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Quarterly economic review

General observations

South Africa’s economic growth rate, as measured by
changes in the real gross domestic product, increased
from about 3 per cent in 1972 to approximately 4 per
cent in 1973. The acceleration in the rate of increase is
in agreement with the observation of the tendencies of
various general economic indicators that an economic
revival had already started in the fourthquarterof 1972,
I.e. more than a year ago. Moreover, certain important
sectors, such as manufacturing and non-gold mining
recorded very satisfactory increases of respectively 9,0
and 14,5 per cent in the volume of production. Agricul-
tural and gold-mining production, on the other hand,
showed declines which reduced the overall real growth
rate in the gross domestic product. However, the prices
of agricultural and mining products, including gold,
increased markedly on the internationalcommaodityand
private gold markets and this led not only to a substan-
tial increase in domesticincomes, butalsotoawelcome
improvement in South Africa’s terms of trade. This mare
rapid rise in export prices than import prices enabled
South African residents to purchase a larger volume
of goods and services abroad with the proceeds ofthe
same volume of goods and services exported. As this
change Is taken inta account in the calculation of the
real gross national product, it 1s not surprising that the
latter measure of economic welfare increased by no less
than 8% per centduring 1973. This 1s more thandouble
the growth rate in the real gross domestic product, and
also one of the highest rates of growth on record. The
different measures of economic growth, therefore,
Indicate that 1973 was a good growth year.

With the high rate of inflation experienced in 1973,
aggregate domestic demand showed a substantial
Increase, iIf measured at current market prices. A
number of the components of aggregate demand
contributed to the higher growth rate, even if measured
at constant prices. Both private and government
consumption expenditure increased at a faster rate
in 1973 than in 1972 and fixed investment by public
corporations, the mining sector, and, during the
second half of 1973, also private manufacturing,
showed significant increases. The Government con-

tinued to stimulate fixed investment in manufacturing
with tax concessions and other incentives, and on
several occasions, inter alia on the occasion of the
Part Appropriation Budget of February 1974, announ-
ced reductions In sales duties. The increase in aggre-
gate domestic demand was accompanied by the
better utilisation of the existing production capacity
and of the labour resources, but despite the existence
of a scarcity of specific types of skilled labour in
certain industries, the country’s factors of production

~were not fully utilised towards the end of 1973 and

an excess demand situation did not exist.

Towards the end of the year under review adverse
balance of payments developments required the
authorities to pursue a more cautious monetary
policy. After recording surpluses during the first three
quarters of 1973, the current account balance showed
a deficit during the fourth quarter. This development
was not unexpected in view of the revival of domestic
economic activity and was not regarded as a matter of
concern to the authorities. During the fourth quarter,
however, a large capital outflow occurred simulia-
neously with the deficit on the current account and the
foreign reserves dropped sharply. This situation was
unusual as a deficit on the current account resulting
from increased domestic demand has generally been
accompanied by an inflow of capital from abroad 1o
finance the increased domestic economic activity. As
South Africa is stull basically a capital importing country
it cannot afford to have accelerated domesticexpansion
together with an outflow of capital. In order 1o establish
a sound basis for the continuation of economic growth,
the authorities, therefore, adopted a more conservative
monetary policy with the object of counteracting the net
outflow of capital.

Two factors were mainly responsible for the outflow
of short-term capital, namely (1) the substantial differ-
ence between interest rates in South Africa and abroad
(in some cases comparable interest rates were as much
as three times higher abroad than in South Africa), and
(2) unfounded speculation on a devaluation of the rand
after the sharp decline in the reserves and the apprecia-
tion of the rand with the dollar against most other
currencies. In these circumstances, and in view of the
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was generally made available only under restrictive
conditions. The penal rates charged by the Bank on its
various forms of accommodation, for example, were at
times substanually higher than the Bank rate.

Various steps were taken by the Bank, on the other
hand, to reduce the pressure on the discount houses,
more particularly where such pressures arose from
normal month-end and seasonal developments. Thus,
as from October 1973, the gold premium payable 1o
gold mines was paid out shortly before the end of each
month instead of early in the following month. Deposits
by the Public Debt Commissioners were made with the
discount houses as from the end of November 1973.
The amount of these deposits was increased to R100
million from the beginning of 1974 and to R130
million on 1 March. In addition, accommodation
required by the discount houses on account of the
usual month-end increases in the note circulation was
provided by the Reserve Bank on generally favourable
conditions. Finally, the Bank did not insist on strict
adherence to the maximum of 40 per cent which
bankers’ acceptances and trade bills are allowed to
constitute of the discount houses’ total assets. Ex-
cluding the PDC deposits already referred to, call loans
to the discount houses decreased from a peak level of
R521 million on 17 August 1973 to R198 million on
31 December, and to a low point of only R137 million
on 28 February 1974. This low figure reflected the fact
that only minimal amounts of call deposits were held
by commercial banks with the discount houses. As
a result of this development, the main effect of the
tightening in money market conditions was felt by the
larger commercial banking institutions rather than by
the discount houses.

