Quarterly economic review

Summary and general comments

Economic developments during the first quarter of
1982 provided further evidence of the cyclical dewn-
swing in real economic activity which had begun in the
third quarter of 1981, Real gross domestic product,
which had still grown at a seasonally adjusted annual
rate of about 6 per cent during the first nine months of
1981, increased only marginally in the fourth quarter
and remained virtually unchanged in the first quarter of
1982. Although real gross domestic expenditure in-
creased appreciably in the first quarter, after adecline in
the last quarter of 1981, this increase was entirely due
to a further rise in fixed and inventory investment. Real
private and government consumption expenditure ac-
tually decreased during this period. The economic slow-
down was also reflected in a lower rate of increase in
non-agricultural employment in the fourth quarter of
1981 and in an increase in the number of registered un-
employed Whites, Coloureds and Asians during the first
quarter of 1982,

Despite these indications of a downward cyclical
movement, economic activity, and in particular nominal
domestic expenditure, remained at a high level. One re-
sult of this was a further sharp rise in the value of im-
ports in the first quarter. At the same time, merchan-
dise exports continued to be affected adversely by the
recession in most industrnial countnies, while the gold
price fell considerably further. Consequently, in the first
quarter the current account of the balance of payments
showed a deficit of R6,7 billion at a seasonally adjusted
annual rate. Although the volume of imports, which had
begun a cyclical decline in the fourth quarter of 1981,
continued 1o decrease in the first quarter of 1982, it is
clear that the balance of payments adjustment process
still has to run its course.

Compared with the substantial deficit on the current
account, the net inflow of capital not related to reserves
was of negligible proportions in the first quarter. Total
net gold and other foreign reserves, therefore, declined
by no less than R1,4 billion during this period, bringing
the decline during the past eighteen months to R4,7 bil-
lion, The sharp decrease in net foreign reserves during
the first quarter partly reflected large-scale short-term
foreign borrowing by the banking sector in order to sup-
port the foreign exchange reserves. In these cir-
cumstances, the rand depreciated sharply during the
first yuarter and also during the ensuing period. From
the end of 1980 to the end of May 1982 the effective ex-
change rate of the rand declined by as much as 20 per
cent.

This depreciation was a significant contributing factor
to the sustained high rate of inflation, The import price
component of production prices, for example, showed
a sharply accelerating increase from the third quarter of
1981. The rate of increase in consumer prices deceler-
ated slightly in the first quarter, but a notably higher rate
of increase is expected in the second quarter, when
consumer prices will show the full effect of recent indi-
rect tax increases and upward adjustments in several
administered prices. The increase of 16,5 per cent in
consumer prices from April 1981 to April 1982 provides
an indication of the still prevailing high rate of inflation.

An exceptionally strong growth in the money supply
was experienced during the first quarter. At a season-
ally adjusted annual rate, the broadly defined money
supply (M2) increased by 41 per cent during this
period, despite the contractionary effect of a substantial
decline in the net gold and other foreign reserves of the
monetary banking sector and a marked decrease in net
bank credit to the government sector. The main
reasons for the further monetary expansion were a sub-
stantial rise in bank credit to the private sectorand an in-
crease in liquidity preference which caused a shift from
long-term deposits to shorter-term deposits offering
higher rates of interest. In addition, there was a marked
increase in the net “other” assets of the monetary
banking sector, reflecting mainly losses on forward ex-
change transactions.

The continuing strong demand for bank credit in gen-
eral reflected tight conditions in the broad financial mar-
kets and limited alternative sources of finance. More in
particular, greater reliance was placed on bank credit as
a means of supplementing reduced company cash
flows and of financing a further, and to some extent an
involuntary, build-up of inventones. Banking institutions
were enabled to extend further bank credit on a large
scale by a considerable expansion of their liquidity base,
resulting mainly from increased bank advances to the
Land Bank and Reserve Bank credit to the Government
towards the end of 1981 and a considerable net inflow
of short-term foreign capital in the first quarter of 1982.
To a large extent, however, the substantial increase in
bank credit to the private sector during the first quarter
reflected “round-tripping” and the re-intermediation of
credit transactions which had previously been con-
tracted outside the banking system, especially during
the third quarter and part of the fourth quarter of 1981,

Mainly as a result of the decline in the Reserve Bank's
net foreign reserves and the seasonal flow of tax funds
to the Government, the money market tightened con-
siderably during the first quarter. In order to alleviate the
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goods largely reflected a lower level of expenditure on
clothing and footwear.

Real government consumption expenditure, which
often shows large quarterly fluctuations, dechned
slightly in the first quarter. A small increase in real re-
muneration of employees was more than neutralised
by a decrease in real expenditure on goods and other
services.

