tbese quarter y flVUre, are not yet 
Judled ren,ble enollih. lor publication. the analySis 
Is con tlned 10 palntlnl out broad lendenclu 
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Expenditure Tendencies 

The main reason for the further rise in the 
gross national product would appear to have 
been a continuation o f the sharp upward move~ 
ment in both public and private fixed capital 
o utlays which had become evident from about 
the middle of 1963. At the sa me time, consumer 
spending . which had tended to level of( during 
the last quarter of 1963. resumed its upward 
movement, particularly in the fi eld o f motor 
ca rs and other durable goods. The expan~ 

sionary effect of these increases was. moreover, 
reinforced by a new upturn in the current ex~ 
penditure of the Government. In addition, 
invenrary investment rema ined substantia\, 
mainl y as a result of a furthe[ accumulation of 

• commercial and manufact uring stocks. 
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Exports of merchandise goods and services, 
which had tended to level off from about the 
middle of 1963, again showed little change, 
whde the gold production continued to rise 
moderately. Since the continued rise in domestic 
expend iture was accompanied by a substantial 
further increase in imports of goods and ser~ 
vices, the current account of the balance of pay· 
ments according ly deteriorated noticeably. as 
will be set out in g rea ter detail later on. 
Saving 

Gross domestic saving declined slightly dur­
ing the first quarter. Preliminary estimates 
suggest that the biggest decrease occurred in 
personal saving, which la rgely represented the 
counterpart of the substantia l increase in 
private consumption. 

PRODUCTION AND EMPLOYMENT 

Despite the state of virtuall y full employ~ 
ment prevailing in the economy. the seasonally 
adjusted Index of the physical volume of manu~ 
facturing o utput, which had tended to level off 
towards the end of 1963, increased quite 
sharply during the first quarter of 1964. The 
main branches of secondary industry contr i but~ 
ing to this new upward movement were those 
producing products from petrole.um and coal, 
non~metallic mine.ral products and textiles. 

As expected. the seasonally adjusted index 
of registered unemployment. which had risen 
slightly during January, declined again during 
February, March and April. 
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PRICES 

NotWithstanding the combin ed rise in 
domestic invest ment and consumption , there 
was little evidence of total demand pressing 
undu ly upon available resources during the 
first five months of 1964. and both wholesale 
and retail prices increased only slight ly. After 
remaining on virtually the same level from 
August. 1963. to February, 1964. the con~ 
sume r price index (1953 = 100) did in crease 
from 123.3 in February to 124.4 in April . But 
this rise was main ly the result of an inc rease in 
food prices and in May the index declined 
sl ightly to 124.3. 

OTHER ECONOMIC INDICATORS 

As the accompanying graphs indicate, the 
seasonally adjusted indices for bank debits. 
railway earnings. building plans passed, real 
estate transactions and retail sa tes all reveal a 
definite furthe r upward tendency during the 
first four months of 196'1 . alt hough conSiderable 
fluctuations again occurred from month to 
month. The behaviour of these indicators con­
firms the impression that the South African 
economy remained in an expansionary phase 
o f the business cycle during this period . 

BALAN CE Of PAYMENTS 

Cu rrent Account 

The continuing upswing in general economic 
act ivity during the fi rst quarter o f 1964 was 
accompanied by a substantial fu rther rise in 
imports. Exports of merchandise, on the other 
hand. remained at more o r less the relatively 
high level attained during the third and fourth 
quarters of 1963. After taking into account also 
the net gold output and net invis ible payments 
to the rest of the world, the resul t of these 
cha nges was that the ba lance of payments on 
current account, for the firs t time since the last 
quarter of 1960. showed a deficit. namely of 
R7 million. I f seasonal movements are ex­
cluded, however. there ","ould still appear to 
have been a small current surplus. 

Balance of Payments on Current A ccount 

(R millions) 

1963 ,,.., 
\" '"d J,d ',h \" 

Qlr. Qlr. Qlr. Q •. Qlr. 

