Quarterly economic review

Introduction

The South African economy in the first quarter of 1987
continued to perform well in various respects. Having
increased at annual rates of more than 41/ per cent in
the third and the fourth quarters of 1986, the real gross
domestic product was provisionally estimated to have
advanced further in the first three months of 1987 at an
annual rate of approximately 3/ per cent. Rates of in-
crease in excess of this average were displayed by the
non-primary producing sectors of the economy. Dom-
estic output data from the middle of 1985 therefore
now present a picture of an economy that, after an ear-
lier period of vacillation, has been on a decisive, mode-
rately vigorous, upward course from approximately the
middle of 1986.

A renewed strong increase was recorded in real gross
domestic expenditure. Contrary to earlier recoveries in
domestic expenditure in the course of 1986, however,
the rebound in spending in the first quarter of 1987 was
accounted for primarily by increases in so-called real
“final demand”, i.e. in the total of real private and go-
vemment consumption expenditure and real gross dom-
estic fixed investment. Changes in inventories in the
first quarter did not make a positive contribution to ag-
gregate real domestic demand.

A sharp rise was recorded in real government con-
sumption expenditure. The rate of increase in real pri-
vate consumption expenditure, having slowed down in
the fourth quarter of 1986, firmed again to an annualised
level of approximately 47/2 per cent in the first quarter of
1987. Against this, the encouraging recovery in aggre-
gate real gross domestic fixed investment in the second
half of 1986 was not sustained in the first three months
of 1987. Major cutbacks were effected in real fixed
capital spending by public corporations. In addition,
there was a disappointing drop in real fixed capital out-
lays by private manufacturing industry. Total real gross
fixed investment by the private sector nevertheless rose
significantly faster in the first three months of 1987
than in the final three months of 1986.

In accordance with the rising levels of real output and
expenditure, the volume of merchandise imports rose
substantially in the first quarter of 1987. A very con-
siderable surplus, although smaller than the exception-
ally large surplus of the final quarter of 1986, neverthe-
less continued to be recorded on the balance of pay-
ments on current account. Supported by a small inflow
of foreign capital “not related to reserves”, the strong
performance of the current account also caused the
foreign reserves to rise impressively in the first quarter
and April 1987, notwithstanding a substantial further

reduction in "reserve-related” liabilities as a result of
debt repayments.

“Confidence” and the general business mood im-
proved further in the months to May 1987 under the
impact of developments such as the rise in the foreign
reserves; a further firming of the exchange rate of the
rand; a higher average level of the dollar price of gold in
April and parts of May; the successful negotiation of a
new debt standstill agreement with foreign creditor
banks in the second half of March; some firming of the
demand for labour in the second half of 1986 and the
first few months of 1987; some recent improvements in
retail sales and an encouraging upturn in the sales of
new motor vehicles; lower inflation rates, as recorded
in the first few months of 1987; a strong further rise in
share prices through April and most of May; and a
strengthening of mortgage demand and a firming of
prices in the fixed property market.

Improved foreign perceptions of the South African
economic and socio-political situation and prospects
had become apparent in the first quarter of 1987 from
an enhanced foreign interest in South African fixed-
interest-bearing securities and gold mining shares,
and from a markedly lower level of the discount of the
financial vis-a-vis the commercial rand. A sounder fi-
nancial footing for future household and business spend-
ing was apparent from the shrinking number of insolven-
cies, liquidations, and summonses for debt. Less en-
couragingly, the personal savings ratio in the first quar-
ter of 1987, as in the second half of 1986, remained at
uncommonly low levels that, in the absence of mitigating
developments, obviously would set limits to future ex-
pansion of real consumer demand. In addition, the
mild rise in the demand for labour as yet failed to make
a significant impression on the total number of regis-
tered unemployed.

The twelve-month growth rate in the broadly de-
fined money supply, M3, slowed down further in Jan-
uary and February 1987 but picked up fairly significant-
ly in March and April. At a provisionally estimated 10,7
per cent, the seasonally adjusted annual rate of in-
crease in M3 from the beginning of the 1987 targeting
year up to the end of April was, however, still well
below the 14 per cent lower limit of the new targeting
range; slow growth in M3 caused its velocity of circula-
tion to be speeded up further by 3,3 per cent from the
fourth quarter of 1986 to the first quarter of 1987. Sig-
nificantly higher rates of increase were, however, re-
corded in the narrower monetary aggregates.

