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Summary( and general 

The current upswing in the South African economy 
entered a more advanced stage during the year under 
review. * In the second half of 1979 economic activity 
recovered also in those sectors in which conditions 
had remained sluggish during the earlier part of the up
swing . Reflecting a stronger and more broadly based 
recovery, the rate of economic growth accelerated 
further in the second half of 1979 and gained more mo
mentum in the first half of 1980, averaging 6112 per 
cent for the year as a whole. Higher rates of growth 
were recorded in the non-agricultural sectors of the 
economy and an almost equally strong rise occurred in 
the real output of the agricultural sector. The higher 
level of economic activity in 1979/80 was reflected in a 
more rapid rise ·in employment and unemployment de
creased moderately during the year under review. 

The higher rate of growth from about the middle of 
1979 was based on a considerable further improve
ment in real aggregate domestic demand, which was 
accounted for mostly by a strong rise in real private 
consumption expenditure and a sharp reversal of the 
declining trend in real fixed investment. In contrast 
with the early stages of the recovery phase, exports 
made a relatively smaller contribution to real economic 
growth in the year under review. The initial export-led 
economic recovery was, therefore, superseded in 
1979/80 by an upswing that derived its momentum 
largely from a strong increase in domestic demand. 
This increase reflected, among other things, more con
sumer confidence, an increase in real personal dispos
able income, a favourable investment climate, and an 

. ample availability of funds . More generally, the in
crease in demand was both encouraged and facilitated 
by the substantial build-up of liquidity in the economy 
and the accompanying relatively low levels of interest 
rates . 

In the last quarter of the year under review the rate 
of economic growth in the non-agricultural sectors of 
the economy reached a level of approximately 7 per 
cent per annum and signs were beginning to emerge 
that the economy was approaching capacity limits in 
certain sectors . Shortages of certain classes of skilled 
labour were generally experienced, stronger demands 
for higher salaries and wages were made, certain inter
mediate goods and final consumer goods were run
ning into short supply, and the rates of increase in 
wholesale and consumer prices showed renewed ac
celeration . Of these developments, the more rapid rise 
in prices may be singled out as a cause for concern. In 
June 1980, for example, wholesale and consumer 
prices were 15,9 per cent and 14,6 per cent, respec
tively, higher than in June 1979, and in 1979/80 as a 
whole the rates of increase in these prices were only 
marginally below the peak levels of 1974175. 

*The year under review refers to the twelve-month period 
from July 1979 to June 1980 and is denoted as 1979/80 . 

observations 

By attaining a high rate of growth in 1979/80, one of 
the main objectives of economic policy in recent years 
had been achieved . From the end of 1977 the policy 
objective of higher economic growth had been 
awarded high priority. Fiscal policy had been aimed at 
promoting growth, not by means of increased govern
ment expenditure, but rather through encouraging pri
vate consumption and investment expenditure. In the 
year under review the tax concessions granted to indi
viduals and companies in the March 1979 Budget 
showed an expansionary effect on the economy. 
Further measures consisting of the early repayment of 
loan levies, increased social security benefi,ts, and 
larger food and transport subsidies, were introduced in 
the fourth quarter of 1979. In the subsequent Budget 
in March 1980 the objective of promoting economic 
growth retained high priority. Large further tax conces
sions were granted to individuals and companies in 
order to increase personal disposabl~ income and to 
enhance the financial capacity of companies to expand 
their fixed and inventory investment. These Budget 
measures will have their effect from the second half of 
1980. 

From 1978 monetary policy had been aimed at ac
commodating a higher rate of economic growth by 
means of allowing additional scope for bank credit ex
tension to the private sector. During 1979/80 special 
increases in the ceilings on bank credit to the private 
sector were made in August 1979 and again in March 
1980, apart from the regular increases of '/2 per cent 
per month of the base figures as at the end of 
December 1975. With effect frQm about 21 April 1980, 
the cash reserve and liquid asset requirements for 
banking institutions were changed . significantly as a 
first step towards placing more emphasis on cash re
serve requirements and supporting open-market oper
ations as instruments of credit control. This was done 
with a view to the eventual abolition of the credit ceil
ings on banking institutions' credit extension to the pri
vate sector. 

Much of the scope for more rapid economic growth 
in 1979/80 was provided by a substantial surplus on 
the current account of the balance of payments and a 
marked increase in the revenue of the central govern
ment, both of which were directly related to the strong 
rise in the price of gold. The record annual surplus on 
the current account was predominantly the result of a 
very large increase in the value of the net gold output. 
Merchandise exports continued to rise, but the rate of 
increase was substantially lower than that in merchan
dise im'ports. In the second quarter of 1980 merchan
dise exports actually declined, while merchandise im
ports rose at a higher rate than during the preceding 
three quarters of the year under review. The surplus 
on the current account in 1979/80 was exceeded by a 
net outflow of capital, causing the gross gold and other 
foreign reserves of the country to decline on account 
of balance of payments transactions . The net reserves, 
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however, increased further because of repayments on 
loans obtained previously py the government and the 
Reserve Bank for the purpose of supplementing the 
country's foreign exchange holdings. If valuation ad
justments, including the revaluation of the gold re
serves at market-related prices, are taken into account, 
the gross gold and other foreign reserves increased by 
a large amount during 1979/80, mainly because of a 
substantial rise in the price of gold during the year. 

The net outflow of capital during 1979/80 was in
creased substantially by the large-scale switching of 
trade financing from foreign to domestic sources in re
sponse to wide margins between short-term interest 
rates in South Africa and those in other countries . 
During the first quarter of 1980 the net outflow of 
short-term capital was deliberately encouraged by the 
authorities as a means of draining excess liquidity from 
the economy. From the middle of March to the middle 
of April, however, this capital outflow resulted in sub
stantial foreign exchange losses and a severe tighten
ing of the money mar~et. After having made arrange
ments to control the domestic liquidity situation more 
effectively through its open-market operations, the Re
serve Bank in April raised the discount on US dollars in 
forward exchange transactions in order to discourage 
an unduly large financing of trade in South Africa. By 
raising this discount, the difference between the effec
tive cost of financing trade, covered by forward ex
change contracts, in rand and in US dollars was largely 
eliminated. 

Exchequer receipts increased at a high rate in the 
year under review, not only because of a near-doubling 
of income tax and mining lease payments by gold 
mining companies, but also as a result of the favour
able effects of the high level of exports and the in
crease in domestic economic activity on income tax 
receipts from other companies and on general sales 
tax and customs duty receipts. The anticipation of sub
stantial increases in government revenue allowed tax 
concessions to be granted in the 1979/80 as well as in 
the 1980/81 Budget as a means of promoting econ
omic growth . Although Exchequer issues rose at a 
higher rate than in the preceding year, the sharp rise in 
receipts in 1979/80 prevented the deficit before bor
rowing from increasing by more than a relatively small 
amount above the figure for 1978/79. In contrast with 
the preceding year, however, less was borrowed from 
the Public Debt Commissioners and the private non
banking sector during 1979/80, and an increase oc
curred in the Treasury's net indebtedness to the mon
etary banking sector. This increased net indebtedness 
was one of the causes of a sharp rise in the money and 
near-money supply during the year under review. 

The quantity of money and near-money increased at 
an exceptionally high rate of 21 per cent during 
1979/80. An even higher rate of increase of 27 per cent 
occurred in the narrowly defined money supply. If 
banking institutions' short-dated and medium-dated re-
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purchase agreements with the private non~banking 
sector, which are close substitutes for money and 
near-money deposits, are taken into account, the mon
etary expansion was even more pronounced. Including 
these agreements, the money and near-money supply 
increased by as much as 32 per cent during 1979/80. 
The more advanced stage of the upswing in the eco
nomy was reflected in a shift in the pattern of the 
causes of changes in the money and near-money 
supply. The extension of net domestic credit acceler
ated substantially during 1979/80, the increase in the 
monetary banking sector's net gold and other foreign 
reserves was markedly smaller than during the preced
ing year, and a sharp reduction occurred in the in
crease in long-term deposits as a negative cause of 
change in the money and near-money supply. 

Total bank credit extension increased by 17 per cent 
during 1979/80, consisting of an appreciable increase 
in the monetary banking sector's net claims on the 
government sector as well as a sharp rise in claims on 
the private sector. Bank credit to the private sector in 
the form of hire-purchase credit and leasing finance fn
creased sharply in accordance with the more rapid rise 
in consumer expenditure and private fixed investment. 
The general industrial and commercial demand for 
bank credit, on the other hand, rose only moderately 
because of the high level of corporate saving and the · 
increased availability of funds on favourable terms out
side the banking system. 

Periods of rapidly rising liquidity were present in the 
money market in the course of the year under review. 
Market conditions were generally very easy, except for 
regular tightenings over most month-ends and fairly 
severe tightenings on a number of other occasions 
during the year. Money market interest rates con
tinued to decline to the end of November and early 
December 1979, increased during the subsequent four 
to five months, and declined again during the ensuing 
period. The Reserve Bank's open-market sales of se
curities were stepped up substantially during the year 
under review in order to provide the highly. liquid 
market with adequate investment outlets. During the 
first half of the year these operations were aimed at 
ensuring an orderly downward adjustment of interest 
rates, but during the second half of the year more em
phasis was placed on a policy of stabilising short-term 
interest rates . The amount of paper sold by the Bank in 
the market during 1979/80 was nearly R2,3 milliard. In 
its dealings, the Bank made use of various new instru
ments and techniques. Open-market sales of securi
ties included sales of special tap Treasury bills which 
matured on major tax-payment dates. In addition, re
purchase agreements were concluded with banking in
stitutions, in terms of which the securities sold by the 
Bank are to be repurchased on future dates. The Bank 
also comrr:enced issuing its own debentures as a 
further means of absorbing excess cash in the market. 

The substantial build-up of liquidity in the economy 



gave rise to a marked increase in transactions in the 
capital market during the year under review. Secon
dary market transactions in fixed-interest securities, 
shares and fixed property soared to very high levels 
and mortgage and other lending rose strongly. The 
amount of new .funds raised in the fixed-interest secu
rity and share markets by the private sector was rela
tively small, reflecting the high level of corporate 
saving, increased intercompany borrowing, and a pref
erence for direct loans on favourable terms from finan
cial institutions. Capital market yields generally de
clined during the first eight months of 1979/80. To
wards the end of March, however, expectations of an 
increase in long-term yields became widespread, re
sulting in a slight rise in such yields during the remain
ing part of the year under review. 
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National accounts 

Substantially higher rate of economic growth 

After a prolonged period of slow economic expansion, 
the rate of economic growth increased substantially in 
the year under review. The real gross domestic pro
duct rose at a substantially higher rate of 6'/2 per cent 
in 1979/80, compared with 21f2 per cent in the preced
ing year. A marked acceleration in the rate of growth 
occurred in the course of 1979/80. In the first half of 
the year the real gross domestic product was only 4'/2 
per cent higher than in the first half of 1978/79, but in 
the second half the increase in relation to the second 
half of 1978/79 amounted to as much as 8 per cent. 

As is shown in the accompanying table, higher rates 
of growth were recorded in almost all sectors of the 
economy in 1979/80, the most important exception 
being the decline in the real product of the gold mining 
sector. Although the tonnage of ore milled increased, 
the volume of gold produced declined as a result of the 
mining of lower-grade ore in response to the sharp rise 
in the price of gold. The real product of the primary 
sector as a whole nevertheless rose strongly as a 
result of marked increases in agricultur.al and non-gold 
mining production. The higher real product of agricul
ture reflected larger summer and winter crops and that 
of non-gold mining was due to a continued strong 
demand for metals and minerals. 

The higher rate of increase in the real product of the 
secondary sector was accounted for mainly by manu
facturing and to a lesser extent by construction. A 
slightly lower rate of increase was recorded in the real 
product of the sector electricity, gas and water. The in
crease in the real value added by manufacturing, which 
had started in the fourth quarter of 1977, gained 
considerable momentum in the year under review. The 
percentage rise in 1979/80 was the highest annual in
crease during the past ten years and reflected largely 
the strong revival in real consumer and fixed invest
ment demand during 1979/80. 

