Quarterly economic review

Introduction

Having advanced at annual rates of 32 per centin the
third and fourth quarters of 1986 and of 2 per cent in
the first quarter of 1987, real gross domestic product
increased at an annual rate of only 1 per cent in the
second quarter. Output levels in the second quarter
were adversely affected, however, by various work
stoppages and by the unusually large number of non-
working days in April and May.

The increase in real gross domestic product in
the third quarter of 1987 is provisionally estimated to
have amounted to an annual rate of 12 per cent. The
average level of total real gross domestic product in
the first three quarters of 1987 nevertheless was
some 2% per cent higher than in the first three quar-
ters of 1986. Current projections are for a growth rate
of the South African economy in the calendar year
1987 of between 2 and 2% per cent.

The disappointing growth performance of the
economy in the third quarter of 1987 ran counter to
the impressions and expectations of most econom-
ists. It was also at variance with the more positive
business mood, the gradual return of "confidence”,
and the strengthening of spending intentions, that
would appear to have prevailed during the third quar-
ter, as well as with informal business reports indicat-
ing enhanced degrees of capacity utilisation, the
occasional re-emergence of capacity constraints and
stock shortages in certain industries, and rising im-
portation needs.

Sectoral analyses of output data, however, show
the low growth rate of the third quarter to have been
attributable almost exclusively to marked declines in
production in the primary sectors (agriculture and
mining) of the economy. A relatively impressive in-
crease in aggregate real value added, at an annual
rate that is provisionally estimated to have been of the
order of 62 per cent, actually was recorded in the
non-primary sectors. The average level of real output
in the non-primary sectors in the first three quarters of
1987 exceeded the average level of output in these
sectors in the corresponding nine months of 1986 by
some 32 per cent.

Real gross domestic expenditure in the third
quarter of 1987 continued to rise firmly for the third
consecutive quarter, although at a rate that was mod-
erately lower than in the preceding six months. Total
real gross domestic expenditure in the first three
quarters of 1987 was some 3 per cent higher than in
the corresponding period of 1986. The third-quarter
increase in total real gross domestic spending was

accounted for mainly by a further rise in private con-
sumption expenditure and an increase in real inven-
tories.

Real private consumption expenditure in the
third quarter of 1987 recorded its sixth consecutive
quarterly increase at annualised rates which had
varied from 22 to 4 per cent. Despite an increase in
tax burdens, the fairly steady upward course of real
private consumption from the second quarter of 1986
was based on a broadly commensurate rate of in-
crease in real personal disposable (after-tax) income
as well as on sustained low levels of the personal
savings ratio. Real government consumption ex-
penditure, having grown exceptionally rapidly in the
first quarter of 1987 but at a more moderate pace in
the second quarter, actually decreased in the third
quarter.

Total real gross domestic fixed investment, after
renewed declines in the first half of 1987, is estimated
to have recovered marginally in the third quarter. An
encouraging increase was recorded in real fixed
capital formation in the private sector. Aggregate real
inventories rose in the third quarter mainly because of
significant additions to industrial and commercial in-
ventories. This caused the ratio of industrial and com-
mercial inventories to non-agricultural real gross
domestic product to flatten out in the course of the
first three quarters of 1987 at a level of approximately
20 per cent.

Rising volumes of merchandise imports, at re-
latively stable import prices, provided the principal
explanation of some further shrinking of the surplus
on the current account of the balance of payments in
the third quarter. The third-quarter surplus, at an
annualised rate, nevertheless still amounted to R5,4
billion or to approximately 3 per cent of gross domes-
tic product. After allowing for fairly modest further
outflows of both reserve-related and non-reserve-
related capital, the current account surplus caused
the gross gold and other foreign reserves to rise by
another RO,8 billion in the third quarter to R8,6 billion
at the end of September.

Notable features of the South African economy
in the third quarter of 1987 therefore included, firstly,
continued steady expansion of real private consump-
tion expenditure, a modest resumption of inventory
accumulation, and a bottoming-out of the fixed invest-
ment cycle; secondly, a firm rate of expansion of
non-primary production that would have been re-
flected in aggregate output growth but for unex-
pectedly poor results in agriculture and mining; and
thirdly, continued healthy, although gradually dimi-
nishing, surpluses on the balance of payments on
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current account. Between them, these features out-
lined a picture of an economy that - after an unusually
long warming-up period and earlier false starts, de-
spite certain obvious abnormalities, and in the face of
a number of externally imposed adverse develop-
ments and constraints - nevertheless appeared to
have moved out of the preparatory into the early ex-
pansionary stages of a fairly typical cyclical upswing.

Total employment rose relatively rapidly in the
second quarter of 1987. Higher employment levels,
however, did not succeed in reducing the total num-
ber of registered unemployed, which reverted in Au-
gust and September to levels clearly in excess of the
1986 average. Inflation rates mostly subsided further
in the third quarter.

In the area of monetary and financial develop-
ments, fairly marked accelerations were apparent in
the rate of increase in the M3 money supply and in
bank credit to the private sector after the fourth quar-
ter of 1986 or from cyclical lower turning points in the
early months of 1987. A sharp rise in the money
supply in September caused M3 as at the end of that
month to fall within the targeting "cone” for the first
time in the 1987 targeting year.

Easy conditions continued to prevail in the
money market in the third quarter, October and
November 1987. Short-term interest rates mostly
were very stable at levels well below the Reserve
Bank’s relevant rediscount rates. Mild further en-
couragement of the money market’s ease and liquid-
ity was provided by the Reserve Bank through the
Bank’s operations in the market after the sharp down-
ward adjustment of share prices on the stock ex-
change from 20 October.

The capital markets, in the third quarter and the
first part of October 1987, witnessed another round of
increases in trading activity and a further acceleration
of the rise in share prices. From 20 October to 5
November, however, share prices on the Johannes-
burg Stock Exchange, in broad correspondence with
the slump in share prices that had commenced on the
world’s major stock exchanges on 19 October, fell
back by an average of some 40 per cent.

Little immediate impact of these stock market
developments was apparent on other South African
financial markets up to early December 1987. The
major decline in domestic share values of October-
November nevertheless could reasonably be ex-
pected somewhat to lower the ceiling on growth pros-
pects for the South African economy in 1988. By early
December 1987 no evidence had become available
as yet, however, that the stock exchange losses of
October-November were having or would have a
seriously detrimental effect on domestic private-
sector propensities to consume or invest. Share mar-
ket declines well ahead of the upper turning points of
the general business cycle (with leads of varying
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lengths) have, in fact, been a regular feature of post-
war South African business cycle developments.