Relatively tardy expansion of M3 continued to be ex-
plained, in accounting terms, by the relatively very low
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State Revenue Fund — Revenue collections in 1986/87

Budget? Actual collections
- Percentage i Percentage
R millions change? R millions change?
Total collections from gold mines .........cccccceeeiinn. 2 820 —7.6 3179 4.2
Other income tax collections ..........cccceveeeririiiiinnns 16 347 19,8 15 708 15;1
GenNeral SABS 1AX. «ivuiiisiisinssicisississssssssssssinsaiiaasassss 9 425 171 8 913 10,7
Customs and excise duties? .............ccceveecivvieeennes 2 540 21,2 2 520 20,3
ERNEE TOOBINE o sosisns vissiniastes mavaibidsiaassssiag 2 495 1,0 3810 54,2
TOMBL DOBOIME ..o chicch bt vadiioll tossbl st donmsnss V305 i 33 627 14,7 34 130 16,4

1 Second and final print.
2 Compared with actual collections during the 1985/86 fiscal year.

3 Excluding amounts transferable to neighbouring countries but including the surcharge on imports.

viously were related to the higher-than-estimated
average rand price of gold and the resultant increased
profitability of the gold mining industry. “Other” receipts
substantially exceeded the Budget estimates on ac-
count of the transfer of funds from the Central Energy
Fund. General sales tax receipts and tax collections
from non-mining companies failed to meet levels as
anticipated in the Budget because of limited growth in
the domestic demand for goods and services in pre-
ceding quarters. Income tax collections from indivi-
duals and income from customs and excise duties
were, however, close to the Budget estimates.

The R6 191 million deficit before borrowing and debt
repayment for 1986/87 was financed from the following
sources:

R millions

Public Investment Commissioners? ...... 3 689
Non-bank private sector ...........ccouveen. 902
BankiNG SOCIor wuswiswimvinyivssasssssiinss 663
FOYOICIN SOCION 1vsnsnrsusssunssrsibhissrgbasssnsenss 1015

6 269
Less: discount on government stock? ... 78
Total finanCing ......ccccccvrrrrenmirrininnnnenns 6 191

1 Net cash purchases of new government stock.
2 Excluding the discount on new issues to the Public Investment
Commissioners

The foreign sector financing of R1 015 million con-
sisted of the utilisation of R1 032 million of foreign cre-
ditors’ funds held with the Public Investment Com-
missioners and net debt repayments of R17 million.

Exchequer Account: April 1987

In April 1987, i.e. in the first month of fiscal 1987/88,
Exchequer issues (after the usual adjustment for

20

changes in the balance on the Paymaster-General Ac-
count) were 27,1 per cent higher than in April 1986.
Exchequer receipts exceeded their one-year-earlier
level by 9,9 per cent. The deficit before borrowing
amounted to R2 578 million, exceeding the deficit in
April 1986 by as much as 47 per cent.

The 1987/88 Government Budget

In his presentation of the Budget for 1987/88 to
Parliament on 3 June 1987, the Minister of Finance
stated that the highest priority in determining economic
goals in South Africa should be given to a growth pro-
cess that would generate work and ensure participation
in the ensuing benefits by the greatest number of people.
This approach was also manifest in the long-term
economic strategy proposed by the Economic Advi-
sory Council, which sought to establish the three-fold
objective of a strengthening and development of the
modern sector of the economy, greater inward indus-
trialisation, and regional development.

The Minister also noted that new ground was being
broken in the 1987/88 Budget in that government ex-
penditure and financing were being based for the first
time on approaches and priorities as laid down by the
State President's Committee on National Priorities,
which formed part of a five-year plan for such expen-
diture. The first five-year plan was to cover the period
1987/88 to 1991/92. This plan was to be revised annual-
ly so as to achieve the goal of setting realistic public
sector expenditure on a moving five-year basis. In order
to allow greater room for private sector activity, the
plan envisaged a relative reduction in total public
sector expenditure from 38 per cent of gross domestic
product in 1985/86 to approximately 34 /2 per cent in
1991/92. Attainment of this objective clearly would be
bound up closely with the processes of privatisation
and deregulation.