A notable development during the year under review 
was the turnabout in the real value added by com
merce. The real product of this sector, which had de
clined at an average annual rate of about 31f2 per cent 
from 1975/76 to 1978/79, started to rise from the third 
quarter of 1979 and reached a level in the second quar
ter of 1980 that was 10 per cent higher than in the cor
responding period of 1979. In the year 1979/80 as a 
whole an increase of 3'/2 per cent was recorded. The 
real value added by the wholesale trade and by the 
motor trade both rose by about 11f2 per cent, com-

*Real national accounts figures are now expressed at con
stant 1975 prices instead of the previous constant 1970 
prices. Because of structural changes in the economy be
tween 1970 and 1975, the recalculation of constant-price 
figures relating to the new base year has necessarily re
sulted in changes in national accounts series. Formerly ob
served rates of change in these series may, therefore, not 
correspond entirely with those in the newly calculated 
series. 
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Percentage change in gross domestic and national 
product at constant 1975 prices 

Primary sector ............................. 
Agriculture ................................ 
Gold mining ............................... 
Non-gold mining ... ............ .... .... . 

Secondary sector ........................ 
Manufacturing . ......................... 
Electricity, gas and water ........... 
Construction ............................. 

Tertiary sector ............................. 
Commerce ........ ............... ......... 
Services .. ........... ..... .................. 

Transport, storage and 

communication ............................. 

General government ..................... 

Financial and other ................... .... .. 

Total gross domestic product ..... 
Non-agricultural sectors ............ 
Non-primary sectors .......... ........ 

Gross national product ............... 

Year ended 30 June 

1978 1979 1980 

-1 1% 5 
-7 2 101/2 

-21/2 
11112 2 8 

-1 6112 11 
8 12 

51/2 51/2 41/2 
-10 -1 8 

5 
-31/2 -31/2 31/2 
3 2112 5 

4 6 9 
4 3 4 
1% 31/2 

2% 6% 
2112 61/2 

112 3 7 

4% 8 

pared with decreases of the same order in 1978/79. A 
dramatic turnabout from a decline of 6'/2 per cent in 
1978/79 to an increase of 5'/2 per cent in 1979/80 oc
curred, however, in the real value added by the retail 
trade as a result of an upsurge in consumer expendi
ture. The real value added by the services sector con
tinued to rise strongly, mainly because of a substantial 
increase in the product of the sector transport, storage 
and communication, which was related to the higher 
level of domestic production and demand and an in
crease in the volume of exports and imports. 

South Africa's terms of trade improved further in 
1979/80, reflecting a higher rate of increase in export 
prices (including the price of gold) than in import 
prices. In addition, real net factor payments to the rest 
of the world declined in this period. Consequently, the 
real gross national product increased at a higher rate 
than the real gross domestic product, namely by about 
8 per cent, compared with 41J2 per cent in 1978/79. 

At current prices, the rate of increase in the gross 
domestic product accelerated from 18 per cent in 
1978/79 to 26 per cent in 1979/80. Total remuneration 
of employees rose by 161J2 per cent, compared with 
13 per cent in 1978/79, reflecting mainly higher rates 
of increase in the case of mining, manufacturing, the fi
nancial sector, and general government. The total 
gross operating surplus increased by 39 per cent in 
1979/80, as against 24 per cent in the preceding year, 
largely as a result of higher rates of increas~n sur
pluses in agriculture, gold mining, non-gold mining, 
manufacturing and the wholesale and retail trade. 8e-

10 

cause the rate of increase in the total gross operating 
surplus during the past three years was higher than 
that in the total remuneration of employees, the ratio 
of the gross operating surplus to the gross domestic 
product rose to 50 per cent in 1979/80, compared with 
42 per cent in 1976/77 and the most recent peak of 46 
per cent in 1973/74. After provision for depreciation at 
the higher replacement cost of fixed assets, the share 
of the net operating surplus in the gross domestic pro
duct increased from 271J2 per cent in 1976/77 to 35'/2 
per cent in 1979/80, as against the preceding peak of 
35 per cent in 1973/74. 

The difference between the growth rates in the 
gross domestic product at current and at constant 
prices implied an increase of about 18 per cent in the 
derived gross domestic product deflator in 1979/80, 
compared with a rise of 15 per cent in 1978/79. The 
higher rate of increase in 1979/80 reflected the com
bined effect of sharp increases in export prices (includ
ing the price of gold) and domestic prices. 

Marked increase in real gross domestic 
expenditure 

Although real aggregate domestic demand started to 
increase from about the first quarter of 1978, it re
mained sluggish during 1978 and gathered momen
tum only from the beginning of 1979. In 1979/80 real 
gross domestic expenditure increased by 8 per cent, 
compared with a moderate rise of only 1'/2 per cent in 
the preceding year. The comparatively high rate of in
crease in 1979/80 was accounted for mostly by real 
private consumption expenditure and real fixed invest
ment. Real government consumption expenditure and 
real inventories increased only slightly. The higher real 
aggregate domestic demand was largely responsible 
for the rise in the real gross domestic product in 
1979/80, but a contribution was also made by the 
further increase in the volume of exports. At current 
prices, the increase in gross domestic expenditure 
was exceeded by the rise in the gross national pro
duct, resulting in a substantially larger surplus on the 
current account of the balance of payments in 1979/80 
than in 1978/79. 

Percentage change in gross domestic expenditure 
at constant 1975 prices 

Private consumption expenditure. 
Government consumption expen-
diture ........................................... . 
Gross domestic fixed investment 
Change in inventories (R millions) .. 

Year ended 30 June 
1978 1979 1980 

2112 -1 
-6 -1/2 71/2 

-659 4. 35 
Total gross domestic expendi- - -------
ture .............................................. . 



Strong rise in real private consumption 
expenditure 

The most important reason for the rapid economic 
growth in 1979/80 was the strong revival in rear private 
consumption expenditure. Consumer demand re
mained subdued during the first five quarters of the 
present economic upswing, mainly as a result of the 
low rate of increase in real personal disposable 
income. This low rate was caused, on the one hand, by 
the high rate of inflation which had the effect of reduc
ing the rate of increase in real incomes and, on the 
other hand, by the fact that unchanged progressive 
income tax rates continued to apply to incomes that 
had been adjusted upwards in response to the prevail
ing high rate of inflation, the so-called "fiscal drag". 
Real consumer expenditure started to increase 
strongly, however, from about the second quarter of 
1979 when measures aimed at stimulating consumer 
demand, such as the tax concessions granted in the 
1979/80 Budget, increased social security benefits and 
the early repayment of loan levies, were beginning to 
take effect. These measures were supplemented in 
the 1980/81 Budget by large further tax concessions 
and the abolition of the loan levy, but the benefits of 
these further measures will accrue to consumers only 
in the second half of 1980. 

Percentage change in private consumption expen
diture at constant 1975 prices 

Durable goods ... ......................... . 
Furniture and household appli-

Year ended 30 June 
1978 1979 1980 

5 -3112 20 

ances . ....................................... 2 -6 20 
Motor cars and other transport 
equipment ...... ... ..... .. ....... ... ..... .. 14 2 

-6 Other durable goods .................. 1 

Semi-durablegoods............. ...... -1 -3 
Clothing and footwear . ............. -1 -5 
Motor car tyres. parts and acces-
sories ... ...... ........ .... ... .. .... ......... . 
Other semi-durable goods ..... .. .. 

Non-durable goods .................... . 
Food. beverages and tobacco . 
Petroleum products ................ .. 
Other non-durable goods .. ...... .. . 

Service.s .............. ...... .. ................ . 
Rentofdweliings ..................... . 
Household services .... .. ...... .. .... . 
Transport and communication . 
Recreational and entertainment 
services . ..... .. ... ..... .. .. .. ... ..... .... . . 
Other services .... ... ... ........ .... ... . . 

Total real private consumption 
expenditure ,,,,,,,,,, ,,,, ,,,,,,,,,,,,,,,,,,, 

1 1 -11 
-2 -3 11 

2 2112 3112 
1'/2 3 4 
1 1 -11 
4'/2 6 

-2112 3 
2 2 2 

-8 -9 -9 
2'/2 21f2 6 

-1'/2 6 4 
-9 -21f2 6'/2 

3112 % 6 

Gross domestic expenditure at constant 

1975 prices 
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Apart from the effect of the increase in real personal 
disposable income. private consumption expenditure 
was also stimulated by the build-up of liquidity and 
availability of credit in the economy. Consumer credit 
already started to increase in 1978 and the rate of in
crease accelerated appreciably during 1979 and the 
first half of 1980. 

Real expenditure on all major classes of consumer 
goods, namely durable, semi-durable, and non-durable 
goods, as well as on consumer services, increased 
more rapidly in 1979/80, the largest rise being re
corded in the durable goods category. Within these 
main classes, however, declines were recorded in real 
outlays on petroleum products and on motor car tyres, 
tubes, parts and accessories, reflecting the effect of 
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the fuel conservation measures and the sharp rise in 
the prices of petroleum products. Real expenditure on 
household services also decreased, probably as a 
result of the decline in real incomes during recent 
years. 

Small increase in government consumption 
expenditure 

The policy of limiting the growth in government expen
diture continued during the year under review and real 
government consumption expenditure rose only 
slightly above its 1978179 level. An increase in the real 
remuneration of employees was partly offset by a de
cline in real expenditure on goods and other services. 

Reversal of decline in real gross domestic 
fixed investment 

A major reason for the higher rate of economic growth 
in 1979/80 was the reversal of the downward trend in 
real gross domestic fixed investment during the pre
ceding three years . The appreciable rise that occurred 
in the year under review was the net result of substan
tial increases in the real fixed capital expenditure of 
public corporations and of the private sector, and a 
slight decline in the real fixed capital outlays of public 
authorities. 

The downward trend in the private sector's real 
fixed capital outlays since the first quarter of 1976, 
was reversed in the second quarter of 1979. A climate 

Percentage change , gross domestic fixed invest
ment at constant 1975 prices 

Private business enterprises ...... 
Agriculture ............................... . 
Gold mining .................... .... .. ..... 
Non-gold mining ......... .... .... .. ..... 
Manufacturing ... .. ............ .. ....... 
Personal residential construction 
Finance (including leasing) .... ..... 
Other (transport and commerce) 

Public corporations .. .. ................. 
Manufacturing ................ .. ........ 
Electricity, gas and water .. .... ..... 
M ining ............ .......................... 

Public authorities ........................ 
S.A. Railways Administration ..... 
Residential construction ..... ....... 
Other business enterprises . ... ... 
General government . .... ...... ...... 

Total real gross domestic fixed 
investment ........... .. ................ .. ... 
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Year ended 30 June 
1978 1979 1980 

-1 -7 13 
-1 -7 6 
-3 23 39 
-7 -6 27 
-3 -9 27 

-22 -8 12 
10 2 15 
15 -14 6 

4 20 10 
45 27 17 
11 20 5 

-53 -2 50 

-19 -4 -3 
-42 -6112 3 
-20 44 12 

-4 -9 
-7 -6112 -7 

-6 -112 7112 

more conducive to new fixed investment was created 
by the continuing large demand for exports, a revival in 
consumer expenditure, tax concessions, a substanti
ally higher level of corporate saving, and, more gen
erally, a build-up of liquidity and accompanying rela
tively low levels of interest rates in the economy. In 
the year under review, sharp increases were recorded 
in the real fixed investment of the mining, manufactur
ing and financial sectors, as well as in real investment 
in private residential buildings. A sharp turnabout also 
occurred in the real f ixed capital outlays of the agricul
tural sector. In the mining sector, production capacity 
was expanded at several gold mines, uranium plants 
were constructed, and additional production capacity 
was created in other mining with a view to meeting 
the higher domestic and foreign demand. In manufac
turing, new capital outlays were necessitated by the 
decline in excess production capacity that resulted 
from an increase in manufacturing production in re
sponse to the higher consumer demand. The utilisa
tion of production capacity in manufacturing, for 
example, increased from 84,9 per cent in February 
1979 to 88,4 per cent in May 1980. In the finance 
sector, a strong rise in the leasing of new capital equip
ment gave rise to an increase in real fixed investment. 
Private residential construction increased sharply, re
flecting boom conditions in the real estate market, and 
was facilitated by the ready availability of funds for 
mortgage lending. 

