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Quarterly economic review

Introduction

Relatively strong rates of increase were shown by real
output of the non-primary sectors of the South African
economy in the third quarter of 1987, and by most pri-
mary and non-primary sectors in the fourth quarter.
Broadly similar strength of aggregate real output growth
as in the fourth quarter of 1987 could be observed in
the first quarter of 1988,

Aggregate real gross domestic product grew at a
seasonally adjusted annual rate of nearly 5 per cent in
the fourth quarter of 1987, and at a rate of approxi-
mately 4 per cent in the first quarter of 1988. As in the
final few months of 1987, the growth in real output in
the first few months of 1988 was spread widely across
most economic activities. With the exception of mining,
significant increases in real value added were recorded
in all principal sectors of the economy. Above-average
rates of production growth were posted by manufac-
turing, other secondary agtivities, and the non-primary
sectors generally. No adverse impact was experienced
as yet from various potential, extraneously imposed, de-
velopments — such as an eventual weakening of world
commodity prices, or after-effects of the international
slump in share prices in October 1987 — that earlier in
the present year had appeared to call for some caution
In an assessment of growth prospects for the South
African economy in 1988.

Substantially faster advances than in real gross
domestic product were measured in the first quarter of
1988 in aggregate real gross domestic expenditure.
Having increased at an average annualised rate of some
61/2 per cent in the second, third and fourth quarters of
1987, total real gross domestic spending rose at a
considerably higher rate in the first quarter of 1988.
Aggregate real private consumption expenditure con-
tinued to move steadily and relatively briskly along the
upward path it had established in the preceding seven
quarters. It thereby continued to serve as a major
driving force of the current upswing in the economy.

Real consumption expenditure by general govern-
ment rose in the first quarter of 1988 at broadly the
same rate as in the fourth quarter of 1987. Despite
renewed cutbacks in real fixed capital expenditure by
public authorities and public corporations, a mild
further increase in total real gross domestic fixed
investment was registered in the first quarter of 1988
for the third consecutive quarter. A fourth consecutive
quarterly increase was recorded in aggregate real in-
ventories, mainly because of inventory accumulation in
manufacturing and in wholesale and retail trade. The
volume of this stock building, moreover, was substan-
tially larger in the first quarter of 1988 than in the final
three quarters of the preceding year.

Two major concomitant effects attended the further
strengthening of domestic monetary demand and real
economic activity, and the substantially faster rate of
increase in real domestic expenditure than in real dom-
estic production. Firstly, substantially higher levels of
the volume and value of merchandise imports, in con-
junction with a decline in the volume and value of mer-
chandise exports, caused the large surpluses on the
balance of payments on current account that had been
maintained throughout the preceding twelve quarters,
to be converted into a slight deficit (after seasonal
adjustment) in the first quarter of 1988. Partly because
of a marked shrinking of the outflow of non-reserve-
related capital, however, the gross gold and other
foreign reserves still registered a small increase in the
first quarter of 1988, while a small rise may also be
expected in respect of the first four months of the year.
Contraction of the surplus on the balance of foreign
trade did, however, contribute significantly to a
weakening of the effective exchange rate of the rand
from the end of 1987 to the end of May 1988.

Secondly, a marked and relatively abrupt surge in
the demand for money and credit caused the rates of
increase in bank lending and in the M3 money supply
to accelerate sharply further from September 1987.
The seasonally adjusted annual rates of increase in
monetary insfitutions’ claims on the private sector and
in M3 from the end of August 1987 to the end of March
1988 amounted to 24,5 and 30,0 per cent, respective-
ly. M3 as at the end of March 1988 exceeded the upper
limit of the target tunnel by approximately R3 billion, or
by slightly more than 3 per cent.

Largely because of these developments, a less ac-
commodative posture of monetary policy was adopted
by the Reserve Bank from early December 1987 and
maintained in a gradually more stringent fashion in the
first five months of 1988. A package of demand-restrain-
ing fiscal, monetary and credit measures was announced
on 4 May 1988. A sharp drop in M3 was indicated, how-
ever, by the provisional money supply data for April,
while the rate of extension of bank credit also slowed
down markedly during that month.

Obliteration of the current account surplus in the first
quarter of 1988 focused attention on various “con-
straints” on the South African economy that, in the cur-
rently prevailing conditions, have come to be presented
as factors that prevent the economy from realising real
growth rates significantly in excess of the rate of popu-
lation growth for any extensive period. Prime among
these impediments to faster growth is the balance of
payments constraint which, because of South Africa's
foreign debt repayment obligations and its currently
limited access to overseas sources of funds, arises
from the country's limited capabilities for financing a
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In the primary markets, a net repayment was made
in the first quarter of 1988 to banks and private non-
bank investors of R1 631 million of public sector stock,
compared with net issues of such stock of R401 million
in the fourth quarter of 1987. Companies listed on the
stock exchange raised R155 million through new is-
sues of ordinary shares in the first three months of
1988, compared with R545 million in the fourth quarter
of 1987. Fixed interest securities were issued by these
companies to an amount of only R60 million in the first
quarter of 1988, as against an amount of such issues
of R217 million during the preceding three months.

Sustained demand for mortgage finance enabled
the building societies to maintain their mortgage lend-
ing in the fourth quarter of 1987 at approximately its
third-quarter level of R2,3 billion. During the first
quarter of 1988, however, mortgage loans paid out by
the building societies amounted to only R2,0 billion. In
contrast, mortgage financing by the major banks that
are active in this field rose sharply during the first
quarter of 1988. Banks' total holdings of housing fi-
nance mortgages increased by R1,2 billion during this
three-month period, compared with an increase of
R2,1 billion during the full year 1987. The correspond-
ing amounts for building societies were RO,7 billion
and R3,9 billion, respectively.

Long-term interest rates and yields

Long-term interest rates hardened in the first quarter
of 1988 despite the downward drift of the inflation rate
in consumer prices and the limited budgetary financ-
ing requirements of the Central Government. Upward
pressure on long-term rates and yields was exerted by
the rising level of short-term rates and by the disappoint-
ing performance of the dollar price of gold in February
in particular. The average monthly yield on long-term
government stock advanced from 15,5 per cent in
December 1987 to 16,1 per cent in January 1988,
16,5 per cent in February and 16,6 per cent in March.
It then declined slightly, however, to 16,5 per cent in
April 1988.

Mirroring the sharp decline in share prices, the aver-
age monthly dividend yield on all classes of shares
rose from 3,6 per cent in September 1987 and 5,1 per
cent in December to 5,7 per cent in both March and
April 1988.

Following the increase in Bank rate of 9 March 1988,
the predominant home mortgage rate of the building
societies was raised from 12,5 per cent in December
1987 to 14,0 per cent. This rate subsequently was
raised further, to 15,0 per cent, after the Bank rate
increase of 5 May.

The predominant rate on twelve-month deposits,
which had been raised to 10,75 per cent by the build-
ing societies and to 10,5 per cent by the banks in July
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1987, was maintained at these levels during the en-
suing months. In January 1988, however, the banks al-
so raised their twelve-month deposit rate to 10,75 per
cent. The building societies subsequently raised their
rates on these deposits to a level ranging from 10,75 to
11,25 per cent in February 1988, and further to a level
ranging from 11,00 to 11,60 per cent in March. Follow-
ing the increase in Bank rate of 5 May 1988, both the
banks and the building societies raised their predomi-
nant twelve-month deposit rates to 11,5 per cent.









Inflation under scrutiny

By Dr Gerhard de Kock, Governor of the South African Reserve Bank

Progress in the inflation debate

In South Africa the inflation debate remains alive and
well. In recent years good progress has been made in
this debate. There are two matters in particular over
which greater clarity and a reasonable degree of con-
sensus have been reached:

Inflation is an evil that must be curbed

The first is the realisation that inflation is an evil and that
the curbing of inflation deserves a high priority in official
economic policy. This view has not always been so
generally accepted as it is today. There was a time
when many economists, businessmen and politicians
took the stance that moderate inflation was conducive
to economic growth, and should never be dampened
if, even temporarily, this would mean a lower growth
rate. The argument put forward was: “rather inflation
with growth than price stability without growth”.