The South African economy would not be able
fully to insulate itself, however, from a further
weakening of growth in the international economy
that was widely expected to follow in the wake of the
world-wide re-rating of equity values. The eventual
impact of the global drop in share prices from 19
October on domestic economic developments
would, therefore, also depend to an important degree
on the policy responses of the monetary and fiscal
authorities in the world’s top industrialised econo-
mies.



Domestic economic developments

Domestic output

Growth in total real gross domestic product in the third
quarter of 1987 is provisionally estimated to have
amounted to a seasonally adjusted annual rate of 1/
per cent. This followed upon an annualised growth
rate of 1 per cent (revised downwards from the earlier
estimate of 12 per cent) in the second quarter of the
year. The average level of total real gross domestic
product in the first three quarters of 1987 neverthe-
less was some 2% per cent higher than in the first
three quarters of 1986. On present estimates, further
real growth at a seasonally adjusted annual rate of
some 5% per cent would be needed in the fourth
quarter of 1987 if the growth rate for the calendar year
1987 is to reach 2'/2 per cent. Current projections are
for a growth rate of the South African economy in
1987 of between 2 and 22 per cent.

The disappointing overall growth performance of
the South African economy in the third quarter of
1987, which would appear to have run counter to the
considerably more favourable impressions and ex-
pectations of most economists, was attributable
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almost entirely to sharp setbacks to output levels
recorded by the primary sectors, i.e. by agriculture
and mining. In contrast, quite considerable strength
was displayed again by the non-primary sectors of the
economy.

Real output in the agricultural sector during the
third quarter of 1987 was significantly lower than in
the third quarter of 1986 mainly because of recent
sharp downward revisions of maize crop estimates for
the 1986/87 agricultural season. The maize crop esti-
mate of 7,4 million tons for 1986/87 compares with an
actual harvest of 7,9 million tons in 1985/86. In addi-
tion, lower-than-expected production levels were re-
corded in sugar and citrus farming. A sharp third-
quarter decline in real value added by the mining
sector was accounted for mostly by the labour strike
during August in a major part of the gold mining indus-
try.

At a seasonally adjusted annual rate, the decline
in real output in the primary sectors of the economy
from the second to the third quarter of 1987 amounted
to nearly 12 per cent. During the five-quarter period
from the third quarter of 1986 to the third quarter of
1987 the annualised rate of contraction of real value
added in these sectors amounted to 2'2 per cent.
Aggregate output in these sectors in the first three
quarters of 1987 was some 2 per cent lower than in
the corresponding period of 1986.

Relative buoyancy of the non-primary sectors,
on the other hand, was evident from further accelera-
tion of the growth tempo in these sectors in the third
quarter of 1987 to an annualised rate of approximately
6/ per cent. The relative importance of these sectors
in the national economy is apparent from their per-
centage contribution to nominal gross domestic pro-
duct, which varied from 71 per cent in 1980 to 81 per
centin 1984 and 782 per centin 1985, for an average
over this six-year period of some 78 per cent.

The 62 per cent annualised rate of output
growth in the non-primary sectors of the economy in
the third quarter of 1987 represented a further im-
provement on the annualised growth rates, ranging
from 3'%2to 5 per cent, that had been attained by these
sectors in the second half of 1986 and the first quarter
of 1987. In the second quarter of 1987, however,
various non-recurrent factors - including strikes and
labour disputes and the unusually large number of
non-working days in that quarter - had caused the
growth rate in aggregate real non-primary production
to fall back temporarily to approximately 1 per cent.
During the five quarters from the third quarter of 1986
to the third quarter of 1987 the average annual rate of
increase in real value added in the non-primary sec-
tors amounted to 4 per cent. The average level of real
output in these sectors in the first three quarters of
1987 was some 32 per cent higher than in the first
three quarters of 1986.



Output increases in the non-primary sectors of
the economy during the third quarter of 1987 were
broadly based. Following upon a decline in manufac-
turing output in the second quarter, the most promin-
ent rise in real value added in the third quarter was
recorded by manufacturing industry, notably by the
production of food and chemicals. Appreciable further
rises in real output in continuation of second-quarter
increases were registered by the sector commerce
(more particularly by the wholesale and motor trades),
the financial services sector, and general govern-
ment. An increase in real value added was also re-
corded by the sectors providing electricity, gas and
water.

Rates of increase in real gross national product
were significantly higher in both the second and the
third quarter of 1987 than those in total real gross
domestic product. In annualised terms the rates of
growth in real gross national product amounted to 32
per cent (previously estimated at 4'2 per cent) and
42 per cent in the second and third quarters, respec-
tively. Real gross national product in the first three
quarters of 1987 accordingly exceeded its average
level of one year earlier by a full 3 per cent. Unlike
developments in the second quarter of 1987 (which
saw a significant decline in net interest payments, and
therefore in net factor payments, to foreigners), the
growth rate differential in favour of gross national pro-
duct in the third quarter was accounted for solely by
an improvement in the South African terms of trade.

Domestic expenditure

Total real gross domestic expenditure continued to
expand firmly during the third quarter of 1987 for the
third consecutive quarter, but did so at a lower rate
than during the preceding six months. The seasonally
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adjusted annual rates of increase in aggregate real
domestic expenditure amounted to approximately
181/, 10 and 7 per cent in the first, second and third
quarters, respectively. In the five-quarter period from
the third quarter of 1986 to the third quarter of 1987
the average annualised rate of increase in aggregate
real domestic spending reached a relatively impress-
ive average figure of 6 per cent. The average level of
total real domestic expenditure in the first three quar-
ters of 1987, however, exceeded its average level in
the first three quarters of 1986 by a more modest 3
per cent.

