Quarterly economic review

Introduction

The gradual downswing in economic activity,

which had started in March 1989 and became

slightly sharper and more dispersed during the first

half of 1991, deepened further in the four months up

lo October 1991. This is clearly rsﬂected in sharp
in all the

from the beginning of the downturn in the first
quarter of 1989 to the third quarter of 1991.

A further sharp increase in the volume of
exports, coupled with an increase in the rand prices
olexpoﬂsundudecreaaelnﬂmvolumadhnpom
‘was mainly ible for a sub
ment in the surplus on the current account ol the

alpaymentsin lhethirdquanaro! 1991. At
lised rate this sur-

of gross d
expenditure. In particular, real consumption expe:
diture by general government, which had expand
ed at relatively high rates in the preceding four
quarters and had supported aggregate domestic
expenditure to some extent, decreased substantial-
ly in the third quarter of 1991. Momovor.tharmaa
of decrease in real private

plus amounted to R9,7 billion, compared with R6,2

billion in the second quarter of 1991. It therefore

aoemshlthyllkalyl}masurplusolmlemﬁﬁbﬂ
will be recorded for 1991 as a whole.

The large surplus on the current account during

the ll-urd quaner of 1991 was accompanied by a

on the capital account;

ture and real fixed capital formation uho aeoebm-

ed in the third quarter.

In to these devel: ggreg
real d output d lly in the
third quarter of 1991, after having declined for
seven This in real

output was mainly brought about by a rise in
ax'pon volumes, highar agricultural and mining
and a in the rate of d k
related to the harvesting of the maize crop being
concentrated abnormally heavily in the third quar-
ter. Despite a sharp rise in the exports of f

the total net oulllow of capital not related to
reserves declined from R2,1 billion in the second
quarter of 199] to merely RO,1 billion in the third
quarter. Although this considerably smaller net out-
flow of capital in the third quarter was the net result
of an inflow of short-term capital and an outflow of
long-term capital, ilisalsounmdlcaﬂono(dwmr

| of the of
South Africa. This is substantiated by the recent
successful launching of a public debt issue on the
German cxxplla.l market.

The impr overall bal of pa

5

tured goods, real 1 output d
u}mplyhxrﬂ\erlnlheﬂﬂrdqum’lerol 1991 and the

of in manu-
faclunm enterprises reached a very low level. The
real value added by the commarclul sector also
declined at a rapid rate, and

ﬂonledtoufunherriseinmemlqoldundother
foreign reserves of the country, which brought the
total increase in net foreign reserves to R5,9 billion
from the beginning of 1990 to the end of September
1991. A large part of this increase took the form of a

d of reserve-related liabilities, but the gross

in value added by most of the other sectors.
Real non-primary production therefore still
decreased in the third quarter of 1991.
Even though the business cycle has now been in
a downwmd phase for neaﬂy lhlrty -two months,
n has y mild. From
Ihebegmnmgolﬂudowm\unundldmlhhdqum
ter of 1991 the real gross domestic product contract-
ed by less than | per cent, which represents a
modest decline when compared with the sharper
decrease in real output during

foreign reserves were also built up to a level equiv-
alent to the value of about two months’ imports of
goods and services.

Although the current downswing has been rela-
tively mild, it has had a much more serious effect
on unemployment than any of the previous cyclical
downswings in the past twenty years. In fact, the
formal labour market was not only unable to
cxhsorb new workers entering the labour force, but
in the ltural sectors of the

in South Africa. The mildness of the recession is
also evident from the fact that the import penetra-
uonraﬂo(l}wraﬂoolroalnwrchandmmpomw
real gross d st

decl ‘alamuchmommpxdruts!}m
in any of the p As d

in more dmail below, varlous bcton contributed to
this sharp decline in omploymem including: the
long d the fact that the

significantly in this downturn. Ecommlc activity
was supported in lar by the sharp

in the volume of merchandise exports; the volume
of merchandise exports rose by nearly 24 per cent

downturn lollowad a number of years of low
growth in production and employment; general
uncertainty regarding future political develop-
ments; internal unrest; the high level and still con-
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tinuing sharp increases in labour costs; the “hassle
element” associated with labour because of unioni-
sation and politically motivated actions; the declin-
ing trend in fixed capital stock; the lneiﬁcient

periods of twelve months. This is clearly illustrated
by the growth of M3 measured from the end of
February 1991 (when the regulatory changes were
implamemod) to Oclober, which mnounled toa

d and lised rate of about

utilisation of saving and capital; and the -
sation taking place in certain economic sectors
leading to retrenchments of labour.

Nevertheless, until fairly recently nominal
salaries and wages continued to rise at rates well
above the inflation rate. Only from the second
qunrwrd 1991 did the real wage per worker start to

decline. Labour prod y in the non: ltur-
al sectors of the 3 ‘which had d

8 per cent.

The growth in credit extended by monetary insti-
tutions to the domestic private sector levelled off
during the course of 199]. Measured from the end
of February 1991 to the end of September to allow
to some extent for ths roqulutory changes, the
growth in credit dtoa l-
ly ad| d and d rate of 14,1 per cent. In

from the middle of 1989, started to improve again
from the middle of 1990. This increase, lcther

particular, the growth in credit extended for pur-
poses of durabla privme uonaumpdon and invest-

with lower growth in d labour

brought about a decrease in the year-on-year
growth rate of real unit labour costs in the second
quarter of 1991.

The lower rate of increase in labour costs was
accompanied by a lower rate of increase in the
prices of domestically produced goods from March
1991. The prices of imported goods started to slow
down even earlier towards the end of 1990 with the
decline in international oil prices. As a result of
these movements in its two main components, the
rate of in the total 3 price index
measured over periods of twelve months contract-
ed from 14,6 per cent in November 1990 to 11,4 per
cent in September 199]. The rate of increase in the
consumer price index over periods of twelve
months at first also declined moderately from 15,3
per cent in November 1990 to 14,1 per cent in March
1991, but then rose again, on balance, to 15,4 per
cent in September 1991.

The rates of increase in the consumer price
index from August 1991, however, have been influ-
enced by the implementation of a new set of
weights based on households’ spending patterns in
1990, being compared with index values in the pre-
ceding year still based on 1985 weights. According
to an alternative which is calculated
by comparing index numbers for 1990 and 1991 that
are both constructed on the basis of 1990 weights,

ment bly in the
first nine months of 1991.

Money market conditions, which had eased
markedly in the final months of 1990, became pro-
gressively more liquid during the first ten months of
1991 as a result of the improvement in the overall
balance of payments position, lower cash reserve
requi.romanu of deposit-taking institutions, deficits

d in the pr of forward exh cover
by the Reserve chk. and Krugerrand sold to the
Reserve Bank by private organisations and individ-
uals. In order to keep its rediscount rate effective
and to prevent undue expectations of rapidly
declining money market rates, the Reserve Bank
made use of foreign exchange intervention swaps
and the issuing of special short-dated Treasury bills
to neutralise the excess liquidity.

In the secondary capital markets trading activity
decreased moderately during the course of the
third quarter. However, for the quarter as a whole
the levels of activity in most of these markets were
still significantly above the levels of the preceding
qucmar The pﬁmury ccpﬂal markets were mainly

d by a sub in the funds
raised by private-sector companies by way of new
issues of debentures, preference shares and ordi-
nary shares.

The very gradual softening of most money mar-
ket rates, which had started as early as February

the year-on-year rate of increase in
prices amounted to 13,7 per cent in September 1991.
Similarly, growth in the measured mnmiy sup-

1990, d th hout the first eleven months
of 199]. In contrast, capital market yields firmed
fmmaboulMamh 1991, but declined again sharply
in N

ply has been distorted by regul

urderﬂnDavod!mhmhwﬂmﬁormAdwhichbd
to the conversion of off-balance sheet items into
conventional deposits and assets on the balance
sheets of these institutions. A large part of the
acceleration in the year-on-year growth rate in M3
from a low of 10,2 per cent in January 1991 to 15,7
per cent in September 1991 was bably due to
these regulatory changes. The underlying rate of
increase in money supply is probably considerably
lower than indicated by the increase in M3 over
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M 4 polk:y d fairly with
interest rates at moderately positive levels in real
terms. The real effective exchange rate of the rand
was also relatively stable and declined by only 0,6
per cent from December 1990 to September 1991.
Fiscal policy, however, turned out to be more
expansionary during the first half of fiscal 1991/92
than envisaged in the Budget for the year as a
whole. This more stimulatory policy mnct was the
result of mod ly higher than budgeted expen-




diture, ik 1 with g growth
which was signﬂicantly lower than budgeted for
the year as a whole. The Central Government's
deficit before borrowing and debt repayment dur-
ing the first two quarters of fiscal 1991/92 therefore
amounted to no less than 77 per cent of the deficit
estimated for the fiscal year as a whole. As a ratio
of gross domestic product, the deficit in the first half
of fiscal 1991/92 amounted to 5,3 per cent.