Rear fixed investment by public corporations, which 
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had increased at an average annual rate of 14 per cent 
from 1970171 to 1978179, rose further by 10 per cent in 
1979/80. The fixed capital outlays of Escom increased 
only moderately, but those of Sasol and Iscor rose sub
stantially. 

Public authorities' real fixed investment declined 
slightly in 1979/80. The fixed capital outlays of the 
South African Railways Administration, which had de
clined in the preceding two years, increased moder
ately in 1979/80. As in 1978179, real outlays on resi
dential construction financed by the government 
showed a marked increase in accordance with govern
ment policy to provide more low-cost housing . These 
increases were neutralised, however, by declines in 
the fixed capital outlays of other business enterprises 
and the general departments of public authorities, as 
part of the general policy of restraining the increase in 
overall government expenditure. 

In real terms, net fixed investment, i.e. gross fixed 
investment less provision for depreciation, increased 
by a larger amount than in 1978179 . The stock of real 
fixed capital in the non-agricultural sectors of the econ
omy was 5'12 per cent higher at the end of June 1980 
than at the end of June 1979, compared with a rise of 
4 per cent during the preceding year. Because the real 
gross domestic product of the non-agricultural sectors 
increased somewhat faster than their real fixed capital 
stock, the amount of capital utilised per unit of produc
tion, or the capital-output ratio, declined slightly from 
2,87 in 1978179 to 2,83 in 1979/80, after it had in
creased sharply from 1973174 to 1978179. The capital
I.abour ratio in the non-agricultural sectors, a measure 
of capital intensiveness in the economy, increased 
further from R10 024 in 1978179 to R10 306 in 
1979/80. 

Small increase in real inventories 

The value of total inventories at constant 1975 prices 
increased slightly by about R35 million in 1979/80, 
compared with almost no change in '1978179. The in
crease in real inventories during 1979180 was the 
result of increases in mining inventories, industrial in
ventories of the private sector, and agricultural stocks
in-trade, which were partly offset by decreases in dia
mond stocks, commercial inventories, industrial inven
tories of public corporations, and livestock inventories . 

Real non-agricultural inventories decreased almost 
uninterruptedly from the first quarter of 1976 to the 
third quarter of 1979. The main reasons for this persist
ent decline were (1) the abnormally high level of inven
tories in 1975 and a lack of business confidence during 
the early part of the period concerned, (2) the continu
ing high cost of carrying large stocks, (3) shorter de
livery periods, resulting from better transport and com
munication facilities, and (4) the tendency towards the 
centralisation of inventories and improved methods of 
inventory control. It would appear, however, that the 

long downward phase in the inventory cycle came to 
an end in the year under review. Incre[.ses in the 
fourth quarter of 1979 and the first quarter of 1980 
were followed by only a small decline in the second 
quarter of 1980. Real industrial inventories of the pri
vate sector already started to increase in the first quar
ter of 1979, but real commercial inventories continued 
to decrease uninterruptedly from the beginning of 
1976 to the second quarter of 1980. The increase in 
real private industrial inventories during the past six 
quarters was related to the rise in manufacturing pro
duction and the further decline in real commercial in
ventories during 1979/80 reflected the sharp increase 
in wholesale, retail and motor sales in this period . 

In relation to the real gross domestic product of the 
non-agricultural sectors, real non-agricultural inventor
ies reached an all-time low of 29,6 per cent in the 
second quarter of 1980. This ratio compared with 31,9 
per cent in the second quarter of 1979 and the most 
recent peak of 39,7 per cent i[l the third quarter of 
1975. Apart from being consistent with its long-term 
trend, the behaviour of this ratio also reflected cyclical 
influences, in so far as the real gross domestic product 
usually increases more rapidly than real inventory in
vestment during the initial and even more advanced 
stages of an economic upswing. 

Substantial further increase in gross 
domestic saving 

Gross domestic saving rose by R4 444 million, or 32'12 
per cent, in 1979/80, after a substantial increase of 
R4 288 million, or 45 per cent, had been recorded in 
1978179. The ratio of gross domestic saving to gross 
domestic product increased further from 31,2 per cent 
in 1978179 to 32,8 per cent in 1979/80. As total gross 
domestic saving in 1979/80 amounted to R 18 148 
million and only R 14 526 million was required for the 
financing of fixed and inventory investment, an 
amount of R3 622 million was available for the reduc
tion of South Africa's net indebtedness to the rest of 
the world . 

As is indicated in the accompanying table, corporate 
saving, the saving of general government, and pro-

Changes in gross domestic saving 
R millions 

Personal saving ................ .. ........ .. . 
Corporate saving ............... ..... .. .. .. . 
Saving of general government .. .... . 

!':Jet domestic savir:lg ................. .. 
Provision for depreciation ........... .. 

Gross domestic saving ............. .. 

Year ended 30 June 
1978 1979 1980 

-1 087 1 741 -79 
800 1 054 2964 
427 651 451 

140 3446 3336 
660 842 1 108 

800 4288 4444 
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GroBS domestic saving 8S percentage of 
groBS domestic product 
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Year ended 30 June 

vIsion for depreciation increased further during 
1979/80, but personal saving declined slightly. This de
cline occurred because the increase in private con
sumption expenditure, facilitated by the rise in con
sumer credit (representing negative saving), exceeded 
the rise in personal disposable income, notwithstand
ing a lower rate of increase in personal income tax pay
men~ and the sharp increases in salaries and wages 
and in net agricultural income. The largest contribu
tions to the further substantial increase in corporate 
saving were made by the mining and financial sectors . 
The high level of corporate saving was one of the main 
reasons for the increased availability of funds in the 
economy. The increase in the saving of general 
government which was lower than in the preceding 
year, occurred despite lower rates of increase in direct 
personal tax (reflecting the concessions granted in the 
1979/80 Budget) as well as in indirect taxes, and re
sulted mainly from a further sharp rise in company tax 
receipts. The provision for depreciation increased at a 
higher rate in 1979/80 because of a more rapid rise in 
prices and larger investment at current prices . 

The composition of net domestic saving changed 
considerably during the past three years. A marked in
crease occurred in the share of corporate saving in 
total net saving, namely from an annual average of 24 
per cent during the period 1969170 to 1976177 to 60 
per cent in 1979/80. The share of personal saving 
showed m~::>re or less the opposite trend, declining 
from an annual average of 54 per cent during the 
period 1969170 to 1976177 to 22 per cent in 1979/80. 
The share of the saving of general government de
clined slightly from an annual average of 22 per cent 
during the period 1969170 to 1976177 to 18 per cent in 
1979/80. 
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. 
Employment* and prices 

Higher rate of increase in employment and 
labour productivity 

The higher rate of increase in economic activity in 
1979/80 was reflected in a more rapid rise in employ
ment and an accompanying decline in unemployment. 
Non-agricultural employment, which had increased by 
only 0,1 per cent in 1977/78 and by 1,6 per cent in 
1978/79, was 2,5 per cent higher in the first three quar
ters of 1979/80 than in the corresponding period of the 
preceding year. A significantly higher rate of increase 
became evident in the fourth quarter of 1979. At a sea
sonally adjusted annual rate, non-agricultural employ
ment increased successively by 1,9, 1,1 and 1,5 per 
cent in the first three quarters of 1979, before rising by 
5,6 per cent in the fourth quarter and 4,2 per cent in 
the first quarter of 1980. As a result of this accelera
tion, shortages of certain classes of skilled labour were 
beginning to emerge towards the end of the year 
under review. 

The more rapid increase in employment was ob
served in the private as well as the public sector. Pri
vate-sector employment was 2,6 per cent higher in the 
first three quarters of 1979/80 than in the correspond
ing period of the preceding year, compared with an in
crease of 1,8 per cent in 1978/79. The corresponding 
increases in public-sector employment amounted to 
2,3 per cent and 1,1 per cent, respectively. The higher 
rate of increase in employment applied to virtually all 
sections of the private sector and to the more import
ant sections of the public sector. In the private sector, 

*Statistics relating to employment and the remuneration of 
labour are available only up to the end of March 1980. 

Percentage change in employment in 
the non-agricultural sectors 
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* Figures up to 31 March 1980 compared with figures for 
the corresponding period of the preceding year 
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appreciable increases in employment were recorded in 
mining, manufacturing and the financial sector. In the 
public sector, employment by the central governn:e.nt, 
provincial administrations, and the sector electricity, 
gas and water increased significantly, whe~eas e~
ployment by local authorities, the South African Rail
ways Administration and agricultural control boards de
clined. 

The rate of increase in employment was only slightly 
higher than the estimated rate of growth of 2,3 per 
cent in the economically active population. As a result, 
only a moderate decline in unemployment was re
corded. The seasonally adjusted number of registered 
unemployed Whites, Coloureds and Asians decreased 
from 28200 in June 1979 to 22 375 in June 1980. As·a 
ratio of the corresponding labour force, it declined 
from 1,4 per cent in the first quarter of 1979 to 1,2 per 
cent in the first quarter of 1980. The latter figure com
pares unfavourably with the corresponding ratio of ?,5 
per cent in the more advanced stage of the preceding 
cyclical upswing in 1973/74. The ratio of unemployed 
Blacks to the economically active Black population de
creased from 9,2 per cent in May 1979 to 8,8 per cent 
in May 1980. 

Labour productivity, as measured by the real gross 
domestic product per worker in the non-agricultural 
sectors of the economy, was 2,4 per cent higher in the 
first three quarters of 1979/80 than in the correspond
ing period of the preceding year, as against an increase 
of 1,3 per cent in 1978/79. In manufacturing, for which 
more detailed statistics are available, production per 
man-hour increased by 4,1 per cent in the first ten 
months of 1979/80, compared with the same period of 
the preceding year, as against 2,5 per cent in 1978/79. 
Mainly as a result of the increase in productivity in this 
sector, unit labour cost rose at a lower rate of 8,5 per 
cent in the ten months to April 1980, compared with 
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the same period of the preceding year, as against 9,4 
per cent in 1978179 and an average annual rate of in
crease of 16,8 per cent during the period 1974175 to 
1977178. 

Remuneration of labour 

The rate of increase in the average remuneration per 
worker in the non-agricultural sectors of the economy 
amounted to 13,6 per cent in the first three quarters of 
1979/80, as against 11,4 per cent in 1978179. Mainly as 
a result of a higher rate of increase in prices, the aver
age real remuneration per worker remained approxi
mately unchanged in the first three quarters of 
1979/80 compared with the corresponding period of 
the preceding year, after small declines had been re
corded in 1977178 and 1978179. The average real re
muneration per White worker which had declined for 
four consecutive years, remained unchanged in the 
first three quarters of the year under review. The aver
age real remuneration per non-White worker, on the 
other hand, showed progressively smaller increases 
from 1975176 to 1978179 and rose only marginally in 
the first three quarters of 1979/80. Considerable salary 
and wage increases were granted to employees in the 
public sector and certain sections of the private sector 
in the second quarter of 1980, but statistical informa
tion on these increases is not yet available. It is likely, 
therefore, that the rates of increase in the real remu
neration of labour in the full year to June 1980 will be 
much higher than the figures quoted above. 

Higher rate of inflation 

The rate of increase in consumer prices, which had de
clined to slightly less than 10 per cent in 1977178, re
verted to a higher level of 11,8 per cent in 1978179 and 
accelerated further to 13,8 per cent in 1979/80, reach
ing a level that was only marginally lower than the peak 
of 14,0 per cent in 1974175. The acceleration in the 
rate of increase in the past two years was to a large 
extent the result of special circumstances. In 1978179, 
the more rapid rise in consumer prices was caused 
mostly by the introduction in July 1978 of the general 
sales tax. Excluding the effect of this tax, consumer 
prices increased at an appreciably lower rate of 8,4 per 
cent. In 1979/80, an exceptionally sharp rise of 60,9 
per cent in the prices of petroleum products contrib
uted 2,5 percentage points to the rate of increase in 
consumer prices. Apart from this direct effect, the 
higher prices of petroleum products had a wide-rang
ing indirect effect on consumer prices. In contrast with 
the preceding year, when accelerating increases in the 
prices of consumer goods were widespread, more 
rapid price rises in 1979/80 were confined to a limited 
range of goods, such as petroleum products, meat, 
vegetables and footwear. The rate of increase in the 
prices of most other consumer goods nevertheless re-
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mained at high levels. The cost of most consumer ser
vices increased at appreciably higher rates than in 
1978179. 

