Quarterly economic review

Introduction

Real gross domestic product of the South African
economy declined in the third quarter of 1990 for the
fourth consecutive quarter; the rate at which it did so—
amounting to slightly more than 2 per cent in annualised
terms — somewhat exceeded that of the preceding six
months. Real gross domestic product was some 1 per
cent lower in the first three quarters of 1990 than in the
corresponding period in 1989. It is also expected to be
about 1 per cent lower in the calendar year 1990 than
in the preceding year.

The further shrinkage of aggregate real output in the
third quarter of 1990 was mainly due to a marked drop
in real value added in agriculture and a significant
further decline in real output in the secondary sectors
(manufacturing and construction). Slightly positive pro-
duction growth was shown by the tertiary industries.
As a result, only a marginal decline was measured in
total real output of the joint non-primary sectors; total
non-agricultural production actually moved along an
essentially sideways course.

Real gross domestic expenditure, which had shown
a modest recovery in the second quarter of 1990, con-
tinued to do so in the third quarter at a somewhat
higher rate. The third-quarter strengthening of total
real domestic expenditure was based on a continuation
of the mild rise in real private consumption expenditure,
a renewed rise in real government consumption ex-
penditure, and a lower rate of disinvestment in real in-
ventories. The slow but steady advance of total real
private consumption expenditure has, in fact, been a
remarkable feature of the first six quarters of the
current cyclical downturn to date.

Apart from the moderate revival in real gross dom-
estic expenditure in the two most recently completed
calendar quarters, the relative moderation of the cur-
rent downswing to date also continued to be confirmed
by the relative firmness (rather than strength) of various
other cyclically sensitive time series. Comparative firm-
ness of various aspects of activity in the sixth quarter of
the economy’s current cyclical downtum was apparent,
for example, from the still fairly mild downward move-
ment of the coincident composite business cycle indi-
cator in 1990 to date, the resilience and mild recent
gains in retail and wholesale sales at constant prices
on a quarterly basis, the apparent “floor" to motor car
sales and the modest recoveries in the average level of
these sales in the second and third quarter of 1990,
and the essentially sideways movement of real building
plans passed.

In the labour market, declines in total formal-sector
employment were likely to have occurred in both the
second and the third quarter of 1990, after the surprise

strengthening of employment in the first quarter. A
further acceleration of the year-on-year rate of increase
in the nominal wage per worker in the private sector,
and a sharp reacceleration of the year-on-year rate of
increase in the nominal wage per worker employed by
public authorities, were registered in the first half and
the second quarter of 1990 respectively. Industrial
action, worker intimidation and stay-aways were a
factor contributing to output declines in the third
quarter in manufacturing industry in particular.

The abatement of the inflation rates, as measured
by the major price indices, which had been evident in
most cases from approximately the middle of 1989 up
to approximately July 1990, was interrupted and re-
versed from August 1990, mainly as a result of military-
political developments in the Middle East and because
of the effect of these events on international crude oil
prices and on the domestic prices of liquid fuels. The
twelve-month rate of increase in the total production
price index, for example, receded from 15,8 percent in
May 1989 to 10,3 per cent in July 1990, but reverted to
11,8 per cent in September.

Encouraging strength was displayed by the various
elements of the balance of payments situation in the
third quarter of 1990. The current account surplus
widened again in the third quarter mainly on the back
of a marked rise in the value of merchandise exports. A
net inflow of non-reserve-related capital was recorded
in the third quarter of 1990 for the first time since the
third quarter of 1987; this was the largest such inflow
since the final quarter of 1982, The South African net
gold and other foreign reserves rose by R2,5 billion
from the beginning of 1990 to the end of September.

Significant further decelerations were recorded in
the rates of increase in the M3 money supply and in
monetary institutions' extension of credit to the private
sector. By the end of September 1990 the rate of in-
crease in M3, as measured for guideline purposes,
had penetrated — from above — the lower limit of the
11-15 per cent guideline range for growth in M3 in the
money management year 1990.

The capital markets saw some recovery in turnovers
after the sharp fall-offs in trading activity in the second
quarter of 1990. Fairly substantial drops in share
prices in September and October in particular, brought
the total decline in the average level of share prices
from its high point in February 1990 to October 1990
to some 18 per cent. Capital market yields and interest
rates hardened slightly in September-October on the
basis of gloomier inflation forecasts and diminishing
prospects for an early easing of monetary policy.

In the area of government finance, current projec-
tions of Exchequer issues and receipts for fiscal
1990/91 suggest an eventual deficit before borrowing

3



for the fiscal year as a whole that may be fairly comfort-
ably within the figure of 2,8 per cent of nominal gross
domestic product which was envisaged in the March
1990 Budget estimates.

A broad overview of these developments makes it
clear that the South African economy in the third and
early fourth quarter of 1990 was still in a state of slow
cyclical contraction. This was the net result of, on the
one hand, factors such as the authorities' policies of
relatively strict monetary and fiscal restraint, socio-poli-
tical uncertainty, the current drought, disturbed labour
conditions and civil unrest, and the rising real cost of
labour, and, on the other hand, of a remarkably well-
maintained merchandise export performance, a rela-
tively high level of real government consumption ex-
penditure, and an extensive array of factors support-
ing private consumption expenditure in real terms. The
fairly strong sense of “malaise” that prevailed during
this period did not appear to be warranted by the ac-
tual performance of the economy. The overall picture,
however, remained one of comparative cyclical firm-
ness against a background of incompletely resolved
longer-term problems and inadequately addressed
structural deficiencies.

Among the more unfavourable conditions and events
facing the economy in the fourth quarter of 1990 were:

® |Wage pressures. The main text of this Review finds

reason on more than one occasion to refer to the
phenomenon of rapid recent increases in nominal wages
and in both real and nominal unit labour costs. These
wage developments were taking place in a cooling
economy, in the face of slackening or negative employ-
ment growth and rising unemployment, and against a
background of a major longer-term slide in the ratio of
non-agricultural formal-sector employment to the
economically active population.

e The effects of the Middle East crisis on the mea-
sured inflation rates and, potentially, on inflation

expectations and on the degree to which these expec-

tations have become entrenched in the public mind.

® Relatively poor prospects for growthin 1991, inthe

light of, among other things, higher international
crude oil prices, a probable further slackening of
growth in the major industrialised economies, the cur-
rent drought, and failure of the dollar price of gold to
respond more energetically to the oil price increase
and to the raised level of international tension.

In a more positive vein, recent developments have
shown:
® encouraging success of the authorities’ recent strict
monetary policies in moderating the rates of ex-
sion of bank credit to the private sector and of the M3
money supply; -

® remarkable strength of the balance of payments
situation and a major recovery of the net foreign
reserves;
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e areturntoamore normal situation in the availability

of foreign trade financing from overseas sources,
and a significantly less acute and more readily man-
ageable foreign debt repayment situation;

e g distinct possibility — as suggested by economic

and econometric analyses — that reacceleration of
the measured inflation rates will not last long. By the
end of 1991, the twelve-month rate of inflation in con-
sumer prices may well have returned to levels lower
than those prevailing before Irag's annexation of
Kuwait.

Monetary policy has had to consider its responses
to the repercussions of the Gulf crisis and the oil price
increase for the measured inflation rates. A tightening
of policy, resulting in intensified downward pressure
on domestic demand and activity over a fairly extensive
period, was not considered appropriate for countering
the once-and-for-all effect on the general price level of
such an isolated, exogenous, event. Such a policy re-
sponse would have been justifiable only if the exoge-
nous shock on the price level was exerting a lasting
effect on inflation expectations, and was causing a
more permanent acceleration of the wage-price-wage
or price-wage-price spiral. The argument against such
a tightening of policy is the stronger if account is taken
of the normal lags in the effect of monetary policy mea-
sures: regarding the case in hand, the effects of more
stringent policies introduced now might become per-
ceptible only by the time inflation as most commonly
measured (i.e. the rate of change in the consumer
price index over a twelve months period) would, in any
event, already be moving out of the period during
which it was influenced by the oil price rise.

More realistically, it has been surmised that the fairly
stringent stance of monetary policy of the past several
quarters may have to be maintained for a longer period
to attain “Phase I" of the authorities’ policy aims —
which is to bring the South African inflation rates down
to approximately the average level of the inflation rates
in the economies of South Africa’s principal intemational
trading partners.



Domestic economic developments

Domestic output?

Current estimates show that the South African real
gross domestic product contracted somewhat further
in the third quarter of 1990, and did so at a mildly
higher rate than in the preceding six months. The sea-
sonally adjusted and annualised rate of this contraction
is estimated at slightly more than 2 per cent. Little
downward movement was recorded, however, in real
output of the aggregate non-primary sectors, real out-
put of the non-agricultural sectors was actually on a
virtually sideways course.

Negative rates of change in the real gross domestic
product have now been measured in the four most re-
cently completed calendar quarters, out of the six
completed calendar quarters of the current cyclical
downswing to date. Revisions and adjustments to ear-
lier estimates of the real gross domestic product
during the period from the fourth quarter of 1989 to the
second quarter of 1990 have somewhat increased the
declining tendency in the rate of contraction in real
domestic output in these three quarters. The annual-
ised rates of contraction in these three quarters are
now estimated at approximately 272 per cent, not
quite 2 per cent, and slightly less than 1% per cent re-
spectively.

Being followed by contraction at the above-mention-
ed annualised rate of slightly more than 2 per cent in
the third quarter of 1990, the moderately negative
growth rates in the first half of 1990 meant that real
gross domestic product in the first nine months of 1990
was nearly 1 per cent lower than in the first nine months
of 1989. Current projections suggest that real gross
domestic product in the full calendar year 1990 will also
be about 1 per cent lower than in the full year 1989.

Notable decreases were registered in the third quar-
ter of 1990 in real value added by agriculture and manu-
facturing. Increases in real value added were still
recorded, however, by mining, commerce and general
government.

Major declines in agricultural production in the third
quarter of 1990 heavily outweighed production increases
in the mining industry; as a result, aggregate real
output of the joint primary sectors decreased in the
third quarter of 1990 at an annualised rate of as much
as 10 per cent. In the secondary sectors, output

1 Asis the usual practice in the third quarter of every calendar year, re-

visions have been effected in the third quarter of 1990 to several
components of the national accounts estimates and are incorporated in
this issue of the Quarterty Bulletin. The revisions make use of more com-
plete, more detailed or otherwise more appropriate source data than
were available before. In addition, seasonal adjustment factors have
been updated. Major new source data inter alia include the newly re-
leased statistics on the physical volume of manufacturing production
based on 1985 weights.
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declines in manufacturing, and less than buoyant con-
ditions in the construction industry, caused total real
output in these sectors to decline at an annualised rate
of some 21/2 per cent in the third quarter. This followed
contraction at an annualised rate of nearly 3 per cent in
the preceding three months. Real value added by the
tertiary sectors declined at a rate of more than 1 per
cent in the second quarter of 1990. This was followed,
however, by an increase at a rate of nearly 1 per centin
the third quarter of the year.