Domestic output’

Current estimates show that South Africa’s aggre-
gate real gross domestic product increased slightly
in the third quarter of 1991, After growth in real
domestic product had turned negative in the fourth
quarter of 1989, total real value added continued to

This more fiscal policy should con- decline throughout 1990 and the first half of 1991 at
tribute to the revival of the d In lised rates that varied between

addition, higher growth may be fonhcoming ly % and 1% per cent. The increase in real output in
because of a continued good export performance, ﬂwd\udquaneroll%lispro\ndoml]yaﬁmuhd
the sub lly improved and fi il ata lised rate of
relations of South Africa with other countries and about ¥% per cent.

the current low level of inventories. The outlook for 'Ihismcreuseinma]outpulwmbm.lqh!ahml
the South African economy therefore seems moder- mainly by a d sharp impr in the

ately better than at the beginning of the year and a
small positive real growth rate in gross domestic
product will probably be forthcoming in 1992.

volume of exports, arininoqﬂmlmmlrmdnumm
production and a lower rate of destocking.

Agricultural output started to increase marginal-
ly from the beginning of 1991 and rose further at an
annualised rate of some 6 per cent in the third
qur.maroi 1991. ’l'hlscouldboambuhdmrdym

ly large part 70
percanl)o(q higher-than-expected maize crop that
was harvested during the third quarter. However,
recent estimates indicate that the maize crop in the
1990/31 season could still be about 14 per cent less
than the crop of 8,4 million tons harvested in the
1989/90 season.

The physical volume of mining output rose frac-
tionally in the third quarter of 1991 at an annualised
rate of about % per cent, compared with a decline of
approximately 2% per cent in the second quarter of
1991. Increases in the tons of ore milled of an
unchanged average gold content resulted in a fur-
ther in real gold prod in the third
quc:rtsr Coal producﬁon c]so continued to rise

of in internation-
al markets and the lifting of sanctions against South
Africa by certain countries. These favourable
developments in the mining sector were largely off-
set by lower levels of production by diamond and
“other” mines, following a slowdown in the world
economy.
Despite a sharp rise in the exports of manufac-
tured goods, real manufacturing production
decreased further in the third quarter of 1991.
Declines in real output were widospread among
most of the major sub- tors of
reflecting mainly the weaker domestic demand and

In accordance with normal practice during the third
quanor of every , revisions have boon made to
national &m and are in this issue
of the Quarterly Bulletin. ﬂwnvl-iommbmedcm
more complete, more detailed or otherwise more
mm}uﬂcdma In addition, seasonal factors

updahd.
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y and equip-

msnl asa resull of the postponemom af capllal
to take ad the

the value added tax.

The moderately negative to slightly positive
growth rates in the middle quarters of 1991 meant
that real gross domestic product in the first nine
months of 1991 was about % per cent below its level
in the corresponding period of 1990.

D, 4
Tmmacldecmmw@malqmdomea»
tic I dtoan lised rate of

approximately 6% per cent in the third quarter of
1991 from about 3 per cent in the preceding quarter.
This brought the average level of real domestic
expenditure during the first nine months of 1991 to |
per cent below the level of the corresponding peri-
od of 1990. The acceleration in the rate of decrease
d di in the third quarter was

| .Illllu..
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production losses arising from strikes in certain
sub-sectors of the industry. The level of the real
output in manufacturing was 4% per cent below the
level at the b of the di nin

activity. The percentage utilisation of production
capacity therefore moved down to a new low of 81
per cent in the second quarter of 1991.

Among the tertiary sectors, real value added by
the commercial sector declined at a more rapid
rate in the third quarter of 1991. This decline virtu-
ally neutralised small increases in the real value
added by the other tertiary sectors. The contraction
in real value added by the commercial sector was
particularly evident in sub-sectors such as whole-
sale and motor trade, while real value added by
the retail trade stayed more or less on the level of
the previous quarter. This relative kness in the

d result of d in all its main

After real private consumption expenditure had
started to decrease in the second quarter of 1991,
the rate of decrease accelerated in the third quar-
ter. Revised estimates show that real outlays on
consumer goods and services decreased at an
annual rate of | per cent in the second quarter of
1991. This was followed in the third quarter by an
evenlmqerdoclimm an annual monporeem
related to a d in real

1986 1987 1988 1989 1990 1901
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Components of real private consumption
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mebecausso(nmremodes!sczlm-ymdwaqe

d cut-backs in labour and

lower profits of unincorporated business enter-
prises.

The more pronounced rate of decrease in real
private consumption expenditure took place mainly
in outlays on goods, while expenditure on services
stayed relatively firm. Having declined at an annu-
alised rate of 9% per cent in the second quarter of
1991, real outlays on durable consumer goods reg-
istered a further sharp decline at an annualised
rate of some 8 per cent in the third quarter of 1991.
This sharp d arose from d contrac-
tions in pend onh hold

personal port and
goods. Real house-
hold di on i-durabl

goods i at an d rate of 6% per
cent, while even expenditure on non-durable goods
declined at an annualised rate of 1 per cent in the
third quarter of 1991. In contrast to these develop-
ments, real private consumption expenditure on
services continued to increase steadily and record-
ed a rate of increase at an annualised rate of 1% per
cent in the third quarter of 1991.

Real consumption expenditure by general gov-
ernment, which had increased sharply from the
third quarter of 1990, contracted at an annualised
rate of about 24 per cent in the third quarter of 1991.
Despite this decrease, real outlays on consumer
goods and services by general government in the
first half of fiscal 1991/92 were still 9 per cent higher
than in the first half of fiscal 1990/91. This rapid rate
of increase caused the ratio of real government
consumption expenditure to real gross domestic
product to rise marginally from 19 per cent in 1990
to 19¥% per cent in the ﬂm nine months of 1991

Real gross d fixed i
to decline in the third quarter of 1991, and the annu-
alised rate of decrease accelerated to 11% per cent
from 5 per cent in the second quarter of 1991. Real
capital expenditure have declined by no less than
11 per cent from a peak in the fourth quarter of 1989
to the third quarter of 1991. The faster rate of
decline in real fixed investment spending in the
third quarter was brought about by reductions in
real capital formation by both the private and the
public sector.

Real gross domestic fixed investment

Private business enterprises

Indices: 1986=100. Seasonally adjusted.
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Folls g marked in the two pre-
ceding quarters, real fixed capital f by the

lower rate of 15% per cent in the third quarter. This
! of growth in total salaries and wages in

private sector declined at an annualised rate of
nearly 6 per cent in the third quarter of 1991. In
particular, cut-backs in real fixed investment were
made in the sectors mining, manufacturing, com-
merce and finance. Although political uncertainty,
civil unrest and the deepening of the downswing
contributed to this further decrease in capital for-
mation by private enterprises, it was also influ-
enced in the third quarter of 1991 by the

of capital di until after the
implementation of value added tax which allows
businesses to claim input tax credits on capital
goods 1. Capital di by the pri-
vate seclor also continued to be influenced by
excess p i} pro-
qrcmmu in mining, and relcmvaly high interest
costs.

Real fixed I.nvutmom by the publk:ucior con-
tracted at an | e of app 21
porconnnthetlmdqumaro(l%l compared with
1% per cent in the preceding quarter. This substan-
tial decrease was mainly due to a decline in the

the economy could be ascribed to factors such as
lower rates of in labour per
worker, retrenchments of workers and an increase
in company liquidations; in general it was due to
the lower level of overall economic activity rather

than to structural phenomena.
The quarter-to-quarter rate of in the
1 gross surplus decel d from

a recent high of more than 20 per cent in the sec-
ond quarter of 1991 to 15% per cent in the third
quarter. This slowdown came about because of
smaller increases in the gross operating surpluses
of the secondary and tertiary sectors, which neu-
tralised the more rapid rates of increase in agricul-
ture and mining. In general, the operating
surpluses of many of the non-primary sectors were
delﬁmenmlly a!(oclad by the lharpcr decline in

1 and a di in the vol-
ume of imports. At the same time, production costs
continued to rise at fairly high rates.
Rationalisation programmsl in the gold-mining
sector cost and

real capital f of public The
real outlays on fixed investment by public authori-
ties contracted sharply and all levels of general
government recorded declines in real fixed invest-
ment expenditure.

