Quarterly economic review

Summary and general observations

In the Governor's Address at the Reserve Bank's
Annual General Meeting on 21 August 1979 and in
the Bank's Annual Economic Report published at the
time of the meeting, economic developments during
the year that ended on 30 June 1979, were reviewed
in detail, This review will be limited, therefore, to a
brief description of developments during the second
quarter of 1979 and, depending on the availability of
statistics, during July and August.

The moderate cyclical recovery of economic
activity during 1978 and the first quarter of 1979
continued during the second quarter, but the pace of
the upswing slackened somewhat during this quarter,
In some sectors of the economy conditions remained
sluggish and in others the rate of increase in activity
slowed down, As a result, the real gross domastic
product of the non-agricultural sectors of the econo-
my increased only moderately in the second quarter,
after an appreciable rise had occurred in the first
quarter. A sharp increase in the real value added by
agriculture raised the rate of growth in 10tal real gross
domestic product to a slightly higher level than in the
first quarter, but this increase was merely the result
of the earlier harvesting of summer crops. The
slowdown in the rate of increase in the non-
agricultural real gross domestic product was reflected
in a slight rise in registered unemployment during the
second quarter and the subsequent two months. This
rise represented a reversal of a declining trend which
had started at the end of 1977.

Although real aggregate domestic demand in-
creased moderately in the second quarter, it could
not sustain a higher rate of economic growth. In real
terms, private consumption expenditure rose only
marginally, government consumption expenditure
showed virtually no change, and gross domestic
fixed investment continued on a downward trend.
Real inventory investment, however, changed
markedly, but increases were confined mostly to
agricultural stocks-in-trade and mining inventories.
Although measures that are aimed at the further
stimulation of the economy by means of encouraging
demand were incorporated in the 1979/80 Budget,
most of these will start taking effect only in the third
quarter of 1979.

Because of the predominant influence of cost
factors on price increases, the sluggish demand did
not contribute towards lowering the rate of inflation.
The rate of increase in consumer prices, which had
started to accelerate in the first quarter of 1979, rose
further in the second quarter and in July. Wholesale
prices already began to rise at a higher rate in the last
Quarter of 1978 and the rate of increase accelerated
markedly in the second quarter of 1979 and in July.

The marked improvement in the terms of trade
during 1978 and the first quarter of 1979 did not
continue during the second quarter. In addition,
declines occurred in the seasonally adjusted volume
of exports and net gold output. Despite these
changes, the current account of the balance of
payments continued to show a substantial surplus in
the second quarter, This surplus was, however, well
below the record figure in the preceding quarter. A
substantial net outflow of capital, which exceeded
the surplus on the current account, was recorded in
the second quarter. This caused the net gold and
other foreign reserves to decline for the first time
during any quarter since the last quarter of 1977.
During July the net foreign reserves of the Reserve
Bank decreased substantially further, but increased
again during August.

The narrowly defined money supply as well as the
supply of money and near-money, seasonally ad-
justed, declined during the second quarter, but
increased sharply during July. The decline in the
money and near-money supply during the second
quarter occurred notwithstanding a rapid increase in
the monetary banking sector’s claims on the private
sector,  This increase was offset, however, by a
decline in the net gold and other foreign reserves of
the monetary banking sector and in this sector’s net
claims on the government sector, as well as by a
further rise in the private sector’s long-term deposits
with monetary banking institutions. A substantial
increase in net claims on the government sector and a
decline in long-term deposits of the private sector
with monetary banking institutions were the most
important causes of the increase during July. The
expansion of bank credit to the private sector caused
the unused facilities under the ceilings on the banks'
discounts, loans and advances to decline considerably
during the second quarter, but during July these
facilities increased again. With effect from 31 Au-
qust, these ceilings as well as those on private sector
investments were raised by the Reserve Bank by an
additional 4 per cent of their respective base figures
as at the end of December 1975.

The liguidity of all groups of banking institutions
remained at a high level during the second quarter
and July. Excess liquidity even increased during this
period and contributed to a marked easing of money
market conditions, especially after the first few days
of May up to late August, Reflecting these develop-
ments, money market interest rates declined almost
uninterruptedly from the beginning of May and
stood at considerably lower levels at the end of
August. Bank rate was reduced on 13 August as a
means of further relaxing monetary policy and in
recognition of the decline in short-term interest rates.
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This was followed by a lowering of the commercial
banks’ prime overdraft rate and of most deposit
interest rates.

In the capital market, long-term fixed-interest
security yields increased slightly during the second
quarter, apparently more because of changed ex-
pectations regarding price increases and uncertainties
about prospective interest rate movements than
hecause of actual shifts in the supply of or demand
for loanable funds. During July and August, how-
ever, the rise in yields was reversed to some extent.
Share vields followed a similar course; a slight rise
during the second quarter was followed by a decrease
during July and August.

