
Quarterly economic review 

Summary of main developments 

Although the rate of Increase in gross domestic 
expenditure, which had declined somewhat in the 
first quarter of 1981 , accelerated considerably in the 
second quarter, a moderation of the rate of growth In 
the real gross domestic product of the non-agncul 
tural sectors of the economy occurred during both 
the first and second quarters. It would appear, 
therefore. that the real product was prevented from 
maintaining its high rate of growth of 1980 dUring 
the first ha lf of 1981 mainly by physical constra ints, 
such as shortages of skitled labour and certain pro
duction inputs and an almost full utilisation of 
production capacity in several branches of Industry, 
Although total monetary demand remained excessive, 
there was a decline in the foreign demand for South 
African goods and a lower rate of increase In some 
components of gross domesttc expenditure. 

To an Important extent the sharp rise in nominal 
as well as real gross domestic expenditure In the 
second quarter was caused by a substantial Increase in 
strategic inventOries and in the fixed Investment 
expenditure of public corporations and the Railways 
Administration, all of which have a high import 
conten t , and by a build·up of diamond and agricul
tural stocks owing partly to special circumstances. 
Nevertheless, the increase in the other components of 
expenditure was sufficiently strong to mainlain 
pressure on available domestic resources and, there
fore, also on the prices of domestically produced 
goods and services. In these circumstances, des;:>ite 
some deceleration, the rate of inflation remained at a 
high level. 

The further increase in demand in the second 
quarter from an already high level, and in particJlar 
the high import content of the fastest rising com
ponents of demand, caused imports to increase 
markedly during this period, This, together with a 
decline in exports and in the net gold output, contr i
buted substantially to a large deficit on the current 
account of the balance of payments. Since only part 
of the deficit was covered by a net Inflow of capital 
(excluding changes in liabi li ties related to reserves) 
this resulted in a sharp decline In the net gold and 
other foreign reserves and a further depreciation of 
the rand against the US dollar and most other cu rren· 
cies. 

The strong monetary expansion dunng the 
ten-month period to the end of April 1981, which 
made an important contribution to the upward surge 
in total monetary demand, slowed down considerably 
during the three-month period May to July. At a 
seasonally adjusted annual rate, the increase in the 
broadly defined money supply (M2) decelerated from 
53 per cent during the first fou r months of 1981 to 
14 per cent dUring the subsequent three months. 
This welcome decline largely reflected the Reserve 
8ank's restrictive mon~ld(Y pollc.;y of permitting ,he 
balance of payments deficit on current account 
to drain liquidity from ,he economy and to bring 

about a tightening of financial markets and a marked 
rise In interest rates. Moreover, it would appear that 
the process of re-Intermedlation, which from Sep
tember last year had artificially inflated the incre<lse 
in bank credit to the private sector and, therefore, 
also the increase in the money supply, had run its 
course. 

The continued tightening of condi llons in the 
financial markets during the five·month period April 
to August, resulted in a further sharp rise unlll 
recently in short · term Interest rates and a moderate 
further increase in long· term Interest rates. After 
having risen subStantially since October 1980. long· 
term security yields reached more realistic market· 
related levels in the second quarter of 1981. Conse 
quently, most expectations of a further rise in these 
yields abated and the actual investment in fixed · 
interest secufI\ies showed a marked Increase OTher 
sections o f the capital market, 10 particular the 
share, mortgage and real estate markets, became more 
subdued as a result of the decreased general avallabili 
ty and higher cost of funds. 

In recognition of the further sharp rise In short · 
term Interest rates and as part of the Reserve Bank's 
reslnctive monetary POliCY, Bank rate was raised in 
two steps by an additional 2,5 per cent during the 
second quarter and by a further 2,0 per cent to a lovel 
of 12,5 per cent in July Apart from increaSing Bank 
rate, the Reserve Bank continued to pursue a rediS
count policy of restricting its accommodation to 
the alleviation of seasonal shortages of cash In the 
money market and of providing accommodation only 
at penalty rates. In addition, the Bank's open·market 
operations were directed mainly at selling tong·term 
government stock to the private non-banking sector 
SO as to assist tn curbing the growth in the money 
supply. 

The 1981/82 Budget was presented to Parliament 
on 12 August. tn his presentation the Min ister of 
Finance stated that the broad alms of budgetary 
policy would be to consolidate the economic gains 
made during the recent cyclical upswing in the 
economy and to assist the economy in its adjustment 
to adverse external circumstances, even if thiS meant 
thaI demand would have to be restrained at a lime 01 
slower economic growth. Therefore, although the 
economy might have moved into a downward phase 
of the business cycle, a policy of outfight stimulation 
of demand through increased defiCit spending finan 
ced by bank credi t could not be pursued. Govern
ment e)l.pendlture COUld, however , be allowed to rise 
moderately in real terms in the fiscal year 1981/82 
and the "deficit before borrOWing" could be permit , 
ted to increase to a more normal figure In relation to 
gross domestic product. 
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National accounts· 

Modera t ion of real economic growth rate 

After amounting to about 8 per cent In 1980, the rate 
of increase in real gross domestic product slowed 
down considerably In the first Quarter of 1981, but 
re·accelerated notably to an annual rate of about 6% 
per cent in the second quarter. However, U"'is accele· 
ration was entirely due to the harvest ing 01 part of 
the record agricultural summer crops during this 
period. Excluding the contribution of agriculture, 
real gross domestic product rose at an annual rate of 
only about 2% per cent In the second Quarter. which 
was approximately equal to the increase in the first 
quarter and appreciably lower than the average rate 
01 growth during 1980. 

