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Quarterly economic review

Introduction

The more pronounced upswing in the South African
economy that had become apparent from approxi-
mately the middle of 1986, appeared to have lost some
further momentum in the second quarter of 1987. Ag-
gregate real output in the second quarter of 1987
nevertheless was some 2%a per cent higher than in the
second quarter of 1986 and also marginally ex-
ceeded the previous high point in real domestic pro-
duction at the peak of the mini-boom of 1983-84.

Successive quarterly increases in real gross domestic
product from mid-1986, at seasonally adjusted annual
rates, amounted to approximately 3/ per cent in the
third and fourth quarters of 1986, 2 per cent in the first
quarter of 1987 and a provisionally estimated 1'/2 per
cent in the second quarter of 1987. Output levels in the
second quarter of 1987 were adversely affected, how-
ever, by various work stoppages and by the unusually
large number of non-working days in Apriland May. To
that extent, the further shrinkage of the real growth
rate in the second quarter may not have been indicative
of a further weakening of the underlying growth trend
and would not, therefore, necessarily rule out a return
to somewhat stronger rates of real economic expan-
sion in the remainder of the year.

Total real gross domestic expenditure, after having
shown marked fluctuations in 1986, advanced both
more steadily and more strongly in the first half of
1987. Aggregate real domestic spending was some
61/2 per cent higher in the second quarter of 1987 than
in the second quarter of 1986, and — at a seasonally
adjusted annual rate — nearly 7 per cent higher in the
first half of 1987 than in the second half of 1986.

Real private consumption expenditure, notably on
consumer durables, posted signal if moderate increases
in both the first and the second quarter of 1987. Real
government consumption expenditure, after an un-
commonly rapid rise in the first quarter of 1987,
increased further at a more moderate pace in the
second quarter. A small increase was recorded in
aggregate real inventories in the second quarter. Total
real gross domestic fixed investment, however, regis-
tered another disappointing decline, mostly because
of severe cutbacks in real capital spending by the
business enterprises of general government and be-
cause of renewed declines in real fixed capital formation
by the private sector. Mild improvements nevertheless
were shown by real gross fixed investment in private
manufacturing in both the first and the second quarter
of 1987. This mild recovery did not suffice, however, to
prevent further shrinkage of the total real fixed capital
stock in manufacturing industry.

Rates of increase in aggregate domestic expendi-
ture in excess of the rates of increase in domestic
production in the first half of 1987 also found expres-
sion in a rising level of most merchandise imports
which, in turmn, contributed to a narrowing of the sur-
plus of the balance of payments on current account
from its very high level in the fourth quarter of 1986. At
an annual rate of R5,8 billion, the current account sur-
plus in the second quarter of 1987 none the less still
amounted to a quite substantial 3'/z per cent of gross
domestic product. Offset partly by a moderate outflow
of capital not related to reserves and by significant
further redemptions of foreign liabilities related to
reserves, the sustained current account surplus caused
the total gold and other foreign reserves to rise by
another R1,0 billion in the second quarter and in July
1987, after an increase of R1,8 billion during the pre-
ceding three months.

Apart from the sustained surpluses on the current
account of the balance of payments, a notable feature
of the South African economy in the second quarter of
1987, as in the second half of 1986, was the markedly
stronger growth performance of gross national pro-
duct than of gross domestic product. Real gross
national product in the second quarter of 1987 was
some 5 per cent higher than in the second quarter of
1986. Substantially faster growth of gross national
product than of gross domestic product in the second
quarter of 1987 was attributable entirely to a continued
decline in real net factor payments to non-South Afri-
can owners of productive resources that are employed
in the South African economy. The drop in such pay-
ments in the second quarter was mostly accounted for
by diminishing net payments of interest which, in turn,
reflected the effect of the net repayment of foreign
debt from the fourth quarter of 1984 on the level of
South Africa’s international indebtedness.

