


and lags in foreign receipts. Domestic bank credit was
used to finance these leads and lags, particularly during
January and the early part of February, and this led to a
drain on the gold and other foreign reserves. In order to
discourage the use of domestic bank credit for these
purposes, direct quantitative restrictions on bank credit
to the private sector were imposed on 17 February
1976.

Although still unacceptably high, the rate of increase
In both consumer and wholesale prices showed
encouraging declines after the third quarter of 1974.
Notwithstanding the price-raising effects of the
devaluation of the rand in September 1975, the rate of
increase in consumer prices recorded in the first
quarter of 1976 was the lowest since the third quarter
of 1973. With the exception of the second quarter of
1975, the rise in wholesale prices in the first quarter
was the lowest since the third quarter of 1972. How-
ever, the decline in the rate of increase in prices may
not continue during the second quarter of 1976, owing
inter alia to rises in rall tariffs, electricity rates, indirect
taxes (including sales duty), steel prices, prices of maize
and maize products, cement, vegetable oils and related
products, milk and motor vehicles. The authorities,
therefore, continue to give high priority to the curbing of
inflation and are maintaining their efforts to reduce the
increase in the money supply and to gain as much as
possible from the collective campaign against inflation.

During the first quarter of 1976 the quantity of
money and near-money increased at a lower rate than
during the second half of 1975. At a seasonally
adjusted annual rate, the increase during the first
quarter amounted to somewhat more than 15 per cent,
compared with 21 per cent during the second half of
last year. Although an increase in bank credit to the pri-
vate sector and in net bank credit to the government
sector continued to account for most of the increase,
there was a sharp deceleration in the extension of bank
credit to these sectors in the course of the first quarter.
During March bank credit to both these sectors actually
declined, but then increased again in April 1976.

The decreasing rate of bank credit extension to the
private sector was largely due to the banks’ tight
liquidity position during February and March and the
imposition of credit ceilings in February. The banking
Institutions” excess liquidity position declined to a low
level during January and February and then remained
very tight during both March and April. At the end of
April the excess liquid assets of the banking institutions
amounted to only 1 per cent of their total liabilities to
the public.

Conditions in the money market continued to tighten
during the first quarter, but then eased noticeably
during April and the first three weeks of May because of
a large increase in the net claims of the Reserve Bank
and the National Finance Corporation on the govern-
ment sector. Private money market interest rates, which
had increased during the first quarter, declined sharply
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during the first few days of April but then tended to
move upwards again, reflecting the effect of the strin-
gent liquid asset requirements for banking institutions
and the decline in the gold and other foreign reserves.

When presenting the 1976/77 Budget, the Minister
of Finance stressed the need for a conservative budget.
Although the government continued to attach the high-
est importance to the long-term growth of the
economy, short-term monetary and fiscal policy called
for restraint in order to improve the balance of pay-
ments and curb the prevailing high rate of inflation. In
terms of this approach, provision was made in the
Budget for a marked reduction in the rate of increase in
government expenditure, and various direct and indirect
taxes were increased in order not to employ govern-
ment cash balances to any large extent. Although the
Budget is not yet exerting Its intended effect on the
economy owing to the seasonal shift of funds to the pri-
vate sector, its impact, in co-ordination with that of the
present stringent monetary policy, should be consider-
able towards the end of the year

Capital market conditions remained tight notwith-
standing the low level of investment activity, especially
in the private sector. A substantial demand for loan
funds by the public sector was the principal factor
responsible for the continued tight market situation.
The amount of new funds raised by this sector during
the first quarter of 1976 by means of stock issues,
excluding the Increase in public sector borrowers’
holdings of their own stock, was at an even higher level
than in 1975 when an exceptionally large amount of
funds was raised. In addition, the supply of loanable
funds in the capital market was reduced by a lower level
of personal saving. This was reflected in a decline in the
flow of longer-term funds to financial institutions,
especially to the building societies and banking insti-
tutions, in the course of the first quarter.












a possible further adjustment in the exchange rate of
the rand and an expected tightening of import control.
The higher imports and the concomitant higher level of
commercial stocks were, furthermore, facilitated by the
availability of domestic credit facilities, particularly
during January and the earlier part of February 1976.
As a result the present level of wholesale and retail
stocks of locally manufactured as well as imported
goods may prove to be high in relation to future sales as
the ratio of inventories to sales of the commercial
sector increased from a ievel of 63 per cent at the end
of December 1975 to about 70 per cent at the end of
March 1976. In contrast, the level of inventories of
manufacturing as a percentage of sales would appear
to have declined during the first quarter largely because
of an increase in the latter. In total, the rising trend in
the ratio of non-agricultural stocks to the comparable
gross domestic product continued in the first quarter of
1976 and increased slightly further from 37,0 per cent
in the third quarter of 1975 to 37,3 per cent in the first
quarter of this year.

Increase in shortfall of domestic saving

Mainly owing to the sharp rise in inventory investment,
aggregate investment at current prices showed a
marked increase during the first quarter of 1976. In
contrast, domestic saving declined sharply during the
first quarter of 1976 with the result that the shortfall of
domestic saving to finance domestic investment
increased significantly from the already high level
reached in the fourth quarter of 1975.

Except for provision for depreciation, which showed
its normal upward trend, provisional estimates indicate
a downward movement in all the other components of
domestic saving, namely personal saving, corporate
saving and the current surplus of general government.

Business cycle situation, labour and prices

Economy stll in downward phase
of the business cycle

Although certain business cycle indicators, such as the
volume of merchandise imports, retail sales at con-
stant prices and the value of residential building plans
approved, are currently either showing an upward ten-
dency or levelling out, the majority of economic time
series indicate that the South African economy is still in
the downward phase of the business cycle. This diag-
nosis is confirmed by an analysis of the national
accounts, which shows a decline in the real gross
domestic product during the first quarter of 1976.
Other important business cycle indicators also show
that the economy is still in the downward phase of the
business cycle. These include the volume of manu-
facturing production, cement production, dispatches of
steel to the domestic market, the sales of building
materials at constant prices, wholesale sales at con-
stant prices, the number of new motor vehicles sold
and the number of registered unemployed Whites,
Coloureds and Asians. Further evidence of the general
slowdown In economic activity is provided by the low
rate of increase in total employment in the non-agri-
cultural sectors of the economy, a decline in the ratio of
overtime to ordinary hours worked in manufacturing
and construction, the degree of under-utilisation of pro-
duction capacity in manufacturing and the decline in
the rate of increase in unfilled orders in manufacturing.
From the above it is clear that the slowdown in eco-
nomic activity is, at this juncture, widely diffused
throughout the economy

The length of the current downswing, which has now
been in evidence for twenty months, is associated with
the particularly severe and long recession experienced
by most Western countries during 1974 and 1975.

Easy labour situation

The cooling-down in the economy since the third
quarter of 1974 caused most sections of the labour
market to ease. The number of registered unemployed
Whites, Coloureds and Asians rose from 7 243 in
August 1974 to 11 827 in November 1975, declined
in December 1975 and January 1976 — possibly as a
result of the temporary call-up of defence units — and
then rose again to 11947 in April 1976. Further evi-
dence of the easier labour situation is the marked
decline in the ratio of overtime to ordinary hours worked
in both manufacturing and construction and the
decrease in the relative importance assigned to the
shortage of labour as a contributing factor to the under-
utilisation of production capacity in manufacturing.
The average number of people employed in the non-
agricultural sectors of the economy was 2,0 per cent
higher during calendar year 1975 than during 1974,
but the quarterly rate of increase became progressively
smaller during the course of 1975 and was only 0,4 per
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