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.
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