


1989 to 9 per cent in the second quarter of 1993. This
lower growth in labour remuneration was the combined
result of more realistic wage demands of trade unions,
lower salary adjustments granted by private business
undertakings, and retrenchments arising from
rationalisation in the private as well as the public
sector.

The higher output and lower domestic expenditure
led to a substantial increase in the surplus on the
current account of the balance of payments In the
second quarter of 1993, In particular, the value and
volume of merchandise exports rose considerably in
view of increased exports of diamonds, agricultural
products and manufactured goods. A rise in the price
of gold caused the value of net gold exports to
increase, while the value of imports declined owing to
lower imports of agricultural and mineral products.

A smaller outflow of short-term capital (including
unrecorded transactions) was responsible for a more
than halving of the net capital outflow from the country,
namely from R3,7 billion in the first quarter of 1993 to
R1,7 billion in the second quarter. As could be
expected, this resulted in a small rise in the gold and
ather foreign reserves. The level of the gross foreign
reserves, however, remained low. Despite the
improved overall balance of payments position, the
nominal and real effective exchange rate of the rand fell
sharply further in the second quarter of 1993; the rate
of decline in the weighted exchange rate of the rand in
nominal terms then slowed down in July and August
1993,

The low level of domestic economic activity and the
pursuance of a conservative monetary policy led to a
further sharp decline in the growth of money supply
and bank credit extension, During the first half of 1993
the growth in M3 actually receded to below the lower
limit of the money supply guideline range for 1993.
The consolidation of clients’ depasits and borrowing
under flexible mortgage facilities and some
disintermediation (because of the relatively wide
margins between banks' deposit and lending rates,
and the selling of bankers’ acceptances to investors in
the non-bank private sector after the liquid-asset status
of this paper had been terminated) also contributed to
the lower growth in these aggregates.

In response to the consistent action of the monetary
authorities against inflation, the measured inflation rate
continued to increase at relatively low rates varying
around 10 per cenl notwithstanding large increases in
indirect tax rates. This could be an indication that
South Africa is moving into an era of greater price
stability. Had it not been for price increases associated
with specific incidents, such as the Gulf War of
1990/91, the severe drought of 1991/92 and the
introduction of value-added tax, consumer price
inflation would probably have been considerably lower.

In the financial markets, money market conditions
continued to be relatively tight during the first eight
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months of 1993, Funding of the government shortfall
and a decline in the net gold and other foreign reserves
of the Reserve Bank resulted in fairly high levels of
accommodation at the discount window. The actions
of the Reserve Bank in the money market were
therefore mainly directed towards alleviating these tight
conditions and neutralising short-term fluctuations,

The capital market was characterised by a sharp
increase in the trading of stocks and derivatives
emanating from the higher gold price, a softening in
bond yields and divergent expectations regarding
interest rate movements, Share prices reached new
record levels in July 1993 before a downward
correction in the gold price caused the prices of shares
to fall during August. The value of funds raised by the
public sector increased significantly in the first half of
1993, but the value of new issues of securities by the
private sector levelled off and real -estate transactions
declined further.

The general downward movement in money market
interest rates, which had already started at the
beginning of 1990, carried on in the first four months of
1993; some of these rates subsequently, however,
rose slightly. Capital market rates, specifically the yield
on long-term government stock, at first moved to
moderately higher levels in this period owing mainly to
a substantial increase in the supply of government
stock and the conversion of bank credit of the
independent national states to marketable stock debt,
From June these long-term interest rates receded
somewhat again.

This rise in the supply of government stock was
related to the increase in the public-sector borrowing
requirement as well as to an over-funding of the
Exchequer deficit, The total public-sector borrowing
requirement amounted to R7,5 billion in the second
quarter of 1993 (the first quarter of fiscal 1993/94), or
to 8,6 per cent of gross domestic product. A sharp
increase in government expenditure and a smaller-
than-projected rise in revenue gave rise to a large
deficit before borrowing on the Exchequer account.

The government was able to finance this deficit with
relative ease and exceeded the funding requirements
to a considerable extent in the first quarter of fiscal
1993/94, Government stock remained the main debt
financing instrument, and a substantial part of the
stock issues was taken up by the Public Investment
Commissioners on behalf of the goverment employees'
pension funds at what were perceived to be attractive
yields.



























