Quarterly economic review

Summary

Information for the second and third quarters of 1983
indicates that the economic downswing in South Africa
may have begun to levelout. Non-agricultural real output
and employment, for example, showed moderate reco-
veries as from the second quarter. However, without
further confirmation, it is still uncertain whether this
change should be diagnosed as a lower turning point of
the business cycle. But irrespective of any cyclical
change, the average level of real gross domestic product
in 1983 will probably be about 3 per cent lower than in
1982.

The observed rise in real output was mainly due to an
acceleration of the increase in real private as well as
government consumption expenditure and a lower rate
of depletion of industrial and commercial inventories.
Apparently, the higher rate of monetary expansion
during the second half of 1982 and most of the first half
of 1983 and the decline in interest rates from the third
quarter of last year to early 1983 were accompanied by a
change in expectations and consumer sentiment, which
eventually came to be reflected in higher consumption
expenditure and smaller inventory disinvestment. It is
uncertain, however, to what extent the improvement in
these demand components will be sustained in the fourth
quarter, particularly in view of new developments from
the third quarter onwards. These include the lower rate
of monetary expansion and accompanying higher interest
rates from the third quarter, the contractionary effect of
adecline in the general availability of funds on residential
construction and related consumer expenditure on
durable goods, the further decline in the gold price from
the beginning of October, and the influence of lower
share and fixed property prices on private wealth and on
consumer sentiment. Tothis mustbe added that the arti-
ficial stimulation of consumption expenditure on motor
vehicles by the introduction of new models, has largely
fallen away.

The other main generating force of economic growth,
namely an increase in the demand for South African
exports, has remained fairly weak. In the first three
quarters of 1983, a slight increase in exports of mineral
products was neutralised by lower agricultural exports.
Furthermore, the gold price remained more orlessat the
lower level to which it had declined in February this year
and fell even further from the beginning of October.
However, economic recovery is now in progress in the
Industrial countries and in time this should be reflected in
amarked increase in South Africa’s non-gold exports.

Despite the weak performance of total exports, the
current account of the balance of payments remained in
surplus in the first three quarters of 1983, largely
because of a low level of imports. However, the surplus
In the third quarter was somewhat smaller than in the
preceding two quarters of the year. The overall balance
of payments was also in surplus in the third quarter and

thiswas reflected inan increase in the netgold and other
foreign reserves. In these circumstances, the rand ap-
preciated slightly against a basket of currencies during
the third quarter, but coinciding with the further fallin the
gold price, it depreciated in terms of all major currencies
during October and November, On balance, the effective
exchange rate of the rand declined slightly during the
first ten-and-a-half months of 1983, but it was still consi-
derably above its lower turning point in the middle of
1982,

The rate of growth in the money supply which had ac-
celerated during the second quarter, sloweddown in the
third quarter. A disintermediation of credit transactions,
followed by the reverse process of re-intermediation,
however, caused considerable fluctuations in the money
supply, as measured at month-ends, in the course of the
third quarter. The lower rate of monetary expansion was
accompanied by, a general increase in interest rates.
From the beginning of October, when the gold price
declined to a lower level, the increase in interest rates
became more pronounced.

Coinciding with a decreased general availability of
funds, activity in the different sections of the capital
market, such as the fixed-interest security, share, mort-
gage and real estate markets, was at a notably lower
level than earlier this year. The market for inter-company
borrowing and lending apparently also tightened towards
the end of the third quarter, causing credit transactions
to revert back to the banking system.

A major reason for the lower rate of increase in the
money supply during the third quarter was the success
of the Government in financing its deficit before bor-
rowing without recourse to net bank credit. During the
second quarter the Government's use of net bank credit
had contributed considerably to the higher rate of mone-
tary expansion. Although the rate of increase in central
government expenditure slowed down inthe thirdquarter,
It was well above the Budget target in the first half of the
1983/84 fiscal year. The rate of increase in central
governmentrevenueinthefirsthalf of the fiscal yearwas
also higher than the Budget target, but the rate of
Increase In some of the main revenue components fell
short of Budget expectations. It is expected that expen-
diture as well as the deficit before borrowing in the fiscal
year as a whole will be well in excess of Budget esti-
mates.

The rate of price increases slowed down considerably
in the third quarter. At a seasonally adjusted annual rate,
the increase inconsumer prices slowed down from 15,5
per cent in the first quarter of 1983, to 12,7 per cent and
5.4 per cent in the second and third quarters, respec-
tively. As a result, the rate of increase in consumer
prices, measured over a twelve-month period, decele-
rated to 10,9 per cent in September and further to 10,7
percentin October. Itappears, therefore, that the official
policy aim of reducing the high rate of inflation is now
beginning to show positive results.



Domestic economic developments* fairly small, was also recorded in the output of the sector
electricity, gas and water because of the cut-down on
electricity and water consumption prompted by the gen-
eral scarcity of water in large areas of the country. Onthe
other hand, the output of most other sectors of the