The lower ra te of increase in real economic 
activity was evident in most of the non-agricultural 
sectors of the economy and mainly resulted from 
physical constraints in the form of shortages of 
skilled labour and certain production inDuts and 
an almost fu ll uti l isation of production capaci ty in 
several branches of industry Although total demand 
remained excessive, there was some dectine in the 
foreign demand for South African goods, and a lower 
rate of growth in a number of components of domes· 
tic expenditure. In the second quarter, the feal 
product of the Industrial, wholesale trade anj services 
sectors showed little further growth, while the real 
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value added by both the gold and non-gold mining 
sectors actually declined, The real product of the 
retail and motor trade, on the other hand, increased 
moderately in response 10 a renewed rise in real 
private consumption expenditure on durable and 
semi·durable goods, 

Further sharp increase in gross domestic expenditure 

Gross domestic expenditure continued to rise strong
ly during the first half of 1981, in part icular during 
the second quarter. In nomina! terms, it exceeded 
gross national product by a substantial margin in the 
second Quarter, indicating that a large deficit was 
recorded on the current account of the balance of 
payments. 

After a temporary slow·down in the first quarter, 
real gross domestic expenditu re increased at a higher 
rate in the second Quar ter of 1981. With the excep
tion of real government consumption expenditure, 
which declined during this period, all components of 
real gross domestic expenditure con tribu ted to 
this higher rate of increase, 

Real pr ivate consumption expenditure, which had 
declined in the first quarter because of lower outlays 
on durable consumer goods and on services, increased 
appreciably in the second quarter, when expenditure 
on durable goods rebounded sharply and that on 
semi·durable goods (mainly clothing) increased at an 
excePtionally high rate. Consumer outlays on non
durable goods and on services, however, rose only 
marginally in the second quarter. In general. private 
consumption expenditure was increased by the 
upward adjustment of salaries and wages in the public 
sector in the second quarter. However, the swings 
during the first half of 1981 in expenditure on 
durable consumer goods, which were particularly 
evident in purchases of new motor vehicles, also 
reflected temporary shortages of certain classes of 
goods. 

Real gross domest ic fixed investment continued 
to rise at a high rate in the second quarter and made a 
major contribution to the sharp rise In total rea! gross 
domestic expenditure during this period, Th is further 
increase was entirely accounted for by outlays of the 
public sector, in particular by those of Sasol, Escom 
and the South African Railways Administration. In 
the private sector, increases in the real fixed capital 
expenditure of agriculture and manufacturing were 
more or less counterbalanced by declines in such 
outlays on residential buildings and by the transport, 
commercial and services sectors. 

A substantial contribut ion to the further increase 
in real gross domestic expenditure in the second 
quarter was also made by an exceptionally large rise 
in real inventories. Strategic, gold mining and dia· 
mond inventories and agricultural stocks increased 
markedly during this period, showing the effect of, 

· Quarterly changes are based on seasonally adjusted elata . 
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among other things, the weaker foreign and domest ic 
demand for diamonds and the harvesting of record 
agricultural crops. In contrast. industrial and com· 
mercial inventories showed almost no change as a 
result of the continuing strong domestic demand 
for goods. 

Decline in gross domest ic sav ing 

As a ratio of gross domestic product, gross domestic 
saving declined from a peak of about 33 per cent in 
the third quarter of 1980 to 24 per cent in the second 
quarter of 1981. In the second quarter, gross domes
tic saving was substantially lower than gross domestic 
investment, reflecting the extensive use of foreign 
funds to f inance the latter, 

The different components of gross domestic 
saving showed divergent changes in the second 
quarter. Corporate saving remained more or less al 
the level of the first quarter, while provision for 
depreciation continued to rise in accordance with 
the increase in fixed capital assets. Personal saving 
and the saving of general government, on the other 
hand, declined, mainly as a result of the marked 
Increase in private consumption expenditure, and a 
decrease in current receipts and a strong rise in 
expenditure by the Government, respectively. 
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Prices 

Consumer prices 

The further increase in total monetary demand dunng 
the first haff of 1981 continued to exert upward 
pressure on prices. Nevertheless. the rate of increase 
In consumer pnces slowed down considerably from a 
seasonally adjusted annual rate of 22.0 per cent in the 
fourth quarter of 1980 to 13.' per cent and 10.4 per 
c~nt in the first and second quarters of 1981, respec· 
tlvely. This slow·down was largely due to a sharp 
deceleration of the increase in food prices. namely 
from an inordinately high seasonally adjusted annual 
rate of 54 per cent in the fourth Quarter of 1980 to 
only 9 per cent in the second Quarter of 1981. The 
rale of increase in the prices of other goods. however, 
remained high and a notable acceleration of the 
increase in the prices of consumer services OCQJrred in 
both the first and second quarters. 