Balance of payments on current account
Seasonally adjusted annual rates

R billions
1992 1993
1stgr 2ndar 3rdgr 4thgr Year 1stqgr 2ndgr
Merchandise exports ... 470,56 49,6 495 494 490 472 56,2
INOE Ol OXDOIS . avceressrersdrnenans rasasspmere sassass posswmbdonmaoss 18,1 16,7 204 18,2 184 211 22,2

Merchandise imports ..........ccoeeee.
Net service and transfer payments.......ccoooviviiiniiienn

495 -492 -554 -534 -519 -564 -56,1
=108 -11,6 =116 =122 116 -112 =422

Balance on current account A

5,2 5,5 3,0 2,0 3,9 0,7 10,1

The value of net gold exports at a seasonally
adjusted and annualised rate rose from R21,1 billion in
the first quarter of 1993 to R22,2 billion in the second
quarter, owing mainly to a rise in the price of gold, The
fixing price of gold averaged US$360 per fine ounce in
the second quarter of 1993; in the first quarter of this
year it came to only $329 per fine ounce. In July 1993
the gold price rose even further to an average of $392
per fine ounce; for a brief period it actually rose above
$400 per fine ounce to a high of $406 per fine ounce
on 2 August 1993, before declining again to between
$370 and $375 in the second half of August. This
sudden drop in the price of gold could be attributed to
a decline in the physical demand for gold, stop-loss
orders and the re-establishment of somewhat more
stable conditions in the European Exchange Rate
Mechanism. In rand terms per fine ounce, the price of
gold rose from R1 029 in the first quarter of 1993 to
R1 150 in the second quarter and to R1 293 in July
and August 1993,

The value of merchandise imports declined slightly
from a seasonally adjusted and annualised rate of
R56,4 billion in the first quarter of 1993 to R56,1 billion
in the second quarter, or by % per cent. Moderate
rises in the prices of imported goods and a sharp
decline in the nominal effective exchange rate of the
rand caused the prices of merchandise imports to
increase by about 3 per cent in the second quarter of
1998. Import volumes declined by some 3% per cent
from the first to the second quarter of 1993, owing
largely to lower imports of agricultural and mineral
products. The value and volume of merchandise
imports in the first half of 1993 were nevertheless still
14 and 5% per cent above their respective levels in the
corresponding period of the preceding year.

Net service and transfer payments to non-residents
(seasonally adjusted and annualised values) increased
from R11,2 billion in the first quarter of 1993 to
R12,2 billion in the second quarter. Higher travelling
expenses related to an increased number of South

Africans travelling abroad were largely responsible for a
sharp increase in service payments. These increased
payments were countered to some extent by a rise in
receipts from freight and merchandise insurance and
from transport services rendered to foreigners,

Capital movements

The net outflow of capital, which had started to
increase during the second quarter of 1992 owing to a
deadlock in the political negotiation process at that
time and which had deteriorated substantially in the
subsequent nine months, improved somewhat in the
second quarter of 1993. After having increased from a
mere R11 million in the first quarter of 1992 to
R3,7 billion in the first quarter of 1993, the net outflow
of capital not related to reserves contracted to
R1,7 billion In the second quarter of 1993. The total
net outflow of capital over the twelve-month period
ended June 1993 was therefore no less than
R9,8 billion, compared with R4,4 billion in the
preceding twelve-month period.

As could be expected, this improvement in the
capital account took place mainly in short-term capital
movements: short-term capital (excluding reserve-
related liabilities, but including unrecorded transactions)
decreased from net outflows of R2,6 billion in the
fourth quarter of 1992 and R3,5 billion in the first
quarter of 1993, to a more moderate R1,7 billion in the
second quarter, This smaller outflow of short-term
funds nevertheless still exceeded the quarterly average
net outflow of R1,2 billion recorded during 1992, The
further outflow of short-term capital in the second
quarter of 1993 was probably caused by leads and
lags in foreign payments and receipts related to the
continuing strong performance of the dollar on
international foreign exchange markets, the availability
of domestic credit facilities and the ongoing unrest in
the country.

Long-term capital movements changed from a
recorded net outflow of R204 million in the first quarter
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first four months of 1993/94 against the first four
months of the preceding fiscal year was considerably
higher than the budgeted rate of increase. Moreover,
on 6 August 1993 the Government announced that an
amount of R724 million will also be set aside to provide
aid to certain sections of the economy: R469 million
for a wide range of agricultural activitles and
R255 million for job creation.