Domestic output / . :
economy Increased, in particular the output of gold as

Despite a further decline in real agricultural output in the well as non-gold mining, manufacturing, construction,
third quarter of 1983, real gross domestic product commerce and the services sectors. Some of these in-
showed its first quarterly increase since the fourth creases were, however, of fairly moderate proportions
quarter of 1981. [t is evident, therefore, that the real and cannot be interpreted as a firm indication of a new
output of the non-agricultural sectors of the economy in- upward trend.
creased further in the third quarter, after it had already Owing mainly to the decline in the price of gold, South
begun to rise in the preceding quarter. In the first three Africa's terms of trade deteriorated further in the third
quarters of 1983, real gross domestic product wasabout quarter. Real net factor payments to the rest of the
47/2 per cent lower than in the corresponding period of world, however, decreased considerably, largely be-
1982, but with prospective output in the fourth quarter cause of a substantial reduction in interest and dividend
probably remaining at the somewhat higher level of the payments to foreigners. As a result, the real gross national
third quarter, itis expected that the decline in the yearas product rose considerably in the third quarter, after sharp
awhole willbe of the order of 3 per cent. declines had been recorded in the first half of the year. In
A sectoral breakdown of the real gross domestic pro- the first three quarters of 1983, real gross national
duct in the third quarter shows that agricultural output product was about 2 per cent lower than in the corre-
fell toits lowest quarterly level in 15 years. Adecline, but sponding period of 1982.
Real gross domestic product Real gross national product
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components, except the fixed capital outlays of the
public sector. In the first three quarters of 1983, real
gross domestic expenditure was about 772 per cent
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| After having declined for five consecutive quarters, real
3 | l. gross domestic expenditure increased appreciably in the
| ‘. third quarter. This was reflected in all major expenditure
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e o lower than in the corresponding period of 1982. How-
ever, at the present somewhat higher expenditure levels,
It Is expected that the rate of decline In 1983 as a whole
*Quarterly changes are based on seasonally adjusted data. will be somewhat lower.
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Gross domestic expenditure at constant 1975 prices
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Referring to the main components of real gross dom-
estic expenditure, real private consumption expenditure
showed a notable furtherincrease in the third quarter. Al
consumption expenditure components contributed to
this change. Outlays on non-durable goods and on ser-
vices increased at a somewhat higher rate than in the
first half of the year. Inthe semi-durable goods category,
expenditure on clothing and footwear showed signs of a
recovery from the low level to which it had declined pre-
viously, Outlays on durable goods showed a fairly large

rise, owing mainly to increased expenditure on new
motor vehicles, which reflected, among other things,
the introduction of new models and a further expansion
of the practice of providing motor cars as part of pay pack-
ages. Notwithstanding the increase in the second and
third quarters, the average level of real private con-
sumption expenditure was still slightly lower in the first
three quarters of 1983 than in the corresponding period
of 1982. However, If the present higher level of expen-
diture continues into the fourth quarter, a small increase
could materialise in 1983 asawhole.

An interesting feature of the behaviour of real private
consumption expenditure so far in the downswing has
been thatexpenditure ondurable goods has notdeclined
to the same extent as during previous periods of
economic contraction. This relative stability of durable
consumption expenditure has apparently been due to
the high level of residential construction and an accom-
panying demand for furniture and household appliances
as wellasto the aggressive marketing of motorvehicles.
The implication is that the customary replacement
demand may be of somewhat smaller dimensions
during the next upward phase of the business cycle.

Private consumption expenditure at constant 1975 prices
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In the third quarter real government consumption ex-
penditure remained at the high level to which it had risen
in the preceding quarter. In the first three quarters of
1983 real government consumption outlays were about
/2 per cent higher than in the corresponding period of
1982. Real salaries and wages rose by 47/z per cent in
this period, whereasoutlays ongoods and otherservices
decreased by 4 per cent. It is anticipated, however, that
in 1983 as awhole real government consumption expen-
diture will increase at a significantly higher rate because
of an expected large increase in Central Government ex-
penditure in the fourth quarter.

The decline in real gross domestic fixed investmentin
the third quarter was confined to the public sector. Real
fixed investment by public authorities, which had re-
bounded sharply inthe second quarter onaccountof pur-
chases of new aircraft by the South African Transport
Services, inthe thirdquarter reverted back to a level only
slightly higher than in the first quarter. Fixed capital ex-
penditure by public corporations maintained its
downward trend, while that of the private sector in-
creased only slightly. In the first three quarters of 1983
total real gross domestic fixed investment was abou: 9
per cent lower than in the comparable period of 1982,
The carresponding decreases for public authorities,
public corporations and the private sector amounted to
12/2, 1072 and 7 per cent, respectively. Owing to the
moderation of the decline in overall real fixed In-
vestment, the rate of decline in 1983 as a whole Is ex-
pected to be slightly lower thanin the first three quarters
of the year.

Mainly owing to the completion of Sasol's second and
third oil-from-coal plants, real fixed capital expenditure
by public corporations decreased notably in the second
half of 1982 and the first three quarters of 1983 Fixed ca-
pital outlays by Escom, however, remained at a high
level. Thedeclining trend in the private sector's real fixed
investmentdid notcontinue in the third quarter. Small in-
creases in the outlays of manufacturing and on building
construction more than offset declines registered oy
mining and commerce. The rate of capacity utilisationin
total manufacturing increased slightly to 85 per cent in
the third quarter of 1983.

Although in real terms inventories were liquidated
further in the third quarter, the decline was the smallest
since the process of destocking had started in the
second quarter of 1982. Reflecting the lower rate of
depletion, real industrial and commercial inventories
declined at a seasonally adjusted annual rate of only
R298 million inthe third quarter, compared with as much
as R1 568 million in the fourth quarter of 1982. Despite
Imports of maize, agricultural stocks-in-trade decreased
further in the third quarter.