Although real inventories declined for the ninth
consecutive quuner, the rate of decumulation
decelerated in the quuﬂsr of 1991. This more
limited d ki waa. , mainly b h
about by an increase in agricultural stocks -in-
trade. Inventories in the sectors mining, private

P’ i H

decline
at a rapid rate. The ratio of real lndusuiul und
commercial inventories to real gross d

lted in lharply higher operating surpluses in
spite of only moderate increases in the rand price
of

Domestic saving

Gross domestic saving as a ratio of gross domestic
product rose steadily from a low of 18 per cent in
the first quarter of 1991 to 19% per cent in the third
quarter. At this level, however, the domestic sav-
ings ratio is still well below its average value of 23

duct therefore decreased further from the ulraady
low level of 18% per cent in the second quarter of
1991 to 18 per cent in the third quarter.

Factor income

The growth in aggregate nominal factor income at
market prices, which had slowed down from almost
18 per cent in 1989 to 13% per cent in 1990, deceler-
ated further to about 12/ per cent in the first three
quarters of 1991 relative to the first three quarters of
1990. The quarter-to-quarter rate of increase in
nominal factor income also slowed down from
nearly 17 per cent in the second quarter of 1991 to
15 per cent in the third quarter because of lower
meuolqmwthinbothcompanenhdbctorimome

of employ and gross

surplus).

After total remuneration of employees had
increased at a revised annualised rate of about 16
per cent in the second quarter of 1991, it rose at a

6
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per cent in the 1980s and 25 per cent in the past

thirty years.
Domestic saving increased in the third quarter
olnglmgon:ﬂas:o( dissaving by the general

government. For a brief period in the four quarters
of 1990 the general government ded positive

1990, however, it has moved to levels substantially
below those of previous downswings.

An important contributing factor to this excep-
tionally sharp decline in employment is the long
dumﬁondﬂmcummdowmwing yet even more

savings, following a period of six years of negative
saving. From the first quarter of 1991 the current
expenditure of general government again out-

f is the fact that the downswing started
afterunumbefolymo(bwqmwthtnpmdwﬁon
and For in the p
duwnrwing of 1974-77 employment conﬂnuod to

tripped current 3
in the current expenditure of general g

during the first eight quarters of a relative-
When the d later deep-

in the first nine months of 1991 could mainly be
attributed to increases of 24% per cent in govern-
ment consumption expenditure and 294 per cent in
service costs on public debt compared with these

P in the cor d period of the pre-
ceding year. On top of this, general government's
current income rose by only 5 per cent over the
same period.

An improvement in private sector saving, espe-
cially net personal saving, was mainly responsible
for a rise in the domestic savings ratio. Net saving
byﬁwcmwms.edmhodalsommamodrebﬂvo-
ly firm, mainly b of an
of the need to contain costs and a more conserva-
tive dividend policy.

The ratio of net personal savings to personal dis-
posable income increased from a low not quite
reaching | per cent in the third quarter of 1990 to
approximately 2 per cent in the third quuner of
1991. Although this is an

ened, total non-agricultural employment
decreased, but at the end of the downswing it was
still higher than at the start of the recession.

Other factors also made an important
contribution to the sharp decline in aggregate
employment in the current downswing, including:

- aqemmlmooddumermmyrequrdlmhnum
political d which, in k with
sporadic internal unrest, negatively affected invest-
ments in new and existing business enterprises;

~ the already high level of and large increases in
labour costs which do not recognise the relative
abundance of less-skilled labour;

ment, lhcpemmlmngsmloissﬂllvm’ylawin
comparison with the average ratio of slightly more
than 9 per cent in the 1960s and 1970s. This
improvement nevertheless came to pass during a
time when the rate of increase in net personal dis-
posable income slowed down, and was probably
related to some extent to a more cautious attitude of
individuals towards incurring further debt.

Employment

Total Itural started to
decline from the third qua'rter ol lm At first the
rate of d in was
fairly modest, butsubanq\mnﬂyllaccelamtedcon
siderably; the quunsr-to-quarler decrease rose
from a l d and lised rate of
0,2 per cent in the third quarter of 1989 to 3,2 per
cent in the second quarter of 1991. In sharp contrast
to other macro-economic aggregates which
remained relatively firm in the current d g,

Non-agricultural employment
Recession phase comparisons

employment decreased more steeply than in any of
the cyclical downswings in the past twenty years.
As shown in the accompanying graph, the decline
tn aagroqmn employmem durlnq lhe currenl

with olhar p.ricds ol economic dnwnxw'mg up tc
the third quarter of 1990. Since the fourth quarter of
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- the effect of the “hassle element” on ‘man-

the second half of 1990. ’l‘he secnsoml.ly adjusted
workers

agement, arising from unioni and total b ol
acuonsundleadmgblosdoutpulonoccoumof has fl arounda I
worker ised level of roughly 230 000 since uboul lhe middle of

work stoppages, and stayaways;

- the declining trend experienced in fixed
capital investment during the 1980s and the ineffi-
cient utilisation of the capital stock of the country;
and

- the rationalisation taking place particularly in
the gold-mining industry in response to the gener-
ally depressed gold price and a more stable
exchange rate of the rand, which forced the gold
mines to, inter alia, retrench a large number of
employees in order to restrict production costs.

As could be expected, the rapid rate of decline in
employment was particularly evident in the non-
agricultural private sector; this sector's employment
1 d at v ad d ond lisad
rates of 4,9 per cent in the fourth quarter of 1990 and
5,5 and 3,8 per cent in the first and second quarter of
1991. Incomplete information for the third quarter of
1991 indicates a continuation of this tmnd with fur-
ther reductions in the w: of
construchon, electricity generation and the mining

ln ccntm!n to these devdopments emplaymenl by
public autk
tmdcnnuahsedmtesolGmedlapercammthe
fourth quarter of 1990 and the first quarter of 1991. As
already stated in the Quarterly Bulletin of September
1991, such increases in employment by public
authorities during cyclical downswings are not
uncommon. However, in the second quarter of 1991
amploymenl by publlc authorities decreased at a

i and lised rate of 1,9 per

cent.

The ratio of overtime hours to normal hours
worked in man declined uninterruptedly
from the third quarter of 1989 to the second quarter of
1991, and moved more or less horizontally in July
1991. In the construction industry this ratio remained
at a relatively low level from the second quarter of
1989 to the second quarter of 1991, but picked up
u.nexpedhadlylnluly 1991

b . ,

unemplayad workers in the Whhe. Coloumd and
Asian groups i, on bal from
a low point of 42 700 in December 1989 to 93 800 in
August 199]. Since the introduction of a new
method for mq unemployment levels in the
second half of 1990, wide fluctuations have
occurred in unemployment numbers. None the
less, unemployment in the first eight months of 1991
was 6,5 per cent higher than the average level in

1990 and amounted to 241 500 in August 1991.

Labour costs and productivity
Despite the downturn in economic activity, the rate
of increase in nominal salaries and wages per
worker remained on a high level during 1990 and
the first quarter of 1991. The year-on-year rate of
in 1 per non-agricul-
tural worker still amounted to 18,6 per cent in the
first quarter of 1991, However, in the second quar-
ter of 1991 it slowed down quite markedly to 13,5
per cent. If this moderation in wage increases con-
tinues, it augurs well for an eventual slowdown in
inflation.

The slower growth in nominal salaries and
wages per worker during the second quarter
occurred in private enterprises and among public
authorities. The year-on-year rate of increase in
wages per worker in the non-agricultural private
sector from 17,2 per cent in the first quarter
of 1991 to 14,8 per cent in the second quarter.
Similarly, the nominal salaries and wages per
worker employed by public authorities, which had
increased at rates of more than 20 per cent in the
four quarters up to the first quarter of 1991 (i.e. in
the fiscal year 1990/91), rose at a rate of only 10,4

1986 1987 1988 1969 1980 1991




Nominal unit labour costs in non-agricultural
sectors

» Percentage change over one year

1966 1987 1988 1989 1990 1991

percemlnmeaeuondquanarol 1991.

The 1 wage
caused the real wuge per worker in the non-agri-
cultural sectors to decrease by 1,3 per cent in the
second quarter of 1991 compared with the corre-
sponqu quuner of 1990. This decline in real

in the fourth quarter. It then reaccelerated to 1,7
per cent in the first quarter of 1991, before real
labour costs per unit of physical output decreased
by 2,1 per cent in the second quarter.