The fairly strong showing, in the first half of 1987, of
growth in real gross domestic expenditure, on the one
hand, versus the slackening of real output growth, on
the other hand, again focused attention on the apparent
inability of the recovery in domestic production from
the middle of 1985 to gather momentum in the manner
of upswings in the 1960s and 1970s and to assume a
more cumulative and self-reinforcing character. Slow
average output growth since mid-1985 obviously was
related in part to the volatility and generally sluggish
expansion of aggregate real domestic demand in the
second half of 1985 and during 1986. These were ac-
counted for partly by a succession of adverse extra-
neous developments, the lack of business and con-
sumer confidence, and general uncertainty. In addition,
however, households entered the economic recovery
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from mid-1985 with an unusually large and inhibiting
relative burden of real household debt. This debt was
also carried at initially very high positive real interest
rates.

As was noted in the Reserve Bank's recent Annual
Economic Report for 1987, the lack-of-confidence
factor then also played a part in helping to account for
the failure of earlier increases in export volumes, the
moderate rises in real private consumption expend-
iture, and government spending programmes, to be
translated in a significantly positive manner into real
fixed investment and extensions of production capacity.
Of major significance, too, was the fact that an uncom-
monly large part of the cyclical rise in domestic final
demand (i.e. in the sum total of private and government
consumption expenditure and aggregate domestic
fixed investment) during an uncommonly large propor-
tion of the upswing period from mid-1985 to mid-1987
was met from a drawing-down of inventories. Relative-
ly slow growth in the volume of merchandise imports,
on the other hand, meant that a smaller-than-usual
part of the potential impact of domestic expenditure
on domestic output was deflected to foreign markets.
The lower-than-usual marginal propensity to import
during the upswing period itself partly was a reflection
of subdued fixed investment demand.

The more modest rates of real output growth in the
first half of 1987 were accompanied by an unchanged
level of employment in the first quarter but by employ-
ment growth at an annual rate of 2 per cent in the
second quarter, Total employment outside agriculture
in the second quarter of 1987 exceeded its one-year-
earlier level by a modest 1,1 per cent. Registered un-
employment, having contracted significantly up to May
1987, rebounded quite sharply in June and July. The
rate of inflation in consumer and production prices, on
the basis of quarter-to-quarter changes in these prices
at seasonally adjusted annual rates, was markedly
lower in the first half of 1987 than in the first and third
quarters of 1986.

The broadly defined money supply, M3, continued
to grow only slowly in the first quarter of 1987 but some-
what more rapidly in the second quarter. At 10,9 per
cent, the annual rate of increase in M3 from the begin-
ning of the 1987 targeting year up to the end of July
1987 still fell significantly short, however, of the lower
bound of the 14 — 18 per cent target range. The M3
velocity of circulation continued to rise sharply in the
first quarter of 1987 but, on the basis of preliminary
estimates, would appear to have shown little further
change in the second quarter.

Bank credit to the private sector in the first seven
months of 1987 still advanced only slowly at an
annualised rate of somewhat more than 6 per cent.
Sluggish growth continued to be exhibited by banks'
“other" loans and advances, which are likely to have
incurred most of the effect of increased recourse to
“set-offs” of corporate clients’ debit and credit balances
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in the books of banking institutions. Fairly substantial
INncreases were observed, however, in hire-purchase
credit and leasing finance from low base data at the
end of March 1987. If these increases are sustained,
the rise in the non-corporate component of hire-pur-
chase financing may signal a waning of households’
resistance to renewed increases in consumer debt.

A relatively high degree of stability, in accordance
with the Reserve Bank's unvaried monetary policy
stance, was observed in money market interest rates
throughout the second quarter and in July, August and
early September 1987. In the capital markets, the high
levels of activity of the first quarter of 1987 were main-
tained, or surpassed, in the second quarter. Long-
term interest rates hardened temporarily in the second
quarter but fell back in July, August and early Septem-
ber. They thereby created conditions that were recep-
tive to the Reserve Bank's security sales.

Substantial further increases were recorded in share
prices on the Johannesburg Stock Exchange. In
August 1987 the average level of all share prices ex-
ceeded by some 148 per cent the level of these prices
at the start of the current upward phase in the share
market from early 1985.