As is shown in the accompanying table, an upward 
surge in consumer prices occurred in the third quarter 
of 1979 when the substantial increase in the prices of 
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Prices 
Annual rate of change in quarterly averages of seasonally ad-
justed monthly indices 

2nd 3rd 4th 1 st 
qtr. qtr. qtr. qtr. 19781 
1979 1979 1979 1980 1979 
to to to to to 
3rd 4th 1 st 2nd 19791 
qtr. qtr. qtr. qtr. 1980 
1979 1979 1980 1980 

Consumer prices. 23,5 11,3 8,6 13,3 13,8 
Goods ............... 27,4 11.0 7,5 13,9 14,8 
Services ............ 18,0 12,2 9,1 10,5 12,1 

Wholesale prices. 28,1 14,6 12,0 14,3 18,1 
SA produced 
goods ................ 20,8 14,4 9,5 16,0 15,1 
Imported goods . 50,4 15,1 19,0 9,9 26,4 

petroleum products came into effect. In the subse
quent two quarters the rate of increase slowed down 
considerably, before accelerating again in the second 
quarter of 1980. This acceleration was due to upward 
adjustments in several administered prices, such as 
coal, maize, bread and sugar prices and railway and 
other transport tariffs. In addition, sharp rises occurred 
in the prices of meat, vegetables, footwear, reading 
matter and vehicles, and of educational, dry-cleaning 
and certain personal services. From June 1979 to June 
1980, consumer prices increased by 14,6 per cent. 
. Wholesale prices rose sharply by 18,1 per cent in 
1979/80, compared with 11,0 per cent in 1978/79 and 
10,5 per cent in 1977/78. The substantially higher rate 
of increase in the year under review resulted from a 
more rapid rise in the prices of domestically produced 
as well as imported goods. Lower rates of increase 
than in the preceding year occurred in the wholesale 
prices of domestically produced minerals, transport 
equipment, beverages and tobacco as well as in elec
tricity tariffs. The prices of all other goods produced in 
South Africa increased at higher rates than in 1978/79. 
The exceptionally sharp rise in the prices of imported 
goods in 1979/80 notwithstanding the moderating 
effect of the appreciation of the rand, was accounted 
for mainly by the substantial increase in the price of 
crude oil in July 1979. 

The seasonally adjusted quarterly figures in the ac
companying table show that wholesale prices in
creased sharply in the third quarter of 1979, but rose at 
lower rates in the subsequent two quarters before in
creasing again at higher rates in the second quarter of 
1980. The acceleration in the latter quarter was due to 
a higher rate of increase in the prices of domestically 
produced goods, reflecting higher prices of agricultural 
products, processed food, footwear and transport 
equipment. The prices of imported goods, on the other 

hand, rose at a substantially lower rate in the second 
quarter of 1980 than in the preceding three quarters, 
partly as a result of the abolition of the surcharge on 
imports in March. From June 1979 to June 1980, 
wholesale prices increased by 15,9 per cent. 

17 



Balance of payments 

Substantially larger surplus on current 
account 

As in the preceding two years, a surplus was recorded 
on the current account of the balance of payments in 
1979/80. The surplus of R3 .62;2 million was substanti
ally larger than the R2 298 million of 1978179 and the 
R790 million of 1977178, and it amounted to no less 
than 6,5 per cent of the gross domestic product. Since 
the beginning of the present economic upswing the 
current account has been in surplus for ten consecu
tive quarters, an achievement that has been surpassed 
only by the eleven successive quarterly surpluses 
during the cyclical upswing from September 1961 to 
April 1965. 

The sustained current account surplus during a 
period of cyclical upswing did not conform to the his
torical cyclical pattern, according to which surpluses 
emerge during the advanced stages of cyclical down
turns and disappear relatively early during the subse
quent upswings. During the current upward phase of 
the business cycle, moreover, the surplus tended to in
crease rather than decrease. At a seasonally adjusted 
annual rate, the current account surplus increased, for 
example, from R910 million in the fourth quarter of 
1977 to R3 986 million in the fourth quarter of 1979 
before rising strongly to R7 210 million in the first quar
ter of 1980. It then declined dramatically, however, to 
R770 million in the second quarter of 1980. 

The progressively larger surpluses up to the first 
quarter of 1980 were predominantly the result of an 
exceptionally strong rise in the price of gold and conse
quently also in the value of the net gold output. The 
rise in the net gold output, together with a consider
able increase in the value of merchandise exports, out
weighed a sharp increase in the value of merchandise 
imports and in net service and transfer payments to 
the rest of the world. If the net gold output is excluded 
from the current account for the purpose of illustrating 
its important contribution to the sustained surplus on 
this ac'count, there has been a sharply rising deficit 
from the second quarter of 1979. This deficit in
creased, for example, from R2 316 million in 1978179 
to R4 664 million in 1979/80. The strong rise in the value 
of merchandise imports accounted for most of the de
terioration in the current account balance, excluding 
the net gold output, during the year under review. In 
contrast with the usual cyclical pattern, the volume of 
imports increased at a low rate during the first three 
quarters of 1979/80. The increasingly higher value of 
imports duringthe period was due, therefore, to an in
crease in import prices. In the second quarter of 1980, 
however, a substantial increase occurred also in the 
volume · of merchandise imports. This increase, to
gether with a further rise in import prices, contributed 
considerably to the marked decline in the. current ac
count surplus in the second quarter. 

Balance of payments current account 
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Record increase in net gold output 

The value of the net gold output increased by 79,6 per 
cent to a record amount of R8 286 million .in 1979/80. 
This increase was attributable exclusively to an excep
tionally strong rise in the price of gold, namely from an 
average of US$ 228,29 per fine ounce on the London 
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market in 1978179 to US$ 476,56 per fine ounce in 
1979/80. The volume of gold production, on the other 
hand, declined during the year under review, mainly 
because the mining of lower-grade ore had been made 
more profitable by the higher price of gold. 

The various factors that contributed to the substan
tial rise in the price of gold included declines on various 
occasions in the effective exchange rate of the US 
dollar, expectations of and actual further increases in 
the price of oil, higher rates of inflation internationally, 
the termination of gold auctions by the International 
Monetary Fund, the fact that no gold has been sold by 
the United States since November 1979, smaller sales 
of gold by South Africa and the Soviet Union, unfavour
able international political developments, and the con
version of some dollar holdings into gold. The upward 
movement in the gold price was, however, subject to 
sharp fluctuations . The price per fine ounce on the 
London market, for example, rose from US$ 277,50 at 
the end of June 1979 to US$ 437,00 on 2 October 
before declining to US$ 372,80 on 2 November. Sub
sequently, it rose to US$ 850,00 on 21 January 1980, 
then declined to US$ 490,00 on 1 May, and thereafter 
increased to US$ 653,50 on 30 June. These fluctua
tions were reflected in the quarterly value of the net 
gold output which, at a seasonally adjusted annual 
rate, amounted successively to R6 136 million, R7 852 
million, R11 480 million, and R7 780 million in the four 
quarters of 1979/80. At the end of July 1980 the price 
of gold on the London market stood at US$ 614;25 per 
fine ounce. 

Good export performance 

Merchandise exports increased from R7 976 million in 
1978179 to R9 771 million in 1979/80, or by 22,5 per 
cent, the fifth sharp increase in consecutive twelve
month periods . The average annual rate of increase 
during the five-year period from 1974175 to 1979/80 
amounted to as much as 24,0 per cent. In the course 
of the year under review, however, the increase in ex
ports levelled off and an actual slight decline in exports 
occurred in the second quarter of 1980. At a seasonally 
adjusted annual rate, merchandise exports rose from 
R7 376 mill ion in the second quarter of 1979 to 
R 10 130 million in the first quarter of 1980 before de
clining to R9 670 million in the second quarter. 

The rise in the value of exports in 1979/80 was the 
result of an increase in export prices as well as in the 
volume of exports. Particularly sharp increases were 
recorded in the export prices of platinum, copper, 
nickel, uranium, sugar and maize. In addition, moder
ate rises occurred in the prices of diamonds, coal, wool 
and iron ore. The rate of increase in export prices, how
ever, declined in the course of 1979/80, notwithstand-

. ing a more rapid rise in international commodity prices 
generally. This was attributable mainly to the apprecia
tion of the rand, not only against the US dollar, but also 
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against other major currencies . The rate of increase in 
export prices fell from 13,0 per cent in 1978179 to 9,8 
per cent in 1979/80. 

The volume of exports rose by 11,6 per cent in 
1979/80 as a result of a continuing strong foreign 
demand during most of this period, increased railway 
facilities for transporting export commodities, and ad
ditions to total mining production by new mines. Sub
stantial increases were recorded in the volume of ex
ports of coal, iron ore, ferro-chrome, platinum and 
sugar. These increases were partly offset by declines 
in the volume of diamonds, uranium, copper, and 
maize exported . The increase in the volume of exports 
was limited, however, to the first nine months of the 
year under review. A sharp decline was experrenced in 
the second quarter of 1980. 

Sharp rise in merchandise imports 

Merchandise imports rose from R8 351 million in 
1978179 to R12 013 million in 1979/80, or by 43,9 per 
cent, owing mainly to a further strong rise of 31,2 per 
cent in import prices, but also to an appreciable in
crease of 9,7 per cent in the volume of imports. The 
rate of increase in the value of merchandise imports 
accelerated notably in the second quarter of 1980, 
when a sharp rise was recorded in the volume of im
ports. At a seasonally adjusted annual rate, imports 
rose from R8 942 million in the second quarter of 1979 
to R 11 830 million in the first quarter of 1980 and to 
R14 210 million in the second quarter. 

Despite the considerable increase towards the end 
of the year under review, the volume of imports re
mained at a relatively low level, amounting to 18,4 per 
cent of the real gross domestic product in the second 
quarter of 1980. In the third quarter of 1974, i.e. at the 
beginning of the economic downswing from 1974 to 
1977, this ratio was at an unusually high level of 28,5 
per cent. Subsequently, it declined to 17,4 per cent in 
the second quarter of 1977 and fluctuated around this 
level before increasing in the second quarter of 1980. 

The increase in the value of merchandise imports in 
1979/80 occurred over a w ide range of commodities. 
As expected, the substantial rise in the price of oil 
during the first half of 1979 resulted in · a sharp rise in 
the value of imports of mineral products (including pet
roleum products) . Significant increases were, ·how
ever, also recorded in the import categories machinerY 
and electrical equipment, chemical products and artifi
cial resins and plastic materials, and, towards the end 
of the year under review, transport equ ipment. 

Substantial increase in net service and 
transfer payments 

Net service and transfer payments to the rest of the 
world increased substantially from R1 941 million in 
1978179 to R2 422 million in 1979/80, or by 24,8 per 



cent. This represented a marked acceleration of the 
sharp upward trend that had been in evidence since 
1970/71. During the ten years to June 1980 these net 
payments rose at an average annual rate of 17,2 per 
cent. The increase was most pronounced in net inter
est and dividend payments to foreigners as well as in 
salary and wage payments to foreign migrant workers, 
reflecting South Africa's position as a traditional im
porter of labour and capital. Other major items on the 
invisibles account of the balance of payments, such as 
net tourist expenditure and net transport payments, 
did not show a clear trend during the ten-year period 
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concerned. Net transport payments tended to follow a 
cyclical pattern, declining during the downward phase 
and rising during the upward phase of the business 
cycle. 

In the year under review, net dividend payments to 
foreigners rose particularly sharply to R709 million, 
compared with R488 million in 1978/79, largely be
cause of the higher profits of gold and other mining 
companies. Higher salary and wage payments to 
foreign migrant workers and net transport payments 
also made important contributions to the increase in 
net service and transfer payments in 1979/80. Net 
interest payments to foreigners, however, declined 
during this period, despite higher interest rate levels in 
most foreign countries . This decline reflected mainly 
the substantial reduction in foreign loan liabilities 
during recent years. 