Prices

After the rates of increase in the production and
consumer price indices had generally moved
downward from the second half of 1989 up to the
first half of 1990, the crisis in the Middle East and
the ensuing rising oil prices caused the rates of
increase in these price indices to accelerate again
in the second half of 1990. However, these more
rapid price increases could not be ascribed only to
the situation in the Persian Gulf Area. In fact, the
rates of increase in the production price index for
domestically produced goods and the overall con-
sumer price index started to accelerate even before
this crisis could have had an impact on the
development of domestic prices. Other factors, such
as the rise in labour costs, increases in food prices
and

d of high infl proba-
bly also contributed to the faster rise in prices.
From the begi of 1991 the ch in the

production and consumer price indices deviated
considerably from each other: the rate of increase

in the production price index i a downward
trend, while the rate of increase in consumer prices
i on high levels.

varying b 2and 3
percenlin:hathmeysuml%to 1990. In the first
quarter of 1991 the year-on-year rate of increase in
the real wage per worker still amounted to 3,6 per
cent.

Labour y in the non ] sec-
tors of the which had d i from the

The rate of increase in the production price

middle of 1989, started to improve again from the

middle of 1990. They year rate of i

in labour productivity accelerated strongly from 0,7
per cent in the third quarter of 1990 to 1,9 per cent in
the second quarter of 1991. This improvement in
the real value of production per worker could prob-
ably be attributed to a faster decline in the number
of non-agricultural employed workers than in out-
put volumes, rather than to a determined increase
in work-effort on the part of the workforce.

The rise in labour productivity combined with
the recent lower growth in nominal labour remu-
neration caused the year-on-year rate of increase
in nominal unit labour costs to decline from a high
rate of 18,9 per cent in the second quarter of 1990 to
11,3 per cent in the second quarter of 1991. This lat-
ter rate of can also be d with an
average rate of increase of 16,5 per cent in nominal
costs per unit of physical production in 1990. The
year-on-year rate of increase in real unit labour
costs (as deflated by the price deflator for non-agri-
cultural gross domestic product) declined from 2,9
per cent in the second quarter of 1990 to 0,8 per cent

1986 1987 1068 1989 1900 1901




index over periods of twelve months accelerated
from lDSperoemlnboﬂl]ulyandAuqum 1990 to

the second and third quarter of 1990, it accelerated
tc 16,8 per cent in the fourth quarter, also mainly

14,6 per cent in N ber, but then declined again
to 11,4 per cent in September 1931. These develop-
ments were mainly influenced by roughly similar
changes in the prices of imported goods. The rate
of increase in the prices of imported goods over
twelve months accelerated at first from 3,8 per cent
in August 1990 to 19,1 per cent in November, but
then declined to 7,6 per cent in April 1991. It subse-
quently rose again to 10,1 per cent in September
owing largely to a mild weakening of the effective

exchange rate of the rand over this pniod

of the impact of the higher international
crude oil prices on domestic fuel prices. It then
declined briefly to 14,1 per cent in the first quarter of
1931, before reaccelerating to 15,0 and 16,7 per cent
Ln the second and third quarter. Thla a:cehruﬂon
price was b ht about
mainly by cor di higher in the
prices of consumer goods, while the prices of con-
sumer services rose at much more moderate rates.
The rate of increase in the consumer price index
over p»riods of twelve months, which had

Similarly, the rate of of di pro-
duced goods measured over periods of twelve
months rose from 11,2 per cent in March 1990 to 13,9
per cent in March 1991, but then slowed to 11,7 per
cent in August and September.

The quarter-to-quarter rate of increase in the
production price index (seasonally adjusted and
annualised) dropped from a peak of 20,8 per cent in
the fourth quarter of 1990 to only 1,7 per cent in the

ImmlSSpsrc.nlqulylS&)hl53par
cent in N 1990, declined only
withthelawermgo!domecﬁclualpﬂessloltlper
cent in March 1991. It then reaccelerated to an
even higher level of 15,8 per cent in July 1991, large-
lybecaundmcrecnuln price of goods such
as food, clothing and f . The rate of
mt}ummuconmmrpmmd.xﬂnndsdmcd
aomowhmlol&&and154psrcemmAuqunand

second quarter of 1991 -~ a t ty y low.
This sharply lower rate of increase in the produc-
tion price index was the result of an unusually
small increase in the prices of d lly pro-

ber 199]1. These rates were influenced by

of a new system
(dadvad from the observed patterns of a
sample of h holds in 1990) in cal-

duced goods and a decline in the prices of import-
ed goods. ﬂwqucmerb—quarmmolknmm
the prices of d
from an annualised level of 14,7 per cent in both the
fourth quarter of 1990 and the first quarter of 1991 to
an annualised rate of only 5,8 per cent in the sec-
ond quarter of 1991 - the lowest such increase since
the 5,6 per cent recorded in lhe lh.\rd quanor of

culating the price index. In accordance with the
results of this survey, the weight of consumer goods
in the calculation of the overall consumer price
index was reduced from 60,5 per cent (1985-
weights) to 57,9 per cent (1990-weights), while that
of consumer services was increased from 39,5 per
cent to 42,1 per cent.

The Central Statistical Service also calculates

1 rates of i in the

1977. The prices of d
t}wnmcmasedugqinby127percsnllnﬂnumd
quarter of 1991.

The quarter-to-quarter rate of in the

price
index. Whereas the officially announced rates of
change are still partly influenced by the 1985-

structure (b the index values for

prices of imported goods, which soared to an inor-
dinately high annualised rate of 53,8 per cent in the
fourth quarter of 1990 at the time of the conflict in
the Middle East, declined to only 5,1 per cent in the
first quarter of 1991. The lowering of import sur-
charges in the Budget for 1991/92 then caused the
prices of d goods to d ata 1
ly adjusted and annualised rate of 17,3 per cent in
the second quarter of 1991. In the third quarter the
prices of imported goods rose agaln by 13,6 per
cent, partly b of a mod in the
effective exchange rate of the rand. This brought
the quarter-to-quarter rate of increase in the total
production price index again to a seasonally
adjusted and annualised rate of 13,3 per cent.

In to these devel the move-
ments in the consumer price index were rather dis-
appointing. After the quarter-to- qucmer rate of

in prices had a season-
ally adjusted and annualised low of 13,5 per cent in

10

1991 - 1990 weights — are compared with index val-
ues for 1990 - 1985 weights — to calculate rates of
increase over periods ol mlvs momhs) the alter-
native rates of
ing index numbers for I990 and 1991 whlch are
both constructed by using the 1990 weights. The
alternative twelve-month rates of increase in the
price index d to 13,7, 139 and
13,7 per cent in July, August and September 1991.
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1 of pay and exch

Current account

A further surplus was recorded on the current

account of South Africa’s balance of payments dur-

ing the third quarter of 1991. This was the twenty-

seventh comecuﬂva quanprly surplus if seasonal
fl are , the surplua

hnndmlserviceandlruns{erpaymanummn
d 86 hat again, foll g

sharp decl in the two d
Both the value and the volume of merchandise
exports advanced to new record levels during the
third quarter of 1991. At a seasonally adjusted and
annuahudmtedR{BSbﬂllon.thevaluadmar
dise exports in the third quarter was about 6

on the current ata l

and annualised rate rose from a low of R1,5 billion
in the first quarter of 1991 to R6,2 billion in the sec-
ond quarter and R9,7 billion in the third quarter, or
from 0,5 per cent of gross domestic product to 2,1
and 3,2 per cent, respectively. In the first nine
months of 1991 the total unadjusted surplus
amounted to R4,3 billion, compared with R3,5 bil-
lion in the corresponding period of 1990. For 1991
as a whole a total surplus on the current account of
the balance of payments of at least R6 billion will
probably be realised.

The substantial increase in the surplus on the
current account in the third quarter of 1991 was the
result of an in all the of
the trade account: merchandise exports rose sub-

Balance of payments

% R bllions

2 Current account balance
10

8

6

a |

2 |

" |

2 ‘Seasonall adjusted annual rates

per cent higher than in the second quarter of 199].
This increase was almost equally attributable to
volume and price increases.

Despite the lly slack d
in South Africa’s main trading partner countries
and an apparently small increase in the volume of
world trade during 1991, South Africa’s volume of
exports rose by 4% per cent during the first nine
months of the year compared with the same period
in 1990. Substantially higher exports of manufac-
tured goods were offset to some extent by lower
exports of agricultural products, while the exports
of mining products remained more or less on the
same level as in the second quarter. The con-
tinued strong export performance was probably
related mainly to a competitive exchange rate
level of the rand and the slack domestic economic

di which lled some local fo

turers to find alternative outlets.