Substantially higher-than-budgeted percentage in-
creases in Exchequer issues, and lower-than-bud-
geted percentage increases in Exchequer receipts,
during the June quarter and in July 1987 caused the
deficit before borrowing on the Exchequer Account in
this four-month period to amount to R5,0 billion. This
was some R1,5 billion more than in the corresponding
four months of fiscal 1986/87 and equal to some 60
per cent of the deficit as provided for in the Budget for
fiscal 1987/88 as a whole.



Domestic economic developments

Domestic output

Real gross domestic output, in continuation of the more
decisive upswing in economic activity that had be-
come apparent from the middle of 1986, advanced
further in the second quarter of 1987 from its first-quar-
ter level but did so at a diminished pace. Aggregate
real output in the second quarter of 1987 was some
2%/a per cent higher than in the second quarter of
1986. In seasonally adjusted and annualised terms,
the rate of increase in total real gross domestic
product receded from approximately 31/2 per cent in
the third and fourth quarters of 1986 to approximately
2 per cent in the first quarter of 1987. It then slipped
down somewhat further to a provisionally estimated
11/2 per cent in the second quarter.

The progressive decline in the real growth rate in the
first half of 1987 would appear to point to a gradual
fading of the various forces that have supported the
upswing to date. The diminished rate of output growth
in the second quarter of 1987 should be viewed, how-
ever, against the background of various work stop-
pages and of the unusually large number of holidays
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and non-working days in that quarter, which adversely
affected production in a broad range of sectors of the
economy. To a not insignificant extent the further
shrinkage of the real growth rate in the second quarter
of 1987 (and possibly in August, inter alia because of
the strike in the gold mining industry) may therefore not
have been indicative of a further weakening of the under-
lying growth trend and would not rule out a return to
somewhat stronger rates of real economic expansion
during the remainder of the year.

The sustained, if modest, rise in aggregate real out-
put during the second quarter of 1987 was accounted
for mainly by increases in real value added in the agri-
cultural sector, motor trade, finance and general
government. Declines in real value added were recorded
by manufacturing, mining, transport, and wholesale
and retail trade.

Agricultural output expanded in the second quarter
of 1987 because of relatively favourable weather con-
ditions in the summer rainfall areas during the prece-
ding rainy season. Continued very high levels of activity
in the financial markets, notably the securities markets,
contributed to sustained growth in real value added by
the financial services sector. Real output in this sector
has been rising consistently since the fourth quarter of
1985. The increase in real value added by the sector
commerce largely derived from the improving fortunes
of the motor trade; sales of new passenger cars and
light commercial vehicles were 132 per cent higher,
and sales of all types of motor vehicles 122 per cent
higher, in the second quarter of 1987 than in the
second quarter of 1986. The rise in real value added by
general government services was associated closely
with higher levels of employment by general govern-
ment.

In contrast to the declining growth rate in real gross
domestic product, real gross national product grew at
a fairly impressive annual rate of 412 per cent in the
second quarter of 1987, after already having shown a
quite substantial increase in the second half of 1986.
Real gross national product accordingly was some 5
per cent higher in the second quarter of 1987 than in
the second quarter of 1986. In the second half of 1986
the notably more rapid expansion of real gross national
product than of real gross domestic product was attri-
butable in broadly equal proportions to improvements
in the South African terms of trade and to a substantial
drop in real net factor payments to the rest of the world.
In the second quarter of 1987, however, markedly
more substantial growth in real gross national product
than in real gross domestic product was accounted for
solely (and notwithstanding a deterioration in the terms
of trade) by further declines in real net factor payments
to non-South African owners of productive resources
in the South African economy. The drop in such pay-
ments was mostly a matter of diminishing net pay-
ments of interest; lower interest payments, in turn,
partly reflected the gradually strengthening effect of

5




net repayments of foreign debt from the fourth quarter
of 1984 on the level of South Africa's international in-
debtedness.