The third-quarter increase in aggregate real
gross domestic expenditure mainly reflected a further
strengthening of real private consumption expendi-
ture and some further build-up of aggregate real in-
ventories. Real private consumption expenditure in
the third quarter of 1987 actually recorded its sixth
consecutive quarterly increase at annualised rates
which had varied from 22 to 4 per cent. Its further rise
in the third quarter of 1987 was based on a significant
further rise in real personal disposable (after-tax)
income and a sustained low personal savings ratio.
Real private consumption expenditure in the third
quarter of 1987 was some 52 per cent higher than in
the first quarter of 1986, against an increase in real
personal disposable income during this period of
some 6% per cent. Like the rise in real private con-
sumption expenditure in the third quarter of 1987, the
third-quarter rise in real personal disposable income
represented its sixth consecutive quarterly increase.
The further rise in real disposable income in the third
quarter of 1987 incorporated a marked increase in
aggregate real salaries and wages as well as a sharp
rise in real personal income from property.

Notable rates of increase were recorded in the
third quarter of 1987 in real private spending on con-
sumer durables, and in spending on personal trans-
port equipment in particular. The strong advance in
private outlays on personal transport equipment,
which reached an annual rate of 11 per cent, was
based on aggressive marketing by the motor trade
and on successful introduction of new motor car mod-
els, as well as on relatively favourable financing terms
and increasing pressures of replacement demand.

More moderate increases, amounting to annual
rates of the order of 6 and 3 per cent, were registered
in real private spending on semi-durable goods and
consumer services, respectively. Relatively little
change was shown by spending on non-durables,
which advanced at an annual rate of some 12 per
cent.

Real government consumption expenditure,
having increased exceptionally rapidly in the first
quarter of 1987 and at a more moderate pace in the
second quarter, declined fairly substantially in the
third quarter. This decline resulted mainly from cut-
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backs in real outlays on goods and "other” (non-
labour) services. The average level of aggregate real
government consumption expenditure in the first
three quarters of 1987 was nearly 5 per cent higher
than in the first three quarters of 1986.

Total real gross domestic fixed investment,
which had shown a modest recovery in the second
half of 1986 but renewed declines - at annual rates of
some 5 and 9 per cent - in the first and second
quarters of 1987, crept up marginally again in the third
quarter, Its average level in the first three quarters of
1987 was only slightly lower, on balance, than in the
first three quarters of 1986.

Real fixed capital spending by the private sector
actually increased markedly - at an annual rate of
approximately 13 per cent - in the third quarter of
1987, after having declined significantly in the second
quarter. This encouraging revival of private-sector
real fixed capital formation was mainly accounted for

by increased fixed capital outlays in manufacturing
and agriculture and under the headings of machinery
and transport equipment in the financial services sec-
tor.

Among public authorities, real fixed capital
formation by the South African Transport Services
and the Department of Posts and Telecommunica-
tions rebounded markedly in the third quarter after a
decline in the second quarter. This increase more
than neutralised a third-quarter decline in real fixed
investment by general government departments. In
the general area of capital spending by government
departments it would appear that proposed govern-
ment expenditure on low-cost housing and support-
ing infrastructural developments has, as yet, been
slow to materialise. Capital expenditure in real terms
by public authorities on buildings and structures in the
real estate sector actually decreased in the third quar-
ter of 1987 and has remained essentially unchanged
since the beginning of 1986.

Together, the quite impressive advances in real
fixed investment by the private sector and by public
authorities in the third quarter of 1987 marginally out-
weighed very large further cutbacks in real fixed capit-
al outlays by public corporations. Further reductions
in capital spending by the public corporations,
although broadly based, to a major extent reflected
Eskom’s ongoing programme of rationalisation.

Aggregate real inventories rose in the third quar-
ter mainly because of significant additions to industrial
and commercial inventories. This caused the ratio of
industrial and commercial inventories to non-
agricultural gross domestic product to flatten out in
the course of the first three quarters of 1987 at a level
of approximately 20 per cent; a decline in this ratio
had been in evidence almost continuously from a
peak of 272 per cent in 1982. Inventories also in-
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creased in most other sectors of the economy. They
declined, however, in the mining sector as a result of
the strike in the gold mining industry in August.

Factor income and saving

The year-on-year percentage increase in aggregate
nominal factor income slowed down mildly from 21
per cent in the second quarter of 1987 to 182 per
centin the third quarter. This deceleration was mainly
due to lower rates of increase in gross operating
surplus. Total gross operating surplus advanced at an
annual rate of only 2'2 per cent in the third quarter
after annualised increases of 10 and 18'% per cent in
the first and second quarters, respectively. This
sharply weakened performance was attributable inter
alia to sharply lower working results of the gold mining
industry and to poorer-than-expected gross income
in agriculture, for reasons that were referred to earlier.

In contrast, the year-on-year percentage in-
crease in labour remuneration, representing the other
component of total factor income, accelerated from
162 per cent in the second quarter of 1987 to 25 per
cent in the third quarter. Aggregate nominal labour
remuneration in the first three quarters of 1987 con-
sequently was some 172 per cent higher than in the
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first three quarters of 1986. This compares with an
increase of 14'%2 per cent in the preceding year. In-
creases in nominal labour remuneration were widely
spread through the economy. Notable advances were
apparent, however, in the general government sector
as a reflection of civil servants” salary adjustments
that had become effective from 1 July 1987, and in the
mining sector as a reflection of the outcome of negoti-
ated wage settlements.

Gross domestic saving relative to gross domes-
tic product amounted to approximately 22/ per cent,
232 per cent and 242 per cent in the first, second
and third quarters of 1987, respectively. The most
recent peak in this ratio, amounting to 262 per ccit,
had been reached in the fourth quarter of 1986. Rela-
tive to gross domestic investment, gross domestic
saving contracted from as much as 147'% per cent in
the fourth quarter of 1986 to 115 per cent in the third
quarter of 1987.

Dissaving by general government contracted
substantially from a quarterly average, at a seasonally
adjusted annual rate, of nearly R6 billion in the first half
of 1987 to R3'% billion in the third quarter. Company
saving, on the other hand, was held back by rises in
operating costs and the adverse effects of labour
strikes in various sectors of the economy. Personal
saving remained at a relatively low level of 32 per
cent of personal disposable income, compared with
its recent low point of 2 per cent in the course of 1986
and with an average of 42 per cent during the five-
year period from 1981 to 1985. Depreciation allo-
wances proceeded on their normal upward course
but did so at a slowly diminishing pace.