In those days the Minister of Finance and the Reserve
Bank had difficulty in convincing people that inflation
was harmful for the economy and that it undermines
economic growth over the long term. It was often
argued: “What does it matter if the price level increases
by nil or 5 or 10 or 20 or 30 per cent per year, so long
as my salary or wage or other income increases by the
same or a larger percentage?” It is, however, generally
accepted today that inflation is harmful for real econ-
omic growth over the longer term, inter alia because it
leads to malinvestment and the inefficient allocation of
scarce labour and other resources, discourages sav-
ing and promotes speculation. It is also now better
recognised that inflation can bring about pressure on
exchange rates and/or the gold and foreign exchange
reserves via the balance of payments, and leads to an
inequitable distribution of income and severely harms
certain groups such as pensioners.

Greater consensus regarding the causes
of inflation

The second matter over which greater clarity and
consensus exist in South Africa today, is the causes of
inflation. At one stage there appeared to be much
disagreement among economists and others on this
subject. In particular, the debate centred on whether
inflation was caused by excessive money creation and
spending ("demand-pull”) or by so-called “structural”

*Address delivered at the Annual Dinner of the Kaapstadse
Afrikaanse Sakekamer on 22 April 1988.

and/or “cost-push” factors.

Although agreement has not yet been reached on
this matter, a reasonable measure of consensus pre-
vails today that inflation is normally caused by the inter-
action between excess demand and "structural” and/or
cost-push factors. The latter “structural” and cost-
push influences include autonomous rises in salaries
and wages (i.e. rises that are not caused by increases
in either monetary demand or prices but by factors
such as pressure by trade unions, socio-political con-
siderations, etc), inadequate competition, inflationary
expectations and the tendency for “indexing” of wages
to the consumer price index. These factors lend an in-
flationary bias to the economy which at times exerts
strong pressure on the monetary authorities to “ac-
commodate” or to “validate” price increases through
large increases in Reserve Bank credit and in the
money supply.

Inflation is not a synonym for impoverishment
or a collective noun for all economic problems

This progress in the debate on inflation must be
welcomed. It is good that there now exists a larger
degree of consensus on the disadvantages and causes
of inflation. But because it has important policy impli-
cations | would like to caution against a new fallacy that
has arisen in some quarters. That is the tendency to
use the word “inflation” as a synonym for “impoverish-
ment” and/or as a collective noun for all economic
problems.

“Inflation” is not the same as “impoverishment”. In-
flation impoverishes only those whose nominal incomes
do not keep pace with the increase in the price level.
Other people and sectors can actually benefit from
inflation. Indeed, as in other countries, South Africa
has quite often experienced periods of (for us) relatively
high inflation that have been characterised by great
prosperity and a substantial increase in the average
real gross national product per head of the population.
Two examples of such periods were 1971 to 1974 and
1978 to 1980. It is therefore understandable that on
occasion inflation has been defined as “prosperity with
high blood pressure”.

There were indeed times when inflation was accom-
panied by a decline in the average real standard of
living. It happened, for example, in 1985 and 1986,
when the real gross domestic product per head of the
population declined on average by 2,4 per cent per
year. And most probably it is this fairly recent experi-
ence which explains why many people at present see
“inflation” as the main reason for their “bread-and-
butter” problems, and why the inflation problem re-
ceives so much attention in politics and in the media.
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But “inflation” and “impoverishment” remain two sep-
arate things. Inflation need not bring about impoverish-
ment, and impoverishment can occur with or without
inflation. Indeed, the great depression and unemploy-
ment of 1930-32, which at the time placed the “poor
white problem” in South Africa in the limelight was
accompanied by the very opposite of inflation, namely
deflation, i.e. a decline in the price level.

“Inflation” should also not be used as a collective
noun for everything that is bad in the economy. Inflation
Is an evil that must be curbed. But it is only one of many
economic problems and then not always the most
important one.

The curbing of inflation is also not the only objective
of economic policy. There are also other important
objectives such as optimal and stable real economic
growth and employment; equilibrium in the balance of
payments, accompanied by the maintenance of an
appropriate exchange rate and a reasonable level of
gold and foreign exchange reserves; and coping with
sanctions and disinvestment. And in the short run
there might at times be a conflict between these
objectives. The Government’s policy against inflation
must therefore be dovetailed with its total economic
strategy.

The State President’s new economic initiatives

Against this background | now turn to the State Pre-
sident’s historic opening address before Parliament
on 5 February 1988. The importance of that address
cannot easily be overemphasised. The new principles
enunciated by the State President on that occasion
represent a watershed in the history of economic
policy in South Africa. They deserve the full support of
the private sector and of all citizens in the country.
What must particularly be welcomed, are the decisions
to curb the expansion of Government expenditure
more effectively, to lower the share of the public sector
in the economy, to reduce the deficit before borrowing
in the Budget as a percentage of gross domestic pro-
duct, to proceed with privatisation and deregulation,
and to implement certain important tax reforms pro-
posed by the Margo Commission.

It must be emphasised that these measures are
much more than just part of an anti-inflationary policy.
Most of these initiatives would have been extremely
desirable and important even if there had been no in-
flation in South Africa. The implementation of the State
President’s new approach will therefore do much
more than merely contribute to the fight against in-
flation. It will improve the productivity and the welfare
of the country’s citizens. It will contribute to a higher
growth rate and a higher standard of living. And it will
make the South African economy stronger and sounder.
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The abnormal nature of inflation in
South Africa from 1985 to 1987

All of this brings me to an aspect of the inflation
problem which deserves further emphasis. It is the fact
that the inflation which was experienced in South
Africa during 1985 to 1987 was of a highly abnormal
nature and cannot be explained in conventional terms.

No demand inflation during 1985-87

The increase in the price level during 1985-87 was
definitely not the normal kind of demand inflation. In
1983-84 South Africa did experience demand inflation
and because fiscal policy was too expansionary in
1983 and in 1984, the authorities had to apply a restric-
tive monetary policy. But this policy soon succeeded in
eliminating excess demand, and the political and econ-
omic situation subsequently evolved in such a way that
total monetary demand increased too slowly rather
than too rapidly. The period 1985-87 was therefore
characterised by surplus production capacity, unem-
ployment and a low rate of increase in real gross dom-
estic product — minus 1 per cent in 1985, plus 1 per
cent in 1986 and plus 22 per cent in 1987.

The broad money supply (M3) also did not increase
too rapidly during this period. On the contrary,
throughout those two years the rate of increase re-
mained below or within the target range set for M3 of
16 to 20 per cent in 1986 and 14 to 18 per cent in
1987. The effective broad money supply or MV, i.e. M3
adjusted for changes in its velocity of circulation, also
did not increase excessively, Between the fourth quar-
ter of 1985 and the fourth quarter of 1986 it increased
by 18,4 per cent, and between the latter quarter and
the fourth quarter of 1987 by 16,1 per cent. These
rates of increase fell within the target range set for M3.

It is clear that total monetary demand (consumption
plus investment) did not exert excessive pressure on
resources during 1985-87. During this period there
was never any question of “too much money chasing
too few goods”.

No wage-push inflation during 1985-87

Inflation during 1985-87 was also not of the conven-
tional wage-push kind. Of course, as part of the
inflationary spiral, wages and salaries naturally increas-
ed by more than productivity. But they increased by
less than the rate of inflation. Real wages and salaries
consequently declined noticeably. Indeed, in the third
quarter of 1987 real remuneration per worker was 9,03
per cent lower than in the first quarter of 1984,



The main reason: exchange rate depreciation
resulting from a capital outflow

If the inflation from 1985 to 1987 was neither demand
inflation nor wage-push inflation, what kind of inflation
was it then? More specifically, what brought about the
marked temporary acceleration in the rate of inflation
from about the middle of 19857

The main reason was clearly the depreciation of the
rand from its relatively stable level of about 50 US cents
between January and late July 1985 to between 36
and 38 US cents during the ensuing months. Although
the rand strengthened to over 50 US cents early in
1986, it again depreciated to about 37 US cents in the
middle of June during the run-up to Soweto day on
16 June 1986, before it once again moved upwards to
a peak of about 52 US cents late in December 1987.

But was this depreciation of the rand not, in fact, the
consequence of excessive money creation and spend-
ing? This is a good question because exchange rate
depreciation is normally the result of excessive mon-
etary demand. However, this was clearly not the case
in 1985-87. The depreciation of the rand during those
years had a totally different origin, namely an outflow of
capital mainly caused by a deterioration in overseas
perceptions of the country's domestic political and
economic prospects. This deterioration resulted in a
withdrawal by foreign banks of credits to South African
banks and other enterprises and a net outflow of capi-
tal in other forms, including leads and lags in current
payments and receipts. This outflow of capital did not
occur because South Africa was suffering from demand
inflation, or because the money supply was rising too
rapidly, or because interest rates were too low, or
because the Budget deficit was too large. It was the
direct result of political strains.

