


3. The identification and evaluation of
economic indicators

In the 1980s it was already clear that the established
behaviour patterns of some economic variables included
in the composite business cycle indicators were being
disrupted. In addition, the comparability or continuity of a
number of economic indicators was being seriously
eroded by institutional and policy changes.’

Work carried out by leading research institutions* has
identified a number of new economic indicators which
comply with the criteria laid down for cyclically sensitive
data. Consequently, the previous indicators and some
newly chosen ones were subjected to a comprehensive
assessment in order to examine the sensitivity and
stability of their timing relationships with the overall
business cycle. The objective of these assessments was
to ascertain the validity of all three composite indicators
since 1979,

In order to reduce the degree of subjective discretion
in choosing the individual business cycle indicators, an
objective evaluation system was designed. The main
criteria used in the evaluation system are the economic
significance of the activity or process which is
represented by the indicator, the statistical adequacy of
the data, the historical conformity and the relationship
with the business cycle as to the timing of changes, the
smoothness of the time series and the timely availability
of the data.

Notwithstanding the influence of various exogenous
factors on economic behaviour during the 1980s, the
assessment of most of the previous business cycle
indicators showed sufficient statistical adequacy as well
as cyclical sensitivity. However, the inconsistency or
change in the timing relationship with the overall business
cycle of certain previously included indicators has given
reason for them to be excluded from the newly calculated
composite business cycle indicators,

In an effort to compile business cycle indicators as
accurately as possible, a large number of economic time
series was analysed and assessed. Those series that
were identified as reliable business cycle indicators were
then included in the composite business cycle indicators
for one of two reasons. Firstly, a new series replaced an
existing component of the composite indicator if the
cyclical time path followed by the new series is superior
to that of the previous one. Secondly, a time series was
included as an additional series if it covered an aspect of

‘  Examples are the termination of prescribed investment
requirements, the granting of mortgage loans by banks in
addition to those granted by building societies and the
broadening of unemployment registrations to include Black

* Moore, G.H.: Leading Indicators for the 1990s, Dow
Jones-Irwin, lllinois, 1990, Lahiri, K, and Moore, G.H.:
Leading economic indicators. New approaches and
forecasting records, Cambridge University Press,
Cambridge, 1991,
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the macro-economy which had not been captured
before by the composite indicator.

4. Results of evaluating the indicators

4.1 Leading business cycle indicators

Various time series previously included were omitted from
the revised leading business cycle indicator. Owing to
the unstable cyclical timing relationship, four indicators
are no longer included in the composite indicator.  They
are employment in the mining sector, utilisation of
production capacity in the durable goods industries, the
physical volume of steel exports and merchandise
exports (excluding gold).

The prices of industrial and commercial shares and the
dividend yield on industrial shares were both omitted from
the leading indicator because these price movements are
already included in the prices of all classes of shares, At
the same time, the value of new mortgage loans and re-
advances granted by building societies for the construction
of buildings could no longer be used because of the non-
comparability of this series over time.

Sorme of the series previously included in the composite
indices were also replaced by related series which
performed better in terms of cyclical sensitivity, namely:

- The real value of merchandise exports, excluding
gold, was replaced by the same series at current prices.
The new series, however, no longer includes agricultural
exports, which were found to be influenced greatly by
exogenous factors such as sanctions and unfavourable
- The value of real estate transactions was replaced by
the time series of the number of such transactions,

- The opinion survey of the ratio of stocks to demand in
manufacturing is now being used, instead of the previous
series of the ratio of stocks to sales in manufacturing,”

- The series on the percentage change over twelve
months in the M1 money supply in nominal terms was
replaced by the same series of M1, but expressed in
real terms.

- The number of residential building plans passed
replaced the value of residential building plans passed at
constant prices.

Six new series were also included in the new
composite indicator, namely:
- Overtime hours as a percentage of ordinary hours
worked in manufacturing.®
- Opinion survey of business confidence in
manufacturing, construction and trade.”

This basic information is published by the Bureau for
Economic Research, University of Stellenbosch.

*  For most of the industries it is easier to adjust the lenath of
the working week to changed economic conditions rather
than to change the number of workers. Consequently this
series is a more sensitive indicator than the number of
workers,















6. Timing relationships of revised indicators

The timing relationship as well as the average monthly
deviation between the new composite indicators and the
reference tuming-points of the business cycle are shown
in Table 3.

Table 3. Timing relationship between new
indicators and refence turning-points of
the business cycle*

Reference tuming-
points Coincident Leading Lagging
indicator indicator indicator
Peak Trough
August 1981 +1 -10 +7
March 1983 +1 -9 +4
June 1984 -1 -1 +5
March 1986 0 -13 +14
February 1989 +2 -9 +5
Average +% -8 +7

* A plus (minus) sign indicates that the relevant indicator lags (leads) the
relerence tuming-point,
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