. In July. consumer prices rose at a rrarkedly 
higher rate. From June to July the seasonally adjus· 
ted consumer price index increased by 1,7 per cent to 
re~ch a level 1~.5 per cent higher than in July 1980. 
Higher rates of Increase were recorded in the prices of 
petroleum products. clothing and footwe3r. and 
tobacco products as well as in the costs of housing 
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and certain other services. Housing costs were raised 
substantially by higher rent. mortgage rates, property 
taxes and other home-owners' costs. 

Production prices 

As a resuh of a slower rise in the prices of imported 
as well as domestically produced goods, the increase 
10 production prices dec;elerated from a seasonally 
adjusted annual rate of 20,7 per cent in the fourth 
Quarter of 1980 to 10.1 per cent and 8.1 per cent In 

the first and second quarters of 1981. respec t ively. 
Lower rates of inflation in trading·partner countnes 
were mainly responsible for the slow-down of the 
increase in Import prices. The increase in the prices 
of domestically produced goods decelerated mainly 
because o.f comparatively moderate rises in govern
men I-administered production prices. From June to 
July the seasonally adJusted production price index 
~ose shar~ly by 1.2 per cent, reflecting higher rates of 
Increase In the prices of both imported and dom
es tically produced goods. After this increase the 
production price index was 13,4 per cent higher'than 
in July 1980. 



Balance of payments 

Substantial deficit on current account 

After the seasonally adjusted balance of payments on 
current account had been transformed from a surplus 
to a deficit in the first quarter of 1981. a subStanllal 
Iy larger deficit was recorded in the second quarter. 
At a seasonally adjusted annual rate, the delicti 
Increased from Al 290 million in the first quarter to 
A5050 million, or 7 per cent of the gross domestic 
product, In the second quarter. This increased 
deficit was due to a sharp decline in the value of the 
net gold output and substantial further Increa~ In 
merchandise imports, part of which was caused by 
special circumstances, and net service and transfer 
payments 10 foreigners. Merchandise exports, which 
had shown a declining trend from early 1980, rose 
slightly in the second quarter. 

At a seasonally adjusted annual rate. the value of 
the net gOld output declined from R8 490 million tn 
the first quarter of 1981 to A7 610 million to the 
second quarter. ThiS change was entirely due to a 
decrease 10 the volume of the net gold output, which 
reflected lower production and an increase In mine 
inventories as a result at a decline in Krugerrand sales. 
Although the US dollar price of gold declined furtner 
10 the second quarter, the depreciation of the rand 
against the US dollar caused the rand price of gole to 
flse slightly from A400 per fine ounce in the first 
Quaner 10 R401 per fine ounce in the second quar:er 
In July, the volume of the net gold output increased 
notably because of higher Krugerrand sales and lower 
mine inventofles, causing the value of the net g:>ld 
output, at a seasonally adjusted annual rate, to rise to 
H8330 million despite a decline in the price of gold 
to an average of R377 per line ounce. The price of 
gold increased slightly to an average of R390 per fine 
ounce in August. 
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Merchandise exports, at a seasonally adjusted 
annual rate, increased slightly from R8 780 million In 
the first quarter to R8940 million 10 the second 
quarter. Considerable increases were recorded in 
exports of maize. coal. platinum and base metals. 
while exports of uranium and diamonds declined 
substantially. The slight increase in the value 01 
exports reflected a rise in export prices resulting from 
the depreciation of the rand against the currencies of 
most trading partners. The volume of exports, on the 
other hand. decreased further as a result of slack 
economic conditions in trading·partner countries. At 
a seasonally adjusted annual rate, exports amounted 
to R8 900 million in July. 

The value of merchandise imports, at a seasonally 
adjusted annual rate, increased substantially from 
R15 BOO million in the first quarter to AlB 210 
million in the second quarter. This rise in Imports wa~ 
mainly attributable to the further increase in domes· 
t ic demand (including the build·up 01 strategic 
inventories) from an already high level To some 
extent. however. II also reflected an easing of the 
congestion in the flow of containerised Imporls and 
the settlement of a dock.-workers' dispute which had 
delayed import traffic from Britain. In July, till: 
value of imports rose even fu rther to a seasonally 
adjusted annual fatC 01 R 19 710 million 

Following a sllgtH decline in the first quarter, n(:!t 
service and transfer payments to the rest of the world 

Balance of payments current account 
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Increased sharply in the second Quarter Higher 
payments in respect of freight and merchandise 
insurance and salaries and wages to foreign migrant 
workers were responsible for this Increase Dividend 
payments to foreigners, which had risen shalply 
during 1980 and the first Quarter of 1981, did not 
Increase in Ihe second quarter, but nevertheless 
remained at a high level 

