Quarterly economic review

General observations

According to the available national accounts and
other statistics, the moderate economic revival
observed in the fourth quarter of 1972 continued
during the first quarter of 1973. It would appear, there-
fore, that the South African business cycle reached a
turning point approximately at the beginning of the
fourth quarter of 1972 and that an upturn in domestic
economic activity 1s under way, although at this stage
the revival is still very moderate. The main expansionary
forces responsible for a more rapid rise in the gross
domestic product at current market prices during the
first quarter of 1973 were the sharp increase in mer-
chandise exports and net gold output and an accele-
ration in the rate of increase in consumption expendi-
ture. Increased salaries and wages as well as profits
contributed to the higher rate of increase in gross
domestic product. In real terms, the gross domestic
product also increased at a faster rate during the first
quarter of 1973, mainly owing to an acceleration in
the rate of increase in manufacturing and non-gold
mining production. Noticeable contributions were also
made by the motor trade and by the sector transport,
storage and communication, but negative contribu-
tions were made by the agricultural and gold mining
sectors in physical volume terms.

Various expansionary forces are, moreover, at work
that may stimulate economic activity further during
the course of 1973. In his Budget speech on 26 March
1973, the Minister of Finance proposed a number of
measures aimed at a moderate stimulation of eco-
nomic growth without aggravating inflationary pres-
sures. Certain taxes were reduced and incentives for
fixed investments and exports expanded. The Budget
also made provision for deficit financing which will
augment the money supply and thus the availability
of funds to the private sector. Other expansionary
factors include the following: the substantial increase
In the salaries and wages of civil servants and various
other labour groups that may lead to increased con-
sumption expenditure, the low level of inventories
which may shorten the time lag between increased de-
mand-and higher production ; the easier situation in the
financial sphere with relatively low short-term interest
rates and with money and credit in sufficient supply;
and the healthy state of the balance of payments.

During the first quarter of 1973 the overall balance
of payments showed a surplus for the fifth consecutive

quarter and the gold and other foreign reserves reached
a new record level, During April and May the gold and
other foreign reserves continued to rise and reached
a level of over R1 300 million at the end of May 1973.
The price of gold on the private market also increased
substantially during May to well over $100 per fine
ounce and the value of the net gold output can, there-
fore, be expected to show another substantial increase
in the second quarter of 1973. One of the most
significant features of the improvement in the balance
of payments until the first quarter of 1973 was the
sharp increase in the volume and value of merchan-
dise exports. Buoyant world markets and the advan-
tages gained from South Africa’'s more favourable
exchange rates were the main reasons for this sub-
stantial increase.

With a healthy balance of payments situation and
with enough expansionary forces at work to promote
a higher economic growth rate, a lower rate of inflation
remains one of the most important policy aims of the
authorities. Both consumer and wholesale prices
continued to rise at a rapid rate during the first four
months of 1973, mainly as a result of sharp upward
adjustments in food prices. However, it is gratifying
1o note that the seasonally adjusted annual rate of
increase in the consumer prices of goods other than
food declined from 9,0 per cent during the fourth
quarter of 1972 to 5,9 per cent during the first quarter
of 1973 and that the rate of increase in the wholesale
prices of imported goods declined from 12,6 per cent
to 7,3 per cent over the same period.

During the first quarter of 1973 the monetary and
banking situation was characterised by a rapid increase
in the quantity of money and near-money to a level
closer 10 its long-term trend, a sharp increase in bank
credit, a decline in government deposits and a down-
ward movement in short-term interest rates. Long-term
deposits of the private sector continued to flow to the
banking institutions and building societies. Conditions
in the market for fixed-interest securities remained
fairly easy and the yield on long-term government
stock was reduced to 73 per cent on 28 March 1973.
The main feature of the share market was the heavy
over-subscription of two public issues of shares during
March, when R465 million was received in applica-
tions for new issues of R23 million. The prices of gold
mining shares increased by no less than 31 per cent
during the first four months of 1973 but all the other
classes of shares moved sideways during this period.
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