Aggregate real output of the non-primary sectors fell
back at an annualised rate of about 2 per cent in the
second quarter of 1990, but declined only fractionally
further — at an annualised rate of /2 per cent — in the
third quarter. Aggregate real output of the non-agricul-
tural sectors similarly declined significantly (at an
annualised rate of nearly 21/2 per cent) in the second
quarter of 1990, but moved essentially sideways in the
ensuing three months.

The third-quarter decline in real agricultural produc-
tion was mostly due to the smaller 1989/90 maize crop,
which, at some 8,3 million tons, is estimated at less
than three-quarters (73 per cent) of the crop of
1988/89. Real manufacturing production reached its
most recent high point in the second quarter of 1989.
In the third quarter of 1990 it was affected downwards
by slacker domestic demand as well as by losses of
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Components of real gross domestic product
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output on account of strikes and stay-aways and gen-
erally troublesome labour conditions. The decline in
real value added in manufacturing industry from its
peak in the second quarter of 1989 to its level in the
third quarter of 1990 amounted to some 5'/2 per cent.
Real value added in the mining sector was boosted
in the third quarter of 1990 by an increase in real output
in the gold-mining industry: after a low point had been
reached in the second quarter of 1990, gold produc-
tion was raised in the third quarter by both an increased
throughput of ore and a higher average grade of ore
milled. This increase in real value added in gold mining
more than compensated for a net decline in aggregate
real output in the rest of the mining sector, and in “other
mining” in particular. The non-gold mining sector was
affected adversely by general weakness in, and poor
prospects for, the international prices of a number of
South Africa’s export metals and minerals; production
cuts were effected by certain South African producers
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in the light of tendencies towards international over-
supply.

Increases in real value added by the tertiary indus-
tries in the third quarter of 1990 reflected higher activity
in the retail trade and motor trade sub-sectors of the
commercial sector, and a marginal increase in the level
of employment by general government. Little change
from second-quarter levels was shown by real activity
in transport and finance.

Domestic expenditure

Total real gross domestic expenditure reached a high
point for the second half of the 1980s in the second
quarter of 1988. After fluctuating around a downward
trend, it declined marginally in the second quarter of
1989, rapidly in the third and the fourth quarter of
1989, and at amuch lower rate again in the first quarter
of 1990. It then staged a modest recovery in the
second quarter, at an annualised rate now estimated
at nearly 22 per cent. This was followed by a further
recovery in the third quarter of 1990 at a somewhat
stronger rate of approximately 31/ per cent.

Despite the recovery of total real gross domestic ex-
penditure in the two most recently completed calendar
quarters, its average level in the first three quarters of
1990 was still some 3'/2 per cent lower than its average
level in the first three quarters of 1989, and some 3 per
cent lower than its average level in the first half of 1988.
This was mostly a reflection of the quite substantial
drop in real domestic spending that occurred in the
second half of 1989.

The downward shift in the average level of aggregate
real gross domestic expenditure from the first half of
1988 and the first nine months of 1989 to the first nine
months of 1990, was essentially a result of the auth-
orities’ fairly restrictive financial policies that were
aimed at curbing inflation and maintaining current ac-
count surpluses, and of a general sense of uncertainty
that was inhibiting fixed investment spending in par-
ticular. The fairly restrictive stance of monetary policy
was maintained in the second and the third quarter of
1990, and further declines were registered in total real
gross domestic fixed investment during that period. In
the light of these developments, the modest further
revival of total real gross domestic demand in the third
quarter of 1990, which took place in an otherwise cool-
ing economy, calls for further analysis.

The continued recovery of aggregate real gross
domestic expenditure in the third quarter of 1990 was
based on a continuation of the persistent, although
limited, forging-ahead of real private consumption ex-
penditure, an increase in real government consump-
tion expenditure, and a further decline in the rate of
decumulation of total real inventories. The combined
effect of the movements in these three main spending
categories outweighed a further contraction of spend-
ing on total real gross domestic fixed investment.



Real gross domestic expenditure
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Total real private consumption expenditure, which
has never stopped rising during the 1989/90 down-
swing to date, is estimated to have advanced in the
third quarter of 1990 at an annualised rate of some
11/2 per cent. This rate of increase somewhat exceed-
ed the rates of increase in the preceding five quarters
of the current downswing, which ranged from some
/2 to about 1 per cent. In an unusual turn of events,
the most recent quarterly increase in total real private
consumption expenditure stemmed to a significant ex-
tent from higher real outlays on durable and semi-dur-
able goods; continuing firmness and a number of in-
Creases were also displayed, however, by spending on
non-durables and on services.

Real private consumption expenditure on durable
goods rose in the third quarter of 1990 at an annualised
rate of 11/2 per cent. Notable increases were recorded
in private consumers' real outlays on furniture and
household appliances. Spending on motor vehicles,
which had declined (by a total of some 9 per cent) from
the second quarter of 1989 to the second quarter of
1990, showed almost no change in the third quarter of
1990.

Households’ real spending on semi-durables
declined in the first two quarters of 1990 at an average
annualised rate of 21/2 per cent. It then rose in the third
quarter of 1990 at an annualised rate of approximately

1/2 per cent. The growth in real spending in this category
was broadly based; some of the more noteworthy in-
creases were registered in outlays on clothing, foot-
wear and household textiles. Real outlays on non-
durable goods and on services rose at annualised
rates of some 17/2 and 21/2 per cent respectively.

The continuing upward tendency in total real private
consumption expenditure, and the mild strengthening
of this tendency in the third quarter of 1990, could be
attributed partly to a mild increase in total real personal
disposable income. The effect of this increase arose
from, or was supported by, factors such as —

e the general wage and salary increases granted by

general government, which became effective from
the beginning of the second quarter of 1990 (although
some of these increases were applied with retrospec-
tive effect from the first quarter);

® adjustments, effective from late in the second quarter

or from the beginning of the third quarter of 1990,
in the wages and salaries of certain lower-paid catego-
ries of workers in the government services;

e relatively high wage settlements, as negotiated by
several trade unions, in all major sectors of the
economy;

e the lowering of income tax for individuals, and
some restitution of income tax paid, from or during

7



the third quarter of 1990, as announced in the Budget
of March 1990;
e the effective transfer of real personal disposable
income and real purchasing power to certain lower-
income groups in a number of Black townships, on ac-
count of households' non-payment of rent and services
charges to local authorities and/or (in certain cases)
the non-servicing of home mortgage loans;

e the relatively high propensity to consume (low pro-

pensity to save) among households in the lower-
income groups. (In conjunction with an effective shift of
real personal disposable income from higher-to lower-
income recipients, this would tend to result in a very
high “apparent” or "observed” marginal propensity to
consume out of any measured increment in total real
personal disposable income.);

e a general climate of “rising expectations” among

broad population groups in the present environ-
ment of rapid socio-political change and anticipated
socio-political change;

e the enduring effect on present consumption of
anticipated price increases and of unfavourable in-
flation expectations generally;

e specifically, the effect of anticipated price increases

of new motor-cars — backed by intensive marketing
of certain new models — on motor vehicle sales in the
third quarter of 1990;

® progressive electrification of certain Black and
other residential areas, giving rise to an increased
demand for certain household appliances; and

® a general replacement demand for certain durable

consumer goods, arising from the increased aver-
age age and relatively low real level of private house-
holds’ stocks of these goods.

Real consumption expenditure by general govern-
ment rose significantly in the first quarter of 1990,
declined in the second quarter (i.e. in the first quarter of
fiscal 1990/91), but rose markedly again in the third
quarter. The third-quarter rise was mainly explained by
a significant increase in real government purchases of
intermediate goods and services; this was supported
by a marginal increase in total real salary and wage
payments.

The rise in real government consumption expendi-
ture in the third quarter of 1990 served to re-establish
the long-term upward trend in this category of domestic
expenditure in both relative and absolute terms.
Although the average level of real government con-
sumption expenditure was lower in the first half of
1990 than in the first half of 1989, it was marginally
higher again in the first three quarters of 1990 than in
the first three quarters of 1989.

The rise in real government consumption outlays in
the year 1990 is unlikely to match the 3'/z per cent in-
crease this kind of expenditure displayed in the year
1989. In a long-term perspective, however, real govem-
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ment consumption expenditure relative to real gross
domestic product rose steadily from an average of
111/2 per cent in the 1960s to 13/~ per cent in the
1970s, 161/ per cent in the 1980s and 177/ per cent
in the second half of the 1980s. It amounted to 18 per
cent of real gross domestic product in the third quarter
of 1990.

Total real gross domestic fixed investment topped
out in the third quarter of 1989 and declined in the
ensuing three quarters at revised annualised rates of
more than 2 per cent, approximately 2 per cent and
21/2 per cent. This was followed by a further contrac-
tion at an annualised rate of approximately 3 per centin
the third quarter of 1990.

Fall-offs in real fixed capital formation were recorded
in the third quarter of 1990 in both the private sector
and among public authorities. These declines out-
weighed an increase in real fixed investment by public
corporations. The third-quarter rise in real fixed
investment by public corporations meant a resumption
of the upward movement this investment had displayed
from the second quarter of 1988 — mainly because of
the investment activities of Mossgas.

Total real gross domestic fixed investment rose
quite impressively (by 20 per cent) from its cyclical low
point in the second quarter of 1987 to its cyclical high
point in the third quarter of 1989. However, at its high
point in the third quarter of 1989 total real gross



domestic fixed investment was still some 7 per cent
lower than its average level in 1985, which, in turn, was
131/2 per cent lower than the average level of total real
gross domestic fixed investment in the record invest-
ment year 1981. In the third quarter of 1990, total real
fixed investment was some 9/2 per cent lower than its
average level in 1985.

The weakening of the South African fixed investment
performance after the third quarter of 1989 was attri-
buted in the September 1990 issue of this Bulletin, not
only to cyclical factors and to various increases in the
so-called user costs of capital, but also to uncertain-
ties engendered by current and prospective socio-
political developments, the current lack of clarity and
certitude about South Africa’s future system of socio-
economic organisation, unsettled labour conditions
and civil unrest. In addition, investment plans are
discouraged by downward pressure on firms' operating
surpluses that arise from upward pressure on unit
labour costs.