Large further net outflow of capital 

A substantial net outflow of capital, amounting to as 
much as R3 812 million, was recorded in 1979/80 . This 
was preceded by net outflows of R2 142 million in 
1978/79 and R872 million in 1977/78. In contrast with 
the preceding two years, when the net outflow re
presented mostly an outflow of short-term capital, 
about 42 per cent of the net outflow during the year 
under review consisted of long-term capital. For the 
first time a large net outflow of long-term capital from 
the private sector occurred, comprising repayments on 
foreign loans as well as an increase in long-term 
foreign assets. Repayments on foreign IQans were en
couraged by the high rates of' interest abroad and the 
ample availability of funds in the domestic capital 
market. These considerations also prompted repay-

Net capital movements 
R millions 

Long-term capital 

Year ended 30 June 
1978 1979 1980 

Central government and banking 
sector . ........................... .......... . -397 -183 -267 
Public corporations and local 
authorities.. ............ ...... ............. 198 108 -220 
Private sector.. .......................... 120 168 -1 129 -----------------
Total long-term ........................ -79 93 -1 616 

Short-term capital 
Liabilities related to reserves ..... -226 -500 -346 
Other, including unrecorded 
transactions 1) ................ .. .......... -567 -1 735 -1 850 

-----------------
Total short-term. ..................... -793 -2235 -2 196 

----------------
Total net capital movements. ..... -872 -2 142 -3812 

1) I.e. errors and om issions relating to the current as well as the 
capital account of the balance of payments. 
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ments on foreign loans by the central government and 
public corporations . Net repayments on long-term 
foreign debt by the central government, for example, 
amounted to R605 million during the past three years . 

The net outflow of short-term capital amounted to 
R2 196 million in 1979/80 and was only slightly lower 
than the figure of R2 235 million in 1978/79. Repay
ments on loans obtained previously for the purpose of 
supplementing the country's foreign exchange hold
ings, were notably smaller in 1979/80 than in the pre
ceding year because the outstanding balance of these 
so-called "Iiabilities related to reserves" that could be 
redeemed in the course of the year, was much smaller 
than in the preceding year. At the end of June 1980 the 
entire foreign debt of the Reserve Bank and all draw
ings by the government on the International Monetary 
Fund had been repaid. During the past three years lia
bilities related to reserves were reduced by R 1 072 
million. 

Excluding the decrease in reserve-related liabilities, 
the net outflow of short-term capital increased further 
in 1979/80 to reach a figure of R1 850 million . To an im
portant extent, this outflow was brought about by the 
switching of trade financing from foreign to domestic 
credit sources in response to wide margins between 
short-term interest rates in South Africa and those in 
other countries . The rate on three-month bankers' ac
ceptances in the United States, for example, rose from 
9,8 per cent at the beginning of the year under review 
to 19,0 per cent at the end of March 1980. During the 
same period, the corresponding rate in South Africa 
declined from 5,7 to 4,9 per cent, widening the margin 
from 4,1 to 14,1 per cent. 

The outflow of short-term capital also resulted from 
certain relaxations of exchange control measures. As 
from December 1979, bills which are directly related to 
foreign trade transactions between a South African 
company and a foreign concern, could be discounted 
in the domestic money market and these discounts 
were exempted from the restriction on domestic bor
rowing by foreign-controlled companies. Subse
quently, from February 1980, the maximum period' for 
which South African exporters are allowed to provide 
credit to foreign importers, was extended from 6 to 12 
months and forward cover facilities were provided for 
the longer credit period. 

In response to these changes, the net outflow 6f 
short-term capital from the private sector, including 
errors and omissions on both the capital and current 
accounts of the balance of payments, increased from 
R375 million in the second quarter of 1979 to R 1 088 
million in the first quarter of 1980. The larger capital 
outflow during the latter period was encouraged initi
ally by the authorities as a means of draining excess 
liquidity from the economy. From the middle of March 
to the middle of April, however, the capital outflow as
sumed such proportions that substantial foreign ex
change losses and a severe tightening of the money 
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market were experienced. After having made arrange
ments to. centrel the demestic liquidity situatien mere 
effectively through its epen-market eperatiens, the Re~ 
serve bank en 18 April raised the disceunt en ferward 
exchange transactiens in US dellars from 2,5 to. 12 per 
cent per annum in erder to. di~ceurage an unduly large 
demestic financing ef fereign trade. This was replaced 
en 23 April by a graduated disceunt en ferward dellars 
to. allew fer differences in the maturities ef ferward ex
change centracts . Since then, the disceunts have been 
adjusted regularly in accerdance with changes in dem
estic and fereign shert-term interest rates . On 30 June 
1980 disceunts ef 4,25, 4 and 3,5 per cent were applic
able to. ferward exchange centracts with maturities ef 
up to. 121 days, 122 to. 243 days, and 244 to. 365 days, 
respectively. 

During the secend quarter ef 1980 the disceunts 
were fixed at such levels as to. make it slightly mere at
tractive to. uS'e fereign instead ef demestic credit in the 
shert-term financing ef trade cevered by ferward ex
change centracts. As a result, the eutflew ef shert
term · capital from the private secter decreased sub
stantially to. R381 millien in the secend quarter ef 1980. 
From the beginning ef July, hewever, the disceunts 
were fixed at levels which marginally faveured the use 
ef demestic credit in trade financing. The fixing ef the 
disceunts in this way was intended to. assist the 
autherities ence again in the management ef excess 
liquidity in the meney market. The eutflew ef leng
term capital from the private secter, which had in
creased frem R 173 millien in the third quarter ef 1979 
to. R623 millien in the first quarter ef 1980, also. de-

. clined in the secend quarter, namely to. R 162 millien. 

Increase in foreign reserves 

The surplus en the current acceunt ef the balance ef 
payments in 1979/80 was sufficiently large to. abserb 
the substantial net capital eutflew, but added an 
ameunt ef enly R156 millien to. the ceuntry's net geld 
and ether fereign reserves. The reductien ef R346 
millien in liabilities related to. reserves, hewever, 
caused the gress reserves to. decline by R190 millien 
en acceunt ef actual balance ef payments transactiens . 
If valuatien adjustments, especially the revaluatien ef 
the geld reserves at a higher market-related price, and 
the allecatien ef special drawing rights by the Inter
natienal Menetary Fund are taken into. acceunt, the 
gross reserves increased by R3 019 millien during 
1979/80 to. a level ef R5 826 millien at the end ef June 
1980. 

As a result ef the sharp rise in the price ef geld and 
the methed fellewed in valuing the geld reserves at 
market-related prices, these reserves increased sub
stantially frem R2 070 millien at the end ef June 1979 
to. R4 928 millien at the end ef June 1980. Even the 
velume ef the geld reserves, which had declined 
during the preceding five years, increased frem 9,67 

millien fine eunces to. 11,34 millien fine eunces during 
the year under review. The fereign exchC'nge cempen
ent ef the reserves increased by R161 millien during 
1979/80 to. R898 millien at the end ef June 1980. 
During July 1980 the gross geld and ether fereign re
serves ef the Reserve Bank rese by R403 millien, ef 
which R42 millien represented the effect ef the revalu
atien. ef the geld reserves at a higher price. The in
crease in the Bank's reserves also. included a rise ef 
447 theusand fine eunces in the geld reserves. 

Appreciation of the rand 

The weighted average value ef the rand in terms ef 
majer currencies centinued to. rise during 1979/80 and 
at the end ef June 1980 the effective exchange rate ef 
the rand was 7,1 per cent higher than at the end ef 
June 1979. Censiderable fluctuatiens in the effective 
exchange rate ef the rand eccurred in the ceurse ef the 
year under review. The weighted average value ef the 
rand at first centinued to. increase up to. the end ef 
Octeber 1979, but declined sharply during the remain
der ef 1979. The appreciatien ef the US dellar en inter
natienal exchange markets early in 1980 and the simul-
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taneous appreciation of the rand against the dollar 
caused the effective exchange rate of the rand to rise 
sharply up to 8 April 1980. During the remainder of the 
year under review the rand continued to appreciate 
against the US dollar, but the depreciation of the dollar 
against other major currencies had the effect of limit
ing the rise in the effective exchange rate of the rand . 
Despite a strong appreciation of the dollar at the end of 
July, the rand appreciated by 1,0 per cent against the 
dollar during this month and by 1,5 per cent against all 
currencies. 

The rate of appreciation of the rand against individual 
currencies varied appreciably during 1979/80. The rand 
appreciated, for example, by 10,0 per cent against the 
US dollar, 11,0 per cent against the Japanese yen, 7,9 
per cent against the Swiss franc, 5,3 per cent against 
the French franc, and 5,1 per cent against the German 
mark. Because of the relatively strong position of the 
British pound on international exchange markets, how
ever, the rand's appreciation against the pound during 
the year under review amounted to only 1,4 per cent. 

In contrast with the relCltively strong and stable com
mercial rand, the exchange rate of the financial rand 
fluctuated considerably in the course of 1979/80 . After 
the introduction of the new exchange rate system in 
January 1979, the financial rand discount declined 
from 44,6 per cent on 24 January 1979 to 23,7 per cent 
on 18 July, mainly because the new system extended 
the scope of financial rand investments. Subsequently, 
the discount increased to 35,4 per cent on 16 
November before declining. sharply to 14,9 per cent at 
the end of February 1980 as a result of the sharp rise in 
the price of gold and an increase in the demand for 
financial rand by foreigners for the purpose of invest
ing on the Johannesburg Stock Exchange. This up
surge in demand for financial rand, however, subsided 
rapidly and the discount increased again to 31,2 per 
cent on 1 April. Thereafter, it fluctuated between 22 
and 35 per cent during the ensuing four months, 
amounting to 31,6 per cent at the end of June and 34,7 
per cent at the end of July. 
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Monetary and banking situation 

High rate of monetary expansion 

After three years of moderate growth in the monetary 
aggregates, a strong monetary expansion occurred in 
the South African economy during 1979/80. The quan
tity of money and near-money increased by a record 
amount of R2 374 million, 'or 21 per cent, as against a 
rise of only 7 per cent during 1978/79 and an average 
annual rate of increase of slightly less than 7 per cent 
during the three-year period from the end of June 1976 
to the end of June 1979. The narrowly defined money 
supply, which had expanded by approximately 14 per 
cent during 1978/79, rose by the record amount of 
R1 453 million or 27 per cent during 1979/80. 

Marked short-term fluctuations in the rates of in
crease of the monetary aggregates were apparent in 
the course of the year under review. During the 
second half of 1979 the money and near-money supply 
rose at a seasonally adjusted annual rate of 27 per 
cent, but at a rate of only 15 per cent during the first 
half of 1980. The narrowly defined money supply in
creased, at a seasonally adjusted annual rate, by 11 per 
cent during the third quarter of 1979, by no less than 
42 per cent during the period October 1979 to March 
1980, and then by 16 per cent during the second quar
ter of 1980. 

Velocity of circulation of monetary aggregates 

% 

The significance and comparability of the monetary 
aggregates, as conventionally measured, were af
fected greatly by the practice adopted by the banks 
from July 1979 of selling assets under repurchase 
agreements. Generally speaking, there is little dJubt 
that short- and medium-dated repurchase agreements 
held by the private non-banking sector retain a close af
filiation with bank deposits, are close substitutes for 
such deposits, and should therefore probably be in
cluded in appropriate measures of the money supply 
and the money a'nd near-money supply. In the United 
States such agreements are, in fact, now included in 
the Federal Reserve Board's recently redefined mon
etary aggregates. 

According to data submitted by the banks, short
and medium-dated repurchase agreements entered 
into by monetary banking institutions with the private 
non-banking sector amounted to R1 271 million at the 
end of June 1980. Inclusion of this amount in the 
money and near-money supply raises the increase in 
the quantity of money and near-money during 1979/80 
from 21 to 32 per cent. Similarly, inclusion of the so
called "continuous contracts" and "overnight buy
backs" in the narrowly defined money supply causes 
its increase during the year to rise from 27 to 39 per 
cent. 
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In an alternative approach, the banks ' introduction of 
repurchase agreements may be viewed as one of sev
eral developments that have contr1buted in recent 
years to an acceleration in the long-term upward trend 
in the velocity of circulation of the narrowly defined 
money supply, and to the increase in Hie velocity of cir
culation of the money and near-money supply since 
the third quarter of 1976. From the second quarter of 
1976 to the second quarter of 1980, the increase in the 
velocity of circulation of the narrowly defined and the 
broadly defined money supply, measured by the ratio 
of the gross domestic product at current market prices 
to these aggregates, amounted to average annual 
rates of 7,9 per cent and 8,9 per cent, respectively. 
From the second quarter of 1979 to the second quarter 
of 1980, however, these increases amounted to no 
less than 13,1 and 17,1 per cent, respectively. 