Factorincome and saving

In terms of successive quarterly changes, the rate of in-
crease in nominal salaries and wages accelerated from
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11 percentin the first quarter to 127/zand 14 per centin
the second and third quarters, respectively. Never-
theless, the rate of increase in the first three quarters of
1983, compared with the corresponding period of 1982,
amounted to only 12 per cent, i.e. well below the rate of
Increase In each of the preceding four years. Reflecting
mainly lower agriculturalincome and the influence of the
recession on company profits, total gross operating
surplus decreased somewhat in the first half of 1983. In
the third quarter it rose moderately, mainly as a result of
larger profits of industrial and commercial enterprises.

Gross domestic saving Improved further in the third
quarter. As a ratio of gross domestic product, it
amounted to 26 per cent, as against the most recent low
of 181/2 per cent In the second quarter of 1982, The In-
crease In total saving during the first three quarters of
1983 was almost entirely attributable to net corporate
saving and provision for the consumption of fixed capital.
Owing to the narrowing gap between current income
and current expenditure, the net saving of general govern-
ment in the first three quarters of 1983 was no less than
R1 billion lower than in the comparable period of 1982.
Net personal saving remained subdued and showed
little change in the first three quarters of 1983, As aratio
of personal disposable income, It remained at a histori-
cally low level of 3'/2 per cent.

Employment*

The levelling out of the decline in real economic activity
was also evident in employment. Tatal non-agricultural
employment, which had declined during the second half
of 1982 and the first quarter of 1983, actually showed a
slightincrease inthe second quarter. Employmentinthe
private sector did not decline further in the second
quarter, while employment by public authorities main-
tained its upward course. In the private sector, employ-
ment receded further in manufacturing, construction
and non-gold mining, butincreases were recorded in the
number of workers employed by financial institutions,
gold mining and the private transport sector. In manufac-
turing, for which more detailed statistics are available,
the existing labour force was used more fully, as was re-
flected in an increase in the number of overtime hours
worked in relation to ordinary hours.

In the first six months of 1983 total non-agricultural
employment was 1,9 per cent lower than in the corre-
sponding period of 1982. This was mirrored in an in-
crease In unemployment, Seasonally adjusted, the
number of registered unemployed Whites, Coloureds
and Asians rose from 32 790 in December 1982 to
40 012 1inJune 1983. Likewise, Black unemployment, as
a ratio of the economically active Black population, in-
creased from about 8,2 per cent to 8,4 per cent during

*Employmentandlabour statistics refer to the non-agricultural
sectors of the economy Data are available only up to the
second quarter of 1983.



Percentage change in employment in the non-agricultural sectors
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these six months. However, coincidingwith the levelling
out of the decline iIn employment, registered unemploy-
ment among Whites, Coloureds and Asians declined
subsequently toaseasonally adjusted figure of 34 644in
September, while the unemploymentratio for Blacks de-
creased to 8,1 percentin September.,
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Labour remuneration and productivity

In nominal terms, average salaries and wages per
worker rose by 14,8 percentinthe first half of 1983, com-
pared with the corresponding period of 1982. In the cal-
endaryear 1982 the increase amountedto 18,6 percent.

A slow-down occurred also in the rate of increase in real
average remuneration per worker, namely from 3,5 per
centin 1982tc 1,2 percentin the first half of 1983,

Reflecting the lower rate of increase in labour remuner-

ation, the increase in unit labour cost decelerated from
19,9 percentin 1982 to 17,9 per cent in the first half of
1983 (compared with the first half of 1982). The more
moderate deceleration of the increase in unitlabour cost
than in labour remuneration was due to a decline of 2,7
per centinlabour productivity (as measured by realgross
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domestic product per worker) from the first half of 1982
to the first half of 1983, This productivity decline fol-
lowed upon adecline of 0,8 percentin 1982.

Inflation

The rate of inflation, and presumably also inflationary ex-
pectations, moderated significantly during the third
quarterof 1983. This must be attributed in large measure
to the reduced rate of increase of monetary demand
during the preceding year or more, which, in turn, repre-
sented the net result of natural recessionary forces and
monetary and fiscal adjustment policies. The slowing
down of demand helped to curb inflation in a number of
ways. Firstand foremost, it contributed to an appreciation
of the rand in terms of other currencies from about the
middle of 1982. This served to reduce the rate of in-
crease in import prices expressed in rand and, among
other things, made it possible for the rand price of petrol
to be reduced and otheradministered price increases to
be restrained. By reducing the pressure on labour re-
sources, the slowing down of demand also contributed
to the smaller increases in labour remuneration and unit
labour cost.

lllustrating the moderation of the inflation rate, the
seasonally adjusted annual rate of increase in consumer
prices slowed down from 15,5 per cent in the first
quarter of 1983 to0 12,7 per cent and 5,4 per cent in the
second and third quarters, respectively. Considering
changesinconsumer prices from one month to another,
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the average seasonally adjusted monthly increase of 0,6
per cent during the seven months to October 1983 was
considerably lower than the corresponding monthly
average increase of 1,2 percentduring the preceding six
months. Further evidence of the recent slow-down in
price increases is provided by the deceleration of the in-
crease In production prices from a seasonally adjusted
annual rate of 12,2 per centin the first quarter of 1983 to
9,7 percentinthe secondquarterandonly 2,9 percentin
the third quarter.

The significantly lower rate of price increases during
the third quarter served to reduce also the level of the in-
flation rate. Taking the rise in consumer prices as arepre-
sentative indicator of inflation, the rate of increase overa
twelve-month period in consumer prices decelerated
from 12,4 per centin June 1983 to 10,9 per centin Sep-
tember and to 10,7 per cent in October. Measured simi-
larly, the increase in production prices slowed down
from 10,7 percentinJune to 9,6 per centin September.