Employment

Total employment in the non-agricultural sectors of
the economy rose at seasonally adjusted annual rates
of 0,7 and 2,0 per cent in the third and fourth quarters
of 1986, showed almost no further change in the first
quarter of 1987, but then advanced relatively rapidly,
at arate of 2,6 per cent, in the second quarter of 1987.
These more recent employment increases reflected
rising levels of private-sector employment as well as
continued increases in employment by public author-
ities. The average level of non-agricultural employ-
mentin the first half of 1987 was a slender 0,9 per cent
higher than in the first half of 1986. Data for July and
August 1987 show further employment increases in
construction but virtual stagnancy in employment in
manufacturing and in electricity generation.

The modest employment increases of 1986 and
parts of 1987 still failed significantly to affect the total
number of registered unemployed. This number de-
clined from 132 000 in January 1987 to 121 000 in
May but then rebounded quite sharply to 139 400 in
September. The number of registered non-Black un-
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employed, however, declined significantly, on ba-
lance, from 83 400 in September 1986 to 67 700 in
September 1987. The Current Population Survey
shows the number of unemployed Blacks to have
decreased from 1 181 000 to 1 028 000, or from 19,9
per cent to 16,3 per cent of the Black labour force,
from July 1986 to June 1987.

Labour costs and productivity

The average amount of salaries and wages per em-
ployee in the non-agricultural sectors of the economy
rose by 15,2 per cent in 1986, but at a somewhat
lower rate of 13,7 per cent in the first half of 1987
compared with the first half of 1986. Average real
wages per worker declined by 3,0 per cent in 1986
and further by 2,5 per cent in the first half of 1987.

Labour productivity (i.e. real gross domestic
product per worker) in the non-agricultural sectors of
the economy declined by 1,0 per cent in 1985 and by
0,7 per cent in 1986, but rose by 1,3 per cent in the
first half of 1987. This improvement in productivity, in
conjunction with the mild slowdown in nominal wage
Increases, also caused the rise in unit labour costs to
decelerate from 15,9 per centin 1986 to 12,3 per cent
in the first half of 1987,

Prices

The quarter-to-quarter increase in the consumer
price index, at seasonally adjusted annual rates,
slowed down from 26,0 and 20,7 per cent in the first
and third quarters of 1986 to 15,1 and 15,0 per centin
the first and second quarters of 1987, respectively,
but reaccelerated to 16,9 per cent in the third quarter.
This reacceleration was mainly accounted for by up-
ward adjustments to a number of administered prices,
in particular postal, transport and municipal tariffs. On
a monthly basis, however, the twelve-month rate of
increase in consumer prices in the third quarter of
1987 slowed down from 16,3 per cent in both July and
August to 15,5 per cent in September.

Quarter-to-quarter changes in the production
price index, at seasonally adjusted annual rates, sub-
sided from 26,3 per cent in the first quarter of 1986 to
13,7 and 12,7 percentin the first and second quarters
of 1987, respectively. This rate then declined further
to 12,5 per centin the third quarter. The twelve-month
rate of increase in production prices fell back from
20,7 per cent in October 1986 to 13,7 per cent in
September 1987. Strengthening of the exchange rate
of the rand contributed to a decline in the twelve-
month rate of increase in the prices of imported goods
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from as much as 32,5 per centin January 1986 to only
12,0 per cent in September 1987. The twelve-month
rate of increase in the prices of domestically produced
goods retreated from 20,1 per centin October 1986 to
14,3 per cent in September 1987.
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Balance of payments

Current account

Having declined from R7,2 billion in the first quarter of
1987 to R5,8 billion in the second quarter, the surplus
on the balance of payments on current account, at a
seasonally adjusted annual rate, narrowed somewhat
further to R5,4 billion in the third quarter. The third-
quarter figure nevertheless still amounted to more
than 3 per cent of gross domestic product, compared
with an average of 412 per cent since the beginning of
1985.

Current account of the balance of payments
Seasonally adjusted annual rates

R millions
1987
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Merchandise exports ......... 23850 24430 24770
Net gold exports ................ 18370 17030 17890
Merchandise imports ......... -26 410 -27370 -28820
Net service and

transfer payments........... -8650 -8320 8440
Balance on current
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Further shrinkage of the current account surplus
in the third quarter of 1987 mainly reflected a quite
substantial further increase in the value of merchan-
dise imports. This was offset partly by a significant
recovery in the value of net gold exports and a slight
further rise in the value of merchandise exports.

Merchandise imports, responding to further mild
increases in aggregate domestic economic activity
and firm rises in gross domestic expenditure, in-
creased further by 52 per cent in value terms in the
third quarter. This was mainly accounted for by a rise
in import volumes; notably higher quantities of im-
ports were recorded under the headings of machinery
and electrical equipment and of transport equip-

ment, The average level of import prices increased
only slightly (by about 1 per cent), largely because of
relative stability of prices in the international oil market
and because of the very limited extent of the decline
in the average effective exchange rate of the rand
during the third quarter.

The value of net gold exports recovered signifi-
cantly in the third quarter despite a decline in physical
gold production. The volume of net gold exports con-
tracted during the third quarter because of a slight
further lowering of the average grade of ore mined
and because of the mine workers’ strike in an impor-
tant part of the gold mining industry in August. The
decline in physical output was more than offset,
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however, by an increase in the average gold price.
The average fixing price of gold on the London market
rose from US $450 (R906) per fine ounce in the
second quarter to US $457 (R942) in the third quarter.

The steep drop in share prices internationally
from 19 October, and renewed declines in the ex-
change value of the US dollar after that date, resulted
in a further increase in the monthly average gold price
to a level of US $466 in October. On 20 October the
fixing price of gold in the London market momentarily
reached a high point of US $481,60. The highly unset-
tled conditions which prevailed on the world’s major
stock exchanges and foreign exchange markets in
the second half of October and early November 1987
were not, however, accompanied at once by a sus-
tained shift towards an appreciably higher average
level of the gold price. This may have been attribu-
table partly to a forced liquidation of gold positions by
certain large investors worldwide and by the availabil-
ity in the financial markets of new instruments and
techniques for hedging against possible further share
market declines. More important, however, is likely to
have been a perception that the global re-rating of
equity values and the attendant negative "wealth
effects” on private sector propensities to consume
and invest should rank as a potentially growth-
depressing and deflationary elementin the world eco-
nomic situation.

After having retreated to $457,55 in the after-
noon fixing ih London on 5 November, the gold price
advanced to a new high in 1987 of $493,90 on 30
November. For the first eleven months of 1987 the
average price of gold amounted to $443, compared
with $365 in the first eleven months of 1986.