The velocity of circulation of the na"rowly and the 
broadly defined money supply increased by 36 per 
cent and 41 per cent, respectively, from the second 
quarter of 1976 to the second quarter of 1980, com
pared with increases of 53 per cent and 47 per cent in 
the quarterly averages of the money supply and the 
money and near-money supply during this four-year 
period. Rising velocity and the quantitative increase in 
the monetary aggregates have, therefore, in recent 
years made contributions of a comparable order of 
magnitude to the increase in the money value of the 
gross domestic product at current prices, which 
amounted to approximately 107 per cent during the 

. t 

four-year penod concerned . 
Although increases in velocity have been common in 

many countries recently, such accelerations have 
mostly tended to accompany restrictive monetary 
policies and rising interest rates . In contrast, the in
creases in the velocity of circulation of the money 
supply in both its broad and narrow sense in the South 
African economy since 1976 have, by and large, taken 

Causes of changes in money and near-money 
R millions 

Net gold and other foreign reserves ..... .. .. .. .......... 
Claims on government sector : 

Gross claims .......... .. ...... .... .............. .......... .. ... .... ... ... 
Government deposits (increase-, decrease+) ... .... ... 

Netclaims ........ .. .... ... .... .. ...... .......... .. ...... ........ .. 
Claims on private sector ... .... .. .. ...... .. .... .. .. ....... .. .. 
Long-term deposits (increase-, decrease+) .. .... .. 
Net other assets ... ....... ...... ... ....... ....... ..... .. ......... 

Total causes of changes .... .............................. 
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Year 
19781 
1979 

655 

-515 
191 

-324 
1 151 
-947 
199 

734 

place against a background of rising domestic liquidity 
and declining interest rates . Explanations of this pne
nomenon must include long-term institutional and 
other developments (including the introduction of re
purchase agreements referred to earlier), as well as 
elements of a more cyclical nature. As regards the 
latter, declining short-term interest rates, interest rate 
expectations, and shifts in relative interest rates, have 
among other things, until recently encouraged a rela
tive shift by investors to long-term deposits not in
cluded in the money and near-money supply, as well 
as very substantial non-bank holdings of money 
market instruments that serve as substitutes for inte
rest-bearing deposits with the banking system. 

Causes of changes in the money and 
near-money supply 

The pattern of the causes of changes in the money and 
near-money supply during 1979/80 differed consider
ably from that in the preceding year. These shifts could 
be associated with the more advanced stage of the up.: 
swing in the economy, modified by the effect of the 
high price of gold on the balance of payments, the 
domestic liquidity situation, and. interest rates . 
Specifically, the extension of net domestic credit ac
celerated substantially from 1978179, the increase in 
the monetary banking sector's net gold and other 
foreign reserves was markedly smaller than during the 
preceding year, and there was a sharp reduction in the 
increase in long-term deposits as a negative cause of 
change in the money and near-money supply. 

The increase in the net gold and other foreign re
serves of ~he monetary banking sect9r amounted to 
R384 million during 1979/80, compared with R655 
million during 1978179. Marked fluctuations occurred 
in the quarterly changes in the net foreign reserves 
during the year. In broad terms, the fairly substantial in-

Not seasonally Seasonally 
adjusted Year adjusted 

1979 1979 1980 1980 19791 1979 1979 1980 1980 
3rd 4th 1 st 2nd 1980 3rd 4th 1 st 2nd 
qtr qtr qtr qtr qtr qtr qtr qtr 

259 -96 157 64 384. 247 -85 133 79 

-71 454 -490 347 240 
98 -7 -733 833 191 

27 447 -1 223 1 180 431 221 330 -902 767 
377 572 709 357 2015 293 664 838 196 
-13 -27 -333 166 -207 -82 -103 -334 316 

-5 -18 653 -879 -249 

645 878 -37 888 2 374 662 733 407 532 



Monetary analysis 

R millions 
13500 

12500 

11500 

10500 

9500 

8500 

4500 

3500 

Cause. of change. in money and nea'r-money 

1000 

o 

-1000 

4000 

3000 

2000 

10500 

9500 

8500 

1500 

2500 

3500 

4600 
Seasonally a usted 

1976 1977 1978 1979 1980 

crease in the net reserves during the second half of 
1979 was accounted for by the fact that the decline in 
the short-term foreign liabilities of the b'anking sector 
(partly reflecting continuing repayments on official 
foreign loans) substantially exceeded the decline in the 
banking sector's gross foreign reserve holdings. The 
small increase in the net reserves during the first half 
of 1980, on the other hand, was due to the fact that 
the increase in the gross foreign reserves during this 
period somewhat exceeded the increase in ,short-term 
foreign liabilities. Reflecting the high price of gold, the 
gross foreign reserves rose strongly during January 
and February in particular; short-term foreign liabilities 
rose sharply in March as a result of renewed official 
borrowing in response to the sharply increased out
flow of private capital. 

Contrary to their usual inverse relationship, net 
claims of the monetary banking sector on the govern
ment sector rose substantially by R431 million during 
1979/80, notwithstanding the continuing moderate in
crease in the net gold and other foreign reserves. In 
contrast, these net claims declined by R780 million 
during the preceding two-year period . Exceptionally 
sharp month-to-month changes in net bank credit to 
the government sector were in evidence on various 
occasions during the year, reflecting mostly the 
uneven flow of tax funds to the government. Net 
claims of the banking sector on the government 
sector, seasonally adjusted, declined, for example, by 
over R730 million during February 1980. During April, 
however, these claims rose again by more than R650 
million . 

Added to a markedly higher increase of R2 015 
million, or 17 per cent, in monetary banks' claims on 
the private sector (not including repurchase agree
ments), the renewed rise in net bank credit to the 
government sector contributed significantly to a 
marked acceleration in the expansion of overall dom
estic credit, namely frdm R827 million, or 6 per cent, in 
1978/79 to R2 446 million, or 17 per c,ent, in 1979/80. It 
represented a significant acceleration from the aver
age rate of increase in domestic credit of less than 8 
per cent per annum during the earlier stages of the cur
rent economic upswing from the end of December 
1977 to the end of June 1979. In addition, the apparent 
incre9se in domestic credit, like the increases in the 
monetary aggregates, was affected significantly 
during the year under review by the banks' introduc
tion of repurchase agreements with the non-bank pri
'vate sector, and more particularly by repurchase agree-
ments in credit instruments representing claims on the 
private sector. 

Long-term deposits of the private non-banking 
sector with monetary banking institutions, which had 
been on a rising trend since the third quarter of 1976 
and had increased at progressively higher rates during 
1978 and the first quarter of 1979, rose more slowly 
during 1979/80. The increase in these deposits 
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amounted to R207 million, or 5 per cent, during the 
year under review, compared w ith R947 million, or 30 
per cent, during the preceding year. Long-term de
posits tend to increase most rapidly, in relative terms, 
when interest rates are declining most rapidly, a state 
of affairs that ~enerally occurs during the more ad
vanced stages of cyclical downswings or the earlier 
stages of upswings. The slowdown in the rate of in
crease in these deposits durin'g 1979/80 may therefore 
be associated with the deceleration and partial reversal 
of the decline in interest rates during the year and ac
companying changes in interest rate expectations. 

Higher rates of increase in bank credit to 
the private sector 

The monetary banking sector's claims on the private 
sector increased by R2 015 million, or 17 per cent, 
during 1979/80, compared with R1 151 million, or 11 
per cent, during the preceding year. If the monetary 
banks' repurchase agreements in private-sector credit 
instruments (such as bankers' acceptances and 
promissory notes) with the private non-banking sector, 
amounting to R971 million at the end .of June 1980, are 
included, the aggregate increase in bank credit to the 
private sector during 1979/80 amounted to as much as 
25 per cent. 

Considering a somewhat longer period, the exten
sion of bank credit to the private sector during the cur
rent economic upswing has not yet reached the very 
high growth rates which were recorded in 1973 and 
1974. Not including banks' repurchase agreements in 

• private-sector credit instruments, the increase in the 
monetary banks' claims on the private sector from the 
end of December 1977 to the end of June 1980 
amounted to 44 per cent, representing an average 
annual growth rate of 16 per cent. If repurchase agree
ments in private-sector paper are included, the in
crease amounted to 54 per cent, or to an average rate 
of 19 per cent per annum. In contrast, the monetary 
banks' total claims on the private sector during the up
swing from November 1972 to July 1974 rose at the 
much higher average annual rate of 31 per cent. 

All components of bank credit to the private sector 
increased during 1979/80 . The relative growth rates of 
the various types of cred it differed, however, from 
those in the preceding year, reflecting a more ad
vanced :stage of the current- economic upswing and 
the termination of the declining trend in interest rates . 
The rate of increase in the monetary banks' invest
ments in private-sector securities, for example, accel
erated slightly from 14 per cent in 1978/79 to 15 per 
cent, or R271 million, in 1979/80 . Cash credit advances 
by the Land Bank, showing their normal seasonal fluc
tuations, rose on balance by R260 million during 
1979/80, against R150 million during the preceding 
year. Monetary banks' holdings of bills discounted in
creased by R248 million, or 37 per cent, after a small 
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decline had been recorded in 1978/79. The loans and 
advances of commercial, merchant and monetary gen
eral banks rose by R1 135 million, or 15 per cent, 
during the year under review, against 9 per cent in 
1978. 

A breakdown of the loans and advances of commer
·cial, merchant and monetary general banks shows that 
hire-purchase credit and leasing finance extended by 
these institutions continued to rise strongly during 
1979/80, namely by 26 per cent and 28 per cent, re
spectively. The sharp rise in hire-purchase credit re
flected the substantial increase in consumer expendi~ 
ture, notably on durable goods. As the banks' hire-pur
chase credit and leasing finance since the beginning of 
the present upward phase of the business cycle have 
consistently increased more rapidly than bank lending 
generally, the share- of these forms of credit in the 
banks' total loans and advances to the-private sector 
rose from less than 26 per cent at the end of 1977 to 
more than 36 per cent at the end of June 1980. Other 
loans and advances, which are more indicative of the 
general industrial and commercial demand for credit, 
rose by 9 per cent during 1979/80. Although still well 
below the current rate of inflation, this rate of increase 
represented a marked acceleration from the rate of 
growth of less than 1 per cent during 1978/79. In addi
tion, this rate, which incorporates the growth in ordi
nary commercial bank lending on overdraft, has prob
ably been held down in recent years by large compan
ies' increasing recourse to inter-company borrowing 
and to borrowing on short-term paper in the money 
markets outside the banking system . 

The authorised ceilings on the banks' discounts, 
loans and advances to the private sector were raised 
by R1 055 million during 1979/80, of which R671 
milli~n represented additional increases over 'and 
above the usual monthly increase of '/2 per cent of the 
base figures as at the end of 1975. These ceilings, as 
well as those on the banks' investments in private
sector securities, were raised in August 1979 by an ad
ditional 4 per cent and in March 1980 by a further 6 per 
cent of the base figures. Unused facil ities under the 
ceilings on discounts, loans and advances declined by 
R230 million and those under the ceilings on invest
ments increased by R19 million during the year under 
review. 

Increase in bank liquidity 
• j 

The excess liquidity of banking institutions was on 
average appreciably higher during 1979/80 than durimg 
the preceding year. The average month-end excess 
liquidity ratio of all banking institutions rose from 2,9 
per cent in 1978/79 to 3,5 per cent in 1979/80. A pro
nounced change from the first to the second half of 
the year under review was evident in the excess 
liquidity of commercial banks. After the excess 
liquidity ratio of these banks had risen from 3,9 per 
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cent at the end of June 1979 to 7,0 per cent at the end 
of October and 6,3 per cent at the end of December, it 
declined to 1,7 per cent at the end of February 1980-
before recovering to 5,8 per cent at the end of June. 
Most of the sharp decline during January and February 
was due to a decrease in th,e banks' actual holdings of 
liquid assets as a result of unusually large tax pay
ments to the government at the end of February. The 
reduction was accompanied by some widening of the 
differentials between the yields on non-liquid and 
liquid money market instruments from the end of 1979 
to late April 1980. 