Thelower rate of increaseinconsumer prices fromthe
second to the third quarter was evident in the prices of
most consumer goods and services, Notable excep-
tions, however, were the higher rates of increase in the
prices of new motor vehicles, motor spare parts and
water as well as in house and flat rent, wages of dom-
estic assistants and the cost of transport services.
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Balance of payments

Currentaccount

A further, but somewhat smaller, surplus was recorded
onthe current account of the balance of paymentsinthe
third quarter of 1983. At a seasonally adjusted annual
rate, the surplus diminished from R1 670 million and
R1 790 million in the first and second quarters of 1983,
respectively, to R1 320 million in the third quarter. The
smaller surplus resulted from an increase in merchan-
dise imports and a simultaneous small decline in mer-
chandise exports. Part of the effect of these changes
was offset by aslightincrease in the value of the netgold
outputandasharpdecline innetservice and transfer pay-
ments to the rest of the world.

Balance on currentaccount
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The increase in imports in the third quarter was entirely
due to a higher volume of imported goods. Import prices
actually declined because of the low rates of inflation of
South Africa’'s main trading partners, a small increase in
the effective exchange rate of the rand and a fall in the
prices of imported mineral products. Import volumes
were higher despite a substantial decline in imports of
mineral products and in transport equipment, the latter
reflecting the effect of the delivery of aircraft in the pre-
ceding quarter. Although the drought resulted in larger
agricultural imports, the volume increase was also
evident in virtually all the remaining categories of im-
ports,

The effect of the drought was more pronouncedin the
case of exports. A substantial decline in agricultural
exports was mainly responsible for the static value of
exports in the second quarter and the actual decrease in
the third quarter. Exports of mineral products also de-
clinedin the latter quarter, mainly owing to alower world

— 4000

Breakdown of merchandise imports and exports

Seasonally adjusted annual rates
R millions

1983
1stqtr. 2ndqtr. 3rdqtr.

Merchandise imports
Agricultural products ... .. 290 390 710

Mineral products ... ... 3450 2750 2140
Transport equipment 1580 2470 1920
Othergoods .......... .. 10070 8700 10330
OER ccnnnin st mmosrin dims i ninbsinisedis 15330 14310 15100

Merchandise exports

Agricultural products ... 1250 890 600
Mineral products . 2310 2710 2540
Other goods ... 6560 6500 6580
i T S NSO TN WU 10120 10100 9720
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demand for coal. An increase In prices caused other
exports to show a smallincrease in the third quarter. Re-
flecting a general increase in world commodity prices
from the end of last year, export prices were on average
about 9 percent higherinthe third quarter of 1983 thanin
the fourth quarter of 1982,

The value of the net gold output, ata seasonally adjusted
annual rate, increased slightly from R9 880 million in the

1




second quarter of 1983 to R10 020 million in the third
quarter as a result of an increase in volume. On the
London market the price of gold per fine ounce declined
from an average of US $428 in the second guarter to US
$417 in the third quarter. Taking into account the de-
preciation of the rand in terms of the US dollar during the
third quarter, the rand price of gold declined much less
from an average of R465in the second quarterto R462in
the third quarter. In early October the price of gold fell
below US $400 per fine ounce, averaging $394 in this
month and $380 in the first three weeks of November.

A decline in dividend payments was mainly responsible
forthe lower net service and transfer payments to foreign-
ersinthe third quarter. Thedecline individend payments
was in response to the lower gold price, the depressed
domestic economic conditions and net sales by foreigners
of share investments in South Africa from February this
year. In addition, lower interest payments and freight
and merchandise insurance payments to foreigners were
recorded in the third quarter.

Capital account

The large net capital outflow during the first half of 1983,
mainly in the form of a net outward movement of short-
term funds, was followed by a small net inflow in the
third quarter. More specifically, there was a sharp re-
versal of the net outflow of short-term capital not related
to reserves In the third quarter. To a large extent the
renewed net inflow of short-term capital during the third
quarter was in response to the increase in interest rates
and a change in exchange rate expectations, which en-
couraged trade financing to revert to the uncovered use
of foreign credits at lower interest rates.

Most of the net inflow of short-term capital in the third
quarter was, however, offset by a net outflow of long-
term capital. Public corporations continued to borrow on

Net capital movements
R millions

1983

1stqtr. 2ndqtr. 3rdqtr.

Long-termcapital
Central govermment and banking

SEOUOF . .siisinsscinioniommasiiassisviass -130 478 57
Public corporations and local
BUthONUBS «.s.vuiviisiaisesisnsnisans 181 25 142

Net sales by foreigners of secur-
ities quoted on the Johannes-

burg Stock Exchange ............ —477 -2568 284
Other private sector ................ 74 134 -612
R e b e s atdea -352 379 -697
Short-term capital not related to

reserves, but including unre-

corded transactions .............. -363 -1070 754
Netcapital inflow ........ccccec.... -715 —691 57
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a net basis from foreigners, but, following the abolition
of exchange control over non-residents in February this
year, there was a substantial net outflow of long-term
funds from the private sector, amounting to R896 million.
Part of this, namely R284 million, represented furthernet
sales by foreigners of securities quoted on the Johan-
nesburg Stock Exchange, which brought the total for the
first three quarters of 1983 to R1 019 million. Apart from
selling portfolio investments in South Africa, foreigners
also sold some of theirdirect investments to South African
residents. Although most of these transactions had been
concluded earlier, a major part of the payment was ef-
fected only in the third quarter.