Net inflow of capita l 

The capital account of the balance 01 payments to 
some extent adjusted itself to the growing deficit on 
the current account. A net outflow of capi tal 01 
A269 million (excluding changes In liabilities related 
10 reserves but including unrecorded transactions) in 
the first quarter was followed by a net nflow 01 
A758 million in the second quarter, consisting of long 
and short-term capital amounting to R129 million 
and R629 million, respe<:tlvely A net nflow of 
long-term capital occurred during each of the past 
four Quarters and in total amounted to R415 million, 
most of which represented foreign loans raised by 
public corporations and the Sou th African Railways 
Admillistration. From the begillning of 19B1, how
ever, there was also a net inflow of long· term capital 
to the private sector. The Inflow of short·term 
capital consisted mainly of a net inward movement of 
funds to the private sector. 

Net capital moyements • 
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Sharp decline in foreign reserves 

Despite the net inflow of capital. the net gold and 
other foreign reserves declined sharply by A556 
million during the second quarter, which brought the 
total decline in net reserves during the nine·month 
period to the end of June 1981 to Rl 417 million 
OWing to a decline in liabilities related 10 reserves 
and negative valuation adjustments to the gold as well 
as the foreign exchange reserves, the gross gold and 
other foreign reserves decreased by an even larger 
amount, namely by A672 million, during the second 
quarter. At the end of June the gross foreign reserves 
amounted to A5 255 million, which was substantially 
lower than the peak of A6807 million at the end 
of September 1980. 

During July and August the gross gold and other 
foreign reserves of the Reserve Bank rose by A199 
million. However, the Bank.'s liabilities related to 
reserves were increased by A377 million during thiS 
period as a result of short-term foreign borrowing \0 

augment the foreign exchange reserves. 
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Foreign exchange market 

The effective exchange rate of the rand continued to 
decline dUring the second Quarter of 1981 , reflecting 
the increase in the overall def;ci t on the balance of 
payments. A decline of 2,8 per cent during the first 
quarter was followed by further decreases of 3,9 per 
cent during the second Quarter and 4,8 per cent 
during July. Th is decline of 11. 1 per cent during the 
first seven months of 198 1 resulted main ly from the 
rand's depreciation of 21,7 per cent against the US 
dollar During August the rand appreciated slightly 
agalilst the US dollar and most of the other major 
worl d cur rencies, causing the effective exchange rate 
to rise by 0,9 per cent. 

From the end of March to the end of July the 
financial rand depreciated by 9,6 per cent against the 



us dottar, while at the same lime the financial rand 
discount narrowed from 28,2 per cent 10 23,5 per 
cent. DUring August the financial rand appreciated 
by 2,8 per cent, and the financial rand discount 
narrowed further to 22,3 per cent. mainly as a result 
of an Increased demand for financial rand by foreign 
Investors interested in investing in South African gold 
mining shares. 

During the second quarter the Reserve Bank 
malnt.ained its policy of fixing its forward exchange 
rates In such a way as to make the domestic financing 
~f tra.de marginally more attractive than foreign 
fln~nclng. Towards the end of July, however, this 
pOI~cy was changed in response to the larger overall 
defiCit on the balance of payments. Since then, 
forward exchange rates have been fixed at levels more 
favou rable to the foreign financing of trade. 

Money and banking 

Slow-down of increase in monetary aggregates 

The strong monetary expansion during the first four 
months of 1981, slowed down considerably dur ing 
the subsequent three months, At a seasonally adjus
ted annual rate, the broadly defined money supply 
(M2) rose by no less than 53 per cent during the first 
four months of 1981, but by only 14 per cenl during 
the peflod May to July. The corresponding rates of 
Increase in the narrowly defined money supply (M1) 
amounted to 56 per cent and 12 per cent, respec
tively. Monetary banks' shan and medium-dated 
repurchase agreements with the private sector de· 
clined during the firs t five months of 1981, but rose 
sharply during June and July. Overnight repurchases, 
however, declined again dtHing July after a con· 
siderable increase during June. If these agreements 
are included in the money supply on the grounds that 
they are close substitutes for money, the seasonally 
adjusted annual rates of increase in M2 and M 1 
amounted to 40 per cent and 34 per cent, respec· 
tively, during the first four months of 19B1 and to 21 
per cent and 7 per cent, respectively, dur ing the 
three-month period May to July, 

Causes of changes in M2 

As during the first four months of 1981, the major 
statistical "cause" of the increase in M2 during the 
three months May to July was a strong expansion of 
the monetary banking sector's claims on the private 
sector. In addi t ion, net bank credit extended to the 
government sector increased slightly. On the other 
hand, nega tive contribu t ions to the growth in the 
money supply during the period May to July were 
made by a substantial further decline in the monetary 
bank ing sector's net gold and other foreign reserves 
and a small increase in the long· term deposits of the 
priva te sector With monetary banking institutions. 