This analysis is supported by the fact that the quar-
ter-to-quarter percentage changes in the consumer
price index, at seasonally adjusted annual rates,
increased from 14,5 per cent during the third quarter
of 1985 to 24,9 per cent in the first quarter of 1986.
Subsequently it declined sharply to 13,5 per cent dur-
ing the second quarter of 1986, as the influence of the
earlier depreciation of the exchange rate subsided.
During the third quarter of 1986 this figure again
increased sharply to 20,3 per cent —mainly because of
the further delayed effects of the exchange rate depre-
ciation of 1985, and the temporary new depreciation
during the second quarter of 1986.

Balance of payments adjustment through exchange
rate depreciation and “inflation”

The key point is that the exchange rate depreciation
and the accompanying increase in the domestic price
level after the middle of 1985, formed part of the un-
avoidable adjustment process which the South African

economy had to experience during this period. The
economy had to adjust to (a) the lower dollar price of
gold, weak commodity markets and the drought, and
(b) the large outflow of capital. In order to make these
adjustments the average real standard of living of
South Africans inevitably had to decline. Belts simply
had to be tightened.

These unavoidable adjustments were effected via
exchange rate depreciation and price inflation. The toll
exacted by these adjustments was substantial. In
1985 and 1986 real gross national product per head of
the population declined by an average of about 2,4 per
cent per year, real personal disposable (after tax) in-
come per head by an average of 5,2 per cent per year,
and real private consumption per head by an average
of 4,4 per cent per year.

The fact remains, however, that the South African
economy successfully effected the adjustment that
had been forced upon it. The current account of the
balance of payments showed huge surpluses of be-
tween 3,7 and 5,2 per cent of gross domestic product
during 1985, 1986 and 1987. About US$5 billion of
foreign debt was repaid during that period. The gold
and foreign exchange reserves increased substantially
after June 1986. The depreciation of the rand was
transformed into an appreciation during the course of
1986. The real growth rate increased substantially and
the quarter-to-quarter increase in the consumer price
index, at seasonally adjusted annual rates, declined
from 24,9 per cent in the first quarter of 1986 to 13,5
per cent in the fourth quarter of 1987.

The temporary acceleration in the rate of inflation
after the middle of 1985 and the accompanying de-
cline in the real income per head of the population
should therefore be viewed as part of the mechanism
of balance of payments adjustment and not as conven-
tional demand-pull or wage-push inflation. To effect
this adjustment South Africa had to export more and
import less, and this in turn necessitated a depreciation
of the rand and changes in relative prices.

Would deflation not have been a better
adjustment method?

The question might well be asked if South Africa could
not have adjusted to the unfavourable economic and
political developments with lower price increases?

In theory the answer is yes. But it would have re-
quired draconian defiationary fiscal and monetary
measures which, among other things, would have
meant decreases or very limited increases in nominal
wages and salaries. In other words, the required de-
cline in real income could have been attained by
means of a restrictive monetary policy with very high
interest rates, higher taxes and lower government ex-
penditure, which would have led to declines or only
small increases in nominal wages and salaries. But
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able to provide the necessary monetary scope for a
further increase of between 22 and 3/ per cent in
real gross domestic product in 1988. It is believed that
the new target range for M3 in 1988 will prove to be
consistent with both an acceleration in the economic
growth rate and a further gradual decline in the rate of
inflation.

Furthermore, on 9 March 1988 the Reserve Bank
gave a clear indication of its determination to curb its
own rate of credit creation by increasing its Bank rate
from 9,5 to 10,5 per cent — the rate at which it redis-
counts Treasury bills for discount houses. This in-
crease was partly a technical adjustment to increases
in interest rates which had already taken place in the
money market. But it was also a consequence as well
as an integral part of the Bank's less accommodative
monetary strategy.

The determination of the Government to prevent the
present phase of strong growth from generating new
demand inflation is also evident from the Minister of
Finance's Budget Speech of 16 March 1988. The Bud-
get provides for an increase in expenditure of only 12,6
per cent in the 1988/89 fiscal year. Furthermore, it is
estimated that government revenue will increase by
16,3 per cent. The estimated “deficit before borrow-
ing" then comes to R 860 million which will amount to
4.9 per cent of the expected gross domestic product,
compared with 5,8 per cent in the previous year.

In accordance with the State President’s new econ-
omic initiatives we therefore now have a better “mix” of
monetary and fiscal policies than for many years. This
policy stance also dovetails well with the recent recom-
mendations of the Economic Advisory Council of the
State President to curb inflation, which provide for a
further lowering of the average annual rate of inflation
from 16,1 per cent in 1987 to about 9 per cent in 1990,
i.e. by about 21/ percentage points per year.

If unforeseen unfavourable political or other develop-
ments are left out of account, present indications are
that this intended gradual lowering of the inflation rate
is well within South Africa's grasp. One precondition
for such a reduction obviously is that the Government
and the Reserve Bank should implement their an-
nounced fiscal and monetary policies. Specifically,
increases in the broad money supply must be kept
within the target range of 12 to 16 per cent and govern-
ment expenditure and the deficit before borrowing
should not greatly exceed the Budget estimates.

If these intermediary objectives of monetary and
fiscal policies are attained, the inflation rate will
probably show a further gradual decline, and more
direct controls over prices and wages, or any other
form of “incomes policy”, will be unnecessary. And if
the announced monetary and fiscal policies are not
effectively applied, more direct controls over prices
and wages would not be the answer. In fact, such
direct controls would then create more problems than
they would solve.,

The stronger economic upswing and the higher
growth rate represent good news. This is exactly what
we wanted. But now we must not back away from the
implications of the success of our own growth policy.
The return of confidence and prosperity creates its
own new challenges that call for adjustments in mon-
etary and fiscal policy. More specifically, full account
must now be taken of the danger of excessive money
creation and new demand inflation. Already there are
indications that the rate of increase of the money sup-
ply is overshooting the target range by a considerable
margin. If this tendency continues, monetary policy will
have to be made still less accommodative.
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Discounts and advances of commercial
banks, merchant banks and other monetary
banking institutions, 1970—-1986

By Money and Banking Division, Economics Department

Introduction

Credit plays an almost indispensable role in any modem
economy. It serves as a "lubricant” to help the economy
run smoothly. One of the most important types of cre-
dit extended is bank lending, which is widely used by
borrowers in many different sectors of the economy.

Although statistics regarding bank credit extended
to the public and private sectors are published regular-
ly in the Quarterly Bulletin of the South African Reserve
Bank, a breakdown by industrial sector has been pro-
vided only infrequently. Such information has been col-
lected, however, on a continuous basis up to December
1986 from the commercial banks, merchant banks
and “other” monetary banking institutions.2 The classi-
fication of these banks’ debtor accounts in terms of
industrial sectors is available only in respect of their dis-
counts and advances. This article will, therefore, con-
centrate mainly on an analysis of this discounts and
advances aggregate. ‘

The total of the commercial banks', merchant banks'
and “other” monetary banks' discounts and advances
differs from these banks' total credit extension in that
certain items on their Quarterly Statements of assets

' The concept of “monetary” banking institutions was aban-

doned with the introduction of the new monetary aggregates
in March 1986. Up to that date the so-called monetary banks
made up the monetary banking sector. Monetary banking insti-
tutions included the South African Reserve Bank, the former
National Finance Corporation, the Corporation for Public
Deposits, discount houses, the short-term business of the Land
Bank, commercial banks, merchant banks, and “other” banking
institutions of which the monthly average amount of demand
deposit liabilities during the preceding calendar year amounted
to at least RS 000 000 (up to the end of 1970: R1 000 000 and
from 1971 to the end of 1974: R3 000 000) and of which the
monthly average amount of short- and medium-term deposit
liabilities during the preceding calendar year collectively
amounted to at least one-third of the total deposit liabilities of
such an institution or at least R30 000 000. "Banks" as referred
to in this paper include only the commercial banks, merchant
banks and “other” monetary banking institutions.

2 This survey was terminated as from 1987 to lessen the banks'’
statistical burden.

*Afskrifte van hierdie artikel in Afrikaans is verkrygbaar van die
adres op bladsy 2 van hierdie Kwartaalblad.
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and liabilities form part of total credit extended but are
not regarded as part of discounts and advances.3 The
discounts and advances of these banks on average
amount to about 84 per cent of their total credit exten-
sion, and to about 90 per cent of the discounts and
advances of all private banks.