From the end of June 1979 to the end of June 1980, 
the banks' required holdings of liquid assets increased 
by R1 100 million or 24 per cent, compared with an ap
proximately commensurate increase in their totalliabil
ities to the public of 21 per cent. Although the cash re
serve and liquid asset requirements for banking institu
tions were changed significantly with effect from 
about 21 April 1980, this had little effect on the total of 
the banks' required minimum holdings of liquid assets . 
The banks' actual liquid asset holdings rose by R1 459 
million, or 29 per cent, during the year, compared with 
an average annual rate of increase of only 7 per cent 
during the three-year period from June 1976 to June 
1979 and of as much as 24 per cent during the period 
from June 1973 to June 1976. The larger part of the 
rise during 1979/80 was accounted for by increased 
contributions of the foreign sector and the government 
sector to the banks' liquidity base. 

Significant shifts in the composition of the banks' 
liquid asset portfolios again occurred during the year 
under review and were probably related partly to un
certainty about future interest rate movements and 
changing interest rate expectations . In the case of the 
commercial banks, for example, the average share of 
short-term government stock in their aggregate liquid 
asset portfolio as at month-ends was reduced from 42 
per cent during 1978179 to only 30 per cent during 
1979/80 . The share of call money and Treasury bills, on 
the other hand, was raised from 18 per cent to 27 per 
cent. Treasury bills accounted on average for nearly 7 
per cent of the commercial banks' liquid asset hold
ings, against less than 1 per cent as recently as 
1977178. 

Money market conditions and interest rates 

A steady upward trend in the availability of call money 
was one of the main characteristics of the money 
market during the year under review. This resulted 
from a sharp rise in banking institutions' liquid asset 
holdings, partly originating in the rising level of the Re
serve Bank's net gold and other foreign reserves, 
during the second half of 1979, and the relative shift 
towards call deposits in the banks' liquid asset portfo
lios throughout 1979/80 . The average amount of call 
loans to the discount houses (as on Fridays) rose from 
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R975 million during the second half of 1979 to R1 090 ·. • 
million during the first half of 1980. The average 
amount of R1 032 million during 1979/80 as a whole 
was approximately 28 per cent higher than the figure 
for 1978179. 

Banking institutions' free balances with the National 
Finance Corporation were depleted regularly over 
month-ends and for a more extended period from the 
end of February up to early April 1980. However, as 
the discount . houses were occasionally unable to 
accept further call loans because of the capital con
straint on their total calf liabilities, substantial accumu
lations of banks' free balances w ith the Corporation oc
curred at various stages during the year. The average 
amount of such balances during 1979/80 was R173 
million, compared with only R55 million in 1978179 . 

Month-end and other short-term tightenings of the 
market of above-average severity were experienced at 
the end of August 1979 and again at the end of 
February and March 1980 and during the fourth week 
of April 1980. The withdrawal of call deposits from the 
money market institutions at the end of August 1979 
and at the end of February 1980 was caused mainly by 
heavy tax payments to the government, especially by 
gold mining companies. The tightening of the market 
over the March month-end resulted mainly from a 
sharp decline in the net gold and other foreign re-
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serves of the Reserve Bank. Relatively tight conditions 
during the latter part of April, which continued to be 
felt during the first week of May, mainly reflected the 
increase in the cash reserve requirements for banking 
institutions (which took effect from approximately 21 
April), as well as a large increase in the amount of 
banknotes in circulation outside the banking system. 

Large free balances of banking institutions with the 
National Finance Corporation proved adequate to 
absorb the loss of cash reserves to the banking 
system over the month-ends of July 1979 and May 
1980 and significantly reduced the need for the dis
count houses to seek accommodation from the Re
serve Bank on other occasions, notably over the 
month-ends of August 1979 and February 1980 and in 
early July 1980. Accommodation by the Reserve Bank 
to the discount houses was, however, provided for 
fairly extensive periods in September 1979 and in 
March and April 1980. On 31 March it reached a peak 
of R562 million, including deposits of R217 million by 
the Public Debt Commissioners and overnight loans of 
R62 million. The average amount of accommodation 
granted to the discount houses during 1979/80 only 
slightly exceeded that during the preceding year. 

Rising average levels of the banks' free balances 
with the National Finance Corporation also accounted 
for a resumption of the upward tendency in monetary 
banks' so-called net free reserve balances with the Re
serve Bank and the Corporation during the later stages 
of 1979/80. As shown by the accompanying graph, a 
lower turning point in these reserve balances, which 
had shown a downward trend during the period of de
clining money market interest rates from approxi
mately the second quarter of 1976, apparently was 
reached in early 1979. 

Money market interest rates 

18 
% 

16 

14 

12 

10 

8 

·6 

4 

2 

1976 1977 1978 1979 1!B> 

30 

During the first four-and-a-half months of 1979/80, 
money market interest rates continued the downward 
movement that had commenced in the second quarter 
of 1976 and had accelerated sharply after the" first 
quarter of 1978. A lower turning point was reached, 
however, in the second half of November to early 
December 1979. From this turning point, interest rates 
rose moderately up to the en"d of April 1980, but de
clined again during the subsequent three months. The 
rate on three-months bankers' acceptances, for 
example, declined from 5,70 per cent at the end of 
June 1979 to 4,10 per cent on 7 December, rose to 
5,40 per cent on 25 April 1980, and decreased to 4,65 
per cent on 8 August. The rate on 90-day negotiable 
certificates of deposit similarly declined from 5,75 per 
cent on 29 June 1979 to 4,10 per cent on 7 December, 
rose to 5,50 per cent on 25 April 1980, but fell back to 
4,65 per cent on 8 August. The Treasury bill tender rate 
declined from 5,34 per cent on 29 June 1979 to 3,81 
per cent on 23 November and rose to 4,66 per cent on 
30 May 1980 before declining to 4,36 per cent on 8 
August. The differential between this rate and the rate 
on 90-day certificates of deposit widened from only 
0,17 percentage points in early December 1979 to 1,15 
percentage points at the end of April 1980 in accor
dance with the marked decline in banking institutions' 
excess liquidity, but narrowed again to 0,35 percent
age points at the end of July. 

Substantially larger open-market operations 
by the Reserve Bank 

The Reserve Bank's open-market operations were 
stepped up substantially during the year under review 
and in its dealings the Bank made use of new instru
ments and techniques. In view of the increased avail
ability of funds in the money market and the Bank's 
interest rate objectives, no purchases of securities 
were effected in the market during the year. The ag
gregate amount of paper made available by the Bank 
to the market (not including the National Finance Cor
poration) was nearly R2,3 milliard, of which approxi
mately 75 per cent consisted of short-term instru
ments of less than three years' unexpired maturity. 
Sales of government securities amounted to slightly 
over R1 000 million, of which R565 million was in the 
short-term category. An amount of R690 million of 
government securities was sold by the Bank during 
the three months of rapidly rising bank and money 
market liquidity and declining short-term interest rates 
from August to October 1979. 

Reserve Bank sales of Treasury bills during the year 
amounted to R1 061 million. These included sales 
during the period October 1979 to January 1980 of 
R350 million of "special" or tax-anticipation tap Treas
ury bills that matured on 29 February 1980, and sales 
in May and June 1980 of R500 million of such bills that 
will mature at the end of August 1980. 



. / 

Repurchase agreements were concluded by the Re
serve Bank with various banking institutions during 
June 1980. In terms of these agreements, an aggre
gate amount of R135 million of government securities 
sold by the Bank is to be repurchased on 29 August 
1980 and 27 February 1981 . Finally, the Bank com
menced issuing its own securities during the year 
under review. An amount of R100 million was sold in 
the market during June 1980, of which R20 million will 
mature on 29 August 1980 and R80 miliion on 27 
February 1981, in order to alleviate the shortage of 
funds in the market that normally arises over these 
month-ends. 
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Government finance 

Shift in the seasonal pattern of Exchequer is
sues 

As during the preceding three years, a police of re
straining the growth in government expenditure was 
pursued during 1979/80. Exchequer issues to govern
ment departments nevertheless increased at a notably 
higher rate than in the immediately preceding years, 
namely by 18 per cent. During the three-year period 
from July 1976 to June 1979, Exchequer issues rose 
on average by 11 per cent per year and showed vir
tually no change in real terms. The relatively high rate of 
increase in issues in 1979/80 did not, however, reflect 
a departure from the existing policy, but rather a shift 
in the seasonal pattern of quarterly issues. In contrast 
with the usual seasonal pattern in preceding years, Ex
chequer issues increased in the third quarter of 1979 
and in the second quarter of 1980. Issues during these 
two quarters, for example, exceeded those in the cor
responding quarters of 1978179 by 20 per cent and 27 
per cent, respectively. The effect of these substantial 
rises on the rate of increase in Exchequer issues in 
1979/80 as a whole, was only partly offset by a less 
than seasonal increase of 2 per cent in the first quarter 
of 1980. 

The relatively low rate of increase in government ex- . 
penditure during recent years resulted in an apprecia
ble decline in the relative contribution of the central 
government to the gross domestic product. In 
1975176, for example, the consumption and invest
ment outlays of the central government amounted to 
151f2 per cent of the gross domestic product, but this 
ratio declined to 12 per cent in 1979/80. The policy of 
restraining the growth in expenditure also applied to 
provincial administrations and local authorities, and the 
ratio of the consumption and investment outlays of all 
public authorities to the gross domestic product like
wise decreased from 25 per cent in 1975176 to 18 per 
cent in 1979/80. 

Strong rise in Exchequer receipts 

Receipts on the Exchequer Account rose strongly 
during the year under review and the increase of 21 
per cent even exceeded the high rate of increase of 19 
per cent in 1978179. In both these years the high rate 
of growth in receipts was attribu.table to substantially 
larger receipts from gold mining companies, reflecting 
the sharp rise in the price of gold and in gold mining 
profits. Income tax and mining lease payments by gold 
mining companies rose from R480 million in 1977178 
to R901 million in 1978179 and to R1 752 million in the 
year under review. If this revenue is excluded, Exche
quer receipts increased at an average annual rate of 
only 13 per cent during the past two years. The sub
stantial increase in receipts from gold mining compa
nies raised the ratio of these receipts to total revenue 
from 7 per cent in 1977178 to 17 per cent in 1979/80. 
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Notable increases occurred also in most of the other 
-evenue items. Income tax receipts from non-mining 
companies, which had declined by 8 per cent in 
1978179, rose by 16 per cent in 1979/80, reflecting the 
substantial increase in company profits: The profitabil
ity of mining companies other than gold and diamond 
mining companies was affected favourably by the 
domestic economic upswing as well as buoyant export 
markets. Indirect taxes which showed substantial in
creases in 1979/80, were the general sales tax and 

State Revenue Account - Revenue collections 
R millions 

Indirect taxes 
Import duties ........................... .. 
Surcharge on imports . .... .......... . 
Excise duties ................. .......... .. 
Sales duty ................................ . 
General sales tax . ... .................. . 

Sub-total . ... ........................ ...... . 
Less: Transfers to SWA Ac
count and neighbouring coun-
tries 1) ... ................................... .. 

Sub-total ... .............................. .. 
Income tax and other revenue 

I ncome tax and lease payments 
bygold mines ........................... . 
Other income tax ...................... . 
Other revenue ......................... .. 

Total ........................................... . 

1) In terms of Custom Union agreements 

Year ended June 
1978 1979 1980 

316 388 493 
373 330 190 
895 1 003 1 075 
343 46 1 

928 1 343 

1926 2694 3 102 

229 363 471 

1 697 2332 2632 

480 901 1752 
3775 3828 4107 
1 236 1 489 1 755 . 
7 189 8550 10246 
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Income tax payments 
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customs duties. As a result of the sharp rise in con
sumer expenditure, general sales tax receipts in
creased by 45 per cent and accounted for 44 per cent 
of total indirect taxes in 1979/80. Customs duties rose 
by 27 per cent in accordance with the more rapid in
crease in imports during the year under review. 

