Quarterly economic review

General observations

The various monetary and fiscal policy measures
introduced by the authorities during the past two years
began to show favourable effects on the balance of
payments and on the Government's finances during the
third quarter of 1976. The current account deficit of the
balance of payments was more than halved in the third
quarter. Although there was a small net outflow of
capital, the country’s gold and other foreign reserves
declined by a much smaller amount during the third
quarter than during the preceding quarter. In fact, the
reserves showed an Increase during September,
October and the first half of November.

The current account of the balance of payments has
been improving during recent months owing to
domestic as well as external developments. On the
domestic front, the authorities’ corrective measures
have begun to take effect and have reduced real gross
domestic expenditure and thus the volume of imports.
In addition, the introduction of the import deposit
scheme 1n August 1976 has accelerated this
adjustment process. In the international sphere, the
revival of economic activity abroad from the second half
of 1975 has already exerted a favourable influence on
South Africa’s exports.

Although a further improvement of the current
account may be expected, particularly if the gold price
continues to show its recent strength, a smaller net
inflow of capital from abroad can be anticipated during
the year ahead than during the preceding two years,
Political developments in Southern Africa will, of
course, have an important influence on capital inflows
to South Africa. If the net inflow of capital should run at
a lower level in the near future, the current account
deficit will also have to be smaller with a concomitant
lower real growth rate than would have been possible
with a higher level of capital inflow. In such
circumstances, austerity in general, and the generation
of a higher level of domestic saving will be called for.

Another favourable effect of the corrective policy
measures pursued by the authorities was reflected in
the Government’'s finances during the third quarter of
1976. Not only did the overall deficit of the Exchequer
(excluding borrowing) decline substantially during the
third quarter of 1976, but the Exchequer also reduced
Its net indebtedness to the monetary banking sector,
compared with a large increase during the second
quarter. For the government sector as a whole, the
Increase In the net indebtedness to the banking sector
was much smaller than that for the first and second
quarters. This contributed much to the reduction in the

rate of increase in the guantity of money and near-
money during the third quarter of 1976 — an important
aim of present monetary policy.

The increase in the quantity of money and near-
money during the third quarter in fact amounted to a
seasonally adjusted annual rate of 2 per cent,
compared with a rate of increase of 18 per cent during
the second quarter and 15 per cent during the first
quarter of 1976. An increase in long-term deposits of
the private sector with the banking sector and a
relatively low rate of increase in bank credit to the
private sector also contributed to the slowdown in the
rate of increase in the money and near-money supply.
This slowdown occurred notwithstanding the fact that
the decline in the net gold and other foreign reserves
was much smaller during the third than during the
second quarter.

Despite the tight monetary situation, short-term
interest rates moved downwards from August 1976
onwards mainly in reaction to the exceptionally high
peaks reached during preceding months, a lack of
demand for bank credit and expectations of a possible
easing of money market conditions as a result, /nter
ala, of the improvement in the balance of payments.
According to the present official interest rate policy,
short-term interest rates should not be allowed to move
down to such an extent that it would aggravate inflation
and adversely affect the capital account of the balance
of payments. In this respect, the outcome of the
Government’s finances during the coming months will
be of prime importance.

The tightening of capital market conditions towards
the middle of the year continued during the third
quarter of 1976. Thus, long-term security vyields
increased to record levels, share prices declined and
dividend yields increased, and mortgage lending and
real estate transactions remained sluggish. A welcome
development In the capital market during the third
quarter was the noticeable increase in the flow of
longer-term funds to financial institutions, partly owing
to an increase in personal saving as a result of a lower
rate of increase in consumer spending.

Although the corrective monetary and fiscal policy
measures began to show favourable effects on the
balance of payments and on the Government's finances
during the third quarter of 1976, the rate of inflation
was still at an unacceptably high level. All efforts to
contain inflation will, therefore, have to continue. These
include containing the rate of increase in the money
and near-money supply and, therefore, also the rate of
increase In domestic credit expansion, including bank
credit to the government sector, the curtailing of
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