Although international commeodity prices in dol-

Merchandise exports
R bilions
60
— Current prices
s | ™ Constant 1985 prices |

‘Seasonaly adjusted annual fates

1985 1986 1987 1968 1989 1990 1991

1986 1987 1988 1989 1990 1991




lar terms declined further in the third quarter of
1991, therr.mdprlmolmercl-mmd!aeaxpomm
again sharply. In fact, inter

prices have decreased by 30 per cent from a peak
in the middle of 1988 to the third quarter of 1991,
while South Africa’s merchandise export prices still
rose by 18 per cent over the same period and the
nominal eﬂecuve exchanqe rate of the rand
declined only . This is expl i by the
fact that prices of the malcr proportion of South
Africa’s exports are denominated in US dollars;
from the middle of 1988 to the third quarter of 1991,
the rand depreciated against the dollar by no less
than 23 per cent.

Net gold exports, at a seasonally adjusted and
annualised rate, rose only slightly from R20,0 billion
in the second quarter of 1991 to R20,1 billion in the
third quarter. This increase took place despite a
decline in the average dollar price of gold from
US$361 to US$358 per fine ounce over the same
period; the depreciation of the rand against the
dollar caused the rand price to rise from R1 010 to
RI 024 per fine ounce. The volume of the net gold
exports contracted slightly by % per cent in the third
quarter of 1991.

After the value of merchandlse imports (season-
ally ad; d and d) had i from
R42,2 billion in the fourth quarter of 1990 to R50,2
billion in the second quarter of 1991, it fell to R49,1
billion in the third quarter. This decline was more
than fully accounted for by a decrease of 4 per cent
in the volume of imports, following the importation
of two macro aircraft and sharply higher imports of
mineral products in the first half of the year. Import
prices rose by about 2 per cent in the third quarter
of 1991 b of higher inter | oil prices,
moderate increases in other import prices and a
decline in the effective exchange rate of the rand.

The import penetration ratio (the ratio of real
merchandise imports to real gross domestic expen-

of on current
Seasonally adiustad annual rates

R billions

1990

1991 |

Istgqr 2ndgr Srdqr 4thqr

Istqr 2ndqr 3rdqr ‘

Merch exports. 41,7
Net gold exports .. 178

dise imporis 436
Net service and transfer payments......... -10,3

395
185
44,1
-103

428 455
18,0 180
-46,5 42,2
-101 -116

418 459 486

17,3 20,0 20,1 \
-47.5 -502 - 49,1 !
-10,1 -95 -99

on current 58

36

42 97

L5 6.2 87
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diture) declined from 24,5 per cent in the second
quarter of 1991 to 23,9 per cent in the third quarter.
At this level it was still above the average figure of
22.5 per cent recorded in 1990 and only moderately
below the level of 24,5 per cent at the beginning of
the downturn in economic activity. The relatively
high import penetration ratio is, of course, mainly a
reflection of the mildness of the current downturn in
‘economic activity.

Net service and trc'nsler paymenrs to non- resi‘
dents, at a d and
rate, which had decrsased from the abnormally
high level of R11,6 billion in the fourth quarter of
1990 to R9,5 billion in the second quarter of 1991,
rose slightly again to R9,9 billion in the third quar-

Arrangements with foreign creditor banks.
Approximately $480 million of the outstanding
affected debt of just under $7,0 billion at the begin-
ning of the Third Interim Debt Arrangements have
already been repaid. If conversions of debt into
long-term loans and debt/equity swaps are taken
into consideration, the outstanding affected debt of
the country at present is probably close to $6 bil-
lion.

These repayments on debt inside the standstill
net were partly responsible for a reversal in the dis-
tinctly improving trend in the net outflow of long-
term capital since the fourth quarter of 1990. The
larger outflow of long-term capital in the third quar-
!er of 1991 compared with the second quarter was,

ter. This i was the bined result of
higher tourist expenditure and lower dividend
income on investments made in other countries.

Capital account

The total net outflow of capital not related to
reserves declined from R2,1 billion in the second
quarter of 1991 to only R0,1 billion in the third quar-
ter. The total net outflow of capital of R1.4 billion
during the first nine months of 1991 was, however,
higher than the R1,1 billion registered in the corre-
sponding period of 1990, but still fell considerably
short of the outflow of R2,9 billion during 1990 as a
whole.

A net long-term capital outflow of R1,4 billion
was recorded during the third quarter of 1991, due
to some extent to the repayment of some US$180
million (R500 million) of debt inside the standstill net
in accordance with the Third Interim Debt

Net capital movements (not related to reserves)

, also due to the fact that in the preceding
twoqum-terstheSouth African Airways financed a
large part of the purchases of new aircraft with off-
shore funds and that no such transactions occurred
in the third quarter. The amount of project finance
raised abroad by public corporations was also dis-
tinctly smaller in the third quarter than the average
amount of such financing in the preceding six quar-
ters, probably because of the nearing completion of
the Mossgas project.

On 19 September 1991 a public debt issue of
DM400 million was successfully launched on the
German capital market. This was the first such
issue since the adoption of the standstill arrange-
ments in September 1985. The actual inflow of cap-
ital, however, only took place on 11 October 1991;
this foreign loan will, therefore, be recorded in the
capital of the bal in the
fourth quarter. Part of this loan (DMZ]? million) will

R millions
1990 1991
Istqr 2ndqr 3rdqr 4thqr Istgr 2ndqr 3rdqr
Long-term capital
-673 47 -328 -167 116 -398
-35 279 173 188 345 -183
-482 495 -484 -604 -787 -774
Total long-term capital -937  -1190 821 -639 -583 -326 -1355
Short-term capital, including unrecorded
transactions, but excluding reserve-
related liabilities 531 -1000 694  -1154 1362 1748 1258
Total capital movements, excluding
liabilities related to reserves.... -406 -2190 1515 1793 778 -2074 -97




be utilised to redeem an existing loan in
December 1991.

Net short-term capital movements not related to
reserves continued their volatile quarterly pattern,
which has shown outflows in one quarter being fol-
lowed by inflows in the next quarter and by out-
flows again in the ensuing quarter. These volatile
short-term capital movements — which started in
1990 - clearly reflect a more normal behaviour of
short-term capital movements, which are affected
mainly by economic considerations such as
changes in the value of foreign trade, expected
exchange rate movements, relative interest rates
and the cost of forward exchange cover.

Foreign reserves
The surplus on current (not ad d for

fore i i more ! ly by R0,9 billion,
reaching R9,6 billion at the end of September 1991.
In US dollar terms, the total gross reserves amount-
ed to $3,4 billion - roughly the same level as at the
end of May 1988 but still equivalent to only about
two months' imports of goods and services. In
October the gross reserves of the Reserve Bank rose
further by R0,6 billion.

These increases in the total gross foreign
reserves were again mainly discernible in the gold
component of the reserves. The gold reserves of the
country have now increased from 4,1 million fine
ounces at the end of December 1990 to 6,4 million
fine ounces at the end of October 1991. This was
partly due to the fact that some of the gold produc-
ﬁon of the mines was not sold concurrently on the

kets; however, the Reserve Bank

seasonal factors) of R2,1 billion exceeded the net
outflow of capital in the third quarter of 1991, result-
ing in an increase in South Africa’s net gold and
other foreign reserves of R2,0 billion over this peri-
od. This brought the increase in the net foreign
reserves over the first nine months of 1991 to R3,0
billion, following an increase of R2,9 billion in 1990.
A large part of the increase in the nal forelqn
in the

also purchased a large number of Krugerrands
from the domestic private sector.

Exchange rates

After the nominal effective exchange rate of the
rand had declined slightly by 0,8 per cent in the
first quarter of 1991, the downward movement in
the wenthsd average exchange rate of the rand

reserves again took the form of a red
reserve-related lk:bﬂihee of the country. After tak-
ing val into il the

1 to 3,1 per cent in the second quarter.
During this period the rand depreciated sharply
the US dollar and the Japanese yen in

total gross gold and other foreign reserves there-

Gross gold and other foreign reserves

% Rand
. US dollar

7 E—

view of the gth of these two on the
international markets. During the third quarter
and in October 1991 the dollar lost most of its
vigour in the major exchange markets, particu-
larly after a further reduction in US interest rates
on 13 September 1991. This caused the rand to
appreciate against the dollar; the rand still depre-
ciated, however, against the currencies of all South
Africa’s other major trading partner countries. The
overall result was that the effective exchange rate
of the rand declined by 1,6 per cent over these four

Changes in exchange rates of the rand
%

31Dec  30Mar 30Jun

1990to  1991toc 1991 to

30Mar 30Jun  31Oct
1991 1991 1991
Weighted average. 08 =31 -16
. 6.2 -53 20

36 08 -45
72 -05 52
-29 63 =35
7.7 -08 -52
62 -06 -4,7
34 -14 6,1




months. The nominal effective exchange rate of the
rand has now declined by 5% per cent from the end
of 1990 until the end of October 1991.