In contrast with the decreases in private and govern-
ment consumption expenditure, real gross domestic
fixed investment rose further in the first quarter of
1982. In the private sector further increases were re-
corded by manufacturing and mining, but declines oc-
curred in agriculture and in residential construction.
The latter decline was related to the high costand scar-
city of funds, whereas the decrease in real agricultural
fixed investment should be seen in relation to the sharp
increases that occurred in the preceding four quarters.
The persistent increase in real fixed investrment in man-
ufacturing since the middle of 1979, coupled with the
slow-down n production towards the end of 1981 and
the first quarter of 1982, caused the utilisation of pro-
duction capacity in manufacturing to decline from a
peak of 90,0 per cent in the third quarter of 1981t089,4
per cent in the first quarter of 1982, the lowest level
since the fourth quarter of 1980.

After having decreased in the course of 1981, real
fixed investment by public corporations rose moder-
ately in the first quarter of 1982, mainly as a result of an
increase in real outlays by Escom. The latter increase
more than neutralised adecline in the real capital expen-
diture of Sasol. Despite a decrease in fixed investment
by general government, increases in capital outlays by
the South African Transport Services and by the Depart-
ment of Posts and Telecommunications caused the real
capital expenditure of public authorities to increase
further in the first quarter of 1982.

A notable increase in real inventories again occurred
in the first quarter of 1982. Diamond stocks rose further
owing to a continuing weak demand, and agrcultural
stocks-in-trade remained at a high level, largely because
the programrme of exporting the maize surplus had not
been completed. The further build-up of real industrial
and commercial inventories was related to the slow-
down of consumption expenditure in the first quarter,
and was consistent with the past behaviour of these
classes of inventories in similar stages of the business
cycle. The ratio of real non-agricultural and non-strategic
inventories to the comparable real gross domestic pro-
duct increased further to 35,7 per cent in the first quar-
ter of 1982, compared with the latest trough of 29,6 per
cent in the fourth quarter of 1979.

Decline in gross domestic saving

Gross domestic saving declined substantially in the first
quarter of 1982 to its lowest level since the fourth quar-
ter of 1979. As a ratio of gross domestic product, It
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amounted to only 23 per cent in the first quarter of
1982, compared with an average ratio of 271/ per cent
in the second half of 1981 and 33 per cent in the 1980
calendar year. At a seasonally adjusted annual rate,
gross domestic saving amounted to about R17 100 mil-
lion in the first quarter, no less than R6 700 million lower
than gross fixed and inventory investment. This indica-
tes that foreign funds were again employed extensively
to supplement domestic savings in financing domestic
investment.

The different components of gross domestic saving
showed divergent tendencies in the first quarter of
1982. Provision for depreciation and the saving of gen-
eral government rose moderately, but personal and cor-
porate saving declined markedly. The increase in provi-
sion for depreciation reflected the further rise in fixed
investment, while the higher level of general govern-
ment saving resulted largely from a peak in central gov-
ernment revenue during this period. Corporate saving
declined to its lowest level since the fourth quarter of
1979, reflecting largely a decrease in corporate profits.
Personal saving declined because the increase in pri-
vate consumption expenditure at current prices ex-
ceeded the rise in personal disposable income, The
ratio of personal saving to personal disposable income
declined to a low level of only 6 per cent in 1981 and
even fell below this level in the first quarter of 1982,















The financial rand also depreciated sharply during the
first quarter of 1982, but then appreciated to the same
extent during April and May, At the end of May the price
of the financial rand was, therefore, exactly at its level at
the end of 1981. The sharp depreciation of the commer-
cial rand against the US dollar, however, narrowed the
financial rand discount from 23,4 per cent at the erd of
1981 to 13,7 per cent at the end of May.

Money and banking

Sharp increase in money supply

The strong monetary expansion of 1981 continued into
1982. The seasonally adjusted annual rate of increase in
the broadly defined money supply (M2) accelerated
from 20 per cent during the fourth quarter of 1981 to 41
per centduring the first quarter of 1982. Carrespanding
rates of increase in the narrowly defined money supply
(M1) were 34 and 48 per cent, respectively, The sub-
stantial increase in M1 was accompanied by a marked
change in its compaosition. As during the second half of
1981, non-interest-bearing demand deposits, or
cheque deposits, with monetary banking institutions
actually declined during the first quarter, while at the
same time there was a substantial increase in interest-
bearing call deposits with these institutions. The latter
increase was mainly due to the relatively high rates of
interest on such deposits and a generally larger liquidity
preference that was related to expectations of an abso-
lute or relative rise in long-term interest rates.