Changes in foreign reserves

Taken together, the transactions on the currentand capital
accounts of the balance of payments gave rise to an In-
crease of R205 million in net foreign reserves during the
third quarter. Previously, these reserves had increased by
R164 million during the first quarter of 1983, but had de-
clined by R331 million during the second quarter.

Liabilities related to reserves increased by R452 million
during the third quarter, mainly because of short-term foreign
pborrowing by the Reserve Bank in August to strengthen
the foreign reserves before the introduction of the new
foreign exchange market arrangements in early Sep-
tember. Gross foreign reserves rose by R293 million
during the third quarter to a level of R4 573 million at the
end of September.

Exchange rates

The new arrangements introduced in the foreign ex-
change market in early September, which meant, among
other things, that the Reserve Bank would no longer
quote a spot exchange rate, had little iIimmediate effect
onthe exchange rate of the rand. The new market-deter-
mined exchange rate remained in line with the previously
existing rate which had been influenced more directly by
the Bank. On balance, the rand appreciated by 1 per cent
in terms of all other currencies during the third quarter,
which brought the total appreciation during the first nine
months of 1983 to 31/2 per cent. The rand appreciated in
terms of most major currencies during the third quarter,
with the exception of the US dollar and the Japanese
yen.

The sharp decline in the gold price from the beginning
of October caused the effective exchange rate of the
rand to decline by nearly 41/2 per centduring this month,
or to about 1 per cent below its level at the end of 1982.
This depreciation was evident in terms of all major cur-
rencies. During the first few days of November, the gold
price dropped below US $380 per fine ounce, momen-
tarily causing considerable uncertainty in the foreign ex-
change market. This was termporarily reflected in a widen-
ing of the margins between buying and selling prices for
dollars quoted by the foreign exchange dealers and also
in volatile rand-dollar exchange rates. However, normal
market forces proved quite capable of handling the situ-
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ation and, without significant Reserve Bank Inter-
vention, orderly conditions were promptly restored and
the exchange rate subsequently remained very steady
around a level of 85 US cents per rand. During the first
three weeks of November the rand depreciated by 4,3
per cent in terms of the US dollar and by 3,0 per cent in
terms of all currencies,

Percentage changes in exchange rates of the rand

31Dec1982 30June1983 30Sept1983 31Dec 1982
to to to to

30June 1983 30Sept1983  310ct 1983 31 0ct 1983
Effective exchange rate ... ... 2.6 1,0 —4.4 -0.9
U.S. dollar ¥ N R o -1.9 —0,7 —4.6 =70
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EBNCRIEERE . oo ssanbonigiie e ebinonto o i ST Wy s 115 4,0 —4.6 10,7
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Money and credit

Money supply changes

The rate of growth of the broadly defined money supply
(M,) declined considerably from June to August, but
accelerated again in September. Measured over a twelve-
month period, the rate of increase in M, slowed down
from 24 per centin May to 19 per cent in August, before
rising to 23 per cent in September. However, interms of
quarterly changes, the rate of increase in M, at a sea-
sonally adjusted annual rate, declined from 28 percentin
the second quarter to 20 per cent in the third quarter.
Measured money supply figures for the third quarter
once againillustrated the instability of these figures asat
month-ends. This was partly attributable to the disinter-
mediation of credit transactions during July and August,
which helped to reduce the seasonally adjusted annual
rate of increase of M, during these two months to only
1 per cent, followed by large-scale re-intermediation
during September, which helped to raise the M, annual
growth rate during the quarteras a whole to 20 percent.
The latter re-intermediation was due, among other
things, to tight conditions in the market for inter-company
borrowing and lending.

The slow-down of the rate of monetary expansion
from the second to the third quarter of 1983 was clearly
reflectedinchanges in mostshortandlong-term interest
rates. Fromthe middle of June toabout the end of August
these rates increased sharply. In September, how-
ever, most short-term interest rates tended to ease
somewhat.

Changes in M2
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ChangesinM,
Seasonally adjusted

R millions
1983
1stgtr. 2ndaqtr. 3rdaqtr.
Ehantes ity . onnpeeteagy. T ot THIE 1 250
Contributions to changes in M,
Net bank credit to govern-
mentsector ... VieRe -1 468 -—1155
Bank credit to the private sector 973 121 2 144
Total domestic bank credit .. 962 1679 989
Net gold and other foreign re-
SOIVBS s i 857 —284 -529
Long-term deposits (lncrease -
decrease +) ....... OB —-189 17 330
Otheritems(net) ..........  —243 166 460
TotalchangesinM, ... ... ... 1387 1578 1250

*Excluding compensation of R892 mill-.on paid by the Government to
the Reserve Bank in July in respect of losses on forward exchange
contracts.

Contributions to money supply changes

As shown in the accompanying table, the dominant
“contribution” to the expansion of the money supply
during the third guarter was a further sharp increase in
bank creditto the private sector. Thiswas supplemented
by a substantial decline in the long-term deposits of the
private sector, which was probably related to expec-
tations that interest rates might increase further and to
the fairly tight inter-company market. These positive
contributions to the money supply growth were coun-
tered tosome extentbydeclinesinthenetgoldand other
foreign reserves and net bank credit to the government
sector. Although the overall balance of payments situation
improved during the third quarter, as was pointed out in
the discussion of the balance of payments, this improve-
ment fell short of the normal seasonal pattern. The sea-
sonally adjusted net gold and other foreign reserves,
therefore, declined substantially. The declinein netbank
credit to the government sector reflected the conscious
effort on the part of the Central Government to finance
its deficit before borrowing without recourse to bank
credit, as discussed In the government finance section
of this review. Previously, during the second quarter the
Government’s use of net bank credit had exerted amajor
expansionary influence on the money supply.