Government finance

During the period April to December 1973, 1.e. the
first nine months of the 1973/74 fiscal year, the
increase of 33 per centin revenue and loan recoveries,
as compared with the corresponding period of the
previous fiscal year, was considerably larger than the
budgeted increase of 9 per cent for the fiscal year as
a whole. At the same time, the increase of 12 per cent
in Exchequer issues during the first nine months of the
1973/74 fiscal year relative to the corresponding
period of the previous fiscal year, was smaller than the
increase of 20 per cent anticipated n the Budget for
the fiscal year as a whole. Issues during the remaining
part of the fiscal year may bring the actual expenditure
more in line with the Budget estimates, but because
of the unexpected inflow of revenue, the indications are
that the actual Exchequer deficit will be substantially
less than the Budget figure of about R1 100 million.
The higher than expected revenue for the current fiscal
year was confirmed by the Minister of Finance in
Parliament on 15 February when moving the second
reading of the Part Appropriation Bill. The Minister said
that the substantial surplus expected on the Revenue
Account would not only cover the anticipated shortfall
on the Loan Account, but would also obviate the need
to transfer R351 million from the Stabilization Account
as orginally proposed. Various concessions were
announced by the Minister as a further stimulus to
growth and to offset the effects of inflation. These
concessions, totalling R149 million, included R105
million in respect of an early loan levy repayment,
R16 million in sales duty cuts, R26 million In
pension and social benefits and R2 million in
tax rebates.

As Indicated in the accompanying table, the higher
level of Exchequer receipts was accounted for by
larger receipts from all three of the principal sources of
revenue, namely customs, excise and sales duties,
inland revenue receipts and Loan Account receipts.
The largest contribution to the higher level of receipts
came from inland revenue collections, and in particular
income tax collections including those from gold
mining companies. The slower rate of increase in
Exchequer issues was discernible on the Revenue, the
South West Africa and the Loan Account. Issues on
Loan Account actually declined relative to those during
the corresponding period of the previous fiscal year,
inter alia, because of smaller issues thus far of loan
funds allocated in the Budget to the South African
Railways, the Department of Posts and Telecommuni-
cations, the Land Bank and the Department of Com-
munity Development.

An actual deficit of R140 millon was recorded on
the Exchequer Account during the period April to
December 1973. This was as much as about R400
million less than the deficit recorded during the corre-
sponding period of the previous fiscal year. Of the
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Kwartaallikse ekonomiese oorsig

Algemene opmerkings

Suid-Afrika se ekonomiese groeikoers, s00s gemeet
volgens veranderings in die reéle bruto binnelandse
produk, het toegeneem vanaf naastenby 3 persent in
1972 tot ongeveer 4 persent in 1973. Die versnelling
in die koers van toename IS in ooreenstemming met
die waarneming van neigings in die verskeie algemene
ekonomiese aanwysers dat 'n ekonomiese oplewing
alreeds in die vierde kwartaal van 1972 begin
het, d.w.s. meer as 'n jaar gelede. Sekere belangrike
sektore, soos die fabriekswese en die nie-goudmyn-
bou, het boonop baie bevredigende toenames van 9,0
en 14,5 persent onderskeidelik in die volume van pro-
duksie getoon. Die produksie van die landbou en
goudmynbou, aan die ander kant, het afnames ge-
toon wat die totale groeikoers in die bruto binnelandse
produk verminder het. Die pryse van landbou- en myn-
bouprodukte, insluitende goud, het egter opmerklik
op die internasionale kommoditeits- en goudmarkte
gestyg en dit het nie alleen tot 'n aansienlike toename
in binnelandse inkomes nie maar ook tot 'n welkome
verbetering in Suid-Afrika se ruilvoet gelel. Hierdie
vinniger styging in uitvoerpryse as invoerpryse het
Suid-Afrikaanse inwoners in staat gestel om 'n groter
volume goedere en dienste oorsee aan te koop met
die opbrengs van dieselfde volume goedere en dienste
uitgevoer. Aangesien hierdie verandering in aanmer-
king geneem word by die berekening van die reéle
bruto nasionale produk, Is dit nie verrassend nie dat
laasgenoemde maatstaf van die ekonomiese welvaart
gedurende 1973 met nie minder nie as 84 persent
toegeneem het. Dit is meer as dubbeld die groeikoers
in die reéle bruto binnelandse produk en ook een van
die hoogste groeikoerse op rekord. Die verskillende
maatstawwe van ekonomiese groei toon dus dat 1973
‘N goeie groeijaar was.