Causes of changes in M2* 
Seasonally adjusted 
A millions 

Net gold and other foreign reserves 
Net claims on government sector .. 
Claims on private sector. 
long-term deposits of private sector 

/increase -, decrease .+-) 

Total • . ..••... , .. .. ... _ . , . 

1981 

January May to 
to April July 

-776 -1 177 
185 88 

2467 , 682 

-219 -27 

2423 612 

' BaMld on 8 consolidated balance shNt 0 1 the monetary banking 
seCIor. 
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Lower rate of increase in bank credit to the 
private sector 

\ 
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Bank credit ex tended by the monetary banking sector 
to the pnvate sector increased at a seasonally adjusted 
annual rate of 42 per cent during the period May to 
July, compared with an increase of 53 per cent during 
the fi rst four months of 1981 . The lower rate of 
Increase was mainly due to a slOW-down of the 
process of re-Intermediation of credit which had 
previously been ex tended outside the banking system, 
the low level of excess liquid asset holdings of bank
ing institutions, and the effect of higher interest ra tes 
on the demand for bank credit. Until the further 
increase in Bank ratEl: late in July, the moderation of 
bank credit expansion was, however, countered by 
so-called "round- tr ipping", i.e. the practice of bor
rowing on overdraft from banks and investing these 
funds at higher rates, mostly in bank deposits and 
negotiable cert ifica tes of deposit, 

An analysis of the rise in the monetary bank ing 
sector's claims on the private sector (unadjusted for 
seasonal changes) during the per iod May to July 
shows increases of R238 million in investments in 

securities of the private sector, R514 million in the 
cash credit advances by the Land Bank, and R982 
million in the discounts. loans and advances of 
commercial. merchant and monetary general banks. 
The corresponding changes during the first four 
months of 1981 amounted to an increase of R148 
million, a decline of R2 million and an increase of 
R2 218 million, respect ively . The sharp rise in the 
Land Bank's cash credit advances during the period 
May to July reflected the financing of part of the 
record summer crops. DUring the same period the 
discounts. loans and advances of commercial. mer
chan t and monetary general ban ks increased by a 
substantially smaller average monthly amount than 
dur ing the first four months of 1981 owing to an 
actual decl ine in bil!s discounted, a slightly smaller 
increase in hire-purchase credit and leasing finance, 
and a substantially lower increase in other loans and 
advances. The average monthly increase in loans and 
advances other than hire-purchase credi t and leasing 
finance. for example, amounted to R183 million 
during the three-month period to July . as against 
R365 million during the first four months of 1981. 

Low level of bank liquidity 

Bank liquidity, in the form of excess holdings of 
liquid assets, remained at a low level during the 
second Quarter and during July. Bank liquidity was 
affected adversely by a sharp rise in the banks' 
required liquid asset holdings resulting from their 
large-scale creation of liabilities by the ex tension 
of credit. Despite a sharp decline in the Reserve 
Bank's ne t gold and other foreign reserves, the banks' 
actual holdings of liquid assets continued to rise 
appreciably. Important contributions to the expan
sion of the banks' liquidity base were made by net 
bank credit to the government sector and liquid
asset-creating net bank credit, mainly investment in 
liquid bankers' acceptances. to the private sector. 
The ratio of excess liquid assets to the banks' liabi
lities to the public decljned from 2. 1 per cent at the 
end of March 1981 to 2,0 per cent at the end of June. 
before rising again to 2, 1 per cent at the end of 
July. 

Money market 

Money market conditions tightened considerably in 
early May and remained relatively tight during the 
ensuing period up to the middle of August. Tem
porary foreign borrowing by the banks prevented the 
market from tightening unduly over the June and 
July month-ends. From the middle of August the 

market eased somewhat and the shortage of funds In 
the market over the August month-end. primarily as a 
result o f the flow of tax funds to the Government. 
was much smaller than expected. Th is relat ive ease In 
the market over the month-end was caused. firstly, by 
an mflow of short-term foreign funds after the 
forward exchange rates of the Reserve Bank had 
begun to encourage the foreign financing of trade. 



Secondly, the banks borrowed agam on short term 
abroad for the purpose of meeting their I iqUid asset 
requirements at the end of the month, In early 
September, however, the market tightened substan· 
tially after part of the short-term foreign loans had 
been repaid. 

In line WiTh the tightening of market conditions 
In May, the discount houses were accommodated by 
the Reserve Bank over the May month-end. The 
usual month-end accommodation was fairly small in 
June because of the banks' temporary foreign bor
rowing. In contrast, a large shortage of funds was 
experienced over tile July month-end and accom
modation to the discount houses amounted to R522 
million on 30 July and A307 million at the end of the 
month. This accommodation was, however. fully 
repaid on 12 August. Over the August monlh·end 
the discount houses were accommodated to the 
relatively small amount of A278 million, but thiS 
amount Increased to R575 million on 3 September. 