Domestic expenditure

After having shown major quarter-to-quarter fluctu-
ations in 1986, the seasonally adjusted annual rate of
increase in total real gross domestic expenditure
amounted to 1812 and 11 per cent in the first and
second quarters of 1987, respectively. In the second
quarter of 1987 rates of increase of 21/2 per cent and
51/2 per cent, respectively, were recorded in real pri-
vate sector consumption expenditure and in real con-
sumption expenditure by general government. At the
same time, changes in total real inventories turned
around from a significant decrease in the first quarter
of 1987 to a small increase in the second quarter.
Together, these various positive elements in spend-
Ing behaviour more than offset a decline in aggregate
real gross domestic fixed investment at an annual rate
of about 10 per cent.

Real personal disposable income rose at an annual-
ised rate of 4/2 per cent in the second half of 1986 but
then declined marginally in the first half of 1987, Real

Private consumption expenditure at constant
1980 prices
%

40

Percerjtage chgngein:

20

-20 == Other goods and seryices

ia _we Dutablegoqds A

20

-20

—40

Seasonally adjusted pnnual rat

W

-80
1982 1983 1984 1985 1986 1987

private consumption expenditure nevertheless in-
creased at annual rates of 3/2 and 2'/2 per cent in the
first and second quarters of 1987, respectively. This
rate of growth in aggregate real private consumption
spending was significantly in excess of the average
annual rate of increase in such spending of only 12
per cent during the years from 1980 to 1986. Rising
consumer outlays therefore clearly also provided a
major part of the forces driving the modest expansion
of the South African economy in the first half of 1987.
Limits obviously exist, however, to the potential for
further expansion of real consumer demand in the
absence of renewed increases in real disposable house-
hold incomes. Such increases would depend essen-
tially on income and employment-generating forces
from outside the sphere of private consumption itself.

Most of the second-quarter rise in aggregate real
private consumption expenditure derived from in-
creased household spending on durable goods. In-
creases in such spending were spread widely across
the spectrum of consumer durables. The highest per-
centage increase, however, was recorded in spend-
INg on personal transport equipment, which was be-
ing strengthened to a growing extent by pent-up re-
placement demand. Stock shortages, partly due to
work stoppages, were reported in respect of various
motor manufacturers’ product lines. Notable increases
were also registered in net consumption expenditure
by foreigners in the domestic market and in spend-
ing on transport and communication services. Little
change, on the other hand, was apparent in spending
on non-durable goods. Spending on semi-durables
actually declined marginally despite a significant rise in
outlays related to the maintenance of private motor
cars.

Real government consumption expenditure in-
creased uncommonly sharply at an annualised rate of
some 3672 per cent in the first quarter of 1987 but
rose at a decidedly more moderate pace of 512 per
cent in the second quarter. Real salaries and wages,
which normally account for some three-fifths of aggre-
gate real government consumption expenditure, rose
at an annual rate of approximately 7 /2 per cent, mainly
because of a rise in employment by general govern-
ment. Following an exceptionally rapid rise at an annual-
ised rate of some 66 per cent in the first quarter of 1987,
government expenditure on “other” consumption
goods and services advanced further in the second
quarter at an annual rate of approximately 41/~ per
cent.

Total real gross domestic fixed investment declined
at a seasonally adjusted annual rate of 10 per cent in
the second quarter of 1987. This substantial decrease
was mainly attributable to declines at annual rates well
in excess of 10 per cent in real fixed capital formation
by public authorities and by the private sector. These
declines appreciably exceeded an increase in real
capital expenditure by public corporations.



A decline in real fixed capital spending in the private
sector was apparent in most sectors of the economy.
It was particularly prominent, however, in agriculture,
mining and finance.