Causes of changes in M2
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Bank creditto the private sector

Measured over a twelve-month period, the increase in
bank credit to the non-bank private sector accelerated
from 16 per cent in March to 18 per cent in June and 21
per cent in September. Quarterly changes, in terms of
seasonally adjusted annual rates of increase, showed a
roughly similar pattern, accelerating from 16 per centin
the first quarter to 34 per cent in the third quarter.

As shown by the breakdown of changes in bank credit
to the private sector in the accompanying table, the
sharp rise in bank credit to the private sector during the
third quarter was due to an increase in the loans and
advances of commercial, merchant,and monetarygene-
ral banks. This included considerable increases in hire-
purchase credit, leasing finance and "other” loans and
advances. The Increase In hire-purchase credit was
related tothe notably higherlevelof retail sales (including
motor vehicle sales) in the third quarter. The more rapid
expansion of “other” loans and advances reflected the
re-intermediation of credit transactions during Sep-

Loans and advances of banking sector “to
private sector
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tember, owing to the narrowing of the margin between
the cost of acceptance financing and overdraft rates and
to tighter conditions in the inter-company credit market
An indication of this re-intermediation is provided by the
decline during the third quarter of R330 million in out-
standing repurchase agreements entered into by mon-
etary banking institutions in respect of securities rep-
resenting claims on the private sector.

The table also shows that the Reserve Bank's creditto
the private sector increased considerably during the
third quarter because of purchases of private sector
paper from banking institutions as part of the Bank's
policy to iron out short-term fluctuations in money
market conditions and interest rates. A correspondingly
large decline therefore occurred in the commercial, mer-
chant and monetary general banks' bills discounted and
their investment in private sector securities

Changes in bank credit to the private sector

Not seasonally adjusted
R miiions

1983
1stqtr. 2ndqtr. 3rd qgtr.
Reserve Bank . 69 135 833

NFC and discount houses . .. 311 —490 247
Land Bank —330 142 —81

Other monetary banks

Deposits and investments —298 677 —528

Bills discounted 166 —234 —-386

Hire-purchase credit : 187 168 334

Leasing finance .. . 75 115 213

Other loans and advances 1198 797 1363
Jotaly. oo niva 1378 1310 1990
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Financial markets

Reserve Bank operationsin the financial markets

The Reserve Bank's operations in the financial markets
during the third quarter and October consisted mainly of
substantial sales of government stock in the secondary
market and accommodation of the money market In
order to moderate or smooth seasonal and other short-
term fluctuations in money market conditions and in-
terest rates.

Reserve Bank accommodation in the broad sense and
other operations in the money market took several
forms:

1. From June onwards securities were bought under

repurchase agreements from discount houses and
banks. Agreements outstandingamounted respectively
to R409 million, R459 million, R1 200 millionand R1 201
over the July, August, September and October month-
ends. Subsequently, however, the outstanding amount
declined to R500 million on 21 November.

2. Liquid bankers’ acceptances with maturities not

exceeding three months were purchased outright
from the discount houses. This new method of accommo-
dation caused the Bank’s holdings of these securities to
rise fromR57 million at the end of August to R142 million
at the end of October, butby 21 November they had de-
creased to R55 million.

3. Call deposits of R147 million were placed by the

National Finance Corporation with discount houses
over the October month-end. On 21 November these
deposits amounted to R150 million.

4. Shortterm government stock maturing on 1 Decem-
ber 1983 was purchased toanamount of R170 million.

5. The amount of Treasury bills offered at the weekly
tender was reduced from early September, but was
Increased again in November.

6. The liquid asset requirements for banking institutions

were loweredon 18 Julyandagainon 20 September
in order to free liquid assets which could be used by the
banks to meet pressures on their cash resources. Liquid
assets freed in this way amounted to approximately
R1 000 millionand R1 500 millionin Julyand September,
respectively.

7. The "ultimate cash shortage” in the market was ac-
commodated through the rediscounting of securities
held by discount houses and through overnight loans to
discount housesandbanks Theamountsinvolvedinthis
form of accommodation were respectively R570 million,
R1 187 million, R850 million and R753 million over the
month-ends of July, August, September and October,
and R484 million on 21 November
Net sales of government stock by the Reserve Bank in
the secondary market amounted to R968 million during




the third quarter and R72 million during October. No
further sales were made during the first 20 days of Novem-
ber, buton 21 November the Reserve Bank sold govern-
ment stock on a tender basis in the market. Tenders to
the amount of R100 million for long-term stock were
accepted, while tenders of R32 million for short-term
stock were allotted. Most of this stock was obtained on
tap from the Treasury. These sales formed part of the
Reserve Bank's policy of controlling the money supply
and assisting the Government in its borrowing pro-
gramme S0 as to avoid resort to bank credit. The simul-
taneous marketing of government stock and accommo-
dation of the money market implied no inconsistency of
policy. The reconciliation of the need to control the
money supply with that of moderating short-term
money market fluctuations, forms a normal part of
central banking.

Changesinshort-terminterest rates

Short-term interestrates began to increase in early June
at a time when the rate of monetary expansion slowed
down and conditions in the money market tightened. An
increase In the cost of accommodation in the form of
rediscounting and overnight loans also contributed to
this increase. During September short-term rates

Short-term interest rates
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tended to ease somewhat, but coinciding with the de-
cline in the gold price and its effect on general liquidity,
these rates resumed an upward course from the begin-
ning of October.