An analysis in institutional terms shows that the de-
cline in aggregate real fixed capital formation in the
third quarter of 1990 stemmed mainly from notable de-
creases in real fixed capital spending in the sectors
manufacturing and commerce and in the category pri-
vate residential construction. Various factors contributed
to a softer trend in private home-building from the
beginning of 1990. Such factors included the relatively
high current interest costs of mortgage financing in
real terms; the fact that the phasing-in of fringe-benefit
taxation of interest subsidies in respect of housing
loans is nearing completion; contractors' reluctance to
conduct building operations in Black townships that
are afflicted by violence and civil unrest; and financial
institutions’ growing resistance to the granting of
mortgage loans for home-building purposes in Black
high-risk areas, which may also be areas that have
been affected by certain mortgagors’ disinclination to
service their mortgage loans.

Real fixed investment in private residential buildings
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The contraction of real fixed capital formation in
manufacturing industry inter alia also reflected the
normal cyclical phenomenon of a decline in the degree
of capacity utilisation. A slackening of the tempo of
confirmation of new building and civil-engineering
contracts was apparent to some extent in all major
sectors of the economy.

Aggregate real fixed capital expenditure by the public
sector retreated in the third quarter of 1990 at a
significant rate. This was a result of substantial cut-
backs of real fixed capital spending by public auth-
orities; these reductions more than offset the increase
in real fixed capital outlays by public corporations. The
lower level of real fixed capital expenditure by public
authorities reflected reduced capital outlays by all
three levels of general government as well as a marked
drop in real fixed investment spending by the Depart-
ment of Posts and Telecommunications; increases in
real capital expenditure by this Department had still
been recorded in the preceding nine months.

A net disinvestment in total real inventories was
registered in the third quarter of 1990 for the fifth con-
secutive quarter, but on a more limited scale than in
the preceding three quarters. Not least because of the
current, relatively high, real interest cost of carrying
inventories, firms in commerce and manufacturing in
particular have been working towards increased rates
of turnover of their inventories. An economising on in-
ventory holdings was evident in particular in retail
trade: inventories relative to sales in the retail sector
declined from an average of nearly 17/2 months’ sales
in 1989 to an average of only slightly more than 1
month’s sales in the first three quarters of 1990.

The decline in the tempo of inventory decumulation
in the third quarter of 1990 could be attributed mainly
to a slight increase in agricultural stocks-in-trade
(which was related to the harvesting of the 1989/90
maize crop), and to smaller reductions of real industrial
and commercial inventories. In the case of the indus-
trial and commercial sectors, the drawing-down of in-
ventories slowed mainly as the counterpart of shrink-
age of the so-called “net foreign trade balance” between
merchandise imports and merchandise exports, which
contracted by R1,3 billion from nearly R14 billion in the
second quarter of 1990 to R12,7 billion in the third
quarter. As a result, the ratio of real industrial and
commercial inventories to the real gross domestic pro-
duct showed almost no change from the second to the
third quarter, being estimated at some 197/z per centin
both these periods.

Factor income

The growth in nominal gross domestic product at
market prices from 1988 to 1989, which was reported
to have been 1814 per cent in the September 1990
issue of this Bulletin, has since been revised
downwards to 171/ per cent. In the course of the first
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three quarters of 1990, the rate of increase in total
nominal output at market prices over four-quarter pe-
riods slowed down progressively from 1414 per cent
in the first quarter to 12 per cent in the second quarter
and 112 per cent in the third quarter.

The decline in the tempo of growth in total nominal
output at market prices was even more pronounced on
a quarter-to-quarter basis. The annualised rate of
increase in nominal gross domestic product contracted
from an average of about 16 per cent in the first two
quarters of 1990 to only 1072 per cent in the third
quarter. This was a reflection of the effect of the
cyclical slackening of the economy on entrepreneurial
profits and on the total of nominal labour rewards, as
well as of deteriorating conditions in agriculture in large
parts of the country and of a loss of buoyancy in a
number of the world's commodity markets. Most con-
spicuously influenced by these developments were
the sectors and sub-sectors agriculture, electricity,
gas and water, construction, commerce and finance.

The decline in quarter-to-quarter growth in total
nominal factor rewards in the third quarter of 1990
arose from more moderate increases in total nominal
labour remuneration as well as in the nominal gross
operating surplus of business enterprises. Quarter-to-
quarter growth in the remuneration of employees fell
back in the third quarter of 1990 after having accele-
rated sharply in the second quarter, when large wage
and salary adjustments became effective in the public
sector. However, the third-quarter slow-down of
growth in total nominal labour rewards almost certainly
also reflected slacker labour market conditions in the
formal non-agricultural economy during that period,
which included retrenchments and rationalisations of
staff by firms in several industries. The average level of
total nominal labour remuneration in the first three
quarters of 1990 was nevertheless still 17 per cent
higher than in the first three quarters of 1989, against a
year-to-year increase of nearly 18 per cent from the
calendar year 1988 to the calendar year 1989.

Growth in the nominal gross operating surplus from
1988 to 1989 has been revised downwards from 151/2
to 137/ per cent. This was mainly the result of certain
major revisions of basic source data from the mining
industry. As is also brought out by the accompanying
graph, the average year-on-year increase in the gross
operating surplus in the first three quarters of 1990 had
shrunk to approximately 8 per cent. In the third quarter
of 1990 this increase, as well as the annualised quar-
ter-to-quarter rate of increase in the gross operating
surplus, actually did not amount to more than about
67/2 per cent. The most recent decline in the growth
rate of the nominal gross operating surplus on a quar-
terly basis was mainly due to a drop in the surplus in
agriculture, which partly offset increases that were still
recorded in a few other sectors of the economy.

The rapid fading of growth in the aggregate nominal
gross operating surplus from the second half of the up-
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swing year 1988 onwards, was accompanied by a
steady rise in the share of total nominal labour remune-
ration in total nominal factor rewards, from the most
recent low point of this ratio of 5612 per cent in the
second quarter of 1988 to 60 per cent in the third quar-
ter of 1990. This tendency towards a rising relative im-
portance of labour rewards in total factor remuneration
was spread widely through the economy. It was, how-
ever, particularly noticeable in the mining sector,
where labour remuneration as a proportion of total fac-
tor income generated rose rapidly from an average of
48 per cent in the second half of 1989 to 56 per cent in
the third quarter 1990, despite conscious efforts in the
gold-mining industry in particular to hold down the
share of wage payments in total operating costs.

The share of total nominal labour remuneration in
total nominal factor rewards typically tends to rise in
the closing stages of upswings and the early stages of
downswings in the course of a “normal” cyclical move-
ment in the South African economy. The 60 per cent
share of total nominal labour rewards in total factor in-
come in the third quarter of 1990 was, however, frac-
tionally higher than at any earlier time since the begin-
ning of the 1980s at least. The comparatively high level
of this ratio was reached despite the downward trend
in total formal-sector employment relative to the econ-
omically active population, which has similarly been



apparent since the early 1980s. This further evidence
of longer-term forces working towards redistribution
of factor income in favour of labour and at the expense
of operating surpluses in the formal sector of the
economy, holds implications for the incentives to en-
trepreneurial effort, innovation and investment, and
therefore for the longer-term development potential of
the South African economy.

Domestic saving

The domestic savings ratio, i.e. the ratio of gross
domestic saving to the gross domestic product, showed
little change from the second to the third quarter of
1990 at a level of approximately 217/ per cent in both
cases. However, the excess of gross domestic saving
over gross domestic investment widened slightly from
7 per cent in the second quarter of 1990 to 8 per cent
in the third quarter, in line with the further weakening of
real gross domestic fixed investment. This was in
agreement with the widening of the surplus on the cur-
rent account of the balance of payments and implied a
further small improvement in South Africa’s ability to
meet its foreign debt repayment obligations or to re-
plenish its gold and other foreign reserves.

Approximate constancy of the domestic savings
ratio from the second to the third quarter of 1990 was
the net result of an increase in saving by general
government, a marginally higher level of saving by the
household sector, and a moderate decline in corporate
saving from levels reached in the preceding two quar-
ters. The relative moderateness of the decline in cor-
porate saving in a clearly less favourable business en-
vironment reflected the good financial results that
were still being shown by companies in various areas;
by and large, companies were structured more sound-
ly, showed healthier balance sheet positions, and were
better prepared for countering or avoiding cost in-
creases than had been the case in the preceding two
cyclical downturns.

The improvement in the income and expenditure ac-
count of the general government in the third quarter of
1990, which meant a further increase in net saving by
the general government, stemmed mainly from higher
revenues from both direct and indirect taxation.

The level of net personal saving improved slightly in
the third quarter of 1990. This was due to a further
increase in real personal disposable income, which
arose from adjustments in remuneration packages of
employees in excess of the prevailing inflation rate.
The provision for consumption of fixed capital in the
third quarter of 1990 proceeded on its steady upward
course.

Employment

Total employment in the non-agricultural sectors of the
economy rose by less than 3,0 per cent in the course
of the 1986-89 upswing (i.e. from the first quarter of

1986 to the first quarter of 1989), against employment
increments of 11,5 per cent and 12,6 per cent in the
cyclical expansions of 1972-74 and 1978-81. A year-
to-year increase of 1,2 per cent in the advanced up-
swing year 1988 was followed by a year-to-year rise of
0,5 per cent in 1989.

In the course of 1989, the seasonally adjusted and
annualised rates of increase in total non-agricultural
employment of 0,6 and 1,0 per cent in the second and
the third quarter were followed by a decrease at an
annualised rate of 0,9 per cent in the fourth quarter.
This, in turn, was followed by a renewed increase at a
rate of as much as 2,8 per cent.in the first quarter of
1990.

To animportant extent, the renewed employment in-
creases in the first quarter of 1990 represented a
reversal of staff reductions in the final quarter of 1989
(notably because of re-appointments of staff who had
resigned or been laid off by the South African Transport
Services during the strike by SATS workers from No-
vember 1989 to January 1990). However, significant
increases in employment were also shown in the first
quarter of 1990 by (among other sectors and sub-sec-
tors) manufacturing, the construction industry, non-
gold mining, retail trade, and certain other service
industries. Retrenchments and staff reductions, on the
other hand, were shown during this quarter by (among
other sectors and sub-sectors) general government,
the gold-mining industry, and wholesale and motor
trade.

Ratio of formal non-agricultural employment to
economically active population
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In the second quarter of 1990 employment declined
— with only a few exceptions, such as in non-gold
mining, building societies and the insurance industry —
throughout most of the non-agricultural economy. The
annualised rate of decrease in total non-agricultural
employment in this quarter amounted to 2,1 per cent.

Total employment in the non-agricultural private
sector rose in the third quarter of 1989 at a seasonally
adjusted and annualised rate of 1,1 per cent, thereby
neutralising employment declines in the preceding two
quarters. After decreasing at a modest annualised rate
of 0,4 per cent in the fourth quarter of 1989, private-
sector non-agricultural employment recovered at a re-
markable annualised rate of as much as 4,0 per centin
the first quarter of 1990. However, the recessionary
tendencies in the economy subsequently caused it to
decrease again at a rate of 2,1 per cent in the second
quarter.