Real gross fixed capital investment in private manu-
facturing actually improved in both the first and the
second quarter of 1987. Its recovery in these two quar-
ters was insufficient, however, to prevent further shrink-
age of the total real fixed capital stock in the manufac-
turing sector, such as has been in evidence since the
first quarter of 1985. The percentage degree of utili-
sation of production capacity in manufacturing accord-
ingly rose further to 79,7 per cent. This was significant-
ly higher than the recent low point of the utilisation rate
of 77,4 per cent in the second quarter of 1986 but still
well below the peak value of this rate of 86,5 per cent in
both 1974 and 1981. Accelerated obsolescence due
to technological progress may, however, have re-
duced somewhat further the actual size of the econ-
omically re-employable physical capital stock, at least
in certain sub-sectors of manufacturing industry. The
current value of the utilisation rate of the "effective”
capital stock therefore may conceivably be somewhat
higher than 79,7 per cent.

From the first to the second quarter of 1987 total real
capital outlays by public authorities were reduced by
12'/2 per cent, or at an exceptionally high annual rate
of approximately 42 per cent. This was accounted for
mainly by severe cutbacks in fixed capital spending by
the South African Transport Services and the Depart-
ment of Posts and Telecommunications. Such cut-
backs were made in the light of the availability of tran-
sport and communication facilities of various kinds
and in various areas which are large relative to the de-
mands that are likely to be made on these facilities in
the next several years.

After having declined almost uninterruptedly from
the fourth quarter of 1984, aggregate real inventories
in the South African economy exhibited a small in-
crease in the second quarter of 1987. The main cate-
gories of inventories contributing to this increase were
mining stocks, agricultural stocks-in-trade and dia-
mond stocks-in-trade. Marginal increases in inven-
tories were, however, recorded in many sectors of the
economy. Reductions in inventories, on the other
hand, were registered in manufacturing, electricity,
gas and water, and wholesale trade.

The overall rise in the book value of inventories did
not prevent a decline in the ratio of all inventories to
gross domestic product to a record low figure of 311/
per cent in the second quarter of 1987, This may be
compared with the most recent peak in this ratio of 41
per cent in the first quarter of 1982. The ratio of indus-
trial and commercial inventories to gross domestic
product in the non-agricultural sectors of the econ-
omy also receded somewhat further in the second
quarter of 1987 to an unprecedented low of 192 per
cent.
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Factor income and saving

The seasonally ‘adjusted and annualised rate of in-
crease in aggregate nominal factor income slowed down
from 191/2 per cent in the first quarter of 1987 to 18 per
cent in the second quarter of 1987. This deceleration
was mainly due to lower rates of increase in remune-
ration of employees. Aggregate nominal labour earn-
ings were held back in the second quarter of 1987 inter
alia by an increase in work stoppages and strikes, by
the unusually large number of non-working days in this
quarter, and by postponements of wage and salary in-
creases in certain sectors of the economy. Included in
the last of these items was the fact that wage and salary
increases in the civil service took effect only from 1 July
1987.

The total gross operating surplus, representing the
remainder of aggregate factor income, rose appre-
ciably in the second quarter of 1987 at an annual rate
of 21 per cent. Enhanced operating surpluses were
spread widely through the various sectors and sub-
sectors of the economy. The relatively strong perform-
ance of the aggregate gross operating surplus there-
fore corroborated reports of marked recoveries in
company profits of the past several quarters, which
have also been evident from the declining number of
company liquidations since the middle of 1986.

Rising levels of business profitability were accom-
panied by a marked increase in net corporate savings
during the first and second quarters of 1987. The ratio
of net corporate savings to total gross domestic saving
advanced from an average level of 28 per centin 1986
to an average level of no less than 37 per cent in the
first two quarters of 1987. Dissaving by general govern-
ment, on the other hand, rose from 52 per cent of
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gross domestic saving to 17 per cent over this period.
Depreciation allowances in the second quarter pro-
ceeded on their steady upward course.

Personal saving remained at relatively very low
levels. In the second quarter of 1987 the ratio of
personal saving to gross domestic saving amounted
to 4/2 per cent and its ratio to personal disposable
income to a meagre 2 per cent. Factors exerting down-
ward pressure on these savings ratios included re-
latively modest nominal wage increases in the second
quarter of 1987, high inflation and a resultant decline
of 2 per cent in the level of real personal disposable
income per capita from the second half of 1986 to the
first half of 1987, the difficulty in effecting a downward
adjustment in living standards, high current prices of
certain household financial assets exerting “wealth
effects” and inviting monetisation of such assets for
consumption purposes, and the pressures of pent-up
replacement demand for durable consumer goods.