This article firstly provides an overview of the behav-
iour of the banks' credit extension in the form of dis-
counts and advances. Secondly, the different types of
loans and advances are reviewed. Thirdly, broad types
of borrowers are identified. Finally, the industrial
classification of the different borrowers is analysed.
Data on the sectoral breakdown of bank lending were
last published in the December 1968 issue of the Quar-
terly Bulletin.

Behaviour of total discounts and advances,
1970-1986

Total discounts and advances by the banks increased
from R2 677 million at the end of 1970 to R45 967 mil-
lion at the end of 1986, i.e. at an average annual
growth rate of 19,4 per cent. This rate of increase was
substantially higher than the average annual rate of in-
crease of 12,1 per cent in the consumer price index or
the 16,3 per cent rate of growth in nominal gross dom-
estic product between these two dates.

The commercial banks remained the major source
by far of bank credit during this period. Their share in
the total never fell below 70 per cent. This may be
attributed mainly to their extended branch system, as
well as to the wide range of services offered by them.

The annual changes in the banks' discounts and ad-
vances showed wide fluctuations over the years, vary-
ing from less than 4 per cent in 1971 to as much as

3 Discounts and advances consist of the following items shown

on the banks' Quarterly Statement of assets and liabilities (BA
Form 9, before its amendment as from December 1986), viz.:
Bills discounted or purchased (item 10); Loans and advances to
banking institutions (item 6); Bills of and advances to the Land
Bank (item 7); Hire-purchase discounts and advances (item 11);
Deeds of sale discounted (item 12); Loans and advances to
Governments (tem 13); Other loans and advances (item 14);
and, Merchandise leases (item 15). Total bank credit extended
also includes Deposits (item 4); Treasury bills (item 8); and,
Investments (item 9). The latter three items are not included in
this analysis because the classification of accounts in terms of
industrial sectors is available only in respect of discounts and
advances and not for total bank credit extended.









Budget proposals that losses in terms of agreements
of lease of capital equipment could no longer be offset
against income other than that derived from the leasing
of movables, contributed to the downturn of leasing
finance.

Hire-purchase finance grew at an average annual rate
of noless than 27,5 per cent between 1970 and 1986 —
the highest growth rate of the three types of loans ana-
lysed here. The actual amount of hire-purchase finance
outstanding increased from R184 million in 1970 to a
peak of R9 098 million in 1985 before declining mar-
ginally to R8 925 million in 1986. Hire-purchase finance
as a percentage of the banks' total loans and advances
to the private sector rose from 8,5 per cent in 1970 to
12,7 per cent in 1977 and then advanced further to a
peak of as much as 28,6 per cent in 1982 before de-
clining again to 21,8 per cent at the end of 1986. The
decline in this ratio during the more recent years mainly
reflected the sluggish behaviour of private consumer
spending on durable goods in the years immediately
following the “mini-boom" of 1983-84.

“Other” loans and advances to the private sector,
consisting mainly of overdrafts, remained the most
important vehicle of bank lending during the period
1970 to 1986. The annual growth rate of this type of
lending, however, was substantially lower than that of
the other two types of bank loans, amounting to only
18,5 per cent over the period 1970 to 1986. Conse-
quently “other” loans and advances as a percentage of
the total of loans and advances to the private sector
fluctuated downwards from 86,0 per cent in 1970 to
as little as 55,9 per cent in 1982, before increasing
again to 68,9 per cent at the end of 1986.

Banks usually lend against capital value or against
income. Lending against collateral is the safest form of

lending and is fundamental to the whole operation of
banking. Consequently, although banks lend primarily
on their assessment of the credit-worthiness of their
borrowing clients, they usually prefer to have some
form of security as well. In the case of leasing finance
and hire-purchase credit the asset concemed serves as
security for the loan. In the case of “other” loans and
advances there normally exists no underlying asset as
such. Under such circumstances another form of secur-
ity may be asked for by the bank. In the latter case fac-
tors such as the deposit-relationship with the borrower,
the purpose for which the loan is needed, the type and
marketability of the collateral if the loan is secured, the
liquidity of the loan itself, other services to the customer,
as well as interbank competition for profitable customers
and the existence or prospect of along-term customer
relationship with the borrower, play an important role.
As banks' capacity to lend depends on various key bal-
ance sheet relationships such as the ratio of loans to
gross deposits, the customer relationship with the
borrower often plays the major role in deciding on the
most acceptable type of borrower,

Types of borrowers

The composition of the banks' loan portfolios is flexible
and is adjusted on a continuous basis to suit changing
conditions. It may also vary from bank to bank. It is
determined mainly by demand factors rather than by
banks' deliberate diversification of their portfolios with
a view to risk reduction or similar considerations. A
bank may, however, have some clear preferences re-
garding the composition of its portfolio.

The need for collateral means that it is much easier
for a substantial borrower to raise money than for a

Table 3: Discounts and advances to corporate and non-corporate borrowers

R millions
Corporate borrowers Non-corporate borrowers Total
End of Public Non-
Companies corpo- Total corporate  Individuals Others Total
rations businesses

TR, Novwes sobsdspritos 1 604 138 1742 424 448 59 935 2677
FETE s vorpusnsdoszass 1953 127 2 080 476 613 74 1163 3243
T8 Ziven o 3748 184 3932 641 1 007 80 1728 5 660
BTG vhhsvicans i 4 559 325 4 884 932 1371 124 2 427 7 311
g1 7 N 4720 569 5 289 1224 1761 232 - 3217 8 506
1880 ocruetuinniins 6 510 1189 7 699 1 686 3454 669 5 809 13 508
8L s 10 455 1695 12150 3238 5973 578 9789 21939
ABBE, ooieiicrninibons 18 358 1406 19 548 5969 11 863 7083 18 535 38 083
1888 Livanaciiain 22 483 1747 24 230 7 388 12 869 1480 21737 45 967
Average annual

growth rate

1970-1986 17.9% 17.2% 17,9% 19,6% 23,4% 21,9% 21,7% 19,4%
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a decline in the demand for bank credit from individuals
in 1985 and 1986. The severity of the recession and
the wide swings in interest rates during this period also
made borrowing in general less attractive.

From Table 4 it is clear that, with the exception of the
sector agriculture, forestry and fishing where loans are
largely made to the non-corporate sector, loans to all
other industrial sectors distinguished here are made
mainly to corporate businesses. Loans to non-cor-
porate borrowers engaged in agriculture, forestry and
fishing declined from 80,3 per cent of total bank
lending to this sector in 1970 to 75,9 per cent of the
total in 1986. In most of the other industrial sectors dis-
tinguished here, the share of loans to the non-cor-
porate sector as a percentage of total loans to these
various sectors tended to increase somewhat over the
period 1970 to 1986. This development is in accord-
ance with the decrease in the share of loans to the cor-
porate sector in total bank lending, to which reference
has been made above.

Categories of borrowers by industrial sector

In managing the composition of their loan portfolios
banks are not only concerned with the legal form or
organisation of their customers. They also regard a
broad industrial diversification of their loan portfolio as
essential and a geographical spread as desirable.
Table 5 shows that the composition of the banks’
discounts and advances in terms of industrial sectors
varied significantly and in divergent ways during the
period 1970 to 1986. Although the banks' portfolio
composition generally stems from the nature of the
demand for credit rather than from planned diversifica-
tion for the reduction of risk, the banks usually try to
manage their sectoral exposures, as well as their sec-

toral exposures within specific geographical areas, ina
prudent way. Loans to commercial and industrial enter-
prises are usually given a high priority because of their
self-liquidating characteristics and because of the de-
posit relationships involved. Agricultural loans, on the
other hand, usually are more dependent on the under-
lying value of the security than are most other types of
lending. Bank lending to the mining sector remained
relatively small because of the important role of the
mining finance houses in the South African financial
structure.

The importance of the underlying value securing
loans in the agricultural sector is also apparent from
the relatively high ratio between the banks’ discounts
and advances to this sector and the contribution made
by this sector to gross domestic product: a major part
of credit to agriculture is collateralised by mortgages
over farm property or by claims on moveable property.
The banks' discounts and advances to the agricultural
sector as a percentage of their total discounts and
advances remained at a level of about 10 per cent
during most of the period 1970 to 1986, as can be
seen from Table 5. Relative to the agricultural sector’s
contribution to gross domestic product, however, these
discounts and advances showed wide fluctuations, vary-
ing from a low of 23,2 per cent in 1974 to a high of 72,2
per cent in 1984 (see Table 6). The fluctuations in this
ratio clearly incorporated the effect of substantial year-
to-year and other medium-term variations in value
added by agriculture to gross domestic product, inter
alia as a result of changing weather conditions. The
ratios of the banks' discounts and advances to other
major sectors of the economy compared with these
sectors' contributions to the gross domestic product
remained substantially lower (except for manufacturing
in 1974) than that of the agricultural sector throughout
the period concerned.

