Quarterly economic review

General observations

After the rate of increase in economic activity in South
Africa had slowed down considerably during the
second half of 1974, it remained at a relatively low level
throughout 1975. The economy, nevertheless, con-
tinued to expand, albeit at a low rate, and a growth rate
of 2,2 per cent in the real gross domestic product was
still recorded in 1975. Because this rate of growth was
considerably lower than the medium-term growth
potential of the economy and most business cycle
indicators did not point to any significant upturn in
economic activity, it must be concluded that the
economy was in a downward phase of the business
cycle throughout the year. In addition, the present
economic scene is still characterised by an unfavour-
able balance of payments and a high rate of inflation,
and for the time being priority will have to be given to
these matters.

The rate of inflation in South Africa remained high in
1975. The seasonally adjusted consumer price index
rose by 11,7 per cent from December 1974 to
December 1975. The rate of increase in both wholesale
and retail prices, however, declined noticeably from the
peaks recorded in the third quarte'r of 1974. Notwith-
standing the price-increasing effect of the devaluation
of the rand towards the end of September 1975, the
rate of increase in consumer prices declined further
during the fourth quarter of 1975, whereas wholesale
prices rose at about the same rate. The more restrictive
monetary and fiscal policies and general anti-inflation
campaign will probably also contribute to a further
decline in the rate of increase in prices. In addition, with
lower rates of price increases in most trading-partner
countries and a declining volume of imports, the
influence of rises in prices of imported goods on the
domestic price level Is bound to decrease.

Largely owing to the protracted downward phase of
the business cycle in the main industrial countries and
the continued world inflation, the slowdown in
domestic economic activity during 1975 was reflected
only to a very limited extent in the balance of pay-
ments and a record deficit on current account of
R1 616 million was recorded. International inflation
caused a sustained rise in import prices and the value
of imports continued to rise, notwithstanding a decline
in volume. Exports, on the other hand, did not increase
in volume terms because of the prolonged international
recession and the low level of international trade.
Moreover, commodity prices on international markets
tended to decline during the year and limited the
increase In the value of exports. In addition, the value of
the net gold output was affected not only by a decline in
volume, but also by a sharp drop in the price of gold on

the private market, During the fourth quarter, however,
the rand value of the net gold output increased as a
result of the devaluation of the rand in September.

On the capital account of the balance of payments a
large net inflow was recorded during 1975 consisting
of long-term loans obtained abroad, particularly by
public corporations and the central government,
compensatory short-term borrowing by the authorities
and a large inflow of short-term private capital. The
latter showed large fluctuations during the course of
the year, brought about by expectations of possible
changes In the exchange rate of the rand, and at times
required compensatory official borrowing to support the
level of foreign reserves.

In the light of these unfavourable balance of payments
developments the exchange rate policy of independent
managed floating was terminated towards the end of
June, and at the same time, the rand was devalued by
4.8 per cent. These measures were followed in August
by an increase in Bank rate and higher liquid asset
requirements for banking institutions to ensure that
Interest rate differentials would not induce an outflow of
capital and that unfavourable leads and lags would not
be facilitated by the creation of bank credit. In addition,
the inflow of capital was encouraged by changes in
exchange control regulations and forward exchange
cover arrangements. In September, when the price of
gold declined sharply and the current account did not
show any signs of improvement, the rand was devalued
by a further 17.9 per cent and liquid asset requirements
for banking institutions were increased further to high
levels. The official view was that these measures would
assist In improving the balance of payments, and at the
same time would not depress unduly the real rate of
economic growth. The possible inflationary effect of the
devaluation had to be counteracted by the tightening of
monetary policy and avoiding the undue use of bank
credit to finance the Exchequer’'s deficit. It was also
decided to extend the collective anti-inflation campaign
for another six months to the end of September 1976.

During the fourth quarter of 1975 a substantial
inflow of short-term capital was recorded and
indications became clearer that the slowdown in
domestic demand was beginning to have a greater
effect in reducing the volume of imports. The price-
increasing effect of the devaluation turned out to be
modest and the higher rand proceeds of gold sales and
exports had a beneficial effect on the balance of
payments during the fourth quarter of 1975. The
current account of the balance of payments, seasonally
adjusted, therefore, showed an improvement during the
third and fourth quarters of 1975, although the deficit
was still at an unexceptably high level. However, while
there was a marked reversal of the earlier decline in the
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