Met die hoé koers van inflasie wat gedurende 1973
ondervind is, het die totale binnelandse vraag, gemeet
teen heersende markpryse, 'n aansienlike toename
getoon. 'n Aantal van die komponente van die totale
vraag het tot die hoér groeikoers bygedra, selfs indien
dit teen konstante pryse gemeet word. Private sowel
as owerheidsverbruiksbesteding het in 1973 teen 'n
vinniger koers as in 1972 gestyg en vaste investering
deur openbare korporasies, die mynbou en, gedurende
die tweede helfte van 1973, ook in die private fabrieks-
wese, het opvallende stygings getoon. Die regering
het voortgegaan om vaste investering in die fabrieks-
wese te stimuleer deur middel van belastingtoege-
wings en ander aansporings, en het by verskeie ge-

leenthede, o0.a. by geleentheid van die Gedeeltelike
Begroting in Februarie 1974, verlagings van die ver-
koopreg aangekondig. Die toename In totale binne-
landse vraag het gepaard gegaan met die beter be-
nutting van die bestaande produksiekapasiteit en van
die arbeidsbronne, maar ten spyte van die bestaan van
'n skaarste aan spesifieke soorte geskoolde arbeid in
sekere nywerhede, was die land se produksiefaktore
teen die einde van 1973 nog nie ten volle benut nie
en het daar nog nie 'n toestand van oormatige vraag
bestaan nie.

Teen die einde van die jaar onder beskouing het
ongunstige betalingsbalansontwikkelings geverg dat
die owerhede 'n versigtiger monetére beleid moes
volg. Nadat daar gedurende die eerste drie kwartale
van 1973 oorskotte aangeteken 1s, het die saldo op
lopende rekening gedurende die vierde kwartaal n
tekort getoon. Hierdie ontwikkeling was, in die lig van
die oplewing in die binnelandse ekonomiese bedry-
wigheid, nie onverwags nie en is nie as 'n saak vir
besorgdheid deur die owerhede beskou nie, Geduren-
de die vierde kwartaal het daar egter gelyktydig met
die tekort op die lopende rekening 'n groot kapitaal-
uitvloeling voorgekom en het die buitelandse reserwes
skerp gedaal. Hierdie toestand was buitengewoon
aangesien 'n tekort op die lopende rekening wat uit
verhoogde binnelandse vraag voortspruit, in die alge-
meen vergesél gaan van ‘n invioeiing van kapitaal
vanaf die buiteland om die toename in binnelandse
bedrywigheid te finansier. Aangesien Suid-Afrika nog
steeds basies 'n kapitaal-invoerland 1s, kan die land dit
nie bekostig om gelyktydig 'n versnelde binnelandse
uitbreiding en ‘n uitvloeiing van kapitaal te hé nie. Ten
einde 'n gesonde basis vir die voortsetting van ekono-
miese groel daar te stel, het die owerhede derhalwe
‘'n meer konserwatiewe monetére beleid aanvaar, met
die doel om die netto uitvloeiing van kapitaal teé te
werk.

Twee faktore was in hoofsaak vir die uitvloeiing van
korttermynkapitaal verantwoordelik, naamlik (1) die
aansienlike verskil tussen rentekoerse in Suid-Afrika
en in die buiteland (in sommige gevalle was die oor-
eenstemmende buitelandse rentekoerse driemaal hoér
as in Suid-Afrika); en (2) ongegronde spekulasie aan-
gaande 'n devaluasie van die rand na die skerp daling
in die reserwes en die appresiasie van die rand saam
met die dollar teenoor die meeste ander geldeenhede.
In hierdie omstandighede het die owerhede besluitom
met die oog op die hoé koers van die binnelandse
inflasie, die uitstekende vooruitsigte vir 'n voortsetting
van vinniger ekonemiese groei en die tydelike aard van
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