The total value of merchandise exports in-
creased marginally, by 12 per cent, during the third
quarter of 1987. At this level, however, merchandise
export earnings still fell short quite significantly (i.e. by
some 11 per cent) of the quarterly average of the
uncommonly strong export performance of the South
African economy in the second half of 1986.

As in the case of net gold exports, the slight
third-quarter improvement in the value of merchan-
dise exports also occurred in spite of a decline in
export volumes. After having increased in the second
quarter, export volumes contracted by approximately
22 per cent in the third quarter. The aggregate
volume of merchandise exports in the first nine
months of 1987 nevertheless still exceeded by some
112 per cent the volume of exports in the correspond-
ing period of 1986. Export pricesincreased in the third
quarter of 1987 mainly because of a moderate further
firming of prices in the international commaodity mar-
kets during that quarter and because of the slight
further decline in the average effective exchange rate
of the rand.
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Service payments as well as service receipts
declined in the third quarter. The larger proportionate
decrease, however, was displayed by service re-
ceipts. Net service and transfer payments accordingly
increased by some 1'2 per cent. Service receipts
declined mainly because of a decrease in dividend
receipts. The largest single contributing factor to the
decline in service payments was a decrease in travel
expenditure. Unlike developments in the first half of
1987, no significant further change was recorded in
interest payments to foreigners in the third quarter.

Capital account

A moderate further outflow of capital not related to
reserves was registered in the third quarter. At R776
million, the amount of this outflow was of a broadly
similar size as the outflow of non-reserve-related
capital in the second quarter. The third-quarter out-
flow comprised outflows of R484 million and R292
million of long-term and short-term capital, respec-
tively, and was mainly related to the redemption, on
15 July 1987, of about US $300 million of foreign
debt as the “‘upfront’ payment to be made in terms
of the Second Interim Arrangements with foreign
creditor banks. Non-residents also continued to be
net sellers of securities on the Johannesburg Stock
Exchange. The extent of the outflow through this
channel (which, under the financial rand system,
does not, of course, result in an actual loss of foreign
exchange) was R531 million.

Public corporations continued to be net impor-
ters of capital for the third consecutive quarter. The
netamount of funds taken up by public corporations in
the form of new loans and drawings on existing loan

facilities in the third quarter was R107 million. The net
amount of public corporations” foreign borrowing in
the course of the first nine months of 1987 thereby
was brought to a substantial R802 million.

The total outflow of short-term capital not related
to reserves increased modestly from R158 million in
the second quarter to R292 million in the third quarter.
The total net outflow of non-reserve-related short-
term capital in the first three quarters of 1987 accor-
dingly amounted to a fairly insignificant R228 million.
This may be compared with an outflow of as much as
R1,7 billion in the first three quarters of 1986.

The penultimate instalment, amounting to R259
million, on South Africa’s 1982 loan from the Interna-
tional Monetary Fund was repaid in August 1987.
Mainly because of this repayment and other redemp-
tions of reserve-related liabilities under the standstill
net, total liabilities related to reserves were reduced
further by R415 million in the third quarter. This fol-
lowed upon a similar reduction of R377 million in the
preceding quarter. The final instalment, amounting to
R260 million, on the IMF loan was repaid on 7
November.

Foreign reserves

The total gross gold and other foreign reserves rose
by R1 798 million and R282 million in the first and
second quarters of 1987, respectively, and by a fur-
ther R796 million in the third quarter. At R8,6 billion
the total foreign reserves at the end of September
1987 were equivalent to approximately 35 months of
goods imports. They were also R4,6 billion, or 117 per
cent, higher than the level to which they had shrunk
by the end of April 1986. In October 1987 the gross
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gold and other foreign reserves held by the Reserve
Bank rose by another R83 million. They declined,
however, by R556 million in November.

The gold reserves of the Reserve Bank in-
creased from 6,05 million fine ounces at the end of the
second quarter of 1987 to 6,30 million fine ounces at
the end of September but declined again to 6,21
million fine ounces at the end of October. They then
increased marginally again to 6,24 million fine ounces
at the end of November.

Exchange rates

The exchange rate of the rand vis-a-vis the US dollar
fluctuated between relatively close limits of 46 and 51
US cents from the beginning of 1987 to late Novem-
ber, and within an even narrower range from approx-
imately 48 to 49 US cents from mid-June to the end of
October. It broke out of this tight band, however, on 2
November and advanced to approximately 512 US

‘cents on 10 November, and again on 30 November,

as a reflection of the dollar’s decline in recent weeks
to new post-war lows vis-a-vis the German mark and
the yen.

The effective exchange rate of the rand rose by a
slender 0,5 per cent from the end of June 1987 to 30
November. On 30 November the effective exchange
rate of the rand was 4,2 per cent higher than at the end
of 1986, 5,5 per cent higher than its average in 1986,
and 29,0 per cent higher than its low point of 12 June
1986.

The financial rand fluctuated between 212 and
352 US cents during the first half of 1987 and be-
tween 2774 and 33 US cents from July to November.
The financial rand discount vis-a-vis the commercial
rand amounted to 44,2 per cent on 28 October, this
being the highest level of the discount since March

Exchange rates
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1987. This was mainly a result of the strengthening of
the commercial rand against the dollar and of con-
tinuing sales by non-residents of securities quoted on
the Johannesburg Stock Exchange. A narrowing of
the discount was apparent in the course of Novem-
ber. The average exchange rate of the financial rand in
1987 up to end of November was, however, still some
10 per cent higher than the average for 1986.

