Quarterly economic review

Introduction

Growth in the economy, which for some time has been
proceeding at a rate in excess of the economy’s long-
term potential as determined by the current domestic
savings ratio, slackened somewhat In the third quarter
of 1996. This slackening came about in spite of a major
fillip arising from a sharp increase in agricultural
production. Judging by growth in the economy outside
the agricultural sector, it either seems as if the
acceleration in the rate of recovery in overall economic
activity since 1993 is now losing momentum, or that the
upper turning-point of the business cycle might already
have been passed. The slowdown in the rate of
expansion, however, is likely to differ from preceding
downturns during the 1980s in that it is expected to be
a slowdown of output growth around a rising long-term
trend, rather than an absolute decline in real output.
For 1996 as a whole, growth in real gross domestic
product of some 3 per cent is still projected.

The weakening of output growth in the third quarter
of 1996 was more conspicuous in the non-agricultural
goods-producing industries than in the service-
providing sectors of the economy. Mining production,
and more specifically gold-mining output, declined fairly
strongly in the third quarter of 1996. Manufacturing
production also lacked vigour in the first three quarters
of 1996. Although exports of manufactured products
responded positively to the depreciation-induced
increase in the competitive strength of South African
producers, the response of manufacturing output was
rather placid. It seems as if the increases in manu-
facturing export volumes during 1996 came mostly as a
substitute for inventory accumulation and final sales in
the domestic market without any meaningful expansion
of manufacturing output volumes. The lethargic output
performance of the goods-producing industries was to
some extent counteracted by slightly more energetic
output growth in the services industries. The financial
services sector, especially, benefited materially from
high activity levels in the bond, equity and other financial
markets.

The slowdown in domestic output growth coincided
with an actual decline in aggregate gross domestic
expenditure, thereby reducing the excess of domestic
expenditure over domestic production and narrowing the
deficit on the current account of the balance of pay-
ments. Growth in all the major components of aggregate
final demand slowed down in the third quarter of 1996
and investment in inventories was reduced substantially
from the second to the third quarter of 1996. Despite
growing at a lower rate, private consumption expenditure

was still rising too rapidly and was financed to a signifi-
cant extent by bank credit extension.

The low savings ratio of the South African economy,
which is exacerbated by the rapid expansion of private
consumption expenditure, remains a serious cause for
concermn. The experience of the latest recovery in the
economy seems to confirm that the lack of sufficient
domestic saving is one of the factors preventing the
South African economy from growing on a sustainable
basis at a rate of more than 2/ to 3 per cent per year. [t
would appear that growth beyond this range leads to
unsustainable deficits on the current account of the
balance of payments. In view of the fickleness of
foreign capital movements, it remains risky to rely for
too long on the inward movement of international
capital to augment domestic saving. To overcome this
serious savings constraint on South Africa's long-term
economic growth and prosperity, it is important that the
government’'s macroeconomic strategy for growth,
employment and redistribution, with its strong emphasis
on raising saving and improving macroeconomic
stability, be implemented.

Up to the end of the second quarter of 1996, the
recovery in economic activity was unable to lift the
employment-creating capacity of the economy in a
sustainable way. The gains in private-sector employ-
ment during the second half of 1994 and the first half of
1995 were reduced by sustained job losses since the
middle of 1995. Economic growth without job creation
has indeed become a very troubling aspect of the
South African economy.

The growth in nominal salaries and wages per wor-
ker, which had progressively been brought under
control during the first half of the 1990s, started to
accelerate in the second half of 1995. Moreover, the
growth in labour productivity since the middle of 1995
was not sufficient to prevent a quickening in the rise in
nominal unit labour costs. These cost-raising forces
began to show their impact, along with that of the wea-
kening rand, when price inflation started to gather
renewed momentum in the second quarter of 1996.
This emphasised the need for maintaining a consistent
and credible counter-inflationary monetary policy.
Otherwise, the competitive gains of the recent decline in
the exchange rate of the rand would soon be eroded by
a spiral of domestic wage and price increases.

The high level of domestic expenditure and the
desire to acquire imported intermediate goods and
capital equipment before prices could be inflated by the
depreciation of the rand, led to a continued upward
movement in the value of merchandise imports in the
third quarter of 1996. Fortunately, the strong demand
for imports coincided with a reorientation of the domes-
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