The renewed acceleration of the growth in M2, and
more specifically in its M1 component, during the
fourth quarter of 1981 and the first quarter of 1982, was
accompanied by a significantly lower velocity of circula-
tion. From the third quarter of 1981 to the first quarter of
1982 the velocity of circulation of M1 and M2, as mea-
sured by the ratio of the gross domestic product at cur-
rent market prices to these two monetary aggregates,
declined by 12 per cent and 9 per cent, respectively,

Monetary banks' short and medium-dated repurch-
ase agreements with the non-bank private sector de-
clined during the first quarter. If the amount of these
agreements are included in the monetary aggregates,
M2 and M1 increased at seasonally adjusted annual
rates of 34 per cent and 45 per cent, respectively, du-
ring the first quarter,

Causes of changesin M2
R millions

Netgoldand other foreignresenves ... ... iecccnroens
Claims on government sector:
TS TSI - e swads s b w35
Governmentdepositslincrease-, decrease+) ...
NS B oinsaiianstrmimstredasis oo te b et
Claims on private SECLOM . .voveorrivovieeieeciriis
Long-termdeposits (increase-, decrease+) ...
0 00 o s ) L e e S s Y Sy

TotalchangesTnaM2 .........ovnunmnnumasssnmese

Not seasonally adjusted Seasonally adjusted

Year 4th qtr. 1stqtr. 4th gtr, 1stqtr.
1981 1981 1982 1981 1982
-2 835 -389 -1354 -246 -1306
101 -239 -92
709 1117 -1124 L
810 878 -1216 656 -477
5632 901 2062 1083 1969
-134 -121 72 -248 172
617 7 1 317
4 090 1276 881 930 1765
2876 1183 626 768 1117
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State Revenue Fund — Revenue collections

1981/82 Budget Actual collections
Percentage  1980/81 1981/82 Percentage
Rmillions  change’ Rmillions Rmillions  change

Indirect taxes?

I O IO o, e husiiopoasinins e SRR 850 16,0 733 1185 61,7

Exciseduties ... 1385 11,4 1243 1506 21,2

Generalsalestaxandsaiesduty 2150 30.0 1654 2126 28,5
TN, (0 500c0050mn55 b sisar s a5 b5 s dsp Gy s S 4 385 20.8 3 630 4817 32,7
Income tax and!easepavmenls bygoldmlnes asmsanag 2 100 -40,5 3633 2131 -41,3
Otherincometax payments ... ; BSIPMRORI - - 20,3 4727 6 401 354
ORBIEONBRHONS. ... cvvvsisianivssssssvsivsivsiarsnssssssrbissigans 1 652 -11,5 1 B66 1810 -3,0
SUBMBI oo i T o Ve ms s £ emms s amemdeliins 13 885 0.2 13 856 15159 9.4
Lesstransfers toneighbouringcountries ... o 725 32.8 546 733 34,2
Totalrevenuecollections 13 160 -11 13310 14 426 84

'Compared with actual collections duning the 1980/81 fiscal yea

fncluding amounts transferable 1o nesghbouring countnes in terms of Customs Union Agreements and 1o the Cantral Revenue Fund of South West Ainca

Yncluding surcharge on imparts

ceding fiscal year by 21 per cent. Original Budget esti-
mates provided for an increase of 17 per cent, Despite
the sharp rise in expenditure, the higher than expected
revenue resulted in a deficit before barrowing of only
R2 342 million, compared with the R2 707 million pro-
vided for in the Budget.

In financing this deficit, R329 million was obtained
from the Public Debt Commissioners on a net basis.
The Commissioners' gross new investment in govern-
ment securities amounted to R1 199 million, but a sub-
stantial part of this amount represented the reinvest-
ment of the proceeds of stock sold in the market. The
non-bank private sector's contribution to the financing
of the Exchequer Account deficit amounted 1o R1 588
million, including appreciable open-market purchases
of government stock from the Reserve Bank. Net
foreign borrowing totalled R425 million, of which R130
million consisted of a drawing on the International
Monetary Fund. As mentioned earlier, the Treasury's
net indebtedness to the monetary banking sector re-
mained unchanged durning the fiscal year as a whole; an
increase during the first nine months of the fiscal year
was exactly offset by a decline during the last three
months of this period.

The 1982/83 Central Government Budget

In his presentation of the 1982/83 Budget, the Minister
of Finance stated that while he was fully aware that the
economy had entered the downward phase of the busi-
ness cycle and that the rate of real economic growth
would almost certainly be lower in the coming fiscal
year, the decline in the gold price and other adverse ex-
ternal developments of recent months ruled out any
possibility of “reflation” or "stimulation” of the
economy at that time. On the contrary, the balance of
payments adjustment process needed strong support
from fiscal and monetary policies, even if this meant re-
straining demand at a time of slower real growth. The
existing economic situation, therefore, called for firm
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control over government spending, the liquidity base of
the banking system and the money supply.