Employment by public authorities rose at accelera-
ting rates from the third quarter of the upswing year
1988 to the second guarter of 1989, but slowed down
to a seasonally adjusted and annualised rate of increase
of 0,7 per cent in the third quarter of 1989. Like
private-sector employment, it then decreased (at a
rate of 2,1 per cent) in the fourth quarter of 1989.
Having shown little change in the first quarter of 1990,
employment by public authorities — again like private-
sector employment — then fell back once more in the
second quarter of 1990, and did so at a similar annual-
ised rate of 2,1 per cent.

With regard to the year 1989 the rise in the average
level of employment by public authorities significantly
exceeded — at low levels of both growth rates —the rise
in employment in the private sector. From 1988 to
1989 employment by public authorities rose by 1,1 per
cent. Very little change (0,3 per cent) was shown by the
average level of employment in the private sector be-
tween these two years. Near-stagnancy in formal
private-sector employment in the early downswing
year 1989 compares with a moderate decline (of 0,6
per cent) in such employment in the downswing year
1985.

The ratio of overtime hours to normal hours worked
in manufacturing declined from the third quarter of
1989 to the second quarter and July 1990. In the con-
struction industry, this ratio declined from the second
quarter of 1989. It recovered briefly in the second
quarter of 1990, but receded again in July.

The seasonally adjusted number of registered un-
employed workers in the White, Coloured and Asian
population groups declined, on balance, from its high
point of 82 300 towards the end of the 1984-86 down-
swing, to a six-year low of 42 000 as recently as
December 1989 (i.e. well into the current downswing).
It then reverted to a level of more than 50 000 in May
and June 1990 (when it amounted to 53 600 and 52 600
respectively). The tempo of this increase in unemploy-
ment among the population groups concerned in the
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fifth quarter of the current downswing, was, however,
significantly lower than during comparable periods
and at similar stages in the preceding three cyclical
downward movements of the economy.

In contrast to unemployment among Whites,
Coloureds and Asians, the seasonally adjusted total
number of registered unemployed workers rose, on
balance, from a recent low point of 108 900 in January
1989 to 138 900 in May 1990 and 136 000 in June.
These figures were at more or less the same level as
the preceding peak in total registered unemployment
in September 1987.

Labour costs and productivity

The year-to-year rate of increase in the average annual
amount of nominal salaries and wages per worker in
the non-agricultural sectors of the economy accele-
rated steadily from 11,4 per cent in 1985 to 18,3 per
cent in 1989. The year-on-year rate of increase in the
nominal wage per worker accelerated from 14,3 per
cent in the fourth quarter of 1988 to 18,3, 17,2, 18,4
and 19,4 per cent in the four successive quarters of
1989, but fell back to 13,9 per cent in the first quarter
of 1990. It then reaccelerated to 17,1 per cent in the
second quarter.

The year-on-year rates of increase in nominal salaries
and wages per worker in the non-agricultural private
sector amountedto 15,5, 16,9, 15,9 and 18,3 per cent
(for an average of some 16,7 per cent) in the four suc-
cessive quarters of 1989. These rates then rose further
(to 17,8 and 16,2 per cent, for an average of 17,0 per
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cent) in the first two quarters of 1990 — in the face of
somewhat slacker economic conditions, declining pri-
vate-sector employment in the second quarter of 1990,
and increases in registered unemployment in the first
half of 1990.

Sustained rapid nominal wage increases, and even
accelerations (or further accelerations) of such in-
creases, in the early stages of cyclical downswings —
with attendant effects on the average real wage of
workers — have not been unusual in the history of the
post-war South African business cycle. As shown in
the accompanying graph, however, the cumulative
rise in the nominal wage per worker in the non-agricul-
tural private sector during the first five quarters of the
current downward phase of the business cycle, was
substantially larger than the cumulative rise in the
nominal wage per worker over similar periods in the
downswings of 1971-72 and 1984-86. It was even sig-
nificantly larger than the cumulative rise in the money
wage per worker during comparable periods in the
downswing phases of 1974-77 and 1981-83.

In this context, it is to be remembered that the
last-mentioned two downswings incorporated large
portions of the wage “explosions” which accompanied
and followed the gold booms and profit surges of
1973-74 and 1979-80; no similar “external” event can
help to explain the upward tendency in the nominal
wage per worker in the private sector since early 1989.
In addition, this more recent surge in the money wage
per worker has taken place in an employment situation

in the formal sector of the economy that compares un-
favourably with those of preceding downswing pe-
riods. These developments point to an “autonomous”
element in recent money wage increases, which — to-
gether with inflation expectations — goes a major part
of the way in explaining recent and current inflation in
the South African economy.

Year-on-year increases in nominal salaries and
wages per worker employed by public authorities
reached relatively very high rates of 24,4, 17,7, 24,0
and 22,1 per cent in the four quarters of 1989, but fell
back abruptly to only 6,0 per cent in the first quarter of
1990. It then reaccelerated to a high 19,0 per cent in
the second quarter. As has been observed on earlier
occasions, however, high variability in the rate of salary
adjustments over one-year periods has been a long-
standing feature of the labour scene in the public
service. General salary and wage increases in the
public sector in 1990 generally became effective only
from the second quarter; in 1989, a number of major
annual adjustments had applied from the beginning of
the year.

The real wage per non-agricultural worker rose by
2,3 per cent in 1988 and by another 3,2 per cent in the
early downswing year 1989. In the course of 1989 the
quarterly year-on-year rate of increase in the average
real wage rose from 2,0 per cent in the second quarter
to 2,8 and 3,9 per cent in the third and the fourth
quarter. However, in the first quarter of 1990 the
marked dip in the year-on-year increase in the nominal
wage per worker — which arose partly from the delay in
public-sector salary adjustments already referred to —
temporarily caused this increase to be exceeded by
the year-on-year rise in the consumer price index. As a
result, the average real wage in the first quarter of 1990
was 0,9 per cent lower than in the first quarter of 1989.
This was the first decline in the real wage per worker
over a four-quarter period since the third quarter of
1987. Inthe second quarter of 1990, however, the real
wage per worker was again higher than one year
earlier, by a significant 2,7 per cent.

Non-agricultural labour productivity rose by 0,9 per
cent in 1987, by a fairly impressive 2,7 per cent in
1988, and by 1,1 per cent in 1989. On a quarterly basis,
the year-on-year improvement in labour productivity
shrank from 3,2 per cent in the fourth quarter of 1988
to 2,2 per cent in the second quarter of 1989 and to
almost nil in the third quarter. Labour productivity then
declined at year-on-year rates of 0,2, 1,2 and 1,0 per
cent in the final quarter of 1989 and in the first two
quarters of 1990.

Reflecting the accelerated 1989 rise in nominal
wages and the slowing-down of productivity growth,
nominal labour costs per unit of physical production
rose by 17,1 per centin 1989. The year-on-year rise in
these costs quickened from 10,7 per cent in the fourth
quarter of 1988 to disturbingly high rates of 18,4 and
19,6 per cent in the third and the fourth quarter of
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1989. It then fell back to 15,3 per cent in the first
quarter of 1990 (because of the drop in the year-on-
year rise in the average money wage during that quar-
ter), but reverted to 18,2 per cent in the second
quarter.

The year-to-year rise in real unit labour costs rose to
2,0 per centin 1989, mainly because of the slow-down
in productivity growth during that year. Real unit labour
costs still declined marginally (at a year-on-year rate of
0,2 per cent) in the second quarter of 1989, but in-
creased at year-on-year rates of as much as 2,7 and
4,0 per cent in the third and the fourth quarter. In the
first quarter of 1990, the fairly marked year-on-year
drop in the average real wage of non-agricultural
workers caused the year-on-year rise in real unit
labour costs to shrink to 0,3 per cent. However, this
rate of increase then rebounded to a major 3,7 per
cent in the ensuing three months.

Inflation

Reflecting the cooling-down of the economy, the va-
rious factors contributing to strengthening and stability
of the exchange rate of the rand, and the direct and
indirect effects of the authorities’ explicit anti-inflation-
ary policy attitude, inflation as measured by the major
price indices slowed down significantly from approxi-
mately the middle of 1989 up to approximately July
1990. Inflation as measured by the twelve-month rate
of increase in the production price index fell back at a
notably impressive speed in the first quarter of 1990 in
particular,

Military-political developments in the Middle East
from early August 1990 and their effects on internation-
al crude oil prices and on the domestic prices of liquid
fuels, caused an interruption and reversal of the down-
ward tendency in the domestic inflation rates. Increases
of 8,5 and 9,8 per cent in the domestic prices of petrol
and diesel fuel were imposed by the National Energy
Council with effect from 4 September 1990; these in-
creases are estimated to have raised the consumer
price index directly by 0,5 per cent. Further increases in
liquid fuel prices — ranging from 22,3 to 26,9 per cent—
were announced in October 1990. These more recent
increases were projected to raise the consumer price
index directly by another 1,2 per cent. However,
because of subsequent declines in the international
crude oil prices, the price of petrol was lowered again
(by 9,6 per cent) with effect from 12 November 1990.

As observed earlier, “autonomous” cost-push pres-
sures on the general price level are also being exerted
by the stepped-up level of trade union activity and
militancy in the currently prevailing business situation.
Unofficial survey results indicate that trade unions in
the first half of 1990 succeeded in negotiating annual
nominal wage increases for their members which on
average amounted to more than 20 per cent. To the
extent that wage claims seek compensation for past
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inflation, the average level of these wage settlements
may be compared with increases of 14,5 and 12,1 per
cent in the average levels of the consumer price index
and the production price index from the first half of
1989 to the first half of 1990. To the extent that wage
claims seek to provide protection against expected
inflation, it may be noted that current projections of
consumer price inflation from the first half of 1990 to
the first half of 1991 generally fall well short of 20 per
cent.

The quarter-to-quarter rate of increase in the prices
of imported goods declined dramatically from the
second quarter of 1989 to the second quarter of 1990.
This was a reflection of still fairly limited inflation in the
countries of origin of South African import goods, a
high degree of stability of the exchange rate of the rand
from the third quarter of 1989, and the lowering of the
import surcharges in the Central Govemment's Budget
for 1990/91. Quarter-to-quarter increases in the
prices of imported goods fell back, on balance, from a
seasonally adjusted and annualised rate of 26,8 per
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cent in the second quarter of 1989 to 7,5 per cent in
the first quarter of 1990; this rate then shrank further to
only 2,9 per cent in the second quarter of 1990. Ap-
proximate stability in the prices of imported goods (i.e.
an annualised rate of increase of only 0,5 per cent) was
attained in the third quarter, despite the third-quarter
rise in the world prices of crude oil.