Actual Su rplus ( + ) 
or Deficit ( - ) 26 37 43 42 -7 

Seasonally Ad_ 
justed Annual 
Rate 160 168 196 76 12 



Private Capital Movements 
In addition to the deterioration in the balance 

of payments on current account, a net outflow 
of private capital (including errors and omis­
sions) of as much as R38 million occurred dur­
ing the first quarter of 196'1, as compa red with 
only R14 mill ion during the preceding quarter. 
This increase was mainly due to a reversal of 
the short-tE:rm capital inflow which had been a 
feature of the balance of payments during the 
last quarter of 1963 and which would appear 
to have arisen in part from trade credits ex­
tended to Sou th African importers by foreign 
suppliers. It is possibl e that this reversal partly 
represented a switch from foreign to do mestic 
financing o f trade. 

A second factor contributing to the large 
outflow was substantial further allocations 
under the arbill"age and permit schemes of ex­
change control relaxation. which helped to 
bring about net sales of South African securi­
ties by foreigners to South African residents of 
R25 million.' 

Official and Banking Capital M ovements 
In contrast to the behaviour of private 

capital, official and banking capital registered 
a net inflow of R34 mill ion during the first 
quarter. as compared with a net outflow of R20 
million durin!=! the fourth quarter of 1963. This 
inflow included an amount of Rl2 minion 
which was subsc ribed to the special Non_ 
Resident Bonds issued by the South African 
Government and an inflow of capital to the 
commercial banks amounting to RIO million. 

Gold and Foreign Exchange Reserves 
The net result of the current deficit of R7 

million, the net private capital outflow of R38 
million and the net inflow of official and bank­
ins:! capital of R34 million was a decline of R II 
million in the total gold and foreign exchange 
reserves held by the Reserve Bank, the com­
mercial banks and the Government during the 
fir st quarter. These reserves reached a month­
end peak of R583 million in Janua ry before 
declining to R567 miilion at the end of March . 

I This figure Include. an adjustment for nominee and 
direct tranMCtions. whlle the capital movement.ll 
attributable to Soutb African Investment In foreign 
securities listed In Johannesbut'J were neg"lhrtble. The 
purch8lles anll I181e8 by South African realllents as 
"POrted by stockbrolr.en and unlUlJuete<l. for nominee 
a nd direct transactions have been lUI folloWli since 
the begl.nnln~ ot '963. 

(Rmlillons) 
NO< 

Purchflees "'~ Purch8lleS 
1963 : 

1St Quarter 26.7 11.1 14.6 
2nd Quarter 30.0 12.6 1a.1 

'''' Quarter 27.5 11.1 10.4 ". Quarter 33.0 .., 23.5 
11164 : 

Jan uary 10.4 ,., 6.6 
February 10.7 ' .1 6.6 
Marcb 12.8 5.' '" ~ril (provlsIOnal)- 96 ' .9 '9 

ay (provlllonalJ _ 1.0 3.' , .. 

Devdopmems during April and May 

Although imports set a new monthly record 
in April before declining somewhat in May, the 
current account of the balance of payments did 
not deteriorate further during these two 
months, but would appear to have been more 
or less in balance. As a result of a net outflow 
of both private and public capital, however, the 
total gold and foreign exchange reserves de­
clined by another R20 million to a level of 
R547 million at the end of May. Of this total 
the Reserve Bank held R502 million , the com­
mercial banks R25 million and the Government 
R20 million. During June the Reserve Bank's 
holdings remained more or less unchanged. but 
preliminary indications are that the foreigo 
exchange held by the commercial banks de­
creased further. 
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MONETARY AND BANKING 
SITUATION 

Money and Near-money 

Despite the decline in the gold and foreign 
exchange reserves referred to earlier. the 
quantity of mo'ney and near-money in the hands 
of the private sector increased by R95 million 
during the (irst fi ve months of 1964 . This was 
entirely attributable to an increase of RI03 
million in credit crea ted for the private sector 
by the banking sector. The latter increase, in 
turn, largely re presented increased lending by 

the commercial banks. 



The main other factor affecting the supply 
o f money and near-money in the private sector 
du rin g this period was the behaviour of Go­
vernment deposits with the banking sector. 
Afte r rising substantially during January and 
February to a level of R287 million , these de­
posi ts declined sha rply to RI82 million at tbe 
e nd of May. This return of funds from the 
public to the private stctor naturally helped 
to augment the supply o f money and neac­
money in the hands o f the latter. 