Changes in exchange rates of the rand
%

31 Dec 1986 30 June 1987
to to

30 June 1987 30 Nov 1987
Weighted average .............. 35 0,5
U o RE [n) 11 TN o W PR o 7.0 54
British pound.........ccein -1,9 7,5
German mark.........covevnernnn. 0,5 -5,6
LIVTET (0 T T A —— -0,2 -6,5
Japanese yen...........cc........ -1.8 5,6
ErenchIrant. ... coonvmeeraa 1.3 3,7
Financial rand.........cccoeveune.. 36,1 12,8
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Financial markets

Money supply

The quarter-to-quarter rate of increase in the M3
money supply, in seasonally adjusted and annualised
terms, accelerated appreciably from 9,1 per cent in
the fourth quarter of 1986 and 5,0 per cent in the first
quarter of 1987 to 15,9 per cent and 14,1 per centin
the second and third quarters of 1987, respectively.
As a result of this acceleration, M3 as at the end of
September 1987 fell within the targeting "cone” for
the first time in the 1987 targeting year. The seasonal-
ly adjusted annual rate of increase in M3 from the
beginning of the current targeting year (i.e. from mid-
November 1986) to the end of September 1987
amounted to 14,4 per cent. It therefore exceeded the
lower limit of the target range by 0,4 percentage
points. The twelve-month rate of increase in M3, hav-
ing reached a presumed cyclical lower turning point of
only 7,7 per cent in February 1987, amounted to 13,6
per cent in September. '

The annualised quarter-to-quarter rates of in-
crease in M3 in the second and third quarters of 1987
of between 14 and 16 per cent broadly matched the
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growth in gross domestic product at current prices
during this period. As a result the income velocity of
M3, which had still increased by 2,3 per cent in the
first quarter of 1987, remained virtually unchanged in
the second and third quarters. From the beginning of
the accelerated rise in velocity in the third quarter of
1986 up to the third quarter of 1987 (i.e. during the
past five calendar quarters) the overall increase in the
income velocity of M3 amounted to 9,9 per cent.
Velocity changes therefore clearly still were the junior
partner in explaining the 25,3 per cent increase in the
"effective” money supply during this period.

Increases in velocity since mid-1986 have been
attributed mainly to various "disintermediation” phe-
nomena. Disintermediation (i.e. the substitution of
"direct” lending and borrowing between non-bank
parties for deposit-holding with and borrowing from
banks or other monetary institutions) could be ex-
plained by various factors. These included low real
after-tax rates of return on depository investments
with banks and building societies; the attractions of
alternative investment opportunities offered by long-
term savings institutions, the strongly rising share
market, unit trusts and - from June to early August
1987 - by Senior Citizen Savings Bonds; and banks’
introduction of various schemes for managing more
closely the cash positions of their clients.

Some recent developments, such as termina-
tion of the original issue of Senior Citizen Savings
Bonds in August and the abrupt halt to the rising
phase of share prices on the stock exchange in Octo-
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ber, now have caused a few of these factors to be-
come inoperative. Rulings as to the permissibility or
otherwise of various forms of "set-offs” of debit and
credit balances of corporations or groups of corpora-
tions in the books of banking institutions as part of the
banks” management of corporate clients” cash posi-
tions, were issued by the Reserve Bank in late Octo-
ber 1987. More generally, however, a levelling-off of
the velocity of circulation of the M3 money supply in
the course of 1987 was to be foreseen as wealth
holders would eventually complete the rearrange-
ment of the composition of their asset portfolios in
favour of increased relative holdings of non-monetary
assets in the prevailing inflationary and interest rate
conditions. Some increase in the relative demand for
monetary assets, somewhat accelerated growth in
the monetary aggregates, and a partial reversal of the
increase in M3 velocity, may reasonably be expected
to flow from the changed prospects for share price
rises on the stock exchange after the sharp drop in
these prices from 20 October,

Shifts in the composition of M3 continued to be
dominated by a relative movement towards the more
transactions-related demand and call money compo-
nents of the M3 money supply. This was reflected in
the twelve-month rate of growth in M1, which in
September amounted to 23,7 per cent. In contrast,
the total of "other” short-term and medium-term de-
posits (i.e. the non-M1 component of M2) showed
relatively little change in the twelve months to
September 1987. The twelve-month growth rate in
M2 in September accordingly amounted to a below-
average 13,2 per cent. Growth in long-term deposits
appeared to be aided by somewhat higher interest
rate differentials in favour of these deposits. The
twelve-month growth rate in these deposits in
September amounted to 14,5 per cent.

Growth in M3 in the third quarter of 1987 was
explained primarily, in the accounting sense, by an
increase of R1,96 billion in credit extended by monet-
ary institutions. The net gold and other foreign re-
serve holdings of the monetary sector, however, also
increased by R0,82 billion.

Bank credit

The seasonally adjusted annual rate of increase in
bank credit to the private sector advanced from 8,2
per cent in the first half of 1987 to 13,6 per centin the
third quarter. Partly as a result of this acceleration in
new credit extension, the twelve-month rate of in-
crease in bank credit to the private sector also rose
markedly from its presumed lower turning point of
only 1,7 per cent in February 1987 to 5,8 per cent, 6,6
per cent, 8,8 per centand 11,2 per centin June, July,
August and September 1987, respectively. Recent
quarterly increases in the banks’ claims on the private

sector, however, clearly still failed to match the rates
of increase in gross domestic product and gross
domestic expenditure at current prices. The con-
tinued relatively sluggish growth in bank credit in the
past few quarters could still be explained primarily in
terms of continued operation of the disintermediation
phenomena referred to earlier. It also reflected per-
sistent low levels of fixed investment in the economy
and the modest extent of recent additions to inven-
tories.

Banks’ "other” loans and advances, which com-
prise most of their lending for industrial and commer-
cial purposes, advanced relatively slowly in the third
quarter of 1987 at an annualised rate of 8,8 per cent.
Considerably higher rates of increase were recorded,
however, in the banks” holdings of bills discounted
and in hire-purchase credit. Hire-purchase credit,
being linked more closely to the strengthening sales
of consumer durables, rose at an annualised rate of
14,4 per cent from January to September 1987 and of
as much as 18,0 per cent in the third quarter.

The banks” net claims on the government sector
fell back by R1 531 million in the third quarter of 1987
after having increased by R711 million in the second
quarter. The twelve-month rate of increase in total
bank credit in September consequently was signifi-
cantly lower than the rate of increase in the banks’
lending to the private sector. This rate rose from 5,7
per cent in June to 9,1 per cent in September.

Bank credit
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Reserve Bank operations in the money market

Partly because of the expansionary effect of con-
tinuing increases in the Reserve Bank's gold and
other foreign reserves, money market conditions
continued to be experienced as "easy” during most
of the third quarter, October and November 1987. The
Bank, by its operations in the market, endorsed and,
after the collapse of share prices on the stock ex-
change from 20 October, gave mild further en-
couragement to the market’s ease and liquidity.