The twelve-month rate of increase in the prices of
imported goods retreated from its most recent peak of
19,3 per cent in June 1989 to only 4,1 and 4,4 per cent
in August and September 1990. The twelve-month rates
of increase in these prices as in August and September
1990 were the lowest such increases since the increase
of 3,9 per cent in May 1984,

The gquarter-to-quarter increase in the prices of
domestically produced goods slowed down from a
seasonally adjusted and annualised rate of 18,1 per
cent in the first quarter of 1989 to 9,7 per cent in the
first quarter of 1990. It then reaccelerated sharply but
briefly to 14,2 per cent in the second quarter of 1990,
but declined again to 13,8 per cent in the third quarter.
The twelve-month rate of increase in domestic
production prices retreated from its 1989 peak of 15,4
per cent in May of that year to 11,6 per cent in July
1990. The subsequent reacceleration of this rate to
13,6 per cent in September 1990 was due to more rapid
increases in the prices of a broad range of domestically
produced goods, which included sharp rises in elec-
tricity, gas and water tariffs as well as in the prices of
petroleum products and coal.

The quarter-to-quarter rate of increase in the total
production price index (which essentially replicates
movements in the price index for domestically pro-
duced goods, but currently does so at a somewhat
lower level) declined from a seasonally adjusted and
annualised level of 17,9 per cent in the second quarter
of 1989 to a single-digit figure (9,2 per cent) in the first
quarter of 1990, but reaccelerated to 11,8 per cent in
the second quarter. It then retumed to 11,2 per cent in
the third quarter. The twelve-month rate of increase in
the production price index declined encouragingly from
its high point of 15,8 per cent in May 1989 to 11,6 per
cent in March and April 1990 and to only 10,3 per cent
in July. It then reaccelerated marginally to 10,5 per
cent in August and abruptly to 11,8 per cent in
September.

The quarter-to-quarter rate of increase in the con-
sumer price index, seasonally adjusted and annualised,
retreated from its recent high point of 18,0 per cent in
the second quarter of 1989 to 13,1 per cent in the
second quarter of 1990. This downward movement
through less than five percentage points clearly failed
to match the more impressive decline (of close to nine
percentage points) in the rate of increase in production
prices from the second quarter of 1989 to the first
Quarter of 1990. In the third quarter of 1990 the annual-
ised quarter-to-quarter rise in the consumer price
index reaccelerated to 13,6 per cent, mainly because
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of more rapid increases in the prices of foodstuffs
(especially meat), motor vehicles and transport ser-
vices.

From the second quarter of 1989 to the third quarter
of 1990 — with the exception of the first quarter of 1990
— the quarter-to-quarter rates of increase in the prices
of consumer goods were consistently higher than the
corresponding rates of increase in the prices of
consumer services. The quarter-to-quarter rate of
increase in the prices of consumer goods receded, on
balance, from its high point of 18,4 per cent in the
second quarter of 1989 to a low point of 13,8 per cent
in the second quarter of 1990, but reaccelerated to as
much as 17,4 per cent in the third quarter of 1990. In
contrast, the quarter-to-quarter rate of increase in the
prices of consumer services fell back, on balance,
from its high point of 17,2 per cent in the first quarter of
1989 to 11,4 per cent in the second quarter of 1990; it
then declined further to a comparatively modest 6,6
per cent in the third quarter of 1990.

The twelve-month rate of increase in the consumer
price index decreased from its 1989 peak of 15,7 per
cent in June of that year to 13,3 per cent in July 1990.
This comparatively modest decline served to make clear
that relatively little progress was, as yet, being made in
subduing the inflation in consumer prices as most com-
monly measured. The twelve-month rate of increase in
consumer prices then reaccelerated to 13,6 per cent
in August 1990 (prior to the effect of the oil and fuel
price increases), and to 14,3 per cent in September,
but retreated slightly to 14,0 per cent in October.

The stubbornness of inflation in consumer goods
prices (in addition to the effect on these prices of the
conflict situation in the Middle East) also accounted for
the reacceleration of overall consumer price inflation in
August-September 1990. The twelve-month rates of
increase in the prices of foodstuffs and of consumer
goods as in September and October 1990 amounted
to 17,3 and 15,9 per cent and to 16,0 and 15,2 per
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cent respectively, compared with the twelve-month
rates of increase of 14,3 and 14,0 per cent in the overall
consumer price index in these two months. In contrast,
the twelve-month rates of increase in the prices of
consumer services as in September and October 1990
were still at a rather lower level of 11,5 and 12,0 per
cent.

Balance of payments and exchange rates

Current account

The surplus on the South African balance of payments
on current account narrowed from R5,6 billion (season-
ally adjusted and annualised) in the first quarter of
1990 to R3,6 billion in the second quarter. It then
widened significantly again to R4,2 billion in the third
quarter of 1990, despite the mild further rise in real
gross domestic expenditure during this period.

The current account surplus in the third quarter of
1990 mildly exceeded the R4,0 billion average of the
five preceding quarterly surpluses in the 1989-90 down-
swing to date. Before seasonal adjustment and an-
nualisation, the cumulative surplus in the first three
quarters of 1990 amounted to R3,5 billion. This may
be compared with the surplus of R3,1 billion in the full
calendar year 1989.

The third-quarter strengthening of the current account
surplus was explained essentially by an increase of
some 87/ per cent in the value of merchandise exports,
to a near-record level (seasonally adjusted and annual-
ised) of R42,9 billion. Supported by a slight further de-
crease in net service and transfer payments to non-
residents, this rise in the value of merchandise exports
outweighed the combined effect of a 51/2 per cent rise
in the value of merchandise imports and a 21/z per cent
decrease in the value of the net gold exports.

The marked rise in the value of merchandise exports,
seasonally adjusted and annualised, from R39,5 billion
in the second quarter of 1990 to R42,9 billion in the
third quarter, was accounted for by significant in-
creases in export volumes as well as export prices.
Mainly because of larger quantities of exports of pre-
cious metals and transport equipment, the aggregate
volume of merchandise exports rose by nearly 5 per
cent from the second to the third quarter of 1990, to its
third-highest level ever recorded; the third-quarter
volume of exports, moreover, was only marginally
lower than export volumes at their two record peaks in
the first quarter of 1990 and the second quarter of

Balance of payments on current account
Seasonally adjusted annual rates

R millions

1989 1990

Year 1stqgr 2ndgr 3rdqgr
MerchandiSe EXPOMS. ivi i aisiiviriividos i 39 085 41 660 39 527 42 852
NSO BRDIOND v cnsmniminsssssmmrms sy s E T aT s e s 19 228 17 798 18 500 18 008
MerchandiSe IMPOMS ......cviiiiriiriiniiier oo ese s ens —-44 322 —43 577 —44 140 —-46 503
Net service and transfer payments .........cccoveiiiiiiiiciiiiiinens -10 883 -10299 -10 264 -10125
Balance On CUIENt 8CCOUNL ...........cccuceceiurueccsrisesrereresiiessnens 3108 5577 3623 4232
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1989. As a result, the average level of exports by
volume in the first three quarters of 1990 was some
51/2 per cent higher than in the first three quarters of
the preceding year.

The average level of merchandise export prices rose
by 31/ per cent from the second to the third quarter of
1990. This fairly significant firming of the export price
level arose, firstly, from a small recovery in international
commaodity prices (notably of rhodium, nickel and ferro-
manganese) and, secondly, from a 1,2 per cent de-
cline in the average effective exchange value of the
rand. Contrary to developments during the oil crises of
1973-74 and 1979-80, the international prices of oil
substitutes such as coal and uranium failed to respond
to the Middle East crisis situation in the first two
months after Iraq’s invasion of Kuwait.

The 574 per cent increase in the value of merchandise
imports from the second to the third quarter of 1990
was more than fully explained by a 91/2 per cent rise in
the volume of these imports. Surprisingly, the volume
of merchandise imports in the third quarter of 1990 (i.e.
in the sixth quarter of the current cyclical slow-down)
was at its second-highest level since the early 1980s,
being exceeded in this period only by the volume of im-
ports in the second quarter of 1989; the value of
imports was at an all-time record level but for its level in
the second quarter of 1989. The import penetration ra-
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tio (i.e. the ratio of real merchandise imports to real
gross domestic expenditure) in the third quarter of
1990 was similarly at its second-highest level since
late 1986. At 24,3 per cent, this ratio was also signifi-
cantly higher than its average value of 22,8 per cent in
the advanced upswing year 1988,

To an important extent, however, the rise in and high
level of import volumes in the third quarter of 1990
were due only to increases in the quantity of imports of
mineral products. Even when mineral products are
included, the average level of imports by volume in the
first three quarters of 1990 was some 3/2 per cent
lower than in the first three quarters of 1989. When
mineral products are excluded, the aggregate volume
of merchandise imports declined from the second to
the third quarter of 1990; the average level of physical
imports excluding mineral products was a significant 8
per cent lower in the first three quarters of 1990 than in
the first three quarters of the preceding year.

The average level of import prices was 31/2 per cent
lower in the third quarter of 1990 than in the second
quarter. It had, therefore, not yet been affected
materially by the surge in the world prices of crude oil
from the last week of July onwards.

The value of the net gold exports, seasonally adjust-
ed and annualised, declined from R18,5 billion in the
second quarter of 1990 to R18,0 billion in the third
quarter, despite a firming of the quarterly average price
of gold from US$365 to US$382 and from R970 to R990
per fine ounce between these two periods.

The daily average fixing price of gold rose from its
low point during 1990 to date of $346 per fine ounce on
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14 June, and from $360 on 20 July (prior to the Iragi oc-
cupation of Kuwait), to a high point of $414 on 23 August.
It fell back, however, to levels of less than $370 on 17 Oc-
tober. During the period from 1 January 1990 to the
end of October the average daily fixing price of gold
amounted to $384 per fine ounce.

Net service and transfer payments to non-residents,
seasonally adjusted and annualised, reached an all-time
record high of R12,0 billion in the fourth quarter of
1989, but retreated to R10,3 billion in both the first and
the second quarter of 1990 and slightly further to
R10,1 billion in the third quarter. Increases in payments
to non-residents arose from higher South African travel
expenditures in foreign countries and from higher freight
and insurance charges that were associated with the
high level of merchandise imports. These increases
were marginally outweighed, however, by increased
receipts of dividends and interest from foreign parties
and by lower interest payments on South Africa's
foreign debt.

Capital account

An inflow of capital not related to reserves was
registered on the capital account of the balance of pay-
ments in the third quarter of 1990 for the first time since
the third quarter of 1987. Outflows of capital of RO,4
billion and R2,2 billion had been recorded in the first
and the second quarter of 1990; the net inflow of
capital of R1,5 billion in the third quarter accordingly
reduced the cumulative net outflow in the first three
quarters of 1990 to R1,1 billion. This may be compared
with total net outflows of non-reserve-related capital of
R3,2 billion and R4,3 billion in the first three quarters of
1989 and in the full year 1989 respectively.