Exchequer receipts performed dismally during the
first two months of fiscal 1993/94, but improved
substantially in June 1993. This brought the rate of
increase in government receipts to 13,0 per cent in the
first quarter of fiscal 1993/94, compared with the same
quarter of the preceding fiscal year. |f Exchequer
receipts in July 1993 are also taken into consideration,
the year-on-year rate of increase remained unchanged
at 13,0 per cent in the first four months of 1993/94.
An increase of 17,3 per cent in government receipts
was estimated in the Budget for the year as a whole,

As shown in the accompanying table, the lower-
than-expected increase in government receipts during
the first four months of fiscal 1993/94 could mainly be
blamed on the low proceeds from income tax during
this period. However, the Department of Finance has
indicated that this low rate of increase could have been
affected by the implementation of changes to the
income tax system and that the proceeds from this
source may be higher during the rest of the fiscal year.
Income recelpts from value-added tax, which had been
adversely affected during April and May 1993 by pre-
emptive consumer buying to avoid the imminent
increase In the value-added tax rate, increased by
54,7 per cent in the first four months of fiscal 1993/94
compared with the corresponding period of the
preceding fiscal year. The proceeds from customs and
excise duties in the first four months of fiscal 1993/94
also increased at a higher-than-budgeted rate.

The higher-than-budgeted Exchequer issues and
lower-than-budgeted government receipts resulted in
an Exchequer deficit before borrowing and debt
repayment of R9,4 billion for the first four months of
1993/94; this was equal to 36,1 per cent of the
budgeted deficit of R25,9 billion for the fiscal year as a

Percentage increase in exchequer receipts

Budgeted for Actual in

fiscal year first four

1993/94 months
Customs and excise...... 10,0 13,7
Inland revenue............... 18,6 14,8
{2142 53[0 1 5. R 11,6 1.3
Value-added tax......... 431 54,7
Total receipts........couveee 17,3 13,0
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whole. As a ratio of gross domestic product, the deficit
before borrowing and debt repayment came to
10,0 per cent in the first quarter of fiscal 1993/94,
compared with an average of 8,3 per cent for the
corresponding period of the preceding five fiscal years
and the 7,0 per cent budgeted for the fiscal year
1993/94 as a whole, (The last-mentioned ratio differs
slightly from the ratio provided by the Minister because
privatisation proceeds have been excluded from
ordinary government revenue and included in the
financing of the deficit for purposes of economic
analysis.)

The Exchequer deficit before borrowing and debt
repayment for the first four months of fiscal 1993/94
was financed with funds obtained from:

R millions
Public Investment Commissioners ............... 3774
Non-monetary private BOCIOP i s orensmeasaboriness 14 A26

Foreign sector .. -190

Monetary mstntuhons . -6 534
Coarporation for Pubhc Deposds -2 599
Other monetary institutions... -3 935

Total gross financing... 11 476

Less: Discount on new government siock 2112

Total net financing... 9 364

The financial instruments utilised in financing the
Exchequer deficit during the first four months of fiscal
1993/94 were as follows:

R millions
Government stock (including discount) ........ 21275
TTRaSUNY BillSie soaavss ssnminsnis ssimniisamimisasiiins -513
FOrBIN IOBIE v pms s o TSy s -112
Non-marketable securities .........ivviviininn -60
Change in available cash balances
(increase -, decrease +)
Cash balances at the Reserve Bank....... -3114
Cash balances at banks.........ccccciieennne -6 000
TV SENGING s svisp e duis e 11 476
Less: Discount on new government stock .. 2112
Total net financing.......ccoeeueee. 9 364

From this information it is apparent that government
stock remained the primary debt-financing instrument,
which also explains the large discount of no less than
R2,1 billion in the first four months of fiscal 1993/94. A
substantial partion of this stock was taken up by the
Public Investment Commissioners on behalf of the
government employees’ pension funds, at what were
perceived to be attractive yields. No less than 77,5 per
cent of the budgeted borrowing requirement had
already been financed by means of government stock
issues in the first four months of fiscal 1993/94; in the
corresponding period in the preceding fiscal year this
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