National accounts”

Real gross domestic product, which had risen by 2%
per cent in 1978, increased at annual rates of about
3% per cent and 4 per cent in the first and second
quarters of 1979, respectively. In the first hall of
1979, real gross domestic product was approximately
3% per cent higher than in the correspanding period
in 1978. Because of a sharp increase in the first
quarter, real gross national product was about 6 per
cent higher in the first half of 1979 than in the
corresponding six months of 1978. In terms of
quarterly changes, however, real gross national
product increased at a lower rate during the second
quarter of 1979 because the marked improvement in
South Africa’s terms of trade during the first quarter
was not maintained during this period.

Most of the increase in the real gross domestic
product in the second quarter of 1979 was accounted
for by a substantial rise in the real value added by
agriculture, Although summer craps are expected to
be appreciably smaller in 1979 than in the preceding
year, the early harvesting of these crops raised the
real product of agriculture in the second quarter. The
increase in the real value added by the non-agricul-
tural sectors of the economy slowed down consider-
ably from the first to the second quarter of 1979.
Lower rates of growth in the second quarter were
recorded in the real gross domestic product of such
sectors as mining, manufacturing, transport and
finance. A particularly sharp decrease occurred in the
rate of growth in the real value added by mining,
largely because the exceptionally rapid increase in the
first quarter was not maintained in the second quar-
ter. The real value added by the sector electricity, gas
and water actually declined, following a substantial
increase in the first quarter. [n addition, the real
value added by commerce decreased further during
the second quarter.

Real gross domestic expenditure increased sharply
at an annual rate of about 10 per cent in the second
quarter, contributing materially to the level of such
expenditure in the first half of 1979 being approx-
imately 3% per cent higher than in the corresponding
period in 1978. The increase in the second quarter
was almost solely accounted for by a substantial
change in inventory investment; a sharp decline in
inventories in the first quarter was followed by a
small increase in the second quarter. This change
could be observed in an increase in agricultural
stocks-in-trade, mining inventories and, to a lesser
extent, retail stocks, as well as in a smaller decline
in manufacturing stocks. Wholesale stocks and the
inventories of the motor trade continued to decline.

The other components of real gross domestic
expenditure contributed, on balance, little ta the

* Quarterly changes are based on seasonally adjusted data.






























9,89 per cent during the second quarter, but then
declined 1o 9,81 per cent in August. The vyield on
long-term loan securities of companies amounted to
11,25 per cent in August, which was still marginally
higher than the yield of 11,01 per cent in June.

Net new issues of fixed-interest securities by the
public sector, adjusted for changes in the issuers'
holdings of their own securities, amounted to R368
million in the second quarter, compared with a net
repayment of R132 million in the first quarter,
During July the central government repaid maturing
stock amounting to R497 million and attracted new
funds to the amount of R397 million by means of
issues, including a long-term issue at 9,375 per cent.

Stock exchange turnover increased further in the
second quarter., The nominal value of gilt-edged and
semi-gilt-edged stock traded amounted to R5565
million, compared with a quarterly average of R287
million for the preceding three quarters. The value of
shares traded on the stock exchange during the
second quarter increased more moderately and was 5
per cent higher than in the first quarter. The latter
increase was mainly accounted for by a rise in share
prices. The comprehensive share price index, cover-
ing all classes of shares, rose by 6 per cent during the
second quarter. In July the value of shares traded
declined slightly, but on average share prices re-
mained unchanged. In  August, however, share
turnover rose sharply and the comprehensive share

price index increased by 7 per cent, The average
dividend yield on all classes of shares increased from
6,3 to 6,4 per cent during the second quarter, but
declined 1o 6,2 per cent in August,

The seasonally adjusted flow o1 longer-term funds
to deposit-receiving and related savings institutions
remained at a high level and amounted to R921
million in the second quarter, compared with R967
million in the first quarter. The building societies’
share in these funds decreased slightly from 52 per
cent of the total in the first quarter to 50 per cent in
the second quarter, Gross mortgage loans granted hy
building societies amounted to RE36 million in the
second quarter, or 10 per cent more than in the
preceding quarter. Notwithstanding this increase, the
demand for mortgage loans was inadequate to absorb
the societies’ inflow of funds and, as a result, the
societies had to increase their prescribed investments
by R125 million during the second quarter. During
July the societies experienced a turther net inflow of
funds amounting to R144 million, or slightly less
than the monthly average of R166 million for the
second quarter.

In the real estate market, the value of transactions
continued to edge upwards during the second quarter
and exceeded the figure for the first quarter by 3 per
cent. A more rapid increase in transactions occurred
in July,

Statement regarding monetary policy

Issued by the Governor of the South African Reserve Bank, Dr T W de Jongh

11 August 1979

Alter the usual consultation with the Treasury, the
Reserve Bank has decided to reduce Bank rate by %
per cent to 7 per cent per annum with effect from
13 August 1979.

This step represents a further relaxation of mone-
tary term interest rates in the market during recent
weeks, which has resulted in an excessive gap between
these rates and Bank rate.
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