Table 5: Outstanding discounts and advances to different industrial sectors as percentage of the total outstanding

Percentage
Agri- oo Build- Other .
culture 9  Manu- ingand non-  Finan-
End of fores. _and  faat”  Gon.  Com-  Ser-  copo-  cial  guen T
tryand Quamy- ring struc-  merce vices rate busi-
nesses
° 740 S S 13,5 1,7 21,8 34 13,5 3,7 27 18,3 21,4 100,0
TR cornsusconivans 10,6 2,2 19,8 2,4 12,6 4,2 3,3 23,6 21,3 100,0
SRR somasmmiy same 9.1 1.8 22,0 3,3 121 3,6 4.3 24,6 19,2 100,0
112 14 . SRR ——— 10,4 2,6 18,8 29 11,6 4,0 46 24,7 20,4 100,0
1BT8 sissvinmsismins 1.8 1,9 17,0 2,5 10,5 5,2 43 23,7 23,4 100,0
{2 0 L —— 9,7 2,7 149 2,2 9,3 6,5 4.3 21,4 29,0 100,0
B8R | sirmnorisinns 9,9 3,2 17,4 2,4 9,4 7.2 3.4 17,3 29,8 100,0
TRBY. L onviniiabiititiwindis 10,0 2,3 17,0 2,7 8,1 8,5 29 15,56 33,0 100,0
T9B86 wrivisassstinisa 10,1 1,7 17,8 24 8,4 7.4 3,0 18,0 31,2 100,0

T Governments, individuals, non-profit institutions and non-residents.

31






Table 7 Analysis of discounts and advances of commercial banks, merchant banks and “other” monetary banking institutions
R millions

End of 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

Financial businesses
Banking and kindred institutions 211 229 398 291 604 780 834 747 563 910 821 1008 649 685 1285 1506 2561

LANA BanK ..oxs hivsicimmsnnmpasizios 71 61 102 103 100 146 138 293 390 488 952 2182 1259 814 1224 1725 1513
Financial, investment and other

trust companies ................. 88 111 118 250 301 308 332 359 314 339 431 520 684 745 1045 1129 1151
Hire-purchase finance com-

T R L 21 8 38 43 72 69 74 67 49 39 93 120 132 108 110 149 168
Realestate ..........ccconerevennanennn 68 83 90 185 229 358 352 419 581 428 462 575 785 844 1807 1764 1963
Other financial businesses ..... 31 46 18 64 92 100 74 106 118 147 135 182 290 392 423 796 903

Total financial businesses ........ 490 538 764 936 1398 1761 1804 1991 2015 2351 2894 4587 3799 3588 5894 7069 8259
Non-financial businesses
Public corporations ............... 65 42 24 57 89 110 184 114 164 114 295 327 518 532 480 573 617
Agriculture, forestry and fishing 360 353 345 486 513 672 758 876 976 1073 1314 1731 2180 2929 3802 4232 4657
Mining and quarrying ............. 46 53 71 77 104 128 190 176 163 415 365 574 710 618 866 570 756
Manufacturing -.......cccceeveevnne. 583 609 642 935 1243 1389 1377 1353 1442 1572 2013 2875 3807 4613 6473 7583 8181

Food, drink and tobacco .... 94 103 105 159 227 243 236 216 229 242 286 296 564 731 854 1310 1274

Textiles, clothing and footwear 74 79 88 136 154 147 135 130 131 157 205 248 279 285 416 528 611

Wood and fumiture ............ 31 34 42 60 73 75 89 89 79 85 105 143 181 192 275 258 315

Paper, printing and publishing 32 32 31 43 66 93 103 100 82 75 122 273 356 583 765 808 1173

Leather and rubber ............ 14 18 19 26 20 23 21 21 23 32 42 53 68 78 111 191 167

Chemicals and chemical pro-

240 ¢ T . YGRS, M e 37 36 46 78 131 125 143 139 132 138 159 402 566 758 824 916 1184

Non-metallic mineral products 37 45 53 65 77 114 148 163 168 199 198 264 331 407 1089 847 943

Metals and engineering ...... 226 221 211 294 408 468 408 411 467 452 632 907 1132 1080 1531 1897 1793

OOF . ccsvinisisnsbairaanisiin 38 41 47 74 87 101 94 94 131 192 264 289 330 499 608 828 721

Building and construction ......... 91 86 79 155 186 220 210 210 216 253 292 378 517 799 1029 1144 1111
COIMINONGE s irasvscissnssisinnsadessa 361 368 408 604 683 751, 846 814 892 1056 1253 1610 2086 2323 3092 3542 3850
Agricultural produce merchants

anddealers’ ............ccooenies 50 44 56 82 83 67 92 90 105 155 145 161 174 204 233 305 447
WVIOIOR LRROIB. ..nssivaviesntaipsnnsannn 73 81 93 143 160 194 192 186 214 217 248 331 482 558 782 844 851
Other whosesalers ................ 88 96 90 138 172 185 210 159 183 225 290 400 477 476 638 738 898
Other retailers? ..............ccoueees 150 147 169 241 268 305 352 379 390 459 570 718 923 1085 1439 1655 1654

Services (including professions) .. 98 102 137 179 201 272 295 326 445 547 873 1183 1586 2146 3248 3543 3422
Other non-financial businesses . 72 73 84 117 156 147 152 184 200 221 288 327 218 398 633 735 765
Total non-financial businesses... 1676 1686 1790 2610 3175 3689 4012 4053 4498 5251 6693 9005 11592 14358 19623 21922 23 359
Other accounts
Governments .......cccceeeeeiiiennes 4 1 7 18 14 29 37 51 1156 198 214 242 214 93 102 292 581
Individuals and non-profit in-

SHIIUONS: . Seto veripinpsntanstanets 460 510 628 1020 1025 1305 1389 1443 1779 2274 3482 4698 6019 8682 11986 13289 13119
Accounts of non-residents .... 47 46 54 69 48 93 69 86 99 159 225 289 315 322 478 961 649
Total other accounts ............. 511 557 689 1107 1087 1427 1495 1580 1993 2631 3921 5229 6548 9097 12566 14 542 14 349

Total allaccounts ............c........ 2677 2781 3243 4653 5660 6877 7311 7624 8506 10233 13508 18 821 21939 27 043 38 083 43 533 45 967
w ' Including agricultural co-operative societies and companies.

2 |ncluding consumers' co-operatives.







Conclusion

Lending in the form of discounts, loans and advances
by the commercial banks, merchant banks and “other”
monetary banking institutions plays an important role
in the South African economy. During the years from
1970 to 1986, such lending increased at a somewhat
faster rate than gross domestic product at market
prices, indicating increased recourse to such credit.
As a result, the ratio of the volume of bank lending to
gross domestic product rose substantially during this
period.

Since the need for bank credit tends to rise broadly
in line with economic activity at current prices,
changes in total bank lending showed broadly pro-
cyclical behaviour during the period under review.
Year-to-year rates of change in the total volume of
bank lending showed wide fluctuations, varying from
less than 4 per cent in one year (1971) to well above 40
per cent in others (1973 and 1984).

“Other” loans and advances by the banks concemed,
consisting mainly of overdrafts, remained the mainstay
of bank lending throughout the review period. Bank
lending in the form of leasing finance and hire-pur-
chase credit, however, increased at faster rates than
“other” loans and advances. The growing importance
of consumer credit from approximately 1978 not only
contributed to the rapid rise in hire-purchase and
leasing finance but also served to increase the share of
borrowings by individuals in the banks' total loan
portfolios.

Because of the importance of the deposit relation-
ship between a bank and its borrowing clients, the
larger part of a bank’'s loan portfolio traditionally
consists of loans to the corporate sector. However the
growing importance of other financial institutions (such
as building societies) and the resultant increase in the
competition for funds, as well as the introduction of in-
novations such as budget accounts on credit cards in
the banking field, resulted in a sharp increase in bank
lending to individuals during the years under consider-
ation. The composition of the loan portfolios of the
banks in respect of loans to corporate and non-cor-
porate borrowers consequently showed a substantial
shift from the former to the latter category between
1970 and 1986.

The shift between corporate and non-corporate
borrowers was also reflected in declines in the shares
of most of the major industrial categories in the total
loan portfolios of the banks as loans to individuals
increased between 1970 and 1986.