Employment

Fairly vigorous growth of the economy in the second
half of 1986 and its continuation at more modest rates
in the first half of 1987 were accompanied by increased
employment by public authorities as well as in a num-
ber of industries in the private sector, notably in gold
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mining, manufacturing and construction and among
building societies, insurance businesses and hotels.
Further reductions in employment were observed,
however, in the South African Transport Services and
in electricity generation, largely because of internal
rationalisation and reorganisation programmes in
these industries.

Total employment in the non-agricultural sectors of
the economy rose at annualised rates of 0,7 and 1,7
per cent in the third and fourth quarters of 1986,
showed no further change in the first quarter of 1987,
but, according to preliminary estimates, advanced
again at a rate of 2,0 per cent in the second quarter of
1987. Total employment outside agriculture in the
second quarter of 1987 accordingly exceeded total
employment in the second quarter of 1986 by a modest
1,1 per cent.

The seasonally adjusted number of registered un-
employed hovered around 130 000 in the course of
1986, declined to approximately 121 000 in May 1987,
but then rebounded quite sharply in the subsequent
two months to 133 500 in July. Registered unemploy-
ment among workers other than Blacks declined sig-
nificantly from a peak of 83 000 in September 1986 to
69 000 in March 1987 and 67 000 in July.

The revised Current Population Survey for Blacks
showed the number of unemployed Blacks to have re-
treated from 1 181 000 in July 1986 to 1 040 000 in
March 1987. In March 1987 the ratio of unemployed
Black workers to the Black labour force amounted to
16,7 per cent.



Labour costs and productivity

The average amount of nominal salaries and wages
per worker in the non-agricultural sectors of the
economy rose by 14,3 per cent both in calendar 1986
and in the first half of 1987 compared with the first half
of 1986. Relative moderation in wage settlements and
wage increases was maintained despite the mild cycli-
cal strengthening of the demand for labour and the
increased incidence of strikes in certain industries.

The rate of increase in average nominal labour re-
muneration in the first half of 1987, as in 1985 and
1986, fell short of the rise in the consumer price index.
The average real wage per employee, which had de-
creased by 4,3 per cent and 3,7 per cent in 1985 and
1986, respectively, therefore declined further, by 2,0
per cent, in the first half of 1987 compared with the first
half of 1986.

Fairly pronounced increases in total physical pro-
duction, against limited increases in employment,
caused labour productivity (i.e. real gross domestic
product per worker) in the non-agricultural sectors of
the economy to rise by 1,3 per cent in the first half of
1987 after declines of 1,0 per cent in 1985 and of 0,7
per cent in 1986. In conjunction with the steady 14,3
per cent rate of increase in the average nominal wage
per worker in 1986 and the first half of 1987, this
improvement in labour productivity also caused a mild
slowdown of the rise in unit labour costs. The tempo of
the rise in these costs, in nominal terms, receded from
15,0 per cent in 1986 to 12,8 per cent in the first half of
1987.

Prices

The rate of inflation in consumer and production prices
slowed down significantly from high levels in the first
and third quarters of 1986 to comparatively more
moderate figures in the first half of 1987. The quarter-
to-quarter increase in the average level of consumer
prices, at a seasonally adjusted annual rate, subsided
from 26,0 per cent in the first quarter and 20,7 per cent
in the third quarter of 1986, to 15,1 and 15,0 per cent
in the first and second quarters of 1987, respectively.
Measured in the same way, the rate of increase in the
production price index fell back from 26,3 per cent in
the first quarter of 1986 to 13,7 and 12,7 per cent in
the first and second quarters of 1987, respectively.

Variations in the inflation rate in the course of 1985,
1986 and the first half of 1987 primarily reflected the
lagged effects of movements of the exchange rate of
the rand on the prices of imported goods. The twelve-
month rate of increase in the imported-goods com-
ponent of the production price index reached a high
point of 32,5 per cent in January 1986. Mainly because
of the appreciation of the rand from mid-June 1986,
this rate then declined eventually to 12,0 per cent in
July 1987.

