Quarterly economic review

Summary and general observations

In the Governor's Address at the Reserve Barik's
Annual General Meeting on 26 August 1980 and in
the Barik's Annual Economic Report published at the
time of the meeting, economic developments during
the year that ended on 30 June 1980, were reviewed
in detail, This review will be limited, therefore, toa
brief description of developments during the second
quarter of 1980 and, depending on the availability of
statistics, during July and August.

The current upswing in the South African eco-
nomy, which had entered a more advanced stage in
the second half of 1979, gained further momentum in
the first half of 1980, High rates of growth in the
real gross domestic product were recorded in both the
first and second quarters of 1980. The higher level
of real economic activity was reflected in a8 more
rapid rise in non-agricdltural employment, but at the
same time signs were beginning to emerge that the
economy was approaching capacity limits in certain
sectors.

The further increase in real economic activity in
the second quarter of 1980 was based on a very sharp
rise in real aggregate domestic demand. Private
consumption expenditure was encouraged by an
actual and expected further increase in real personal
disposable income as well as by the ready availability
of consumer credit. Domestic fixed investment rose
strongly as a result of the continuing expansion
programmes of public corporations and an increasing
level of private fixed investment in response to the
strong consumer demand, the reduction in excess
production capacity, and the ample availability of
funds and accompanying relatively low levels of
interest rates, A further build-up of inventories
occurred in the second quarler and indications are
that the long downward phase in the inventory cycle
may have ended towards the end of 1979. Real
government consumption expenditure continued to
show little change in accordance with the prevailing
policy of limiting the growth in government expendi-
ture,

The rate of inflation, which had tended to slow
down in the fourth gquarter of 1979 and the first
quarter of 1980, showed renewed acceleration in the
second quarter. This was partly due to increases in
several administered prices, but higher rates of
increase were also recorded in a fairly wide range of
other wholesale and consumer prices.

A marked decline in the surplus on the current
account of the balance of payments occurred in the
second quarter. The main reason for this was that-an
appreciable decline in the price of gold and a con-
comitant decrease in the value of the net gold output
coincided with a sharp rise in the value of imports
and a small decline in the value of merchandise
exports, The decline in the price of gold was re-
versed, however, in the middle of the second quarter
and the average price in July and August actually
exceeded the high average level of the first quarter.

The smaller surplus on the current account in the
second quarter was accompanied by a greatly reduced
net outflow of capital. This was accounted for
mostly by a sharp decline in the net outflow of
short-term capital from the private sector after the
Reserve Bank had raised the discount on US dollars in
forward exchange transactions in April as a means of
discouraging unduly -large switching to the domestic
financing of foreign trade. The net outflow of capital
nevertheless exceeded the surplus on the current
account, causing a decline in the gross as well as the
net gold and other foreign reserves. However, after
taking into account the revaluation of the gold
reserves and other valuation adjustments, the gross
reserves showed a notable rise during the second
quarter.

A fairly strong appreciation of the commercial
rand against the US dollar occurred during the second
quarter, but at the same time the rand depreciated
considerably against other major currencies. As a
result, the effective exchange rate of the rand in-
creased only slightly during this period. A distinct
rise occurred, however, during July and August.

Following a sharp rise in the supply of money and
near-money during the second half of 1979, the rate
of increase tended to slow down during the first
quarter of 1980 but accelerated again slightly during
the second quarter. The rate of increase in the nar-
rowly defined money supply, which had been in-
ordinately high during the six-month period from
October 1979 to March 1980, was considerably lower
during the second quarter. Maost of the expansion in
the money and near-money supply during the second
quarter was accounted for by a large rise in domestic
credit, but a small increase was also recorded in the
monetary banking sector’s net gold and other foreign
reserves and a decline occurred in the private sector’s
long-term deposits with monetary banking institu-
tions.

The liguidity position of banking Institutions,
which had weakened notably during the first quarter
of 1980 as a result of large movements of tax funds
to the government sector, recavered strongly during
the second quarter and July. In August the Reserve
Bank announced an upward adjustment in the sup-
plementary liquid asset requirements against the
short-term liabilities of large banks and the me-
dium-term liabilities of all other banks, to come into
effect from approximately 21 September. In addi-
tion, the banks will be required to hold an increased
proportion of supplementary liquid assets in the form
of cash reserve balances with the Reserve Bank.
These adjustments in the liquid asset requirements for
banking institutions accompanied the abalition of the
ceilings on bank credit to the private sector, with
effect from 1 September.

After a tightening towards the end of April and in
early May, the money market eased almost conti-
nuously up to late August when it was affected by
the large movement of tax funds to the government.
Apart from open-market sales of government securi-
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5,00 per cent in March 1880 but actually rose again
1o 5,24 per cent in June before declining to 4,79 per
cent in August, Divergent tendencies in the yields on
long-term government stock and on shares caused
the gap between these yields to widen from 3,42 per
cent in December 1979 to 4,26 per cent in March
1980, and to 5,29 per cent in August.

A continued, but smaller, net outflow of funds
was experienced by the unit trusts, The increase in
share prices, however, caused the market value of the
trusts’ assets to rise from R596 million at the end of
March to R696 million at the end of July.

The seasonally adjusted flow of longer-term funds
to deposit-receiving and other savings institutions
declined sharply from R1 237 million during the first
guarter of 1980 to only R711 millien in the second
quarter. This decrease was most pronounced in the
case of banking institutions, whose intake of such
funds declined from R564 million durina the first
quarter to only R140 million during the second
quarter. Diminished availability of longer-term funds
contributed 1o upward revisions of the interest rates
on deposits of twelve months and longer by the banks
and the building societies in June 1980, Depending
on the maturities of these deposits, these rates were
raised by Y% to 1% per cent. The rate on fixed-period
paid-up building society shares was raised by %
per cent, Subsequently, during July, longer-term
funds invested with the institutions concerned
increased sharply by R594 million, Building societies,
for example, recorded their highest seasonally adjust-
ed monthly inflow of new funds to date,

Activity in the fixed property and mortgage
markets and in residential construction gained further
momentum during the second quarter. The increase
in the seasonally adjusted value of real estate transac-
tions from the first to the second quarter of 1980
amounted to 22 per cent. Gross mortgage loans
granted by the building societies rose from R1 137
million during the first quarter of 1980 to R1 379
million during the second quarter, and a further
amount of R501 million was granted during July.
Partly because of the increase in mortgage loan
demand, the excess holdings of prescribed invest-
ments of the building societies did not rise further
during the second quarter and, as a percentage of the
building societies’ total liabilities to the public,
actually declined from 10,5 per cent in February to
9.8 per cent in June. Foreshadowing further in-
creases in residential construction, the seasonally
adjusted value of residential building plans passed
rose from R325 million in the first quarter to R422
million in the second quarter. The amount of loans
granted by the building societies for the construction
of new buildings rose from R241 million to R272
million during this period, and a further amount of
R105 million was granted during July,
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