The banks, however, succeeded in maintaining a
broad industrial diversification of borrowers through-
out this period. The importance of the manufacturing
sector in the South African economy was also reflected
in the size of bank lending to that sector, which
constituted a fairly substantial proportion of the banks’

aggregate loan portfolios. In contrast, bank lending to
the mining sector, which similarly constitutes an im-
portant part of the economy, continued to account for
only a fairly small proportion of the banks’ loan port-
folios, because of this sector's relatively low need for
financing from external sources and also because of
the kind of financing that is needed by this sector.
Discounts, loans and advances to the agricultural sec-
tor made up a fairly stable proportion of banks'’ total
discounts, loans and advances throughout the period
1970 to 1986, despite a substantial decline in this
sector's relative contribution to gross domestic pro-
duct. Like total bank lending, bank credit to most of the
major industrial sectors, with the notable exception of
agriculture, displayed broadly procyclical behaviour
during the review period, showing the need for such
credit to rise and decline in accordance with cyclical
variations in economic activity.
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Statement on monetary policy

by Dr Gerhard de Kock, Governor of the South African Reserve Bank

4 May 1988

As an integral part of the package of economic
stabilisation measures announced today by the Minister
of Finance, the Reserve Bank will take a number of steps
to restrict its credit extension to banks and discount
houses with a view to curbing the currently excessive
rate of increase of the money supply.

This decision follows a marked further improvement
in domestic economic conditions and an increase in real
gross domestic expenditure during the first quarter of
1988 to a level more than 10 per cent higher thanin the
first quarter of 1987. While this upsurge in demand
imparted further momentumn to the upswing in real out-
put and income, it showed signs of exerting undue
pressure on both domestic resources and imports, at
a time when exports were declining. If not curbed time-
ously, the rise in spending might therefore result in new
demand inflation, balance of payments difficulties and
downward pressure on the exchange rate of the rand.

The exceptional rise of total spending was made
possible by an increase in the broad money supply,
M3, at a seasonally adjusted annual rate of about 24
per cent during the first quarter of 1988. This brought
the provisional March figure for M3 to well above the
announced target range for 1988 of 12 to 16 per cent.

The main reason for the accelerated rise in M3 was
an excessive increase in credit extended by banks and
building societies to the private sector, including
consumer credit and home mortgage loans. After rising
at an annual rate of 22 per cent during the fourth quar-
ter of 1987, the total credit extended by monetary in-
stitutions to the private sector increased at an estimated
annual rate of 26 per cent during the first quarter of
1988. To support this increase the banks had to obtain
additional cash reserves in the market, and their efforts
to do so naturally placed upward pressure on short-term
interest rates. Although the Reserve Bank responded
to the resultant rise in short-term interest rates by
raising its Bank rate from 9/z per cent to 10/z per cent
on 9 March 1988, it continued to moderate the upward
movement in interest rates by providing accommoda-
tion to the banking system in a variety of ways. In the
circumstances that have now arisen, however, the Re-
serve Bank deems it imperative to take further steps to
restrict its own credit creation.

In adopting this course the Reserve Bank is imple-
menting a policy first outlined in discussions with the
banks and building societies in early December 1987.
Already at that stage the Reserve Bank indicated that it
would not necessarily continue to relieve or prevent
shortages in the money market by means of repurchase
agreements or the provision of tender funds from the
Corporation for Public Deposits (CPD) to the same ex-
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tent as before. Instead, the Bank would insist on a
larger proportion of such accommodation being pro-
vided through its discount window. Pronouncements
to this effect were repeated in the Reserve Bank's
meetings with banks and building societies in early
March 1988 and in the Bank's statement on its Bank
rate increase of 9 March 1988.

Following further discussions held with the banks
and building societies on 28 April 1988, the Reserve
Bank has now decided to introduce the following
policy changes:

(1) To give effect to its intention of meeting a larger
proportion of the banks' needs for cash reserves
through its discount window, the Reserve Bank will
in future provide considerably less accommodation
through repurchase agreements, CPD tender funds
or other forms of open-market operations than in
the past. These methods of granting accommo-
dation will only be used to smooth out unduly large
month-end and other seasonal fluctuations in
money market conditions.

(2) Accommodation through the discount window will
normally be provided only by rediscounting, or ex-
tending overnight loans against the security of,
liquid assets such as Treasury bills, Land Bank bills,
liquid bankers' acceptances and short-term govern-
ment stock. Only in exceptional circumstances will
overnight loans be extended against the security
of non-liquid assets.

(3) In recognition of the inevitable upward pressure
that these curbs on the Reserve Bank's accom-
modation will exert on short-term interest rates,
the Reserve Bank will raise its Bank rate from 10/
per cent to 1172 per cent with effect from 5 May
1988. Bank rate is the rate at which the Bank re-
discounts Treasury bills for discount houses. The
Bank's rediscount rates for Land Bank bills and
liquid bankers' acceptances for the discount
houses will similarly be raised by 1 percentage
point from 10,65 per cent to 11,65 per cent and
from 10,80 per cent to 11,80 per cent, respectively.

(4) The rediscount rates for Treasury bills, Land Bank
bills and liquid bankers' acceptances for banks will,
as before, be quoted at levels of 0,50 percentage
points above the rates that apply to the discount
houses for the rediscounting of these various in-
struments. This means that these rates will also be
raised by 1 percentage point from 11,00 per cent,
11,15 per cent and 11,30 per cent to 12,00 per
cent, 12,15 per cent and 12,30 per cent, respec-
tively.



(5) The Reserve Bank's rates on overnight loans to the
discount houses will be increased by 1 percentage
point. This means that this rate is raised from 12,00
per cent to 13,00 per cent for overnight loans that
are covered by short-term government stock and
Treasury bills; from 12,25 per cent to 13,25 per
cent for loans that are covered by liquid Land Bank
debentures and bills; and from 12,75 per cent to
13,75 per cent for loans that are covered by liquid
bankers' acceptances.

(6) The Reserve Bank's rates for overnight loans to
banks will, as before, be quoted at levels of 0,75
percentage points above the rates that apply to
overnight loans to discount houses in cases where
such loans are covered by short-term government
stock and Treasury bills, by liquid Land Bank de-
bentures and bills, and by liquid bankers' accept-
ances, respectively. This means that these rates
will also be raised by 1 percentage point from
12,75 per cent, 13,00 per cent and 13,50 per cent
to 13,75 per cent, 14,00 per cent and 14,50 per
cent, respectively.

(7) Overnight loans extended to banks in exceptional
circumstances against the security of non-liquid
assets will be granted at 16 per cent for the first
day, and this rate might be increased progressively
for any bank that is deemed to be making excess-
ive use of the facility.

It is anticipated that this tightening of the Reserve
Bank's accommodation procedures and the accom-
panying increase of its refinancing rates will be
followed by an increase in the banks' prime overdraft
rates from 14 to 15 per cent. This will bring these rates
into alignment with the prevailing interest rates on
bankers’ acceptances, short-term government stock
and other similar money market assets, which have to
a large extent already discounted the Bank rate in-
crease and may therefore not show any marked further
changes in the period immediately ahead. On the
other hand, the prevailing tendency for the demand for
home loans to outstrip the supply might well result in
further upward adjustments in the home mortgage
rates of banks as well as building societies.

In addition to their expected effects on the domestic
economy, the higher interest rates and the Reserve
Bank's new accommodation restrictions should en-
courage South African importers and exporters to
make relatively more use of foreign trade-related
credits and relatively less of domestic credit. This
would help to arrest or reverse the tendency that has
prevailed for some time now for importers and ex-
porters to switch from relatively expensive foreign
sources of finance to relatively cheap domestic
sources. Such a development would strengthen the
capital account of the balance of payments and sup-
port the gold and foreign exchange reserves.

In addition to the measures set out above, the Re-
serve Bank requests all banks and building societies to
slow down the rate at which they are expanding their
credit to the private sector and, in particular, to
practise restraint in extending consumer credit and
mortgage loans for the financing of luxurious private
homes. Among other things, care should be taken not
to encourage the financing of consumption spending
by means of home mortgage loans.

The Bank would also like to repeat its appeal to the
banks to continue to provide financial accommodation
to farmers who have suffered from droughts and
floods, and to do so on terms that will assist these
farmers in re-establishing a sound financial footing.

