Quarterly economic review

Introduction

South African economic conditions in the fourth quarter
of 1992, and for that matter during the year as a whole,
were characterised by five major developments, namely:
- a considerable deepening in the economic
downturn to low levels of production, expenditure,
investment, saving and employment;

a weakening of the surplus on the current account
of the balance of payments largely because of the
serious drought, coupled with further large capital
outflows and a decline in the foreign reserves;

- further progress in establishing a more stable
financial environment, particularly a lower inflation rate;
buoyant conditions in most segments of the
domestic capital market, with the notable exception of
the real estate market; and
- a substantial rise in the public-sector borrowing
requirement on account of a high level of government
expenditure and of government income performing well
below expectations.

The serious drought experienced in South Africa,
uncertainty regarding political developments, and
subdued international economic growth, caused real
gross domestic product to decline again sharply in the
fourth quarter of 1992. However, in contrast to the
preceding quarter (when the output levels of aimost all
sectors decreased), the decline in the fourth quarter
was restricted mainly to the agricultural and secondary
sectors, while the real value added by mining and the
tertiary sectors rose moderately. Real domestic output
nevertheless decreased by 2 per cent in 1992 - the
third consecutive annual decline in total production. As
a result, living standards, as measured by real gross
national product per capita, have now decreased by
nearly 13% per cent since the start of the recession in
the beginning of 1989.

Aggregate real gross domestic expenditure
fluctuated sharply during the course of 1992, but for
the year as a whole contracted by 2 per cent; which
was markedly higher than the rate of decline in the
preceding year. This decline in domestic expenditure
was brought about by lower consumer outlays, real
capital formation and inventory levels, while real
government consumption expenditure remained on
about the level of the preceding year.

Lower real personal disposable income and a
weaker demand for durable and semi-durable
consumer goods caused real private consumption
expenditure to decline further in the fourth quarter of
1992. For the calendar year 1992 the real outlays of

consumers decreased by 2% per cent — the first such
decrease since 1985. Real consumption expenditure of
the general government increased at a slower rate, but
the level of government consumption, at 21 per cent of
gross domestic product, was very high in comparison
with an average of 16% per cent in the 1980s.

The real value of gross domestic fixed investment
contracted further in the fourth quarter and total real
fixed investment in the fourth quarter of 1992 was
almost 23 per cent below its most recent peak value in
the fourth quarter of 1989, In 1992 the real fixed
capital stock of the country expanded only marginally
(by less than % per cent), if this trend of low fixed
investment is maintained, it could seriously impede the
growth potential of the South African economy.

Gross domestic saving also decreased sharply
further during 1992 owing mainly to a substantial
increase in the dissaving of the general government.
Corporate saving rose in the face of lower profits
because of a more conservative dividend policy
introduced by many companies, while net saving by
households showed a distinct but moderately
increasing trend, despite the redistribution of income to
households with a higher propensity to consume. This
development could probably be ascribed to uncertainty
regarding future earnings and employment
opportunities, causing many households to restrict
consumption outlays and reduce indebtedness.

The downturn in economic activity seriously
affected employment in the formal sectors of the
economy. Retrenchments led to slower growth in the
total nominal wage bill, but not to a significant decline
in the growth of average salaries and wages per
worker. However, a slower rate of increase in the real
wage per worker and steady increases in labour
productivity did give rise to a small decline in real unit
labour costs in the third quarter of 1992.

The serious drought, which had led to a substantial
increase in agricultural imports and to a similar
substantial decline in agricultural exports, was
responsible for a sharp weakening of the surplus on
the current account of the balance of payments. In
fact, if transactions in agricultural products are
excluded from current-account transactions, the
adjusted balance continued to fluctuate around a high
level, indicating that the deterioration in the current
account balance may only be a short-term problem if
agricultural conditions should improve. South Africa’s
terms of trade, however, continued to weaken.

A large outflow of short-term capital not related to
reserves was responsible for a more serious
deterioration in the capital account of the balance of
payments. This outflow of short-term funds was
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