Bank rate was maintained at 92 per cent
throughout the third quarter, October and November.
Because of the market’'s essential easiness, a need
for cash reserves to be provided to the market by
means of Reserve Bank repurchase agreements was
perceived by the Bank only sporadically. Similarly,
tender funds from the Corporation for Public Deposits
generally were made available to the banks and the
discount houses only at or near month-ends and for
amounts of no more than a few hundred million rands
at a time. The amount so provided reached a peak of
R350 million on 28 and 29 October.

Reserve Bank refinancing accommodation of
the discount houses and the banks at the discount
window reached a daily average of only R117 million
in the third quarter of 1987, R53 million in October and
R126 million in November. Accommodation at the
window rose to R626 million at the end of August and
to R402 million at the end of September. These mar-
ket shortages were wiped out, however, within a few
days after the month-ends concerned. A shortage of
R240 million on 26 October was rapidly neutralised
through the provision of CPD tender funds and buy-
back agreements which, at the end of the month,
amounted to R300 million and R102 million, respec-
tively. No accommodation at the window accordingly
was required by the discount houses or the banks
over the October month-end. On 30 November
accommodation amounted to R641 million. Buy-back
agreements to an amount of R250 million were en-
tered into over the November month-end.

Reverse buy-back transactions to drain surplus
cash reserves from the market were engaged in by
the Reserve Bank on a substantial number of days
during the third quarter, October and November.

Net sales of government stock by the Reserve
Bank amounted to R1 979 million during the third
quarter of 1987, compared with R1 952 million during
the second quarter and only R247 million during the
first quarter. A further net amount of R1 007 million
was sold during October and November 1987.

Short-term interest rates

Money market rates, reflecting the market’s liquidity
and the Reserve Bank’s consistently relaxed policy
stance, remained stable at levels well below the
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Bank's relevant rediscount rates throughout the
second and third quarters, October and the first three
weeks of November 1987. They therefore also re-
mained essentially unaffected by developments in
the South African and overseas stock exchanges and
foreign exchange markets from 19 October. The rate
on three-month liquid bankers acceptances, for ex-
ample, moved within a narrow band from 8,75 to 9,00
per cent from the beginning of June 1987 to late
November. It amounted to 8,85 per cent over the
August, September and October month-ends and to
9,00 per cent on 30 November. Wholesale call rates
showed somewhat larger movements in response to
changes in the banks” cash and liquid asset positions.
The rate on interbank call deposits, for example,
ranged from a low point of 8,10 per centon 21 August
to high points of 9,75 per cent at the month-ends of
September and October. On 30 November this rate
amounted to 10,25 per cent.

Capital market activity

The capital markets in the third quarter and October
1987 saw another round of sharp increases in trading
activity. A new high point in the turnover of public
sector stock was reached in the third quarter. Further
increases in real estate transactions and mortgage
lending were recorded in the fixed property market. In
the primary capital market, new issues of fixed in-
terest securities rose sharply during the third quarter.
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In the share market very heavy volumes of share
trading, which caused the Johannesburg Stock Ex-
change to reduce trading time to only two hours on 21
and 22 October and to four hours thereafter, were
recorded from 20 October, after the start of the steep
drop in equity prices which commenced on the
world’s major stock exchanges on 19 October.

The value of public sector stock traded on the
stock exchange rose substantially further from R40,3
billion and R40,1 billion in the first and second quar-
ters of 1987 to R50,3 billion in the third quarter. It
amounted to R16,4 billion in October. The value of
real estate transactions amounted to R3,3 billion,
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R3,6 billion and R3,9 billion in the first, second and
third quarters of 1987, respectively.

The value of shares traded on the stock ex-
change rose from R4,2 billion in the first quarter of
1987 to R4,8 billion in the second quarter, R5,9 billion
in the third quarter and no less than R2,6 billion in
October alone. Up to 19 October, share prices were
swept upward further in this sharply rising trading
activity. The average price level of all classes of
shares increased by 9 per cent, 11 per cent and close
to 13 per centin the first, second and third quarters of
1987, respectively. The total rise in these prices in the
course of the upward phase in the share market from
the end of February 1985 to the end of September
1987 thereby was brought to 149 per cent. In com-
parison, the total increase in share prices in the rising
market of the second half of the 1960s, which may be
measured to have lasted from January 1966 to May
1969, had amounted to 152 per cent.

Johannesburg Stock Exchange share prices: upward
and downward phases
All-shares index

Total

change

in
Period Phase Duration average
(months) price level, %

Jan 1966 — May 1969 Upward 41 152,0
Jun 1969 — Jan 1971 Downward 20 -60,7
Feb 1971 — Apr 1974 Upward 39 1473
May 1974 — Jun 1977 Downward 38 —44 1
Jul 1977 — Sep 1980  Upward 39 276,3
Oct 1980 — Jun 1982 Downward 21 =517
Jul 1982 — Mar 1984  Upward 21 102,9
Apr 1984 — Feb 1985 Downward 11 -14,2
Mar 1985 — Sep 1987 Upward 31 149,2

In the course of the thirteen trading days from 20
October to 5 November 1987 the average level of
prices of all classes of shares, as measured by the
JSE Actuaries daily index, fell back by no less than
40,0 per cent. This precipitous price decline ex-
ceeded the extent of the drop in prices on various
overseas stock exchanges during this period and was
also considerably larger than the downward price
adjustments in the corresponding early stages of pre-
vious stock market "'crashes’, as in May 1969. Fail-
ure of the dollar price of gold to rise to a sustained
higher level in the turbulent conditions that prevailed
on the world’s major stock and foreign exchange mar-
kets in late October and early November 1987 contri-
buted to a drop in the all-gold price index on the
Johannesburg Stock Exchange which somewhat ex-
ceeded the average drop in share prices. During
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November as a whole, however, the average price of
all classes of shares decreased by 29 per cent against
a 26 per cent decline in the average price of gold
shares. Below-average declines were recorded in
November by the prices of financial and industrial
shares.

In the primary markets, the public sector raised
new funds during July and August through issues of
fixed-interest securities to banks and private non-
bank investors to an amount of R1 108 million com-
pared with R858 million and R454 million in the first
and second quarters of 1987. Companies listed on
the stock exchange raised R101 million through new
fixed-interest securities issues during July and Au-
gust, against R201 million in the first quarter; no such
issues were made in the second quarter. New issues
of share capital by listed companies amounted to
R221 million during July and August, compared with

Real estate transactions
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R205 million and R927 million in the first and second
quarters of 1987, respectively.