Like the other measures announced today, the ad-
justments to monetary policy are essentially designed
to correct and forestall excesses in credit extension,
money creation and domestic spending that would
eventually create a need for more severe corrective
measures. The main effects of the steps being taken
now to bring the M3 growth rate closer to its target
range will only become evident in several months’
time. That is why timeous action in this field is so
important. But monetary policy as a whole remains
conducive to the attainment of a growth rate of real
gross domestic product of between 2 and 3 per cent in
1988.
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Kwartaallikse ekonomiese oorsig

Inleiding

Betreklik sterk koerse van toename in reéle produksie
is in die derde kwartaal van 1987 deur die nie-primére
sektore en in die vierde kwartaal deur die meeste pri-
mére en nie-primére sektore van die Suid-Afrikaanse
ekonomie aangeteken. 'n Breedweg soortgelyke sterk-
te van die totale produksiegroei as in die vierde kwar-
taal van 1987 kon ook in die eerste kwartaal van 1988
waargeneem word.

Die totale reéle bruto binnelandse produk het in die
vierde kwartaal van 1987 teen 'n seisoensaangesui-
werde jaarkoers van bykans 5 persent en in die eerste
kwartaal van 1988 teen 'n jaarkoers van ongeveer 4
persent toegeneem. Net soos in die laaste paar maan-
de van 1987, het die groei in die reéle produksie in die
eerste paar maande van 1988 wydverspreid oor die
meeste ekonomiese bedrywighede voorgekom. Met
uitsondering van die mynbou, is betekenisvolle toe-
names in die reéle toegevoegde waarde in al die hoof-
sektore van die ekonomie aangeteken. Bo-gemiddel-
de koerse van produksiegroei is aangeteken deur die
fabriekswese, ander sekondére bedrywighede en die
nie-primére sektore in die algemeen. Geen nadelige
uitwerking is tot dusver ondervind van potensiéle
ontwikkelings van buite die stelsel nie — soos 'n uit-
eindelike verswakking van kommoditeitspryse in die
wéreldmarkte, of nagevolge van die internasionale
ineenstorting van aandelepryse in Oktober 1987 — wat
vroeér vandeesjaar gelyk het asof dit 'n mate van ver-
sigtigheid sou kon vereis met betrekking tot 'n beoor-
deling van die groeivooruitsigte vir die Suid-Afrikaanse
ekonomie in 1988.

Aansienlik vinniger groeikoerse as dié in die reéle
bruto binnelandse produk is in die eerste kwartaal van
1988 in die totale reéle bruto binnelandse besteding
aangeteken. Nadat dit in die tweede, derde en vierde
kwartale van 1987 teen 'n gemiddelde jaarkoers van
sowat 67/2 persent toegeneem het, het die totale reéle
bruto binnelandse besteding in die eerste kwartaal van
1988 teen 'n aansienlik hoér koers gestyg. Die totale
reéle private verbruiksbesteding het voortgegaan om
bestendig en teen 'n betreklik stewige pas opwaarts te
beweeg langs die pad wat dit in die voorafgaande
sewe kwartale ingeslaan het. As gevolg hiervan het dit
ook voortgegaan om diens te doen as 'n belangrike
aandrywer van die huidige opswaai in die ekonomie.

Die reéle verbruiksbesteding van die algemene
owerheid het in die eerste kwartaal van 1988 teen on-
geveer dieselfde koers as gedurende die vierde kwar-
taal van 1987 toegeneem. Ten spyte van hernieude
besnoeiings van die reéle vaste kapitaaluitgawes deur
openbare owerhede en openbare korporasies, is daar
in die eerste kwartaal van 1988 vir die derde opeen-
volgende kwartaal 'n matige verdere toename in die

totale reéle vaste investering aangeteken. 'n Vierde op-
eenvolgende kwartaallikse toename is aangeteken in
die totale reéle voorrade, hoofsaaklik as gevolg van
voorraadopbouing in die fabriekswese en in die groot-
en kleinhandel. Daarenbowe was die volume van hier-
die voorraadvorming in die eerste kwartaal van 1988
aansienlik groter as in die laaste drie kwartale van die
voorafgaande jaar.

Twee belangrike begeleidende invioede het met die
verdere verstewiging van die binnelandse monetére
vraag en die reéle ekonomiese bedrywigheid, en met
die aansienlik vinniger koers van toename in die reéle
binnelandse besteding as in die reéle binnelandse pro-
duksie, gepaard gegaan. In die eerste plek het die aan-
sienlik hoér viakke van die volume en die waarde van
die goedere-invoer, tesame met 'n daling in die volume
en die waarde van die goedere-uitvoer, meegebring
dat die groot oorskotte op die lopende rekening van
die betalingsbalans wat regdeur die vorige twaalf kwar-
tale gehandhaaf is, in die eerste kwartaal van 1988 (na
uitskakeling van die seisoensinvioed) na 'n klein tekort
omgeswaai het. Deels as gevolg van 'n opmerklike in-
krimping van die-uitvioeiing van nie-reserwe-verwante
kapitaal, het die bruto goud- en ander buitelandse
reserwes in die eerste kwartaal van 1988 egter 'n klein
toename getoon, terwyl ten opsigte van die eerste vier
maande van 1988 ook 'n klein styging verwag kan
word. Die inkrimping van die oorskot op die buitelandse-
handelsrekening het egter in aanmerklike mate byge-
dra tot 'n verswakking van die effektiewe wisselkoers
van die rand vanaf die einde van 1987 tot aan die einde
van Mei 1988.

In die tweede plek het 'n opmerklike en betreklik
skielike styging in die vraag na geld en krediet meege-
bring dat die koerse van toename in bankkrediet en in
die M3-geldvoorraad vanaf September 1987 'n ver-
dere skerp versnelling getoon het. Die seisoensaange-
suiwerde jaarkoers van toename in die eise van mone-
tére instellings teen die private sektor en in M3 het
vanaf die einde van Augustus 1987 tot aan die einde
van Maart 1988 onderskeidelik 24,5 en 30,0 persent
bedra. Aan die einde van Maart 1988 het M3 die boon-
ste grens van die mikpunttonnel met ongeveer R3 mil-
jard of met effens meer as 3 persent oorskry.

Hoofsaaklik.op grond van hierdie ontwikkelings is 'n
minder akkommmoderende ingesteldheid.van die mone-
tére beleid vanaf vroeg in Desember 1987 deur die
Reserwebank aanvaar en gedurende die eerste wyf
maande van 1988 op geleidelik strenger wordende
wyse gehandhaaf. 'n “Pakket” fiskale, monetére en
kredietmaatreéls wat op beperking van die vraag
gemik was, is op 4 Mei 1988 aangekondig. Die voor-
lopige geldvoorraadgegewens vir April het egter
daarop gedui dat M3 skerp gedaal het, terwyl die
koers van toename in bankkrediet gedurende daardie
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kwartaal van 1987.

Laste verwant aan reserwes het in die eerste kwar-
taal van 1988 effens met R13 miljoen gedaal, nadat 'n
invioeiing van R248 miljoen in die voorafgaande kwar-
taal aangeteken is.

Aansienlike terugbetalings op buitelandse skuld in
die loop van die kalenderjaar 1987 kon nie daarin slaag
om die totale uitstaande bedrag van Suid-Afrika se
buitelandse skuld in dollarterme, wat aan die einde van
sowel 1987 as 1986 $22,6 miljard bedra het, te verlaag
nie. Dit was die resultaat van die skerp depresiasie van
die VSA-dollar in 1987 teenoor al die ander belangrike
geldeenhede. Skuldterugbetalings en die appresiasie
van die rand teenoor die dollar het egter veroorsaak
dat die uitstaande buitelandse skuld, in terme van
rand, van soveel as R65,8 miljard aan die einde van
Augustus 1985 tot R49,5 miljard aan die einde van die
kalenderjaar 1986, en tot R43,6 miljard aan die einde
van die kalenderjaar 1987 verminder het. In verhouding
tot die totale waarde van die uitvoer van goedere en
dienste, was hierdie daling van 156 persent van die
totale uitvoerverdienste in die kalenderjaar 1985 tot

styg. Die goudbesit van die Reserwebank het matig
van 5,83 miljioen fyn onse aan die einde van Desember
1987 tot 5,86 miljioen fyn onse aan die einde van Maart
1988 gestyg, voordat dit tot 5,39 miljoen fyn onse aan
die einde van Mei gedaal het.