Call loans to the discount houses, which had 
reached a peak of R1306 million on 27 March_ 
remained at D high level up to Ihe end of June. 
Subsequently, they declined to R948 million on 9 
July because of the repayment of short-term foreign 
loans by the banks. During the rest of July and in 
early August these loans remained at the lower level, 
but after 7 August they reverted to a higher level and 
amounted to R 1 106 million at the end of the month 
before declining to R892 million on 3 September. 
The banks' free balances with the National Finance 
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Corporation generally remained at a low level during 
the second Quarter and the subsequent two months. 
On two occasions these balances were built up, 
namely before the Issue of new government stock on 
15 May and before the tax-payment peak at the end 
of August. Over the August month-end the balances 
were almost depleted. 

Money market interest rates increased sharply 
from early May to the end of July, but remained 
fairly stable or even declined slightly during August 
The rate on three-month bankers' acceptances, for 
example, rose from 10,0 per cent on 1 May to 15,5 
per cent on 24 July before decl+ning to 13,50 per 
cent on 11 September. The Treasury bill tender rale 
li kewise Increased from 7,80 per cent on 1 May \0 
11,25 per cen t on 24 July, but rose slighlly funher to 
11,28 per cent on 11 September 

The Reserve Bank rmsed Bank r(lte in two steps 
from 8,0 to 10,5 per cent dUll1lg the second quarter 
and further to 12,5 per cenl on 21 July In I'esponse 
to these changes and, more generalty the siron!) 
demand for bank credit, the prime overdraft rate of 
the commercial banks was Increased from 11,5 
per cent al the end of March to 16,0 per cenl III July. 

Open-market operations 

Open market operations by the Reserve Bank during 
the peflod from April to August were i:umed ill 
suppon ing the general monetary policy objective of 
curbing the rate of growth in the money SUpply 
Operations during this period consisted mainly 
of sales of long-term government stock, which on a 
net basis amounted to R393 million, From 21 
August the Bank also engaged In operations aimed at 
the refi nancing of government debt which is due to 
mature laler in 1981 Up to 1he end of August, 
purchases of government stock malunng on 1 Octo· 
ber and 1 December amounted to R156 million, 
whde simultaneous sales of now two·year government 
stOCk, Issued on lap to the Reserve Bank, totalled 
A197 million. 
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Government finance 

Exchequer receipts and issues 

Receipts on the Exchequer Account " in the second 
quarter of 1981. i.e. the first quarter of the 1981182 
fiscal year, amounted to R2 765 million, or about 14 
per cent more than in the corresponding period of 
1980. This rate of increase was substantially below 
the 35 per cen t recorded in the 1980/81 fiscal year as 
a whole. Compared with the second quarter of 
1980, revenue receipts from gold mining companies 
actually declined during the second quarter of 1981, 
while income tax receipts from companies other th an 
gold mines rose al a relatively low rate. Personal 
income tax receipts and Indirect taxes, however, 
continued to increase at high rates. Revenue receipts 
from gold mining companies during the second 
quarter were on ly beginning to show the effect of the 
decline In th e price of gold and the increase in pro
duction costs on gold mining profits. The effect of 
the lower gold pr ice was, however, cushioned by the 
sharp depreciation of the rand against the US dollar 
and the consequent smaller decline in the rand price 

Percentage change- in Exchequer receipts and 
departmental issues 
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of gold. Income tax receipts from companies other 
than gold mines were apparently affected adversely 
by a backlog in the processing of tax returns by the 
receivers of revenue . 

Issues from the adjusted Exchequer Account 
Increased sharply in the second quarter of 198 1 and 
exceeded those in the corresponding quarter of 1980 
by no less than 24 per cent. The amoun t made 
available to government departments during the 
second quarter amounted to R4 109 million, 

Substantial deficit on Exchequer Account 

The high rate of growth In ISSUes and the slow·down 
o f the Increase in rE:.'Venue resu lted in a deficit before 
borrowing of A1 348 million on the adjusted Exche· 
quer Account in the second quarter. Slightly more 
than half of this deficit. or R681 million. was fi nan
ced by means of borrowing from the private non
banking sector, par t of which reflected the successful 
issue of governmen t stock in May. The PubliC Debt 
Commissioners contributed only R37 million to the 
finanCing of the deficit. Foreign borrowing amoun· 
ted to R44 million and the remainder of the deficit, 
namely R586 million, was financed by means of an 
increase in the Exchequer's net indeb tedness to the 
monetary banking sector. The latter amount inclu· 
ded a decline of A213 mi!llon in the cash balances on 
the Exchequer ilnd Paymaster· General Accounts and 
the use of R2B4 million of the funds avai lable on the 
Stabilization Account. 

The 1981 /82 Budget 

In view of the fact that the economy was already in 
the process of "cooling down" owing to natural 
economic forces and that a tight monetary policy was 
being pursued by the Reserve Bank, only a moderate
ly contractionary Budget for 1981/82 was presented 
to Parliament by the Minister of Finance on 12 
August 1981 . In hiS presentation, the Min ister 
concluded that the prevail ing economic situation 
called for a budgetary policy of "consolidation and 
adjustment". Firs tly, th is policy would aim at 
consolidating the economic gains made during the 
recen.t cyclical upswing in the economy. Secondly, i t 
would assist In the adjustment to the adverse Impact 
on the economy of the set of condi tions created by 
the prevailing international recessionary tendencies, 
the abnormally high interest rates in the United 
States and elsewhere, the substantial appreciation 
of the US dollar, and the sharp decline in the price of 
gOld. 