The Minister was of the opinion that in recent months
adjustments to the adverse external developments had
come about largely via inflation and currency deprecia-
tion on the one hand, and increases in interest rates on
the other. He stated that the Government considered it
essential that fiscal policy should play its proper part in
assisting the economy to make the necessary further
adjustments. Recognition needed to be given to the
“trade-off” which existed in the prevailing situation be-
tween higher interest rates, higher tax rates (or lower
government spending) and exchange rate depreciation.
In framing the Budget proposals, therefore, due con-
sideration had been given to the need to achieve the op-
timal combination of tax rates, interest rates and spot
and forward exchange rates required for dealing with
the existing economic situation.

Against this background, the Budget sought to com-
ply with three minimum requirements. Firstly, the in-
crease in government spending would be restricted as
much as possible without disrupting the provision of es-
sential services, Secondly, in order to curb monetary
demand and to prevent undue upward pressure on in-
terest rates, the "deficit before borrowing” as a percen-
tage of gioss domestic product would be reduced to
well below its average of 3.4 per cent over the past 22
years. Thirdly, this deficit would be financed in such a
manner that not only the Exchequer, but also the
government sector as a whole, would be able to avoid a
net recourse to bank credit.

Aggregate expenditure during the 1982/83 fiscal year
was estimated at R18 238 million, or 11,5 per cent more
than the revised estimates of expenditure in 1981/82.
Total revenue in 1982/83 was estimated at R15 858 mil-
lion, an increase of 11 per cent in comparison with ex-
pected revenue receipts in 1981/82. Tax proposals for
1982/83 included the incorporation of the existing sur-
charge of 5 per cent on company tax into the basic rate
of 40 per cent and the introduction of a surcharge of 10



per cent on the new basic rate of 42 per cent. The sur-
charge on iIncome tax payable by gold and diamond mi-
ning companies was raised from 5 to 15 per cent. In ad-
aition, a 5 per cent compulsory loan levy, based on per-
sonal income tax, was imposed on individual taxpayers.

The deficit before borrowing in 1982/83 was estima-
ted at R2 380 million, or 2,8 per cent of gross domestic
product. Together with loan redemptions of R1 246 mil-
lion, the total financing requirement came to R3 626 mil-
lion. It was anticipated that this amount would be finan-
ced as follows:

R millions

FOraign 108NE - uiwimaimnsicmsiennsresiis 250
Domestic loans:

Public Debt Commissioners .................... 1 290

Re-investment of maturing stock issues . 614

NEW STOCK ISSUBS .ivieeieviiiiriiniiiisreninssnns 800

Non-marketable securities ...................... 550

Loan levy on individuals ..............cccccoveen. 116

Use of available balances ,..........c.ccoecvvee ¥

Capital market

Substantially smaller increase in holdings of
longer-term funds with non-contractual
savings institutions

Reflecting the general scarcity of funds in the economy
and levels of short-term interest rates that were higher
than those of long-term rates, the seasonally adjusted
holdings of longer-term funds with banking institutions,
building societies, government saving schemes and
participation mortgage bond schemes increased by on-
ly R92 million during the first quarter of 1982. During
1981 these holdings showed an average quarterly in-
crease of R598 million.

Seasonally adjusted holdings of savings and long-
term deposits with bankimg institutions actually decli-
ned by R73 million during the first quarter, compared
with an average quarterly increase of R105 mullion du-
nng 1981. Building societies experienced an appreci-
able net outflow of funds during January and February,
but their shares and deposits nevertheless showed a
seasonally adjusted increase of R161 million during the
first quarter as a whole. This net inflow of funds was
considerably smaller than the quarterly average of R397
million in 1981. Government saving schemes recorded
a net outflow of funds of R34 million during the first
quarter, while funds invested with participation mort-
gage bond schemes increased by R38 million during
this period.

As a result of active competition for funds, deposit in-
terest rates rose further from the beginning of 1982.
The accompanying table shows the increase in the mo-
re irhportant rates during 1981 and the first five months
of 1982.

Selected interest rates’
1980 1981 1982
31Dec. 31Dec. 31 May
Ordinary savingsdeposits............. 3,50 4,00 4,00
Specialsavingsdeposits.............. 55602 825% 875
Fixed deposits:
T2 MNOONS i rreseiies st 00 11,60 1600
24months ... T 950 1350 1550
B MEBIDE: s siiinmie iz 950 1325 14,00
B0 TONENS s oepimresscrinrnrssensiatine 960 14,00 14,00
Building society shares:
Indefinite period paid-up............ 8,00 11,50 14,00
Tax-freeshares ,.......cocoovsrevinns 7,00 B75 9,50
Post Office Savings Bank certifi-
oy T AR e R . ] PP 7,00 8,75 9,50
National Savings Certificates* ....., 7,50 9,00 9,00
Tax-free Treasury Bonds ............... 7000 875 850

'Predominant rales.

*Daposits of less than R20 000

PDepositsof upto R15 000

4Average rale over full penod of investment,
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