As far as can be judged. it would appear 
that, notwithstanding the further upswing in 
economic activity, the seasonally adjusted ratio 
o f money and near-mone y to gross national 
product increased slightl y during the first 
q uarter o f 1961. In other words, the tightening 
influence which the change from surplus to 
de ficit in the overall balance of payments must 
have ha d on the liquidity o f the private sector, 
was more than offset by the creat ion of new 
mo ney by the banking system. 
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Commercial Banks 

After having shown a distinct tendency to 
level out during the final quarter of 1963, the 
commercial banks' discounts and advances in· 
creased further by R118 million or 17 per cent 
du ring the first five months of 1961. This sub· 
stantial increase would appear to have been 
largely associated with the strong upward ten· 
deocy shown during this period by investment, 
consumption, imporls, stock exchange turnover 
and economic activity genera ll y. 

Although fluctuating as a result mainly o f 
the shifts of funds to a nd from the public 
sector, the commercial banks' cash, money at 
call a nd investments tended to move down· 
wards during this period. The inevitable result 
was a sha rp decline in their average liquidity 
ratio, namely from 14.1 per cent at the end o f 
December, 1963, to 38. 1 per cent at th e end of 
April, which was the lowest level attained since 
June, 1961. In May, however, this ratio in­
creased slightly to 39.7 per cent. 

Merchant Banks 

Acceptance credit facil ities extended to the 
private sector by the merchant banks, which 
unlike the discounts and advances o f com­
mercial banks had continued to rise during the 
fourth quarter of 1963. showed a substantial 
further increase during the first five months of 
1961. In Marc.h they exc.eeded RlOO million for 
the fi rst time and at the end of May attained 
a value of R109 mil lion. 

Deposits with merchan t banks, which had 
declined slig htl y between Janua ry and March, 
showed a fair rise in April and May, also for 
the first time passing the RIOO million mark. 

A further significa nt feature of merchan t 
banking durin g the first five , months of 196'1 
was a persis tent increase in their holdin gs of 
"other bills" (ma inl y bankers' acceptances) to 
a tota l of R39 million at the end of May. 
National Finance Corporation and Discount 

Houses 
Tota l ca ll money he ld with the Nat ional 

Finance Corporation and the discount houses 
fluctuated around a more or less hori zontal 
trend during the first five months of 1961 and 
amounted to R290 million at the end of May, 
compared with R295 million at the end of 1963. 
From time to time, however, notable shi fts 
occurred in the composition of this tOlal accord. 
ing to the type o f depositor, mainly as a result 
of the temporary placement of Government 
funds with the discou nt houses with a view to 
easing the strain caused by the movement of 
tax and ot her funds [rom the private to the 



public sec tor. At one stage. at the end of 
March, the Government had as much as R65 
million on deposit with the d iscoun t houses, but 
this figure declined to R27 million at the end 
o f June. 

An important feature of the investing activi­
ties of discou nt houses duri ng this period was 
a marked decline in their Treasury biIJ port­
foliO. Thus. in comparison with an approximate 
one to one ratio in October last year, the 
houses' holdings of bankers' acceptances in 
May, 1964, we re more th an double those of 
Treasury bills. This development would appear 
to have been associated with the further up­
swing in economic activity gene rally and. more 
particularly. wi th the increased acceptance 
facilities granted by the merchant banks. 

R eSf!f Ve B ank 

Reserve Bank credit remained moderate 
throughout the first five months of 1961. In­
deed, a fter risi ng to RI25 million in January in 
response to the tightening of monty market 
conditions resulting from t"he then prevailing 
flow o f funds to the Govern men t. the Bank's 
discounts, advances and investments declined 
to R60 million at the end o f May, At the end 
of most months during this period, howeve r, th e 
Bank's credit to discount houses attained the 
relatively high level of about R30 million. 

In sharp con trast to the commercial banks, 
whose average liquidity ratio. as mentioned 
ea rlier, had declined to a relatively low level 
by the end of M ay, the Reserve Bank had a 
legal gold reserve ratio o f over 90 per cent at 
that stage. 