In the mortgage market the sustained demand
for mortgage financing and increasing availability of
funds enabled the building societies to maintain the
upward trend in the level of their mortgage lending.
Mortgage loans paid out increased from R2,0 billion
and R2,1 billion in the first two quarters of 1987 to
R2,4 billion in the third quarter.

Long-term rates and yields

Long-term interest rates, having hardened somewhat
in the second quarter of 1987, eased again in the third
quarter on the basis of more sanguine inflationary
expectations and more favourable perceptions of the
Government’s future borrowing needs. A mild firming
of these rates was apparent, however, in the wake of
the collapse of share prices on the stock exchange
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from 20 October. In terms of monthly averages, the
yield on long-term government stock eased slightly
from 15,3 per centin December 1986 to 15,0 per cent
in March 1987, hardened temporarily to 15,6 per cent
in June and eased to 15,2 per cent in September.
After retreating slightly further to 15,0 per cent on 19
October, this yield firmed to 15,4 per cent on 26
October. The average for the month of October,
however, was unchanged at 15,2 per cent.

The predominant building society rate on home
mortgage loans was raised from 13,5 per centto 14,0
per cent in May 1987 and to 14,5 per cent in July.
However, because of the competitive mortgage lend-
ing rate of 12,5 per cent offered by certain banks, a
major building society lowered its rate on new mort-
gages to 12,95 per cent in August. In November
certain other major societies similarily reduced their
new lending rates to 13,5, 13,0 or, on certain condi-
tions, 12,5 per cent.

The predominant rate on twelve-month deposits
with banks and building societies, which serves as an
indicator of deposit interest rates generally, was
raised from 9,5t0 10,0 per centin February 1987. This
rate then was increased further by the building
societies, in three monthly steps of 0,25 per cent
each, from 10,0 per cent in early May 1987 to 10,75
per cent in July. Banks raised their twelve-month
deposit rate only to 10,50 per cent, and did so only
from July.

Mirroring the sharp rise in share prices, the di-
vidend yield on all classes of shares contracted
steadily from a monthly average of 4,7 per cent in
December 1986 to 4,2 per cent, 3,9 per cent and 3,6
per cent in March, June and September 1987, re-
spectively. The sharp drop in share prices from 20
October then caused this yield to rise on a daily basis
from 3,0 per cent on 19 October to 5,0 per centon 5
November. Immediately prior to the start of the 1985-
87 upward phase in share prices, i.e. in February
1985, this yield had reached a cyclical peak value of
7,7 per cent.

Government finance

Expenditure by general government

Aggregate expenditure by general government on
final goods and services, in comparison with such
expenditure in the corresponding quarter of 1986,
rose by as much as 23,7 per cent in the first quarter of
1987 and somewhat more moderately by 18,7 per
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cent and 20,1 per cent in the second and third quar-
ters of 1987, respectively. The ratio of aggregate ex-
penditure by general government to nominal gross
domestic product accordingly declined from 23,4 per
cent in the first quarter and 23,3 per cent in the
second quarter of 1987 to 21,2 per cent in the third
quarter.

Exchequer issues

Exchequer issues to government departments (after
the usual adjustment for changes in the balance on
the Paymaster-General Account) in the June and
September quarters of 1987 - i.e. in the first and
second quarters of fiscal 1987/88 - exceeded such
issues in the June and September quarters of 1986
by 18,2 and 21,7 per cent. The average increase in
these issues in the first half of fiscal 1987/88, com-
pared with the first half of fiscal 1986/87, accordingly
amounted to 19,9 per cent. A slightly lower rate of
increase in October 1987 brought the increase in
these issues for the first seven months of fiscal 1987/
88 down marginally to 19,1 per cent. This was still
significantly in excess of the budgeted increase in
central government expenditure of 16,2 per cent for
the fiscal year as a whole.

Exchequer receipts

Exchequer receipts during the June and September
quarters of 1987 exceeded their one-year-earlier
counterparts by 5,6 and 22,4 per cent, respectively,
for an average increase in the first half of fiscal 1987/
88 of 15,1 per cent. This increase, too, was signifi-
cantly in excess of the budgeted increase in revenue
for the fiscal year as a whole, which amounted to 12,6
per cent. Relatively low proceeds in October, howev-
er, brought the rate of increase in the first seven
months of the fiscal year more closely in line with the
Budget estimates at a level of 12,8 per cent.

The sharp acceleration from the low year-on-
year increase in revenue in the June quarter of 1987
to the unusually large increase in the September
quarter was accounted for primarily by the introduc-
tion of the new fuel levy from 1 July 1987 and of a third
provisional tax payment by individuals. Revenue col-
lections in terms of the new provisional tax payment
were made for the first time in August 1987.

Rates of increase in total revenue in the first half
of fiscal 1987/88 that were in excess of the budgeted
percentage increase in revenue for the fiscal yearas a
whole were explained mainly by above-Budget in-
creases in excise duties, personal income tax and
"other” inland revenue, i.e. inland revenue other than
income tax, general sales tax and gold mining leases.
Such "other” inland revenue increased by 32,6 per
cent, compared with a budgeted decrease of 15,7 per
cent.
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The year-on-year increase in income tax paid by
individuals amounted to 22,4 per cent, against the
Budget estimate of 19,4 per cent. Income tax paid by
gold mines, on the other hand, declined slightly by 2,8
per cent against the Budget estimate of a decline of
0,8 per cent. The increase in income tax receipts from
non-mining companies, at 12,7 per cent, similarly fell
somewhat short of the Budget estimate of 15,2 per
cent. The 16,9 per cent increase in aggregate income
tax receipts other than from gold mining companies
nevertheless was very close to the Budget estimate
of 16,6 per cent.

Deficit before borrowing

The deficit before borrowing and debt repayment dur-
ing the first seven months of fiscal 1987/88 amounted
to R6 142 million. This was R1 903 million more than
the deficit in the first seven months of fiscal 1986/87
and equal to 73 per cent of the budgeted deficit of R8
425 million for the fiscal year as a whole. In compari-
son, the deficit during the first seven months of fiscal
1986/87 amounted to 67 per cent of the actual deficit
eventually recorded during that year.

Information up to September 1987 (i.e. for the
first six months of the current fiscal year) shows the
deficit of R5 566 million during this period, including
the discount of R517 million on new government
stock issues, to have been financed from the follow-
ing sources:
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Public Investment Commissioners........ 741
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