With regard to the Government'’s fiscal and monet-
ary strategy for 1987/88, the Minister noted that room
still existed for further expansion in the South African
economy, as was reflected in such things as the “mas-
sive" surplus on the current account of the balance of
payments, the comparatively high level of unemploy-
ment, low interest rates and spare production capacity.
It remained the Government's policy stance that any
possible room for growth in the short to middle term be
exploited. The Budget as presented, read in conjunc-
tion with the fiscal measures already announced in the
Part Appropriation Bill in February 1987, therefore was
meant to be expansionary. A stimulatory effect on the
economy would be exerted by the budgeted increase
in total government expenditure, by the various tax con-
cessions that had already been announced in February
1987, and by the resultant increase in the deficit before
borrowing. More effective utilisation was to be made,
in financing part of this deficit, of foreign funds invested
with the Public Investment Commissioners by virtue of
South Africa's arrangements for the repayment of for-
eign debt. The Budget should, however, promote real
economic growth without leading to excessive money
creation or spending.

Government expenditure in fiscal 1987/88 was esti-
mated to increase by 16,2 per cent, and government
revenue by 12,6 per cent. Identified capital expenditure
was estimated to amount to R4 636 million, compared
with R5 086 million in 1986/87. The deficit before bor-
rowing was projected at R8 425 million, or at about 4,7
per cent of gross domestic product. It was proposed
that this deficit be financed in the manner set out
below.

1987/88 Budget
R millions
FREVBIIUB cisicvnvaingaasisasscosiinsusissnidnisssis 38 443
BRSNS . viiicassisommmiraiobiaassiinssssans 46 868
Deficit (before borrowing) ..........cceiveeeenes 8 425
Financing (net of debt repayment):
Public Investment Commissioners (PIC) 4100
New government stock issues ............. 2 500
Non-marketable securities ................... 340
FOrOIINI0ANEY. icisismiiimirisianmssiois 1119
Use of available balances .................... 366
e Lo e R B PR, SR W TCTY. 8 425

' Including funds from foreign deposits held with the Public Invest-
ment Commissioners.

Budget of the South African Transport Services for
1987/88

In the Budget of the South African Transport Services for
the financial year 1987/88, presented to Parliament on
26 May 1987, total revenue was estimated at R10 247
million. Included in this amount were estimates of the
additional revenue that would result from the general
increase in tariffs, averaging 10 per cent, which came
into effect on 1 July 1987. Operating expenditure in the
1987/88 financial year was estimated at R10 287 million.
The resulting deficit was accordingly estimated to
amount to R40 million, compared with an anticipated
deficit of R98 million and an actual surplus of R139
million in 1986/87. Capital expenditure in 1987/88 was
estimated at R750 million, or at R296 million less than
had been budgeted for in 1986/87.

Budget of Department of Posts and Telecommuni-
cations for 1987/88

In the Budget of the Department of Posts and Tele-
communications for the financial year 1987/88, pre-
sented to Parliament on 25 May 1987, operating ex-
penditure was estimated at R3 891 million, repre-
senting an increase of R517 million or 15,3 per cent
over the preceding year. A further R334 million would
be required mainly for loan redemptions and for the
staff housing scheme. At the existing postal and re-
lated tariffs, income in 1987/88 was estimated at R3 919
million, leaving an operating deficit of R307 million.
This deficit would be financed by means of a weighted
average increase of 11,7 per cent in telecommunica-
tion and postal tariffs from 1 July 1987. The postage
on standard letters had already been raised from 14 to
16 cent on 1 April 1987; this increase was included in
the average percentage rise. It was estimated that ad-
ditional income of R345 million would be derived from
these higher tariffs, resulting in an operating surplus of
R38 million. Capital expenditure was estimated to
amount to R1 620 million, or to 3,4 per cent less than
in 1986/87.
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