Variations in the rate of increase in the consumer

Percentage change in prices

%

30

Consumer pric&s
25

20

15

10

30

Produgtion prirJFs
25 -

20 -

15

10

1982 1983 1984 1985 1986 1987

price index also incorporated the effect of sharp and
variable upward adjustments in the prices of foodstuffs.
Quarter-to-quarter percentage increases in the prices
of consumer goods other than food actually were sig-
nificantly lower in the first two quarters of 1987 than
the average of such increases in the course of 1986.
Decelerations in the rate of increase in the cost of
housing and other consumer services from the fourth
quarter of 1986 to the second quarter of 1987 also
contributed to the moderately lower rates of increase
in the consumer price index.

Measured over twelve months, the rate of increase
in the consumer price index slowed down fairly sig-
nificantly from nearly 21 per cent in January 1986 to
16,1 per cent in January 1987. This rate then reacce-
lerated to 17,2 per cent in June 1987 but fell back once
more to 16,3 per cent in July, The July 1987 decline in
the twelve-month inflation rate in consumer prices was
recorded despite upward adjustments to certain ad-
ministered prices, which included increases in postal,
transport and municipal tariffs from 1 July.

The twelve-month rate of increase in the production
price index subsided from 20,7 per cent in October
1986 to 14,5 per cent in February 1987. This rate then
increased to 16,1 per cent in April 1987 before slowing
down again to 14,1 per cent in July.




Balance of payments

Current account

The surplus on the current account of the balance of
payments, at a seasonally adjusted annual rate,
declined from its record high point of R12,9 billion in
the fourth quarter of 1986 to R7,2 billion in the first
quarter of 1987 and to a still very substantial R5,8
billion in the second quarter. In terms of the ratio of the
current account surplus to gross domestic product,
this decline was from 81/2 and 41/2 per cent to 312 per
cent.

Further shrinkage of the current account surplus in
the second quarter of 1987 was due to a fairly large
decline in net gold exports and a significant further rise
in the value of merchandise imports. Between them,
these two developments outweighed the effect of
some recovery in the value of merchandise exports
and a decline in net service and transfer payments to
foreigners. .

The value of merchandise exports decreased sub-
stantially (by 12 per cent) in the first quarter of 1987 but
staged a modest recovery (of some 27/2 per cent) in the
second quarter. The average level of the value of these
exports in the first half of 1987, however, still fell short
significantly (i.e. by 13%2 per cent) of its very strong
showing in the second half of 1986.

The mild recovery in merchandise exports in the
second quarter of 1987 was attributable to slight in-
creases in both export prices and export volumes. In-
ternational commodity prices, in terms of the. US dollar,
showed accelerated rises in the second quarter of
1987 which brought these prices to their highest aver-
age level since the second quarter of 1984, The effect
of these price increases on South African export earn-

Current account of the balance of payments
Seasonally adjusted annual rates
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ings was partly neutralised, however, by a further
strengthening of the effective exchange rate of the
rand. A marginal increase in South African export
volumes was attained despite some further slackening
of growth in the world economy and the effect of sanc-
tions against certain South African export goods.

The value of net gold exports declined from its record
level of R18,4 billion in the first quarter of 1987 to R17,0
billion in the second quarter. This decline was more
than fully accounted for by a decline in the volume of
gold production which, in turn, was due to a further
lowering of the grade of ore mined. The price of gold
rose both in terms of the US dollar and of the rand. The
dollar price of gold per fine ounce advanced from an
average of $406 in the first quarter of 1987 to $450 in
the second quarter, and then rose further to an average
of $456 in July and August 1987; the average price
during July-August 1987 may be compared with its
counterpart in July-August 1986 of only $362. The
average rand price of gold amounted to R844, R906
and R942 in the first and second quarters of 1987 and
in July and August 1987, respectively.