The decline in the nominal effective exchange
meol&wrw\ddunnqt}nﬂmmmmonnudlml

ded the infl diff 1 South

Akbamxdlﬂmdnuudimpumarmunm Th.
real effecti alsod
ahuhdy namely by 0, 6 per cent from December
1990 until September 1991.

The financial rand, which had started to appre-
ciate sharply towards the end of 1990, continued to
strengthen during the third quarter and in October
1991. From the end of June 1991 to the end of
Octoberlhnﬁnmﬁa]mndupprsdmedbys.l per
cent against the US dollar, d with an

Fi. 1 .
F

Money supply

The growth rates of all the narrower monetary
aggregates accelerated sharply in the third quarter
of 1991. This more rapid growth in money supply
was mainly due to regulatory changes under the
Deposit-taking I Act. These ch led
to the of off-ball heet items into
conventional deposits and assets, which increased
the measured money supply and bank credit. The
rate of increase in MIA over periods of twelve
months therefore rose from 14,3 per cent at the end
of December 1990 to 17,0 per cent at the end of June
1981 and to 26,2 per cent at the end of September.
In contrast to these developments, the rate of
increase in M] over periods of twelve months
slowed down marginally at first from 15,9 per cent
at the end of December 1990 to 15,5 per cent at the
end of June 1991, before rising again to 24,4 per cent
at the end of September. Measured over periods of
twelve months the rate of increase in M2 accelerat-
ed in the first six months of 1991 from 13,1 per cent
at the end of December 1990 to 20,3 per cent at the
end of June 1991. It then remained on this high
level, rising only slightly to 22,9 per cent at the end
of September 1991.

Having receded from a peak of 27,5 per cent in
August 1988 to 10,2 per cent in January 1991, the
twelve-month growth rate of M3 rose again to 15,9
per cent in February and then fluctuated around
this level up to the end of October 1991. Measured
from the “guideline” base in the fourth quarter of
1990, the growth in M3 stayed above the upper
boundary of the money supply guidelines of 8 to 12
per cent set for 1991. If allowance is made for the
effects of the rogulcnory cha.ngu. the underlying
rate of ly low. This
is clearly ulummlcd by the growth in MS if mea-
suxed!rom(hemdo(i‘abnmry 1991 tothcendol
October, which dtoa 1
and annualised rate of only 7,9 per cent. This mod-
erate growth rate reflected the cooling-down of the
and the higher but more stable interest

olZ.Dpercsntohhacommldulrtmd
The fi | rand d nar-
rowed from 13 per cent to 9 per cent over the same
period. This improvement in the financial rand dis-
count was particularly evident after the lifting of
luncﬂonlby]apan(mdtheunprovememlmhedh
position of the C
South Africa.

rates which have been maintained since 1989.
In the third quaﬂar of 1991 M3 was also less
£f d by reinter than
during the first half of the year. This is clearly
illustrated by changes in the income velocity of
circulation of M3. After remaining virtually con-
stant from the second to the fourth quarter of 1990,
the velocity of circulation of M3 decreased by 2%
per cent in the first quarter of 1991 and by a further
1% per cent in the second quarter. During the third
quarter of 1991, however, the relatively slow
growth ln M3 - only 73 per cent at a msonully

d and

d rate - was d in
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Ina lor sense, the il}
d d olRZZbﬂlioninM:idur&nqﬂm

Notes and coin in 1 and

3-month maving averages.
A R W Y il Y e VO Y D) V) 5
197576 '77 '78 '79 '80 '81 '82 '83 '84 '85 '96 ‘67 '88 '80 '90 ‘91
Diferent scales are used for notes and coin and for consumer prices
because the amplitudes of the serles ditfer.

an increase of 2 per cent in the velocity of circula-
tion.
The monetary aggregate least affected by the reg-
probably

ulatory changes was notes and coin in cir-
k outside Y The rate of
in this d over twelve

months, slowed down ubrupdy from approximately
17 per cent in the first three months of 1991 to an aver-
age of only 7,8 per cent in the three months up to
September. This growth is therefore now well below
the rate of inflation. As shown in the accompanying
graph, changes in the twelve-month growth rate in
notes and coin in circulation (which is broadly associ-
ated, with a lag, with changes in the gross domestic
expenditure) tends to lead changes in the twelve-
month growth in the consumer price index. The
recent developmmu in !hegmwlh of this aggregate

be as mildly

for the likely future course of inflation. However, like
all other aggregates, it also has certain important
shortcomings which have to be taken into considera-
tion; these include its failure as a leading indicator of
inflation in 1985 and 1986, when the sharp deprecia-
tion of the exchange rate of the rand underpinned
the rate of inflation in spite of the recessionary condi-
tions and slow monetary growth. More fundamental-
ly, the ease of substitution between cash and other
means of payment and the possibility of structural
changes could also affect the growth in notes and
coin in circulation and maka it 1ess reliable as an
d of likely infl Y
16

third quarter of 1991 was more than fully explained
by an increase of some RS billion in monetary insti-
tutions’ claims on the domestic private sector. A sub-
stantial increase in the net gold and other foreign
reserves of the monetary sector, amounting to R1,5
billion, was also recorded during the three months
up to the end of September 1991. Net claims on the
government sector were relatively stable over this
same period, rising by only R0,4 billion. On the
other hand, “net other assets” of monetary institu-
tions declined substantially in the third quarter of
1991, inter alia, because of a build-up of capital and
reserves by these institutions and an increase in
loans ived under T

Credit
The growth in credit extendod by monetary institu-
tions to the domestic private sector levelled off dur-
ing the course of 199]. Measured over a period of
twelve months, the rate of increase in credit extend-
ed to the private sector, which had receded from a
peak of 29,2 per cent in October 1988 to 12,8 per cent
in January 1991, rose to 18,7 per cam in F‘ebrua-ry
1991, largely b of the

already referred to above. It then dscllnsd to 15,7
per cent in July 1991, before rising again to 18,5 per
cent in September. From the end of February 1991

Credit extention to the private sector
%

Percentage change over twelve months

w===_Hire purchase credit and leasing advances
a5 - wem= Total credit extended to the private sector




(the month in which the new regulations came into
effect) to the end of September, the growth in the

December 1990 and 32,2 per cent in December 1989.
lnmnmlothasedmlopmenm lheq-rowthkn

monetary mzﬁmﬁons clmxm on the di pri-

vate sector i and lised

amounted to 14,1 per cent - a clear indication that

the public was making less use of credit provided

by deposit-taking institutions.

'l‘hhqrowthlncredlkclou!oorbelowd’mrmao(
of the effect

of
ued to outstrip !he inflation mﬁe The twelve-mon!h
rate of rose some-
what from 14,7 per cent in December 1990 to 17,5
per cent in September 1991. These relatively high
growth rates in mortgage advances were probably
in part an indication of the slower repayment of

of podﬂve rsul lnlsrcll rates and of the 11 cupm:l b of tight fi | d and of
more d of the . It was (whose homes had appreciated over
bably also an indication of h holds’ time) mahnq use of this credit facility to finance
umsunedhemmwymuddmgfunherk) of lly durable goods. At the
debt, and of the cutting-down of expenses by busi- mme time, the lower capitul requusments against
ness emerpﬁses under current conditions. Some mortgaqe d vis-a-vis g
i have also b less induced some banks to promote this form of credit
uccommodaﬂva in providing further credit to their extension.

customers in general.

As already pointed out in the Quarterly Bulletin
of September 1991, overall credit extension
remained more buoyant than credit that is more
closely related to durable private consumption and
investment expenditure; the twelve-month rate of
increase in hire-purchase credit and leasing
finance declined from 17,4 per cent in Deoember
1990 to 11,5 per cent in S 1991. il

Bills discounted and investments rose by 10,9
per cent and 80,1 per cent respectively in the twelve
months to the end of September 1991; however, the
substantial percentage increase in investments
obscures the fact that the absolute increase
amounted to only R24 billion.

Money market conditions and Reserve Bank

the rate of in bal ding on
credit cards measured over periods of twelve
months amounted to only 15,2 per cent in
September 1991, compared with 19,1 per cent in

P in the money market

Money market di which had al dy
eased markedly in the final months of 1990, bemme
progressively more liquid during the first eleven
months of 1991. The average daily level of accom-
modation at the Reserve Bank's discount window
decreased from R2,3 billion in both December 1990
and January 1991 to R1.4 billion in April. It then
rose somewhat to R2,2 billion in July before declin-
ing again to R1 .4 billion in September and R1,5 bil-
lion in October. From the April 1991 month-end this
accommodation consisted mainly of bills redis-
counted. The fact that deposit-taking institutions
did not make use of overnight loans further under-
lined the easier conditions in the money market.

