Quarterly economic review

General observations

One of the policy objectives for 1972 was 1o improve
the balance of payments in order to remove the re-
straining effect on economic growth of a large overall
deficit such as that recorded during 1970 and 1971.
This aim was achieved through appropriate exchange
rate and monetary and fiscal policies, assisted by
favourable developments on international commodity
markets, a sharp rise in the price of gold on the private
market and a good agricultural season in South Africa.
After overall balance of payments deficits of R286
million and R239 million had been registered in 1970
and 1971, respectively, a surplus of R405 million was
recorded in 1972. The overall surplus in 1972 consist-
ed of a capital inflow of R502 million and a small
deficit on current account of R97 million. This small
deficit on current account represented a dramatic
improvement from a deficit of close to R1 000 million
in 1971. Itis furthermore gratifying that this strength-
ening of the current account was attributable not only
to a substantial increase in the net gold output, but
also to a marked increase in both the volume and value
of merchandise exports. The value of imports showed
only a slight decline although the volume dropped
sharply. This turnabout in the balance of payments
resulted in an approximate doubling of the gold and
other foreign reserves from their low level of R570
million reached at the end of November 1971 to
almost R1 100 million at the end of December 1972.
The improvement in the balance of payments during
1972 enabled the Government to fix a new parvalue
for the rand on 25 October 1972 at a level which was
about 4 per cent higher than the market exchange rate
to which the rand had floated downward with sterling
after June 1972. Moreover, when on 12 February
1973 the dollar was devalued by 10 per cent and
sterling depreciated further against the rand, the
Government decided to maintain the parity of the
rand in terms of gold. Towards the end of February
the doilar again came under pressure and exchange
markets were closed from 2 to 19 March 1973.
From 19 March six of the EEC countries floated their
currencies together against the dollar and the South
African Government again decided to keep the parity
of the rand unchanged in terms of gold and to con-
tinue to quote exchange rates in dollars.

On the domestic front, the various measures taken
to stimulate economic growth and curb inflation were
not as immediately successful as those to improve the
balance of payments. The economic growth rate for
1972 as a whole was still disappointingly low, and at
the same time, the rate of inflation was high by South
African standards. However, if the favourable change
in South Africa’s terms of trade is taken into account, a
higher real growth rate of approximately 4 per cent was
attained during the past year. A gratifying feature of the
increase In the gross domestic product in 1972 was
that the largest contribution was made by profits of
business enterprises, whereas salaries and wages
rose much less in 1972 than in 1971. The moderate
rise in salaries and wages, therefore, enabled exporters
and other enterprises to take advantage of the changes
in exchange rates that took place since 1971. Further-
more, although the growth rate for 1972 was low by
South African standards, various monthly and quarterly
economic indicators showed tendencies of a moderate
revival towards the end of the year. This may indicate a
more pronounced revival of economic activity in the
course of 1973,

Another feature of economic developments during
1972 was the change in the composition of domestic
demand, as reflected in the behaviour of the different
components of domestic expenditure. The lower rate of
growth in domestic demand was mainly reflected in a
reversal In the trend of inventory investment from a
substantial build-up over 3 years to a run-down during
1972, a marked reduction in the rate of increase in
government consumption expenditure and non-infra-
structural cpaital expenditure, and little change in
fixed investment by the private sector. The rate of
increase in private consumption expenditure at current
prices rose further but in real terms a slightly lower
rate was recorded, whereas fixed investment by public
corporations and by public authorities on infrastructu-
ral development rose rapidly,

Regarding the high rate of price increases during
1972, it is important to be clear about the causes of
the present inflation, With the lower rate of increase in
demand and with labour and capital resources more
freely available, the inflation in 1972 was not caused
by excess demand as had been the case during most of
the period from 1969 to 1971 and from 1964 to
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