For example, the rate on three-month bankers' accept-
ances rose from 12,0 percenton 3 June to 16,9 percent
on 19 August, but declined to 15,5 per cent on 30 Sep-
tember. Subsequently, it increased again to 16,75 per
centon 18 November. The Treasury bill tender rate rose
from 11,75 per cent on 3 June to 15,82 per cent on 19
August, declined subsequently to 15,07 per cent on
30 September, and then increased to 15,61 per cent on
18 November. The commercial banks' prime overdraft
rate was raised in four steps from 14 percentinJune to
18 percentin Augustand was increased furtherto 19 per
cent from 23 November.

Capital market conditions

The seasonally adjusted increase in holdings of longer-
term funds with banking institutions, building socleties,
participation mortgage bond schemes and government
savings schemes slowed down considerably from
R1 419 million in the first quarterof 1983 to R948 million
In the second quarter and only R86 million in the third
quarter. This change affected all the institutions con-
cerned. Forexample, holdings of longer-term funds with
banking institutions, seasonally adjusted, increased by
R271 million during the second quarter, but actually
decreased by R450 million during the third quarter. In the
case of the building societies, the increase slowed down
from R485 million during the second quarter to R378
million during the third quarter.

Changesin holdings of longer-term funds with non-
contractual savings institutions

Seasonally adjusted quarterly changes

R millions
1982 1983
3rd  4th 1st  2nd  3rd
gtr. -gtr. qtr. qtr. gtr.
Banking institutions .. ... 667 317 239 271 —45”0
Buildingsocieties ......... 334 853 1100 495 378
Participation mortgage
bond schemes ... . 55 33 15 48 87
Governmentsavings
schemes ........... - 38 55 65 134 71
Tolal .. v 1094 1308 1419 948 86

Activity in the primary and secondary sections of the
capital market, which had declined notably inthe second
quarter of 1983, in most Instances remained approxi-
mately at this lower level in the third quarter. Secondary
market turnover in the fixed-interest security market fell
from R8 198 mullion in the first quarter to R4 980 million
and R5 274 million in the second and third quarters, re-
spectively. New funds raised in the fixed-interest secur-

17



Security and real estate transactions
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Ity market by the public sector and companies listed on
the stock exchange declined from R993 million in the
first quarter to R824 million in the second quarter, butin-
creased to R1 360 million in the third quarter because of
larger netissues of public-sector stock.

Turnover in the share market declined from R1 556
million in the first quarter to R1 029 million and R868
million in the second and third quarters, respectively. In-
cludedintheseturnoverfigureswere sales byforeigners
of shares listed on the Johannesburg Stock Exchange,
which increased after the abolition of exchange control
over non-residents in early February and the sharp fall in
the gold price later in February. On a gross basis, these
sales rose from R523 million inthe fourth quarter of 1982
to R859 million in the first quarter of 1983, before de-
clining to R530 million in the third quarter.

Share prices, which had risen on average by 12 per
cent from December 1982 to February 1983, increased
by only 2 percentfrom February toJuneandby 3 percent
from June to September. Reflecting the further decline
in the gold price from the beginning of October, gold
mining share prices decreased by 16 per cent from Sep-
tember to October. Price declines spilled over to the
other sections of the market and share prices declined
on average by 10 per cent during this period.
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In the mortgage market, new mortgage loans granted
by building societies, seasonally adjusted, amounted to
R1 548 million and R1 461 million in the first two
quarters of 1983, respectively, but declined to R1 134
million in the third quarter, This lower rate of mortgage
lending reflected the lower intake of new funds. Mort-
gage loans actually paid out, however, rose from a sea-
sonally adjusted amount of R1 204 million in the second
quarter to R1 447 million in the third quarter. As aresult,
the societies” loan commitments declined by R185
million during the third quarter and, at the same time,
their excess holdings of prescribed investments were
reduced by R441 million.

The real estate market retained some of its buoyancy
In the third quarter of 1983, but the rate of increase in the



Building societies
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value of real estate transactions slowed down consider-
ably. Seasonally adjusted, these transactions rose from
R1 995 million in the first quarter of 1983 to R2 960
million in the second quarter and R3 048 million in the
third quarter

Changesinlong-term interest rates

Like short-term interest rates, long-term rates remained
fairly stable during April and May, but subsequently
moved to higher levels. Thus, the secondary market
yield on long-term government stock rose from a
monthly average of 12,25 per cent in May to 13,40 per
cent in August, before easing to 13,29 per cent in Oc-
tober. The average dividendyield onall classes of shares
maintained a downward course throughout the firstnine
months of 1983, amounting to 6,0 per cent in Marchand
5,6 per cent in June and 5,3 per cent in September. Re-
flecting the general decline in share prices, however, the
yieldincreased slightly to 5,7 per cent in October,

The building societies’ home mortgage rates were in-
creased from a range of 14,0 — 15,0 per cent in June to
15,0-16,0percentin Augustforloans up to R60 000and
from a range of 15,25 — 15,50 per cent in June to 17,0 —
17,5 per cent in August for loans in excess of R60 000.
These increases were related to upward adjustments in
deposit rates. For example the rates quoted on twelve-

Long-term yields
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month deposits by banks and building societies rose
from 10,5-11,0percentinJuneto 14,0—-14,5 per cent
in October.