These easier conditions were brought about
mainly by the continued improvement in the over-
all bal: of p i The sales of
Krugerrand by lha domestic private sector to the
Reserve Bank also caused the creation of additional
liquidity in the money market during 1991. In addi-
tion, lower cash reserve requirements for deposit-
taking institutions were phased in from March to
June 1991. Finally, deficits recorded by the Reserve
Bank in its provision of forward exch cover in
the second and third quarter of 1991 contributed to
the easier undertone in the money market.

The average daily level of government deposits
with the Reserve Bank stayed at about the same
level during the months from July to October 1991,
The average level of such deposits, which had

decreased 6 billion in January 1991 to R5,7
billion in April and then increased again to R9,5 bil-
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lion in July 1991, amounted to R8,3 billion in
September and R9,1 billion in October. Similarly,
the ge daily of notes in circul

outside the Reserve Bank remained fairly stable
during the period July to October 1991. Both of

these factors therefore did not b the
already high underlying level of money market
liquidity.

In order to keep its rediscount rates effective and
to prevent undue expectations of rapidly declining
money market interest rates, the Reserve Bank's
actions concentrated on neutralising excess liquidi-
ty. In this regard it made extensive use of foreign
exchange intervention swaps with major banking
institutions and the issuing of special short-dated
Treasury bills. The monthly peak value in the
amounts of foreign exchange swaps accordingly
rose from R0,9 billion in January 1991 to R2,6 billion
in June and further to R4,3 billion in October 1991.
By mid-November it reached a new record value of
R4,8 billion. The issuing of special short-dated
Treasury bills reached a peak of R1,8 billion in
August 1991 and then declined to a peak value of
R1,0 billion in October.

Net sales of government stock by the Reserve
Bank amounted to R2,8 billion in the second quarter
of 1991 and to R3,7 billion in the third quarter. From
the beginning of October to the middle of
November a further R3,4 billion in net sales of stock
were recorded. This brought the total net sales of

nt stock in fiscal 1991/92 to R9,9 billion, or
only slightly below the budgeted deficit before bor-
rowing. The corresponding total up to mid-
November 1990 was RS,9 billion. The Reserve
Bank's gross transactions in government stock
amounted to R9,7 billion in the second quarter of
1991, and to no less than R16,5 billion in the third
quarter; this rise in turnover contributed to a high-
er level of marketability of government paper. The
amount of the Reserve Bank’s transactions in traded
government stock options also increased from R6,3
billion in the second quarter of 1991 to R7.4 billion in

the third quarter.
The amount of Treasury bills offered at the
weekly tender was raised ly during 1991.

At the beginning of the year Treasury bills amount-
ing to R100 million were provided on tender each
week. This amount was then increased to R130 mil-
lion from 5 April 1991, to R150 million from 30 May
and to R200 million from | November.

Money market interest rates

The very gradual softening of most money market
interest rates, which had started as early as
February 1990, continued throughout the first
eleven months of 1991. The market rate on three-
month liquid bankers' acceptances stood at 16,50
per cent by mid-November 1991; this was more
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than 2 percentage points below its peak values of
late 1989 and early 1990 and 1,00 percentage point
lower than the Reserve Bank's rediscount rate for
such acceptances. This clearly indicated that the
underlying level of liquidity in the market was high,
that the availability of foreign finance was increas-
ing and that market participants were expecting
the next adjustment in Bank rate to be downward.
This was confirmed by the fact that the usual
month-end hardening of call rates was limited to
around 0 25 percentage points from August 1991,

with 0,50 points in July 1991
and 2,75 percentage points over the June 1990
month-end.

On 1 October 1991 the prime overdraft rate of
the clearing banks was increased by 0,25 percent-
age points to 20,25 per cent, because of the intro-
duction of a tax on financial services. However, this
had no significant effect on most other money mar-

Real minimum lending rate of banks
September 1991
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ket interest rates. In fact, the average level of the
rate on interbank call funds, which had amounted
mlSﬂpercanldnceAprﬂ 1991 and to 16,7 per cent

in to 16,2 per cent
in Oclober H T, Y
d their lending/d rate some-
what to generate hmds for the tax.
The d prime lending rate in

South Africa has fluctuated downwards from
approximately 6 per cent in January 1991 to only 4
per cent in September 1991. Recent levels of the
South African real prime rate were relatively low
when compared internationally. Indeed, as shown
in the accompanying graph in which minimum
lending rates of selected countries in S b

may also have given borrowers an incentive to
substitute short-term for somewhat longer-term
debt.

Capital market developments

Trading activity in the secondary capital markets
in the third quarter of 1991 was influenced mainly
by two factors: a marked further increase in the
yield on long-term stock and unease about a possi-
ble downward correction of share prices. Both
these factors led to a decrease in activity during
the quarter.

The value of public-sector stock traded on the
Johannesburg Stock Exchange fell back from R26,8
billion in both July and August 1991 to R12,3 billion

1991 (the latest month for which data are available)
are compared, the real prime overdraft rate in
South Africa was actually compnmﬂvsly low. In
certain countries
policies, such as Spain, Aullmllu and New
Zealand, real rates of b 10 and 12 per cent
were applicable in September 1991.

As a reflection of the easier money market con-
ditions, the part of the yield curve covering unex-
pired maturities of up to one year from
1991 started to display a “normal”

- if only

marginally upward - slope for the first time since
June 1989. This changed significantly the profile of
carry costs d with the \! of

longer-term assets by investors. This development

in Sep ber, as yields d to harden.
Trading activity then increased markedly again to
R25,1 billion in October, as the yield on such stock
started to soften. The changes in the yield on
these stocks, combined with a marked strengthen-
ing of the financial rand, resulted in a similar pat-
tern in the net purchases of public-sector stock by
non-residents. On a momhly bcsi- lha value of
these net }
from R265 million in ]uly 1991 to R94 million in
September, and then rose to R216 million in
October. For the third quarter as a whole the
value of public-sector stock traded amounted to
R65,9 billion, compared with R55,3 billion in the
second quarter of 1991.

The value of shares traded on the Johannesburg
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Stock Exchange increased with the rise in share
prices from R4,9 billion in the first quarter of 1991 to
R6,0 billion in the second quarter and to R6,4 billion
in the third quarter. However, uncertainty about
share price movements caused trading activity to
decline during the third quarter from R2,5 billion in
July to R1,7 billion in September, and then to rise
moderately to R1,9 billion in October as market sen-
timent became more optimistic. The unease about
the sustainability of the strong bull market and the

h of the f | rand b d non-
residents’ net sales of shares, which increased from
R892 million in the first quarter of 1991 to R977 mil-
lion and R1 107 million in the next two quarters.
‘The monthly value of these net sales at R395 million
in October 1991, was also slightly higher than the
average monthly amount of sales of R369 million in
the third quarter of 1991.

‘The monthly average price level of all classes of
shares peaked in July, following a marked improve-
ment of 30 per cent since the beginning of 1991. In
the next three months prices moved more or less
sideways, reflecting mainly uncertain market senti-
ments. Industrial share prices, however, continued
to surge ahead to an all-time high in September -
33 per cent above the level of February 1991 - but
then shed 0,3 per cent in October. The prices of
gold-mining shares started declining in August
1991 and had fallen by 16 per cent from July to
October, while other mining share prices declined
slightly by 1,2 per cent from August to October.

In response to the buoyant share market, the
monthly total value of deals in futures contracts
increased markedly during the first three quarters
of 1991, from R4,6 billion in the first quarter of 1991
to R5,9 billion and R7,7 billion in the second and
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third quarter respectively. The monthly level of
these d to a suk 1 R3,1

billion in August, but fell back to R2,0 billion in
October. Futures contracts in share-price indices in
October accounted for 73 per cent of the value of
futures contracts.

In the primary capital markets, the amount of
funds raised by public-sector entities’ borrowing
through new issues of fixed-interest securities
amounted to only R1,6 billion in the second quar-
ter of 1991. In July the monthly value of such bor-
rowing increased to Rl,l billion, but the
redemption of government stock led to a net
repayment of R0,8 billion in August 1991.

‘The amount of funds raised by private-sector




companies through new issues of fixed-interest
securities increased very rapidly from R3] million
in the second quarter of 1991 to R967 million in the
third quarter; R517 million of this amount was in
the form of issues of preference shares. The buoy-
ant conditions on the stock exchange and the
relatively high cost of borrowed funds favoured
share capital issues by companies. The value of
new issues of ordinary shares by listed private-
gector companies increased from R0,3 billion in
the first quarter of 1991 to R1,9 billion in the se-
cond quarter, before declining moderately to R1,5
billion in the third quarter.