The total net inflow of non-reserve-related capital in
the third quarter of 1990 comprised change-overs from
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outflows to inflows of both long-term and short-term
capital. Long-term capital movements switched from
an outflow of as much as R1,2 billion in the second
quarter of 1990 to an inflow of R0,8 billion in the third
guarter; most of this inflow consisted of project finan-
cing by public business enterprises, public corpora-
tions and the private sector. The amount of foreign
debt (both inside and outside the standstill net) falling
due for repayment shrank from approximately US$1,2
billion in the second quarter of 1990 to US$0,4 billion in
the third quarter. By far the greater part of the third-
quarter amount of repayment obligations consisted of
debt outside the standstill net in the form of maturing
bearer bonds and notes.

Short-term capital movements (excluding changes
in reserve-related liabilities, but including unrecorded
transactions) switched from an outflow of R1,0 billion
in the second quarter of 1990 to a significant inflow of
RO,7 billion in the third quarter; this was the largest
such inflow since the third quarter of 1987. Most of the
inflow in the third quarter of 1990 consisted of trade
financing, reflecting the high level of imports and de-
preciation of the dollar during that quarter. The cumu-
lative net inflow of RO,3 billion of short-term capital in
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the first three quarters of 1990 may be compared with
a total net outflow of R2,3 billion in the first three
quarters of 1989.

Foreign reserves

South Africa’s total net gold and other foreign reserves
rose by R1,9 billion in the first quarter of 1990, but de-
clined by R1,4 billion in the second quarter. In the third
quarter the current account surplus, in conjunction
with the largest total net inflow of non-reserve-related
capital since the fourth quarter of 1982, caused the
total net foreign reserves to rise by R2,0 billion. The net
rise in the net reserves in the first nine months of 1990
accordingly amounted to R2,5 billion. This followed a
decline of R1,2 billion in the net foreign reserves during
the year 1989.

The improved balance of payments position in the
third quarter of 1990 enabled the authorities to reduce

Gross gold and other foreign reserves

12 R billions

1987 1988 1988 1990

their reserve-related liabilities by R1,6 billion. Despite
this decline in short-term foreign obligations, South
Africa’s total gross gold and other foreign reserves still
rose by R0,6 billion in the third quarter. In October the
gross and net foreign reserves of the Reserve Bank
rose by R0,4 billion and RO,9 billion respectively.

Exchange rates

The international exchange markets were affected
during the four and a half months from 1 July 1990 to
mid-November by general weakness of the US dollar,
the United Kingdom's anticipated — and, eventually,
actual — joining of the Exchange Rate Mechanism of
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Changes in exchange rates of the rand
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the European Monetary System, and the effects of the
crisis situation in the area surrounding the Persian Gulf.

From the beginning of July 1990 until 15 November
the US dollar depreciated by 11,8 per cent, 11,2 per
cent and 15,3 per cent against the German mark, ster-
ling and the Japanese yen respectively. New all-time
lows of the US dollar were recorded against the Ger-
man mark and the Swiss franc during this period.

The appreciation of the rand against the US dollar
from 1 July 1990 to 15 November amounted to some
5,1 per cent. However, this rise in the dollar value of the
rand did not prevent the rand from depreciating against
all other major currencies. The effective exchange rate
of the rand accordingly declined by 1,0 per cent during
the four and a half months concemed. As on 15 No-
vember, the effective exchange rate of the rand was
still 0,7 per cent above its low point of 18 September
1989.

The average real effective exchange rate of the rand
declined by 0,8 per cent from June 1990 to September
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1990 and was 1,3 per cent lower in September 1990
than in December 1989. Also in September 1990, it
was, however, still a significant 7,0 per cent higher
than at its lower turning-point in September 1989.

Except for its behaviour during a few days in early
February 1990, the financial rand broadly followed the
trend of the commercial rand against the US dollar. As
a result, the discount of the financial rand against the
commercial rand fluctuated around a relatively stable
35 per cent during most of the year. From the begin-
ning of October 1990, however, the financial rand
firmed somewhat on more positive sentiments which
arose, among other things, from overseas visits by the
State President. As on 15 November the financial
rand’s discount vis-a-vis the commercial rand stood at
28,4 per cent.



Financial markets

Money supply

Having exceeded the upper limits of the target ranges
in 1988, 1989 and the first five months of 1990, the
growth rate of the M3 money supply as measured for
targeting or guideline purposes moved back into the
guideline range from June 1990 onwards. The season-
ally adjusted and annualised rate of increase in M3
from its quarterly average in the fourth quarter of 1989
to its level as at the end of June 1990 amounted to
13,8 per cent. The corresponding rates of increase in
M3 to the ends of July, August and September 1990
subsequently amounted to 13,5, 12,6 and 10,7 per
cent. At the end of September 1990, therefore, the
growth rate of M3 had actually penetrated — from above
— the lower limit of the 1990 guideline range of 11 to 15
per cent.

The twelve-month rate of increase in M3, which had
peaked at 27,5 per cent in August 1988, had declined
to 19,1 per cent by May 1990. In June, July, August
and September this rate of increase fell back progres-
sively further to 16,6, 15,8, 14,0 and 12,9 per cent.
These five most recently recorded rates of increase in
M3 over twelve-month periods were the first such
rates to fall below the 20 per cent level after a 26-month
interlude.

More dramatic evidence of the slowing-down of the
monetary expansion in recent months was provided
by the drop in the seasonally adjusted and annualised
quarter-to-quarter rate of increase in the quarterly
average of the M3 money supply. Having amounted to
26,7 per cent as recently as the third quarter of 1989
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and to 19,0 per cent in the first quarter of 1990, this
rate retreated sharply further to 12,2 per cent in the
second quarter of 1990 and to a single-digit level (7,2
per cent) in the third quarter.

Quarter-to-quarter growth in M3 at annualised rates
of 12,2 and 7,2 per cent in the two most recently com-
pleted calendar quarters fell short of the annualised
quarter-to-quarter growth in the gross domestic pro-
duct at current prices. As a result, the velocity of
circulation of the M3 money supply — which had de-
clined, on balance, by more than 13 per cent from 1,96
in the third quarter of 1987 to only 1,70 in the first
quarter of 1990 - assumed an upward course again
from the second quarter of 1990. M3'’s velocity rose by
some 1,0 per cent in both the second and the third
quarter of 1990.

The declines in the various rates of increase in the
M3 money supply primarily reflected the effects of the
mild slackening of real economic activity, and of the
abatement of inflation from approximately mid-1989
to approximately mid-1990, on the demand for money
balances for transaction purposes. At the same time
changes in the interest rate climate meant a weakening
of the inducements to reintermediation and of the rea-
sons for accumulating liquid deposits as financial asset
holdings. By the third quarter of 1990, expectations of
interest rate declines had probably already started to
reduce “liquidity preference proper” and to call forth
some disintermediation phenomena. Some early
disintermediation may also have resulted from finan-
cial intermediaries’ lowering of certain deposit rates,
relative to their lending rates, with a view to restoring
interest rate margins. More recently, however, various
developments (the Middle East crisis, the renewed rise
in the measured inflation rates, and policy pronounce-
ments by the authorities) are likely to have given rise to
expectations of a period of little change in short-term
interest rates.

Against the various factors conducive to disinterme-
diation, certain considerations argued for investment in
medium-term and long-term deposits. Such consider-
ations included the likelihood of eventual interest rates
reductions, changes or prospective changes in the tax-
ation of interest eamings, and the diminished attractive-
ness of the share market and unit trusts as financial in-
vestment media.

The M1A money supply, being more transactions-
related than M3 and consisting of non-interest-earning
or low-interest-earning forms of money holdings, rose
at twelve-month rates of increase of around 10 per
cent from approximately April 1989 onwards and con-
tinued to do so in the third quarter of 1990. In Septem-
ber 1990 this rate amounted to 9,7 per cent. The cor-
responding rate of increase in M1 was 6,8 per cent.
The twelve-month rate of increase in M2 as in Septem-
ber 1990 still amounted to a comparatively substantial
13,5 per cent; this rate of increase therefore still ap-
proximated the more recently measured inflation rates.
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In the statistical or accounting sense, the seasonally
adjusted increase of R1,3 billion in M3 from the end of
June 1990 to the end of September was again explain-
ed more than fully by increases in the money-creating
institutions’ claims on the domestic private sector; the
total rise in these claims, seasonally adjusted,
amounted to R2,3 billion between the two guarter-
ends concermned. In addition, the monetary system's
net gold and other foreign reserve holdings, which had
declined by a seasonally adjusted RO,8 billion in the
second quarter of 1990, rose by R1,6 billion in the third
quarter. Negative contributions to the accounting
explanation of the third-quarter increase in M3 were,
on the other hand, made by a decline of RO,4 billion in
the monetary sector's seasonally adjusted net claims
on the government sector and by a decline of R1,6 bil-
lion (not seasonally adjusted) in the monetary sector's
“net other asset” holdings.

A part of the decline in the money-creating institu-
tions’ net other assets during the third quarter of 1990
could be attributed to surpluses experienced by the
Reserve Bank — acting on behalf of the Treasury —in its
provision of forward foreign exchange cover; surpluses
of this nature result in credit balances on the Reserve
Bank's so-called Forward Exchange Contracts Adjust-
ment Account.

Credit extension by monetary institutions

The twelve-month rate of increase in credit extended
by monetary institutions to the domestic private sector,
which had peaked at 30,2 per cent in October 1988,
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slackened, on balance, to 20,6 per cent in December
1989 and eventually to 18,4 per cent in August and
15,4 per cent in September 1990. However, at these
levels the more recent rates of increase in the money-
creating institutions’ claims on the private sector over
twelve-month periods still exceeded both the more re-
cently measured inflation rates and the rates of increase
in the M3 money supply.

The total of the banks' hire-purchase credit and
leasing finance granted, which is closely related to
households’ spending on consumer durables and
businesses’ spending on investment goods, rose by
RO,9 billion, R1,1 billion and R1,4 billion in the first, the
second and the third quarter of 1990 respectively. The
firmness and rising trend of these increases would
appear to suggest unexpected strength of private-sec-
tor demand for tangible assets of a capital nature; the
1990 increases in the banks’ hire-purchase and leasing
finance were, however, taking place from a relatively
low base within the total of monetary institutions’ total
credit extension. The R1,4 billion rise in hire-purchase
credit and leasing finance in the third quarter of 1990
roughly equalled the average quarterly increase in this
type of credit during 1989 in nominal terms. In real
terms, however, the increase in the third quarter of
1990 obviously was significantly smaller than the aver-
age quarterly increase in 1989.

Mortgage advances by the banks and the building
Societies rose by approximately R2,1 billion during
each of the first three quarters of 1990, against an
average quarterly increase of R2,2 bilion in 1989.