In October building societies were granted per-
mission to issue debentures and negotiable certificates
of deposit. Debentures must have a minimum maturity
of 5 years and may not be redeemed before the expiry of
the minimum maturity. Negotiable certificates of de-
posit with minimum and maximum maturities of 1 and 5
years may be issued, in total up to a maximum of 40 per
cent of a building society’s deposit and debenture liab-
lities. “Short-term” negotiable certificates of deposit,
I.e. certificates with original maturities of up to 2 years,
may not exceed 20 per cent of a soclety’s total deposit
liabilities.
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Governmentfinance

Exchequerissues

In thefirsttwoquartersof the 1983/84 fiscal year, depart-
mental issues from the Exchequer Account (as adjusted
for changes in the balances on the Paymaster-General
Account) were respectively 16,6 per cent and 12,0 per
cent higherthaninthe corresponding quartersof the pre-
ceding fiscal year. Afterarelatively high rate of growth in
the first fiscal year quarter, the increase in Exchequer
issues, therefore, slowed down to a rate more in line
with the Budget estimate of 10,3 per cent for the fiscal
year as a whole. In the first half of 1983/84, issues in-
creased by 14,3 per cent, compared with the corre-
sponding period 1n 1982/83. Owing to higher interest
payments resulting from increased domestic borrowing
as well as to salary increases, drought relief payments
and the usual additional appropriations, it may be ex-
pected that the actual increase in expenditure as well as
the deficit before borrowing in the fiscal year as a whole
will be well in excess of the original Budget estimate.

Exchequer Account
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Revenue receipts

Revenue collections by the Central Government in the
first half of the 1983/84 fiscal year were 14,0 per cent
higher than in the corresponding period of 1982/83, a
rate of increase that waswellabove the Budget estimate
of 9,6 per cent for the full fiscal year. This discrepancy
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was due to considerably higher than expected receipts
of income tax and mining lease payments from gold
mining comparues, which still reflected the compara-
tively high gold price during the latter part of 1982 and in
early 1983. Excluding these receipts, revenue collec-
tions during the first half of the fiscal year increased by
7,7 per cent (compared with the first half of 1982'83),
whereas the Budget provided for an increase of 9,9 per
centin the full fiscal year.

An analysis of the main non-gold mining sources of
revenue shows that the rate of increase in income tax
receipts from individuals in the first half of the current
fiscal year exceeded the Budget estimate, probably be-
cause of the still fairly high rate of increase in nominal sa-
laries and wages and the effect of “fiscaldrag” Tax pay-
ments by non-gold mining companies, however, n-
creased at a rate well below the Budget target, owing to
the effect of the current recession on company profits.
Excluding the surcharge on imports, customs duties
were actually lower in the first half of 1983/84 than in the
corresponding period of 1982/83, whereas the Budget
provided for an increase of about 7 per cent in the fiscal
year as awhole. The growth rate in excise duty and gen-
eral sales tax receipts in the first half of the current fiscal
year was also below the Budget target. If the intended
abolition of the surcharge on imports before the end of
1983 istakenintoaccount, itis expected that indirect tax
receipts in the full fiscal year will fall short of the Budget

Exchequer Account
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estimate Indirect tax revenue willalso be affected by in-
creased payments to neighbouring countries in terms of
Customs Union Agreements

Revenue collections — State Revenue Fund
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Financing of the deficit before borrowing

During the first quarter of 198384 the financing of the
deficiton the Exchequer Accountincluded the use of net
bank credit to the extent of R500 million. This made an
'mportant contribution to the acceleration of the rate of
INCrease In the money supply during this period. How-

ever, a tender issue of government stock in June and
substantial subsequent Reserve Bank sales of govern-
ment stock obtained on tap from the Treasury enabled
the financing of the Exchequer Account deficit in the
second fiscal year quarter without recourse to net bank
credit. On balance, the Treasury's net indebtedness to
the monetary banking sector was actually reduced
during the first half of the current fiscal year. Full details
of the financing of the Exchequer Account deficit of
R1 801 million in the period are presented in the accom-
panying table.

Exchequer Account financing

R millions
1983

April—  July—  April—

June Sept. Sept.
Deficit i ; —1 765 =138 —1.901
Foreignsector ... ... ... 97 60 158
Public Debt Commissioners. 677 532 1209
Non-bank private sector ... 491 729 1220
Monetary banking sector .. 500 —1186 —686
Total financing L A 1765 135 1901

The important part played by the Reserve Bank in the
Treasury’'s borrowing operations during the first half of
1983/84 is illustrated by the fact that slightly more than
half of the Treasury's gross government stock issues
was taken up by the Reserve Bank. The Bank acquired
most of this stock on tap from the Treasury for the
purpose of resaleinthe secondary market. Salesof stock
tothe non-bank private sector, eitherdirectly orindirectly
through the intermediation of banking institutions and
stockbrokers, assisted the Treasury in its borrowing pro-
gramme and, atthe same time, served tocurbthe expan-
sion of the money supply. Details of the Treasury's go-
vermnment stock issuesduring the firsthalfof the 1883/84
fiscal yearare as follows.

Rmillions
Gross ISsues:
Public Debt Commissioners ................. 800
Reserve Bank:
TAPR ISSUES .covevevereesimsnrsneesssasmrn snases 1467
BB TIDLIOIS .. sussoomosm hiprs it skbammnssdd 189
PUBIG ISSUES. 1iuieeesiimmiossrsiiont tiivnimwans sms 608
TR ciiccvss v tionuns i castiasssnmsndinysir et 3 064
Less)  ReUEMBUGNG (ccomussmmmsrsassesssmsies 704
Net issues 2 360
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