The Minister stated that although the economy 
appeared about to follow Western Europe into a 
downward phase of the business cycle, a policy of 
outright stimulation of demand through increased 

• The Exchequer Account is adjusted to take account 01 
change!! in the cash balance on, and the net borrowing from, 
the Paymaster-Genera! Account and to incorporate the Stabi· 
lization Account, 



deficit spending financed by bank credit could nO! be 
pursued. Any premalUre stimulallon of dem<lnd. 
while the economy was still operating at full capacity. 
would result in an acceleration of the rate of price 
increases. Inflation remained a major problem and its 
combating would continue to receive the highest 
priority, Fiscal and monetary policy would nOl be 
used 10 neutralise the adverse changes in the external 
circumstances affecting the economy_ Accordingly. 
the balance of payments adjustment process would be 
permi Hed to proceed and would be assisted by fiscal 
and monetary policies. even If this meant that de
mand would have 10 be restrained al a time of slower 
economic growth _ Government expenditure could 
therefore be aHowed to rise moderately in real terms 
In the fiscal year 1981/82. provided that it would 
continue 10 Increase at a lower rate than aggregate 
real gross domestic expenditure_ For the S<ime 
reasons. the "deficil before borrowing" could be 
permitted to rise to a more normal figure in relation 
10 the gross domestic produ.ct. provided thai il woold 
continue to be financed without net recourse to the 
banking sector 

Against this broad policy background. the Budget 
provided for expenditure of R15871 million in the 
1981/82 fiscal year. or 16.8 per cent more than 10 the 
preceding flscat year. Aggregate revenue in 1981/82. 
including a moderate Increase in customs and excise 
duties on certain non-essential products. was estima
ted at R13 164 million. or about J per cent less than 
in the preceding fiscal year ThiS decline was primari
ly due to an expected drop of Rl 473 million in 
income tax and mining lease payments by gold 
mining companies. The defiCit before borrOWing was 
estimated at R2 707 million. ThiS amount. together 
with loan repayments of R2 842 million. would result 
in an estimated finanCing requirement of RS 549 
million. It was envisaged that foreign and domestic 
borrowing would amount to R350 million and 
R5 159 million, respeclively. and that the remaining 
amount of R40 million would be financed from 
available cash balances In the amount to be borrow
ed domestically. prOVision was made for reinvestment 
of loan redemptions and new marketable stock issues 
of R2714 million. an increase of R595 million in 
non-marketable debt, and borrowmg 01 Rl 850 
million from the PubliC Debt Commis.sioners. 

As part of Ihe further structural reform of the tax 
system. the Minister announced the phasing-in of a 
tax on fringe benefits over the 1982/83 and 1983/84 
tax years; the phasing-out of separate taxation of 
Blacks from 1 March 1982; and an amendment to 
the PAYE tax-deduction system from 1 March 
1982. in terms of which indiVidual taxpayers with 
taxable incomes of not more than R7 000 per annum 
will be relieved from rendering income tal( returns. 
provided lhat such incomes are derived I rom salades 
and wages. 

The Post Office Budget 

Despite the effect of the high rate of inflation on me 
finances of the Department. no tariff increases were 
announced by the Minister of Posts and Telecommu
nications when he presented his Budget for 1981/82 
to Parliament on 1 Seplember 1981 Revenue for 
1981/82 was estimated at A1 282 million, at 14 per 
cent more than In 1980/81. while operating expendi 
ture was estimated to rise by 22 per cent to Rl 188 
million. After taking into acCOunt various appropria
tions, it was estimated that R41 million of the 
operating surplus would be used to help finance the 
expected capital expenditure of R565 million during 
1981/82. It was anticipated that the remainder of 
the capital expenditure could be financed by means 
of using provisions for the replacement of fixed assets 
to the extenl of R166 million, employing an expec
ted net increase of R240 million in funds invested 
with the Post Office's savings schemes. and reducing 
available cash balances by an amount of Rll8 mil
lion. The Mmlster also announced increases in the 
inlerest rates offered by the Post Office on savmgs 
bank certificates and savings accounts. 
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Capital market 

Holdings of longer-term funds with non-contractual 
savings institut ions 

Holdings of longer-term funds with banklrg Institu· 
tions, budding societies, participation mortgage bond 
schemes and government savings schemes increased 
by R1 130 million dUring the second quarter or by 
slightly more than Ihe quarterly average of R1 100 
million for 1980, However, most of this increase 
occurred during April and thiS was followed by a 
marked slow-down dunng May and June. In fact. 
holdings of longer· term funds wi th banking institu 
lions barely increased dunng May and the building 
societies had no net inflow of new funds during June. 