CAPITAL M ARKET 

As in t'he banking secto r, conditions in the 
ca pital market tig htened gradually during the 
course of the fi rst five mon ths of 1964. Not 
only did the "spilling over" of liqu idity in to 
medium and long-term securities tend to be 
reversed. but the cont inuing rise in fixed invest­
ment brought with it a stron g d emand for 
capital, as indicated by the fact that net 
borrowing by the Gove rn ment, local a uthorities 
and public corporations plus new capital raised 
by the private sector amoun ted to about R122 
million in the fjrst quarter of 1964, which was 
roughly equal to the figure for the fourth 
quarter o f 1963 and noticeably higher than the 
average quarterly figu re for 1963 of R97 
million. 

During April and Ma y the tempo of new 
issues pic ked up s till furtb er. Prel im inary 
figures indicate that during these two months 
new capital amounting to about RI38 million 

I UnlldJuated lor nominee and direct trno.llactlona. 
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was raised. The priva te sector's recourse to tbe 
capital market accounted for R63 million of 
this amount. compared with R3l million during 
the first quarte r. The Government's share 
amounted to Ri 9 million and. as during the 
first quarter, represented mainly borrowing 
from the Public Debt Commissioners. 

In addition to the new issues re ferred to 
above, the supply of scrip was fu rther in creased 
d uring the fi rst five months of the year by the 
purchases br South African residents from 
foreigners 0 secu rities listed on the Johannes­
burg Stock Exchange to the extent of R29 
million. I 

Sharf!' Prices and Yields 

These factors helped to bri ng about a better 
bala nce between the demand for and suppl y 
of scri p in the capita l ma rket and would appear 
to have been partly responsible for a chan ge 
o f mood on the Stock Exchange from about 
April . Thus the index of the number o f shares 
purchased declined substantially during April 
and M ay, while secu rity prices stopped rising 
and, in general, tend ed to stabilise. The prices 
of gold mining sha res, which had risen again 
du ring the first quarte r, actually decl ined 
somew ha t durin g April and May and the 
average yie ld on these sha res rose to above 
6! per cent. The stron g upward movement in 
indust rial and commercial share prices likewise 
came to an end d uring April, at which stage 
the average yield on these shares had a lready 
declined below the 4 per ce nt level. 

Gilt-edged M arket 

In the gilt~edged market a gradual change 
beca me noticeable d urin g the second quarter. 
M ode rate but in creaSing upward pressure was 
exerted on g il t~edged rates and the Reserve 
Bank found itself ca lled upon to buy a fai r 
amount of Government securi ties. Towards the 
end of this period. these purchases were 
effected at rates above the Bank's normal 
pattern . 

BUilding Societies 

Ma inly owing to a substantial further rise in 
thei r share capital, which more than offset a 
sl ight downward tendency in their deposits, the 
building societies experienced a considerable 
further increase in their resources during the 
first five months of 1964. But as the bui lding 
boom progressed, the demand fo r mortga ge ad­
vances increased even more strong ly, with the 
result that towards the end o f this period the 
societies fou nd themselves unable to meet all 
reasonable demands made on them for loans. 
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CREDIT POLICY AND INTEREST 
RATES 

D~spit~ th~ stat~ of virtually full employ~ 

m~nt prevailing in the economy and the con­
tinued existence of ce rtain bottlenecks, the 
R~s~rv~ Bank did not view the further increase 
in com mercial and other bank credit duting the 
first four months of 1964 with any alarm, but 
accepted it as a natural corollary to the con­
tinuing upswing in g~nera l economic activity. 
More recently, howeve r, the Bank began to 
fe~l some concern at the ~xtent to which the 
various classes of banking institutions were 
creating credit [or such purpos~s as consump­
tion and specu lation in shares and real estate, 
and consu l t~d tb~se institutions with a view to 
obtaining their co-operation in [or~stalling the 
emergence of uc~ses of this kind . 