From the second quarter of 1990, increases in the
monetary institutions’ general and mortgage advances
tended to be concentrated to a growing extent in lend-
ing to individuals and households rather than to corpo-
rate clients; this would appear to have been accounted
for partly by the relative importance of mortgage lend-
ing to individuals. A slackening of corporate credit
demand was reported by banking institutions in the
third quarter of 1990, and the average level of banks’
general and mortgage advances to companies in the
private sector actually declined marginally (by RO,4
billion) from the second to the third quarter. At the
same time, however, the banks also noted a need for a
continued “carrying” of certain corporate clients in
straitened conditions; it may be observed that in the
absence of adequate cash flow for debt repayment,
the debiting and capitalisation of interest would by
itself cause corporate clients' indebtedness to their
banking institutions to rise by close to 2 per cent per
month.

Debit balances on clients’ credit card accounts
amounted to only 2,0 per cent of monetary institutions'
total claims on the private sector at the end of Septem-
ber 1990. However, from the end of September 1989
to the end of September 1990 the outstanding amount
of these balances rose by as much as 25,0 per cent.

Money market conditions

Money market conditions were kept relatively tight
during the sixteen months to November 1990 in ac-
cordance with the Reserve Bank's fairly stringent
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policy intentions and the explicitly anti-inflationary
character of its policy stance. The average daily level of
accommodation provided to the market at the Bank's
discount window nevertheless eased from a high point
of R4,8 billion in January 1990 to R3,0 billion in
September and R2,9 billion in October.

Use was made occasionally by the Reserve Bank in
the period August to November 1990 of foreign-ex-
change intervention swaps, for sterilising liquidity that
was reaching the banking system through the balance
of payments and the rising trend in the Bank's own net
gold and other foreign reserves. From July 1990 a spon-
taneous tightening effect on market conditions was
also exerted by the generally upward tendency in
government deposits with the Reserve Bank. The com-
bined total of the balances on the Exchequer, Pay-
master-General and Stabilisation Accounts rose from
a daily average of R8,6 billion in June 1990 to R10,7
billion in October. Tightening effects on market liquidity
also resulted from the steadily rising trend in the
amount of banknotes in circulation and from the fact
that surpluses were being experienced by the Reserve
Bank in its provision of forward foreign exchange
cover.

Towards the middle of November, declining govern-
ment deposits and increases in the Reserve Bank’s
net gold and other foreign exchange holdings contribu-
ted to a substantial easing of money market liquidity. In
spite of intervention swaps amounting to R1,1 billion,
discount window accommodation declined to a low
point of R1,5 billion on 17 November. This was coun-
teracted by the issuing on 19 November of special
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short-dated Treasury bills, repayable on 23 November,
but which were renewed a few times, to an amount of
RO,5 billion, and by further intervention swaps of R0,3
billion.

Net sales of government stock by the Reserve Bank
contracted from nearly R1,3 billion per month in the
first three months (April to June 1990) of the current
fiscal year, to RO,8 billion, R0,9 billion and only R0,3
billion in July, August and September 1990. In October,
net purchases were effected by the Bank to an amount
of RO,3 billion.

The Bank continued to step up its activity in the op-
tions market in government securities. In July 1990 the
Bank was a party to traded options contracts to an
amount of R0,8 billion. This amount was raised to R1,3
billion, R1,1 billion and R1,1 billion in August, Septem-
ber and October respectively.

Money market interest rates

The market rate on three-month liquid bankers'
acceptances fluctuated downwards from a high point
of 18,80 per cent on 18 November 1989 to 18,30 per
cent (the Reserve Bank's then and present rediscount
rate for such acceptances) on 6 July 1990. By the
middle of 1990 various factors (such as the acknowl-
edged presence of recessionary conditions in the
economy, the slowing-down of growth in M3, and the
downward tendency in most inflation rates) gave rise
to widely held views that a lowering of Bank rate was to
be expected shortly. These views were reinforced by
the modest strengthening of the dollar price of gold in
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July. As a result, the market rate on liquid acceptances
declined further to levels lower than the Reserve Bank's
rediscount rate for such acceptances: it amounted to
18,05 per cent at the end of July and reached a low
point of 17,60 per cent (40 points below Bank rate)
from 3 October.

A realisation that the Middle East crisis situation was
more serious and might last longer than had been anti-
cipated, deteriorating expectations of inflation, and
policy pronouncements by the authorities, subsequent-
ly caused the market rate on three-month liquid accept-
ances to harden quite abruptly to 18,00 per cent from
22 October and to 18,20 per cent by the October month-
end. However, this rate then softened significantly
again to 17,85 per cent on 22 November.

The discount houses' call rate declined substantially
from 21,25 per cent at the end of June 1990 to 20,25
per cent at the end of July, 19,00 per cent at the end of
August and only 18,35 per cent at the end of Septem-
ber 1990. In accordance with the market's reassess-
ment of the prospects for short-term interest rates,
this rate then rose to 19,25 per cent at the end of
October. Round-tripping could still have been induced
by the above-prime call rate at the end of June 1990.
Since the end of June, however, call rates in the
market have remained well below the clearing banks’
prime overdraft rate.

Capital market developments

Trading activity in the secondary capital markets
reached quite extraordinary heights in the first quarter
of 1990, but fell back sharply in the second quarter. It
then recovered in the third quarter to more or less the
levels recorded in the final quarter of 1989. A marginal
recovery was also registered in the volume of fixed
property transactions. The monthly average level of
share prices, which had turned downwards in March
1990 and had declined further during the second quar-
ter, showed minor gains in July and August; share
prices dropped again, however, from the fourth week
in August, when the gold price fell back sharply from its
then prevailing level of more than $400 per fine ounce.
In the primary capital markets, the amount of new se-
curity issues eased somewhat in the third quarter of
1990, after having increased substantially in the pre-
ceding three months.

The value of public sector stock traded on the stock
exchange rose from a high R58,1 billion in the fourth
quarter of 1989 to a huge R77,3 billion in the first
quarter of 1990. It then dropped by 35 per cent to
R50,2 billion in the second quarter of 1990, but re-
covered to R58,1 billion in the third quarter. On a
monthly basis, trading activity in the third quarter fell
back from R24,5 billion in August to R14,3 billion in
September, but recovered slightly to R17,5 billion in
October. The value of these transactions in October
was slightly lower than the average monthly turnover of
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public sector stock of R19,3 billion from July to Sep-
tember.

Net purchases of public sector stock by non-resi-
dents on the Johannesburg Stock Exchange retreated
steadily from a quarterly total of R883 million in the
fourth quarter of 1989 to R705 million in the first
quarter of 1990 and to only R296 million and R311 mil-
lion in the second and the third quarter. In October
1990 the amount of these purchases shrank further to
R73 million, from a monthly average of R104 million in
the preceding three months.

The value of shares traded on the stock exchange
rose from a record R6,2 billion in the fourth quarter of
1989 to a new record of R8,6 billion in the first quarter
of 1990. It then dropped by 36 per cent to R5,5 billion
in the second quarter of 1990, but recovered to R6,2
billion in the third quarter; the third-quarter revival in
trading activity arose from the Iragi invasion of Kuwait,
its effect on world oil prices and inflationary expecta-
tions, and its initially stimulating impact on the dollar
price of gold.

On a monthly basis, the value of transactions in
shares fell back from an all-time high of R3,1 billion in
August 1990 to less than half that amount (R1,4 billion
and R1,3 billion) in September and October. Share-
trading activity in October was, in fact, at its lowest ebb
since January 1989.

The value of net sales of shares by non-residents on
the Johannesburg Stock Exchange reached its peak
only in the first quarter of 1990. This figure rose from
R518 million in the fourth quarter of 1989 to as much
as R2 832 million in the first quarter of 1990, but then
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declined sharply to R803 million in the second quarter
and to only R273 million in the third quarter. However,
non-residents retumed to the market as large-scale
sellers in October; their net sales of shares during that
month amounted to R227 million.

The rapid dwindling of non-residents’ net sales of
shares in the middle quarters of 1990 caused non-resi-
dents' net sales of both stocks and shares to contract
sharply from R2 127 million in the first quarter of 1990
to only R507 million in the second quarter and to be
transformed briefly into net purchases (to an amount of
R38 million) in the third quarter. However, net sales (to
an amount of R154 million) were recorded again du-
ring October.

The average price level of all classes of shares rose
by 7 per cent in the fourth quarter of 1989 and by
another 4 per cent (on balance) in the first quarter of
1990. It then retreated by 7 per cent in the second
quarter of 1990 and by a further 4 per cent in the third
quarter: minor gains in the monthly averages of 2 per
cent in July and 1 per cent in August were followed by
major drops of 7 per cent in both September and
October.

The 14 per cent decline in the average share price
level in September-October 1990 was the largest price
decline over a two-month period since the “crash” of
October 1987. In October 1990 the monthly average
price level of all classes of shares was 18 per cent
lower than at its most recent (all-time) high point of
February 1990, and 16 per cent lower than at its “pre-
crash” high point of September 1987.
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Major instability was displayed by gold-mining share
prices. These prices dropped by 35 per cent from
January 1990 to June but recovered by 24 per cent in
July-August, notably after Irag’s invasion of Kuwait on
2 August. They then fell back by 10 per cent in Septem-
ber and by another 10 per cent in October, in the wake
of the failure of the Gulf crisis to boost the dollar price of
gold more durably and impressively.

Financial share prices rose on balance by 8 per cent
in the first quarter of 1990 around a peak in February,
weakened (by 3 per cent) in the second quarter, rose
(by 2 per cent) in July, but fell back markedly again (by
6 per cent) in both September and October. The net de-
cline in these prices from February to October amount-
ed to 14 per cent. Industrial and commercial share
prices also peaked in February 1990. They then de-
clined by 2 per cent in the second quarter, 5 per cent in
the third quarter and 4 per cent in October.

The value of deals in futures contracts rose abruptly
(by 59 per cent) from an average of R2,2 billion per
month in May-July 1990 to R3,1 billion in August,
mainly in response to uncertainties created by the
Middle East crisis situation. This was followed, how-
ever, by a relapse to R1,9 billion in September and a
slight recovery to a more normal level of R2,3 billion in
October.

In the primary capital markets, the amount of funds
raised by borrowing entities in the public sector through
new issues of fixed-interest securities to bank and
non-bank private-sector investors, changed from a net
debt repayment of RO,8 billion in the fourth quarter of
1989 to net new borrowings of R0,4 billion and R5,2
billion in the first and the second quarter of 1990. Net
new borrowing then eased somewhat to R2,0 billion in
the third quarter.




Private-sector companies made new issues of
fixed-interest securities of only R60 million in the first
quarter of 1990, R113 miillion in the second quarter
and R233 million in the third quarter. Listed private
companies made new issues of ordinary share capital
of only RO,3 billion in the first quarter of 1990, of as
much as R2,2 billion in the second quarter, and of R0,3
billion again in the third quarter.