The changes in the intake of new funds by 
deposit-receiving insti tutions were accompanied by 
aCllve competition for funds. The deposit rates of 
banking insti tutions were accordingly raised by 
between 0,75 and 1,75 per cent dunng the period 
May to August likewise, interest rates or deposits 
With building societies were increased further by 0,5 
to 1,5 per cent In June, and on building society shares 
by Similar margins in August 

Change in holdings of longer-term funds 
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Increased activity in the fixed-interest 
security market 

Expec tations of further increases in long· term interest 
rates dUring 1980 and the first Quarter of 1981 
caused a reluctance on the part of investors to invest 
in fixed-interest securities. However, after long-term 
interest rates had risen to more realistic levels, most 
of these expectations abated in the second Quarter 
and a record amount of new capital was raised in 
the fixed-interest security market. New issues of 
public sector stock during the second Quarter, exclu· 
ding the increase in the borrowers' holdlOgs of their 
own securities, amounted to A 1 276 million, or only 
slightly less than the IOtal for 1980 as a whole. In 
addition, an amount of R62 million was raised 
by the private corporate sector in the market. In the 
secondary market, the value of listed gilt-edged and 
semi-gilt-edged stock traded all the stock exchange 
amounted to R2076 million in the second Quaner, 
compared wi th a quarterly average of Rl 055 million 
in 1980. 

Secondary marke t yields on long-term fixed· 
interest securities, which had eased sligh tly during the 
latter part of March and during April 1981, increased 
moderately during May and remained relatively stable 
during the subsequent three months. The monthly 
average yield on long·term government stock in 
creased from 12,75 per cent in March to 13,05 per 
cent in May and to 13,10 per cent in August. The 
corresponding increases in the monthly average yield 
on long·term semi-gilt-edged stock of the highest 
grade was from 12,93 per cent to 13,11 per cent 

Secondary market yields 
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and 13,l7 per cent, respectively. In contrast, the 
monthly average yield on company loan securities 
decreased from 14 .02 per cent In March to 13.80 per 
cent in May before rising to 14.27 per cent In August. 

Resumption of downward trend in turnover and 
prices in share market 

Turnover and prices in the share market, which had 
been on a downward course from October 1980. 
recovered temporarily during March and April and 
maintained their somewhat higher levels during May. 
In June. however. the downward trend was resumed. 
The number of shares traded on the stock exchange 
was 49 per cent lower in the second quarter of 1981 
than in the th ird quarter of last year. while share 
prices in July were on average 33 per cent below the 
peak in September 1980. The declining trend was 
evident in alt classes of shares. mining shares showed 
the largest. and industrial and commercial shares 
the smallest. decrease alter the September peak. 

Wi rh relatively stable dividend payments, the fall 
In share prices during June and July was reflected In a 
further increase in dividend yields. The average 
dividend yield on all classes of shares. which had risen 
from 4.75. per cent in September last year to 6.78 per 
cent in March. increased further \07.37 per cent in 
July. 

Decline in new mortgage lending by 
building societi es . 

In view of the declining rate of inflow of new funds. 
the building societies reduced their new mortgage 
lending even further during the second quarter. New 
mortgage loans granted by the building societies. 
seasonally adjusted, declined from a quarterly average 
of Rl 150 million in 1980 and an amount of R484 
mi llion in the first quaner o f 1981 to R462 million in 
the second quarter, Seasonally adjusted new mort· 
gage loans paid out. which had increased from a 
quarterly average of R1050 million in 1980 to 
R1 304 million In the first Quarter of 1981. subse· 
quently declined to R81l million in the second 
quarter. By maintaining mortgage loan pay·outs al a 
high level and reducing new mortyage loans granted, 
the societies were able to lower their outstanding loan 
commitments from R1635 million at the end of 
1980 to R1 105 million at the end of March and 
R831 million al the end of June. Holdings of pre· 
scribed investments, which had decreased from 
R1 903 million at the end of 1980 to Rl 598 million 
at .the end of March. rose slightly to Rl 676 million 
at the end of June because the inflow of new funds to 
the societies during the second Quarter was somewhat 
larger than the increase in their mortgage loans 
outstanding. 

The buitding socie ties' mortgage ra tes were raised 
by a further 1 per cen t from 13 August in respect of 
new loans and from 1 October in the case of existing 
loans. After this increase, the home mortgage rates 
ranged from 12,25 to 14,25 per cent . 

Levelling·off tendency in rea l estate transactions 

After reaching a high level in the fourth Quarter of 
1980, the increase In the value of real estate transac
tions levelled off in the first Quarter of 19B1 before 
rising to a new record leve! in the second quarter 
The seasonally adjusted value of transactions amoun
ted to R1 594 million in the second quarter, com
pared with R1 510 million and Rl 537 million in Ihe 
preceding Quarter and the fourth quarter of 1980, 
respectively . Tt,e rate of Increase in these transac· 
tions showed a distinct slow·down during the first 
half of 1981. mainly as a result of a decline in the 
general availability of funds, including new mortgage 
lending by building societies, and 1he effect of the 
higher mortgage rates and property prices on the 
demand for real estate. 

Fixed ptoperty market 
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