In the morigage market the net amount of
mortgage loans paid out by the major deposit-
taking institutions increased slightly from a
monthly average of R834 million in the second
quarter of 1991 to R927 million in the third quarter.
The average monthly value of real estate transac-

tions in July and August, at R2,4 billion, was near-
ly equal to the average monthly level in the first
half of 1991

Capital market yields and interest rates
The average monthly yield on long-term govern-
ment stock rose sharply from a low of 15,6 per cent
in February and March 1991 to 17,2 per cen( in
October. This refl 1 the market's that
inflation would remain high and fears that the public
sector’s borrowing requirement may well exceed the
budgeted figure by a substantial margin. The aver-
age monthly yield on Eskom stock followed the
trend in long-term government stock closely, though
at a slightly lower level. The average margin
between long-term government stock and Eskom
stock widened from a narrow 0,11 percentage points
in January to 0,45 percentage points in October.
‘This margin is influenced by the trading activities of
non-residi the greater marketability of Eskom
stock and the ability to hedge in the futures markets.
Recent developments in the trading of options

Capital market yields
%
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i that the market is expecting a decline in
yields, as call options began to exceed put options
by a considerable margin. For instance, with the
yield at about 17,4 per cent for the week ending 24
October 1991, call options amounted to R6,5 billion
and put options to only R2,0 billion.

The upward trend in long-term yields and the

| levelling-off in the d inflation rate
caused a slight increase in the real yield on long-
term government stock from a low of 0,5 per cent in
July 1991 to 1,3 per cent in September.

The deposit-taking institutions’ predominant
home mortgage rate, which had been maintained
at 19,75 per cent since April 1991, was raised by 0,25
percentage points to 20,0 per cent in October 1991.
This i was made in to the taxation

d 1 in lieu of value
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added tax. 'I‘hsmtmducﬁonohhutuxulsolsd(oa
| in the twelve-month deposit rate of these

0.10

Jan Feb Mar Apr May Jun Ju A Sept Oct
16891

* Margin between long-term government stock and Eskom stock

which is ded as ind of
deposit rates in general, by 0,50 percentage points
to 15,5 per cent, to alleviate the pressure on interest
rate margins.

The improvement in the average level of share
prices was mainly responsible for a decrease in the
dividend yield by 1,05 percentage points from
January 1991 to July. In accordance with the subse-
quent levelling-off of share prices, the dividend
yield then increased by 0,07 percentage points from
July to October 1991. In October this yield therefore
averaged 3,30 per cent. The earnings yield on
shares di d by 3,00 p points from
January 1991 to August because of lower profits
made by listed companies. It then recovered briefly
by 0,05 points to S ber, before

again st ing 0,10 points in October.
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Government finance

Fiscal policy turned out to be more expansionary
during the first half of the fiscal year 1991/92 than
envisaged in the Budget for the year as a whole.
This was not so much due to the fact that the
growth in government expenditure exceeded the
budgeted growth rate in expenditure by a moder-
ate margin, but more speclﬂcully bocauu lhe

in gt
lower than esumated in the Budqe! for the fiscal
year as a whole. The Central Government's deficit
before borrowing and debt repayment during the
first half of fiscal 1991/92 therefore amounted to no
less than 77 per cent of the deficit projected for the
year as a whole.

issues
The year-on-year rate of increase in Exchequer
lm'uea to government departments (after the usual
for changes in the bal on the
General A t) 1 d marked-
ly[mm 10,9 per cent inmeﬂmorlunaqucmerol
fiscal 1991/92 to 20,6 per cent in the September
quarter. In October 1991 this rate of increase

Exchequer receipts and issues
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amounted to 26,9 per cent. During the first seven
months of the year these issues were 17,0 per cent
higher than in the corresponding period of the pre-
ceding year, or markedly above the increase of 13,7
per cent in government expenditure that had been
gnvisaqodin!heBuqubnhnyma:awhdn
h ues, , exclude the
lrunl(ar of R450 million to the Export Credit
Reinsurance Fund in July 1991. This expenditure
was not included in the Central Government's
1991/92 expenditure estimates because it was fund-
ed from the Exchequer's financing surplus in fiscal
1990/91. If total Exchequer issues in the first seven
months of fiscal 1991/92 are compared with the bud-
geted and off-budget Exchequer issues in the
period of the previous year, the rate
of increase in these issues amounted to only 13,7
per cent. This comparison is, however, affected by
the fact that figures for the first seven months of
1990/91 include the exceptionally large transfer to
the Independent Development Trust of R2,0 billion.
Exchequer issues to government departments
in the first seven months of fiscal 1991/92 were
equivalent to 58,1 per cent of total budgeted
expenditure for the fiscal year as a whole, against
a ratio of 57,6 per cent in the corresponding period
of fiscal 1990/9]1 and an average ratio of 58,4 per
cent for the first seven months in the preceding five
fiscal years. From these comparisons and taking
into considsrauon the amounts of additional
e already d, it can be
deduced that Exchoquor issues to government
departments in fiscal 1991/92 are likely to em.od
the Budget for gove
by a marked amount.

Exchequer receipts

tions was caused mainly by lower than expected
increases in the revenues from the fuel levy, the
general sales tax and income tax on mining and
non-mining companies. The year-on-year rate of
increase in the receipts from general sales tax in the
first half of fiscal 1991/92 amounted to only 2,5 per
cent; an overall increase of 6,8 per cent from this
source and from value added tax had been budget-
ed for the fiscal year as a whole. Although income
tax on individuals rose fairly sharply, a decline in
receipts from companies in the first half of 1991/92
was responsible for a moderate rise of 10,7 per cent
in total income tax collections above the level in the
corresponding period of the previous year, com-
pared with a budgeted increase of 18,7 per cent.
The year-on-year rate of increase in the fuel levy
during the first half of fiscal 1991/92 amounted to
only 11,4 per cent, against the budgeted increase of
15,1 per cent for fiscal 1991/92 as a whole.

Deficit before borrowing

The deficit before b g and debt repay

in the first seven months of fiscal 1991/92 amounted
to R8 129 million, or about 80,3 per cent of the bud-
geted deficit of R10 118 million for the fiscal year as
a whole. The deficit in the first seven months of fis-
cal 1990/3] amounted to R3 053 million, or to 38 per
cent of the bud d deficit. Asa of
gross domestic product, the deficit before borrow-
ing in the first half of fiscal 1991/92 amounted to 5,3
per cent; the original Budget estimates provided for
a ratio of 3,4 per cent of gross domestic product for
the fiscal year as a whole.

The deficit of R8 129 million in the first seven
months of fiscal 1991/92, plus the discount of R3 099
million on new government stock issues and the
lrans(er of R450 million to the Export Credit

The year-on-year rate of in Exch
receipts increased from 2,1 per cent in the June
quarter of fiscal 1991/92 to 9,0 per cent in the
Soplember quanar In October 1991 lhh rate of
receipts d to 5,8 per
Accordingly, total receipts in the first seven
lnonlhs of fiscal 1991/92 were 6,0 per cent higher
than in the first seven months of fiscal 1990/91. This
rate of increase is significantly lower than the
increase of 11,1 per cent in government revenue
;ﬂ*;il:uqsd in the Budget for the fiscal year as a

Exchequer receipts in the first seven months of
fiscal 1991/92 constituted only 54,2 per cent of total
budgeted revenue for the fiscal year, against a
Tatio of 59,7 per cent in the corresponding period of
fiscal 1990/91 and an average ratio of 58,2 per cent
for the same period in the preceding five fiscal

Thahclll'm}.‘.xchaquerrecelpumﬂmﬂmdx
Months of fiscal 1991/92 did not come up to expecta-

Fund (for a total of R11 678 million),
were financed by means of the following debt
instruments:

Go ¥ (including d
Troa:urybﬂh

Foreign loans ...
D in available cash bak
Total financing of Exchequer deficit ..
Lnss Transfer to the Export Credit
Fund 450
Discount on new government stock ..... 3 099
Total net financing (= deficit before
b ) 8 129

An analysis of the financing of the deficit before
borrawing by type of lender is available only for
the first half of 1991/92. During this period the total
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* Including the transfer of R450 million to the
Export Credit Reinsurance Fund.

Further changes to value added tax
On 29 September 1991 the M of Finance
d a further ad in value added tax
which b {f on 30 September 1991.
The Minister stated that an additional number of
food items would be taxed at the zero-rate until the
end of fiscal 1991/92. These items included samp,
crushed maize, whole maize, dried beans, soya
beans, lentils, canned pilchards, fresh milk and
milk powder. The estimated loss of government
by of these ch d to
about R170 million for fiscal 1991/92.
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