In the mortgage market, mortgage loans paid out by
the building societies, which had declined to R1,4
billion and R1,5 billion in the third and the fourth
quarter of 1989, strengthened steadily to a level of
R1,8 billion in both the first and the second quarter of
1990 and further to R2,2 billion in the third quarter of
1990. The increase in building societies’ holdings of
mortgage loans, which had amounted to R0,5 billion in
both the third and the fourth quarter of 1989, rose to
R0,6 billion in the first quarter of 1990, to RO,8 billion in
the second quarter and to R1,0 billion in the third quar-
ter. In contrast, the increase in banking institutions'
holdings of mortgage loans declined slightly from R1,3
billion in the fourth quarter of 1989 to R1,2 billion in the
first quarter of 1990, and even further to RO,9 billion in
the second quarter. It then recovered slightly to R1,0
billion in the third quarter of 1990.

Increase in mortgage bond holdings
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The value of real estate transactions strengthened
from a record R5,7 billion in the fourth quarter of 1989
to a new high of R6,2 billion in the first quarter of 1990.
It retreated to R5,7 billion again in the second quarter,
but recovered slightly to R5,8 billion in the third quarter.

Capital market yields and interest rates

Capital market rates hardened from February to June
1990, but softened slightly in July-August in the light of
expected declines in short-term interest rates, the
downward tendency in most inflation rates, a slightly
better dollar price of gold, and official efforts to
improve the marketability of government stock. These

rates then firmed slightly again in September-October,
on the basis of gloomier inflation forecasts and diminish-
ing prospects for an early easing of monetary policy.

The average monthly vield on long-term RSAs rose
from 15,5 per cent in January 1990 to 16,7 per cent in
June, but backed down slightly to 16,4 per cent and
16,3 per cent in July and August. It then returned to
16,4 per cent in September and 16,6 per cent in
October.

The real interest yield on long-term government
stock (i.e. the nominal rate after adjustment for the
prevailing year-on-year inflation rate) rose, mainly as a
result of the then declining inflation rate, from only 0,3
per cent in January 1990 to 2,7 per cent in July. A
marginally lower nominal yield on long-term stock and
a marginally higher twelve-month inflation rate then
caused this rate to slip back to 2,4 per cent in August.
In September the real long-term stock rate declined
significantly further to 1,8 per cent, despite the mar-
ginally higher nominal yield on long-term government

Capital market interest rates and yields
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securities. This was a reflection of the oilprice-induced
reacceleration of the twelve-month inflation rate.

The monthly average dividend yield on all classes of
shares rose, in line with the second-quarter weakening
of share prices, from 5,3 per cent in March 1990 to0 5,6
per cent in both July and August. It then advanced fur-
ther to 6,0 per cent in September and 6,1 per cent in
October. The average eamings yield on all classes of
shares (excluding goldmining shares) eased from 15,4
per cent in December 1989 to 14,5 per cent in June
1990, but recovered to 15,3 per cent in September
and 15,4 per cent in October.

The building societies’ predominant home mortgage
rate, which had been raised to 20,75 per cent in
October 1989 from its previous level of 19,75 per cent,
was maintained at this new level up to November
1990. This was the longest period in which no change
was made in this rate since the period October 1975 to
March 1979.

The predominant rate on twelve-month deposits
with banks and building societies, which is regarded
as representative of deposit rates in general, was
lowered from 18,0 to 17,0 per cent in August 1990 and
further to 16,5 per cent in October as part of these
institutions’ endeavours to restore somewhat more
comfortable interest rate margins in a somewhat
easier credit demand situation.

The maximum permissible finance charges rates, as
determined in terms of the Usury Act, were reduced,
for technical reasons, with effect from 27 July 1990
from 30 to 29 per cent in respect of money lending,
credit and leasing transactions for amounts of more
than R6 000 (but not exceeding R500 000) and from
33 to 32 per cent in respect of transactions of up to
R6 000. The rates on tax-free investments with
building societies, the Post Office Savings Bank and
the Treasury have remained unchanged since being
raised by 1,5 per cent in March 1990.
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Government finance

Exchequer issues

The year-on-year rate of increase in Exchequer issues
to government departments (after the usual adjust-
ment for changes in the balance on the Paymaster-
General Account) accelerated markedly from 12,6 per
cent in the first or June quarter of the fiscal year
1990/91 to 19,2 per cent in the September quarter.
The year-on-year rate of increase in these issues in the
first half of the fiscal year accordingly amounted to 15,8
per cent; this was well in excess of the increase in
government expenditure of 11,9 per cent that had
been envisaged in the Budget of March 1990 for the
fiscal year as a whole. In real or inflation-adjusted
terms the year-on-year increase in these issues during
the first half of fiscal 1990/91 amountedto 1,7 per cent.

Exchequer issues to government departments in
the first half of fiscal 1990/91 were equal to 50,9 per
cent of total budgeted expenditure for the full fiscal

Exchequer Account
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of the Department of Finance, relatively heavy expendi-
ture in the first half of the year could be attributed to 2%
unexpectedly large payments of interest on govern-
ment debt. The Police experienced unanticipated !4
expenditure needs on account of the unrest situation
and because of improvements in salaries and related 1000
employment benefits that were announced for mem- .
bers of the force in April and June 1990. Customs and excise dufies (including import
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down to 12,4 per cent. Present indications are that
[EXChequer issues during the fiscal year as a whole are
likely to exceed the Budget estimates for government
expenditure by only a fairly modest amount.



Exchequer receipts

The year-on-year rate of increase in Exchequer receipts
decreased from 19,1 per cent in the June quarter of fis-
cal 1990/91 to 12,8 per cent in the September quarter.
Total receipts in the first half of fiscal 1990/91 were
accordingly 15,4 per cent higher than in the correspond-
ing period of fiscal 1989/90. This rate of increase in
Exchequer receipts was substantially higher than the
increase of 5,8 per cent in government revenue that
had been envisaged in the Budget of March 1990 for
the fiscal year as a whole. In real terms the year-on-
year increase in these receipts during the first half of
fiscal 1990/91 amounted to 1,3 per cent.

Total Exchequer receipts in the first half of fiscal
1990/91 were equal to 51,6 per cent of total budgeted
government revenue for the fiscal year as a whole. In
fiscal 1989/90 the ratio of first-half to full-year revenue
had amounted to 52,9 per cent. In contrast, the average
value of this ratio in the four fiscal years from 1986/87
to 1989/90 amounted to only 49,2 per cent.

Central Government receipts
Percentage increase

Budgeted Realised
forfiscal infirst
year half of

1990/911 1990/912
Customs and excise duties .... -10,2 -7.5

Income tax:

GOIdMINGS sivviiivivivissseiiiionin -5,0 —29,9
Othermines ............ceeevvevee.. —10,8 106,4
Non-mining companies ...... 19,8 24,2
INAMIAURIS s srmimn i 43 21,1
General sales tax ..........cccceeee 12,5 9,7
Gold-mining leases ................ -8,0 -39,8
Otherreceipts .......ccccciiiiiinnn, -14,0 40,2
T8l s 5,8 15,4

1 Budget Speech, March 1990
2 Compared with the first half of fiscal 1989/90.

Rates of increase in total Exchequer receipts that
were significantly higher than had been budgeted for,
could primarily be attributed in the first half of fiscal
1990/91 to larger-than-budgeted increases in receipts
of income tax from individuals and (even more pro-
nouncedly) from mining companies other than gold-
mining companies. Against this, the year-on-year
rates of increase in receipts from gold-mining com-
panies and from the general sales tax fell short of the
budgeted percentage increases for the fiscal year as a
whole.
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In October 1990 the year-on-year rate of increase in
Exchequer receipts slowed down further from its Sep-
tember-quarter level. The rate of increase in these
receipts in the first seven months of fiscal 1990/91 was
thereby lowered to 13,5 per cent. Exchequer receipts
for the fiscal year as a whole are nevertheless expected
to exceed the Budget estimates to a quite consider-
able extent.

Deficit before borrowing

The deficit before borrowing and debt repayment of
R4 449 million in the June quarter of fiscal 1990/91
was transformed into a surplus of R730 million in the
September quarter. The cumulative deficit in the first
half of the fiscal year accordingly amounted to R3 719
million, or to approximately 2,8 per cent of the gross
domestic product during that period. This was fully in
line with the 2,8 per cent ratio of the deficit to the gross
domestic product that had been allowed for in the
Budget estimates for the fiscal year as a whole.

According to the information currently available, the
deficit of R3 719 million during the first half of fiscal
1990/91, plus the discount of R2 168 million on new
government stock issues and plus the payment of
R2 000 million to the Independent Development Trust
(for a total of R7 887 million), was financed from the
following sources:

R millions

Public Investment Commissioners ........... 110
Non-bank private sector ...........ccocceviiinnn 7 233
Banking sector:

Corporation for Public Deposits ............ -192

OHherbDanks .....ccivriersersssiorissssmmsnssssosans 961
FOreign SECLOT ......cocvveivviiieiiiiirie e -5
TotaHANANGING vicviivesiiivinimisiinassie 7 887

The payment of R2 000 million to the Independent
Development Trust was funded out of the Exchequer's
financing surplus of fiscal 1989/90. In the above table
this amount is, therefore, included in the "other banks”
part of the banking sector’s contribution to the financ-
ing of the Exchequer deficit.

The cumulative deficit in the first seven months of
fiscal 1990/91 amounted to R3 053 million, or to 38 per
cent of the deficit of R7 994 million that had been
budgeted for in March 1930 with regard to the fiscal
year 1990/91 as a whole. The corresponding deficit in
the first seven months of fiscal 1989/90 amounted to
R2 985 million, or to 30 per cent of the budgeted deficit.

The deficit of R3 053 million that was recorded in the
first seven months of fiscal 1990/91 was financed by
means of the following debt instruments:




R millions
Government stock (excluding the discount) 4 388

TEERSUN BIIS vovrvoumisoiruesisimemansmmsmmmpin epsnss 1232
Non-marketable securities ............c.ccee... -109
Foreign loans ......c.ccciviniiiineiiinicianie, —25
Use of cash balances ........cccccveeviiineiniiennes -433
Total financing of Exchequer deficit .......... 5053

Less: Paymenttothe Independent

Development Trust .........cooviveins 2 000

Total net financing (= deficit before bor-

FOWING) cererereeaenernenneeeseneasssnnesesneeasnnes 3053

Present estimates and projections suggest that the
eventual deficit for fiscal 1990/91 as a whole may be
less than the deficit of R7 994 million originally bud-
geted for. It could possibly amount to only about 2,6
per cent of the expected gross domestic product in
the full fiscal year.
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