In the m~antime it had become clear that in­
terest rates wer~ at last showing a definite 
tendency to rise from the abnormaJly low level 
at which they had remained for about a year 
and a half. This was not at fi rst so apparent 
in the case of the Treasury hill tender rate and 
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other related money market ra tes. Indeed, the 
Treasury bill rate which had risen s teadily 
during January and February of 1964, mainly 
owing to a substantial build-up of Government 
funds with the Reserve Bank, t~nded to level 
off temporarily during March, April and M ay 
at round about 2.60 per cent. This levdling off 
would appear to have been related to an easing 
of the money market under the influence of 
inter aUa a decline in both the Government',s 
deposits with the Reserve Bank and in the 
amount of Tr~asury bills outstanding. From 
the last w~ek in May, however, the T reasury 
bill rate resumed an upward movement and by 
the 26th J un ~ had reached 2.86 per c~nt. 

Althoug h the monetary a uthoriti~s, from the 
end of January onwards. transr~rred a sub­
stantial pa rt of Ihe Government's deposits 
from the Reserve Bank to the money market in 
order to reliev~ the strain produced by the flow 
of funds from the private to the public sector, 
they did not at any stage during this period 
conSciously strive to bring about an actual 
decline in short·term i nt~r~s t rate!. On th~ con­
trary, with a view 10 the pr~vailing economic 
,sit uation. it remain~d the official policy to per­
mit the Treasury bill and other short-term rat~s 
to rise gradually in response to the operation 
of natura l forces. 

The gradual shih in emphasis in monetary 
policy also led the Reserv~ Bank to announce 
on the 21st May that the procedure which it 
had followed ,since May, 1962, of quoting a 
separa te rate, namely 1- per cent above the , 
current ave rage tender rate, for the discount of 
T reas ury bills and for advances against the 
secu rity of these bills, was no longer con­
sidered appropriate, and that it would, there­
fore, revert to the more customa ry money 
market procedure of applying Bank rate to suc h 
accommodation. The increase in the cost of 
Reserve Bank credit caused by this policy 
change probably contributed to the new up­
wa rd movement in the Treasury bill tender 
rate towards the end of May and the beginning 
of June. 

But while the Treasury bill rate and related 
money market rates moved up only gradua lly, 
the tight~ning of the position of the com­
mercial banks and building sc)Cieties as a result 
of the increased demands made on them. 



brought about a sudden and fairly substantial 
increase in the rates on fixed and savings 
deposits quoted by these institutions in May 
and June. The building societies set the ball 
rolling by raising their rates on fixed deposits 
of 15 months and longer from 4 to 4; per cent 
on the 30th April. The commercial banks, which 
had allowed their fixed deposit rates to remain 
somewhat below those of the building societies 
during the preceding period of abnormal Iiqui~ 
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dity, followed on the 2nd June by bringing 
their rates up to the level then paid by building 
societies. Thereupon, the Association of Build . 
ing Societies on the 18th June recommended to 
their members a general increase in rates on 
both deposits (including savings deposits) and 
shares, as well as an increase from 6; to 7 per 
cent in the rate on new mortgage loans, leaving 
it to individual societies to decide what to do 
about the rate on existing loans . 

Ind ices - E.l:cluding Seasonal Changes (1953 = 100) 

1963 196'l 

1" 2,d 3,d "h 1" 
Otr. Otr. Otr. Otr. Qrr. Apr. M,y 

Bank Debil.! 258 2" 292 31' 31' 3 .. 301 
DIscounts and Advanc~s of Commercial Banks 191 WI 217 22 1 227 2<0 2<7 
Stock Exchange Turnover .16 m iS6 'W 671 9<0 '" Manufacturing Output ( 1956/7= 100) 137 I" 151 1" 157 173 
Value of Gold Production 230 231 23. 236 239 2<0 2<0 
Value of Imporl! HI liB 152 16S 169 196 170 
Value of Exports 161 161 171 l7< 178 183 173 
Railway EarDings 185 191 19< 198 210 222 
Value of Retail Sales 12< 127 131 133 1>1 1<0 
Value of Pro~rty Transactions 118 1H 158 168 177 192 
Value of SuJldlng Plaos Passed 121 139 166 1'0 20S 176 132 
Employment: 

Private Manufacturing 126 128 132 13< 
Private ConstructIon 103 112 119 121 
Mining 122 120 120 119 122 123 

Unemploymeot 1'1 172 ISS liS 152 J3S 
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