Wisselkoerse

Na 'n marginale toename van 0,1 persent in die vierde
kwartaal van 1987, het die effektiewe wisselkoers van
die rand aansienlik met 10,3 persent van die einde van
Desember 1987 tot einde Mei 1988 gedaal. Afnames
is teenoor al die vernaamste geldeenhede aangeteken,
maar het soveel as 12,8 en 13,7 persent onderskeide-
lik teenoor sterling en die VSA-dollar bedra. Hierdie
verswakking van die rand was hoofsaaklik die gevolg
van die agteruitgang van die Suid-Afrikaanse handels-
balans en die laer goudprys.

Verandering in die wisselkoerse van die rand

108 persent in 1986 en tot 93 persent in-1987. %
s 30 Sept 31Des
Buitelandse reserwes 1987 tot 1987 tot
Die verbeterde posisie van die kapitaalrekening tesame 31‘9%23 3119';';"
met die bykans onveranderde oorskot (voor seisoens-
aansuiwering) op lopende rekening, het tot gevolg ge- Geweegde gemiddelde . 0,1 -10,3
had dat die totale bruto goud- en ander buitelandse re- VSA-dollar ..., 7,6 -13,7
serwes met R258 miljoen in die eerste kwartaal van g":tse W”i --------------------- "‘;’g —ig-g
1988 toegeneem het na 'n daling van R617 miljoen in SEE DM Vsessncing "Lt ‘
SRR . : Switserse frank ............... -9,8 2,7
die vierde kwartaal van 1987. In April het die totale  japansejen ................... 99 11,9
reserwes van die Reserwebank egter met R219 miljoen Franse frank . ....cceesseneniss -5,8 -7,3
gedaal, maar in Mei het dit weer met R314 miljoen ge-  Finansiéle rand ................ 7,1 5,1
Netto kapitaalbewegings
R miljioene
1987 1988
lekw 2e kw 3e kw 4e kw Jaar 1ekw
Langtermynkapitaal
Openbare owerhede ........c..ccccvieiniciisnrsisnsssmsinneenns -9 -217 -60 ~243 -529 -28
Openbare KOrpOrasies ..........cceeeeeeeriassmsssisssnmnnenreseses 347 348 107 15 817 -140
BAIMBOKION :i1ovimicisconeioisrisessivssssssniaiinerissdcsinsasasdarions 38 -60 94 18 90 19
Private sektor:
Netto aankope van genoteerde aandele deur nie-
KANODBIR - . tinttosknests v strakemBan Tt hom st HEN AL TS -209 -546 -531 73 -1213 -35
ANCr KaDRBA .. iuiiunarnsisiasisiaisssiitamnnii 18 -278 -19 -584 -863 -107
Totale langtermynkapitaal ...........cccoeeevvvriireiiniininennrinnnn 185 -753 -409 -721 -1 698 -291
Korttermynkapitaal insluitende onaangetekende transak-
sies maar uitsluitende laste verwant aan reserwes ......... 222 -173 =370 -1 050 -1371 -386
Totale kapitaalbewegings uitsluitende laste verwant
BON TOBOIWOB .uiisnsnsinirsisisnssusinssisisidsrisbsisagupbussnsysnspms 407 -926 -779 -177M -3 069 ~-677
Verandering in laste verwant aan reserwes .................... -627 -362 -426 248 -1167 -13
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opswaai in die ekonomie in nuwe vraaginflasie mag
oorslaan. Hulle weet ook uit ondervinding dat as “te
min te laat" gedoen word om monetére uitbreiding te
rem, daar waarskynlik later drastiese maatreéls van
een of ander aard toegepas sal moet word om beste-
ding te beteuel, wat dan ontwrigtende gevolge mag
hé. In die wete dat voorkoming beter as genesing is,
het die owerhede dan ook gedurende die afgelope
maande reeds verskeie stappe gedoen om monetére
en fiskale beleid minder toegeeflik of akkommode-
rend te maak.

So het die Reserwebank, met die instemming van
die Minister van Finansies, sy mikpuntgrense vir die
koers van toename van die breé geldvoorraad, M3,
vanaf 14 tot 18 persent vir 1987 na 12 tot 16 persent
vir 1988 verlaag. As die bekamping van inflasie die
enigste oogmerk van korttermyn ekonomiese beleid
was, sou selfs laer mikpuntgrense gestel gewees het.
Aangesien dit egter steeds 'n belangrike beleidsoog-
merk is om reéle ekonomiese groei en werkskepping
te bevorder, is dit raadsaam geag om die nodige
monetére ruimte vir 'n verdere toename van tussen
21/2 en 31/2 persent in die bruto binnelandse produk in
1988 te voorsien. Daar word geglo dat die nuwe mik-
puntgrense vir M3 in 1988 versoenbaar sal blyk te
wees met sowel 'n versnelde ekonomiese groeikoers
as 'n verdere geleidelike daling in die inflasiekoers.

Voorts het die Reserwebank op 9 Maart 1988 'n
aanduiding gegee van sy vasbeslotenheid om sy eie
koers van kredietskepping te verlangsaam deur sy
Bankkoers — die koers waarteen hy skatkiswissels vir
diskontohuise herdiskonteer — van 9,5 na 10,5 per-
sent te verhoog. Hierdie verhoging was deels 'n teg-
niese aanpassing by rentekoersstygings wat reeds in
die geldmark plaasgevind het. Maar dit was ook sowel
'n uitvloeisel as 'n integrerende deel van die Bank se
minder akkommoderende monetére strategie.

Die erns van die Regering om te verhoed dat die
huidige fase van sterker groei met nuwe vraaginflasie
gepaard gaan, blyk verder duidelik uit die Minister van
Finansies se Begrotingsrede van 16 Maart 1988. Die
Begroting maak voorsiening vir 'n toename in beste-
ding van slegs 12,6 persent in die fiskale jaar 1988/89.
Verder word geraam dat owerheidsinkomste met 16,3
persent sal toeneem. Die beraamde “tekort voor lenings”
kom dan op R9 860 miljoen te staan, wat 4,9 persent
van die verwagte bruto binnelandse produk sal beloop,
vergeleke met 5,8 persent in die vorige jaar.

In ooreenstemming met die Staatspresident se
nuwe ekonomiese inisiatiewe het ons dus nou 'n beter
‘mengsel” van monetére en fiskale beleid as wat ons in
jare gehad het. Hierdie beleidsbenadering pas ook
goed in by die jongste aanbevelings oor inflasiebe-
kamping van die Ekonomiese Adviesraad van die
Staatspresident wat voorsiening maak vir 'n verdere
vermindering in die gemiddelde jaarlikse inflasiekoers
vanaf 16,1 persent in 1987 tot omtrent 9,0 persent in

1990, dit wil s& met omtrent 21/2 persentasiepunte per
jaar.

As mens onvoorsiene ongunstige politieke of ander
ontwikkelings buite rekening laat, is die huidige
aanduidings dat hierdie beoogde geleidelike vermin-
dering van die inflasiekoers wel binne Suid-Afrika se
bereik is. Een voorwaarde vir so 'n vermindering is na-
tuurlik dat die Regering en die Reserwebank by hulle
aangekondigde fiskale en monetére beleid moet bly.
Spesifiek moet die toenamekoers van die breé geld-
voorraad binne die mikpuntgrense van 12 tot 16 per-
sent gehou word en moet die Regering se uitgawes en
sy tekort voor lenings nie die Begrotingsyfers te ver
oorskry nie.

As hierdie intermediére doelstellings van monetére
en fiskale beleid bereik word, sal die inflasiekoers waar-
skynlik geleidelik verder afneem en sal groter reg-
streekse beheer oor pryse en lone, of enige ander vorm
van "“inkomebeleid”, onnodig wees. En indien die aan-
gekondigde monetére en fiskale beleid nie effektief
toegepas word nie, sal groter regstreekse beheer oor
pryse en lone nie die antwoord bied nie. Inteendeel,
sodanige regstreekse beheer sal dan meer probleme
skep as wat dit sal oplos.

Die sterker ekonomiese opswaai en die hoér groei-
koers is goeie nuus. Dit is mos presies wat ons wou
gehad het. Maar nou moet ons nie vir die implikasies
van die sukses van ons eie groeibeleid terugdeins nie.
Die terugkeer van vertroue en voorspoed skep sy eie
nuwe uitdagings wat aanpassings in monetére en fis-
kale beleid verg. Spesifiek moet daar nou rekening
gehou word met die gevaar van oormatige geldskep-
ping en nuwe vraaginflasie. Daar is reeds aanduidings
dat die toenamekoers van die geldvoorraad die mik-
puntgrense aansienlik oorskry. Indien hierdie neiging
voortduur, sal monetére beleid beslis nog minder
akkommoderend gemaak moet word.
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