The value of merchandise imports rose by 3'/2 per
cent from the first quarter of 1987 to the second quarter
of 1987. This was attributable entirely to an increase in
import prices. An increased average level of import
prices resulted from higher prices in the international oil
market (reflecting, inter alia, the market's response to
the increasingly tense situation in the Persian Gulf) and
from a moderate rise in the average inflation rate ex-
perienced by South Africa’s principal international trad-
ing partners.

Conversely, the 4 per cent decline in import volumes
during the second quarter of 1987 was more than fully
explained by a sharp decline in the volume of imports
of mineral products. When mineral products are ex-
cluded, the volume of the remaining categories of
merchandise imports actually increased by more than
7 per cent. The rise in these imports may be held to
have been in broad accordance with the sustained, if
moderate, further rise in domestic economic activity in
recent months and with more pronounced recent in-
creases in real gross domestic expenditure. The aggre-
gate volume of all merchandise imports in the second
quarter of 1987, however, still only mildly (i.e. by some
4 per cent) exceeded the volume of all merchandise
imports in the second quarter of 1986 and, as noted in
the Reserve Bank's recent Annual Economic Report,
still fell short very substantially (i.e. by 211/ per cent) of
the peak level of the volume of such imports during the
mini-boom in the first quarter of 1984.

Net service and transfer payments to foreigners,
which had reached a high point at a seasonally adjusted
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annualised rate of R9,6 billion in the second quarter of
1986, declined further from R8,7 billion in the first
quarter of 1987 to R8,3 billion in the second quarter.
This decline resulted mainly from diminishing interest
payments to foreigners and from an increase in dividend
receipts from South African investments abroad. The
decline in interest payments, in turn, reflected partly
the reduction of South Africa's foreign debt obligations
from the high point in the country’s foreign indebted-
ness in 1985, as well as the strengthening of the
effective exchange rate of the rand from mid-June
1986. The various favourable changes in interest pay-
ments and dividend receipts more than offset increases
in international freight and insurance payments, travel
expenditures, and dividend payments on foreign equity
interests in the South African economy.

Capital account

A net inflow of capital, not related to reserves, of R407
million in the first quarter of 1987 was followed by a
moderate outflow of R911 million during the second
quarter. The net outflow during the first half of 1987
accordingly amounted to a fairly limited R504 million,
which may be compared with outflows of R2,7 billion
and R3,4 billion during the first and second halves of
1986, respectively. Similarly, the net outflow of capital

Net capital movements

R millions
1987
1stgr 2ndqr 1sthalf
Long-term capital
Public authorities ....... -9 =217 -226
Public corporations ... 347 348 695
Banking sector .......... 38 -60 -22
Private sector:
Net purchases of
listed securities by
non-residents ...... -209 -546 -755
Other capital .......... 18 -278 -260
Total long-term capital .. 185 —753 -568
Short-term capital includ-
ing unrecorded trans-
actions, but excluding
reserve-related liabilities 222 -158 64
Total capital movements
excluding liabilities re-
lated to reserves ....... 407 =911 ~504
Change in liabilities related
toreserves ..........couu —627 -377 -1004
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of R911 million in the second quarter of 1987 by itself
compared favourably with average quarterly outflows
of approximately R2,3 billion and R1,5 billion during
the years 1985 and 1986, respectively.

The total net outflow of capital, not related to re-
serves, in the second quarter of 1987 was made up of
an outflow of R753 million of long-term capital and R158
million of short-term capital. The outflow of long-term
capital mainly consisted of repayments by public busi-
ness enterprises on bearer bonds and notes and by
private enterprises on trade-related loans outside the
so-called standstill "net". Non-residents also con-
tinued to be net sellers of securities listed on the
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Johannesburg Stock Exchange, which, although they
are recorded as outflows of long-term capital, do not,
of course, under the financial rand system result in an
actual loss of foreign exchange. In contrast to these
outflows, public corporations for the second conse-
cutive quarter were net importers of foreign capital in
the form of new loans raised as well as of drawings on
existing loan facilities for project financing. The amount
taken up in these ways was R348 million.

Short-term capital movements, not re