In contrast with the strong rise in Exchequer re
ceipts generally, personal income tax receipts declined 
slightly in 1979/80. This resulted from the lowering of 
personal income tax rates as part of the government's 
policy to promote more rapid economic growth 
through an increase in consumer demand, and also to 
adjust the tax structure in order to place more empha
sis on indirect taxes as a source of revenue. The de
cline in personal income tax receipts was preceded by 
strong rises from 1971/72 to 1977/78 and a moderate 
increase in 1978/79. During this eight-year period basic 
personal income tax rates remained unchanged and 
were supplemented from time to time by surcharges 
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P .... onal Income tax 
Contribution to total income tax revenue by 
taxpayers in different income groups 
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on the basic or normal tax. At the same time, an in
flation-induced upward adjustment of personal in
comes resulted in a shift of taxpayers into higher 
income tax brackets, which meant that tax had to be 
paid at progressively higher rates. The unfavourable 
effect of the "fiscal drag" on personal disposable 
income was alleviated by a lowering of marginal tax 
rates and an increase in income abatements in the 
1979/80 Budget. This was followed by a further adjust
ment of tax rates, including a reduction in marginal tax 
rates and a substitution of tax rebates for income 
abatements, in the 1980/81 Budget. 

The process of tax reform, which started with the in
troduction of the general sales tax in July 1978 and 
continued with the lowering of personal income tax 
rates in 1979 and in 1980, was directed towards an in
crease in the share of indirect taxes in total govern
ment revenue. The effect of these structural tax 
changes was obscured, however, by the sharp rise in 
income tax receipts from gold mining companies, and 
by the reduction in March 1979 and eventual abolition 
in March 1980 oktle surcharge on imports which had 
been imposed in March 1977 largely as a temporary 
measure of supplementing government revenue. The 
ratio of indirect taxes to total revenue increased from 
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25 per cent in 1977/78 to 30 per cent in 1978/79, but 
declined slightly to 29 per cent in 1979/80 . If the pro
ceeds of the surcharge on imports~nd tax receipts 
from gold mining companies are excluded, however, 
the ratio increased from 23 per cent in 1977/78 to 30 
per cent in 1978/79 and to 33 per cent in 1979/80. 

Greater reliance on banking sector as a 
source of finance 

The deficit on the Exchequer Account, excluding bor
rowing and debt repayment, amounted to R2 014 
million in 1979/80. This figure was equal to 16 per cent 
of total Exchequer issues during this period, meaning 
that only a relatively small proportion of issues was not 
covered by current reve'nue but had to be financed by 
means of borrowing or the utilisation of cash balances . 
Because of the sharp rise in Exchequer receipts in the 
year under review, the deficit was only R137 million ' 
larger than in 1978/79, despite the more rapid increase 
in issues. In 1979/80, however, the pattern of Exche
quer financing differed from that in the preceding year. 
Less was borrowed from the domestic non-banking 
sector and an increase occurred in the Treasury's net 
indebtedness to the monetary banking sector. 

Borrowing from the domestic non-banking sector, 
which had exceeded the amount of the deficit in 
1977/78 and 1978/79, covered only 82 per cent of the 
deficit in the year under review. The contributions of 

Exchequer Account financing 
R millions 

Deficit .................... ..................... . 
Financing: 
Foreign sector ........................ ..... .. 
Domestic non-banking sector : 

Public Debt Commissioners .... .. 
Private non-banking sector . ..... .. 

Total .. ...... ............ .... ............ .... . . 

Monetary banking sector : 
Change in holdings of govern
ment securities : 

Reserve Bank and National Fi-
nance Corporation ................ . 
Other banks .... .......... ............ . 

Total . ..................... .. .. .... .. ..... . 

Change in Exchequer Account 
balance* ............. .. .......... .. .. .... .. 

Total ..................... .. .......... .. ...... . 

Total financing ............... .. .......... . 

*Increase-, decrease+ 

Year ended June 
1978 1979 1980 

2 123 1 877 2014 

-190 -257 -82 

681 1 096 562 
1638 1 099 1 087 

2319 2 195 1649 

180 -506 -286 
441 209 492 

621 -297 206 

-627 236 240 

-6 -61 446 

2 123 1 877 2014 

both the private non-banking sector and the Public 
Debt Commissioners to the financing of the Exche
quer deficit declined during 1979/80. Although the pri
vate non-banking sector's holdings of marketable 
government stock increased by R466 million, or R 154 
million more than in the preceding year, its net invest
ment in non-marketable government securities de
creased from R492 million in 1978/79 to R321 million 
in 1979/80. Net receipts of compulsory loan levies, 
however, amounted to R270 million, compared with 
R252 million in 1978/79. 

Borrowing from the private non-banking sector 
during the year under review was affected by a change 
in investors' expectations of prospective interest rate 
movements. During the second half of 1979/80, in par
ticular, expectations of an increase in long-term inter
est rates inhibited new investment in long-term securi
ties. As a result, the issues of long-term stock in April 
and also in July 1980 met with little support from in
vestors in the private sector. The amount of new funds 
raised in the private non-banking sector during 1979/80 
was also affected by the Treasury's procedure of re
deeming maturing stock without necessarily offering 
investors the usual option of reinvesting in new stock. 
Although maturing stock issues were repaid on six oc
casions during the year, only two new coinciding 
public issues were made. As a result, the private non
banking sector's holdings of government stock were 
increased mainly by means of purchases in the 
secondary market. 

Although the Public Debt Commissioners' inflow of 
funds during 1979/80 was only slightly smaller than in 
the preceding year, their n~t new investment in 
government securities decreased from R1 096 million 
in 1978/79 to R562 million in 1979/80. The Commis
sioners, however, substantially increased their net in
vestment in securities of public corporations . 

The Treasury's net indebtedness to the monetary 
banking sector, which had declined during 1978/79, 
rose by R446 million during 1979/80. This was ac
counted for by an increase in monetary banks' hold
ings of government securities as well as to a decline in 
Exchequer Account balances with the banking sector. 
In the course of the year the Reserve Bank and .the 
National Finance Corporation were important subscrib
ers to public issues of government stock. These sub
scriptions were made by the Reserve Bank in order to 
expand its portfolio of securities for the purpose of 
conducting open-market operations and by the 
National Finance Corporation as an investment outlet 
for the increased amount of call deposits received 
during the year under review. Large sales of govern
ment securities were, however, made by these institu
tions during 1979/80 and in particular towards the end 
of the year, resulting in a decline of R286 million in the 
government security holdings of the Bank and the Cor
poration . 

As during the preceding two years, the Treasury re-
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duced its net indebtedness to the foreign sector during 
1979/80. The decline of R82 million included further re
payments of drawings on the International Monetary 
Fund and by the end of June 1980 these drawings had 
been fully repaid. 

Outline of the 1980/81 Budget 

In his presentation of the 1980/81 Budget, the Minister 
of Finance stated that the government's broad econ
omic policy in the period ahead would remain one of 
"disciplined growth from a position of basic strength". 
According to the Minister, developments during the 
preceding fiscal year, which had caused fiscal policy to 
be more conservative and less expansionary than 
originally planned, together with the favourable effects 
of the authorities' broad financial policy, had increased 
not only the basic strength of the economy but also 
the scope for more rapid growth. Fiscal policy was 
aimed, therefore, at utilising the growth potential of 
the economy more fully. It was stated, however, that 
the continued emphasis on growth would be accom
panied by an equally strong emphasis on continued 
financial discipline. The growth in government expen
diture would be limited so as to provide the private 
sector with both the scope and the incentive for more 
rapid economic expansion without over-extending 
available resources. Moreover, the revenue shortfall 
would be financed without adding to the money 
supply. 

In addition to promoting production, employment 
and investment, another major objective of official 
economic policy in 1980/81 would be to curb the rate 
of inflation. In the Minister's view, the existing inflation 
was mainly of the cost-push kind which could not be 
combated effectively by depressing aggregate 
demand. It was recognised that shortages of skilled 
labour and other bottlenecks were likely to create 
upward pressures on labour and certain other costs in 
the year ahead, but it was concluded that this problem 
could also not be solved by restricting demand. In
flation would, therefore, be countered by other means, 
namely (1) effective control over government expendi
ture and the increase in the money supply in order to 
prevent the emergence of demand inflation; (2) stimu
lation of supply through greater emphasis on the train
ing and better utilisation of labour resources, increase~ 
imports, and the prevention of monopolistic practices; 
(3) a further appreciation of the rand against other cur
rencies, if warranted by supply and demand conditions 
in the foreign exchange market; (4) strict discipline in 
respect of increases in administered prices; and (5) tax 
proposals aimed at lowering certain costs or at least 
slowing down their rate of increase. 

To give effect to this policy, the Budget proposals 
were aimed at supporting the recovery in private con
sumption and investment by increasing the real 
disposable incomes of individuals and by enhancing the 
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financial capacity of companies to expand fixed and in
ventory investment, and at contributing to the fight 
against inflation. This contribution would involve limit
ing the growth in government expenditure, financing 
the "deficit before borrowing" without resort to 
money creation, abolishing the import surcharge, pro
viding additional funds for training and education, and 
increasing subsidies on food, transport and housing. In 
addition, the Budget proposals were aimed at continu
ing the process of structural tax reform which had 
been initiated previously. 

Structural tax changes and tax relief measures con
sisted of, firstly, the introduction of a single basic 
income tax rate for both married and unmarried per
sons and the substitution of a new and comprehensive 
system of tax rebates for one of income abatements. 
Differentiation between married and unmarried tax
payers would be achieved by allowing a smaller rebate 
to unmarried persons and increasing their tax liability 
by means of a 20 per cent surcharge. Secondly, the 
progression of the basic marginal rates of normal 
income tax would be adjusted to reach a maximum of 
50 per cent (previously 55 per cent) at a taxable 
income of R40 000 (previously R30 000) in the case of 
married persons and at an income of R28 000 (previ
ously R22 000) in the case of unmarried persons. 
Thirdly, the compulsory loan levy on individuals and 
companies was abolished. Fourthly, concessions were 
granted in respect of transfer duty, estate duty, tax
free lump-sum payments by pension and retirement 
annuity funds, the tax-free portion of the income of 
married women, and taxes paid by Blacks. 

Taking into account estimated tax concessions of 
R909 million, total revenue in 1980/81 was expected 
to amount to R1 0856 million, representing an increase 
of about 11 per cent. Total expenditure, including pro
visions for higher salaries and wages in the public ser
vice, increased social · and civil pensions, additional 
funds for training and education, and increased subsi
dies, was estimated at R13 083 million in 1980/81, or 14 
per cent more than in the preceding fiscal year. The 
"deficit before borrowing" was expected to amount to 
R2 227 million. This figure, together with loan repay
ments of R1 430 million, would result in an estimated 
financing requirement of R3 657 million . It was envis
aged that this amount would be financed mainly by 
borrowing from the Public Debt Commissioners and 
the private non-banking sector, and that foreign loans 
and the utilisation of Exchequer balances would con
tribute only relatively small amounts . 



Capital market 

Fixed-interest security market affected by 
change in investors' expectations 

Conditions in the market for fixed-interest securities 
remained fairly easy during the first eight months of 
the year under review. In March 1980, however, a 
tightening of the market became evident. Support for 
new issues of long-term stock by the public sector 
weakened and long-term yields began edging up
wards. This change in market conditions bore little re
lation to the demand for new funds and the availability 
of loanable funds, and was largely caused by investors' 
expectations of a prospective increase in long-term 
yields and a concomitant hesitancy on the part of in
vestors to acquire long-term securities. 

These changes in market conditions were reflected 
in movements of secondary-market yields on fixed
interest securities. The yield on long-term government 
stock declined from 9,49 per cent in July 1979 to 9,24 
per cent in January 1980, remained at this level until 
about the middle of March, and thereafter increased to 
9,54 per cent in June and 9,85 per cent in July. Like-
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wise, the long-term yield on the highest grade semi
gilt-edged stock declined from 9,89 per cent in July 
1979 to 9,42 per cent in March 1980, before rising to 
10,01 per cent in June and 10,21 per cent in July. The 
yield on long-term loan securities of companies de
clined from 11,31 per cent in July 1979 to 10,97 per 
cent in December, and started to rise in March to 
reach levels of 11,28 per cent in June and 11,59 per 
cent in July. 

Compared with the potential supply of loanable 
funds by capital market intermediaries, a comparative
ly small amount of new funds was raised in the fixed
interest security market during 1979/80. Net new 
issues of marketable public sector stock, excluding the 
increase in the borrowers' holdings of their own stock, 
amounted to about R1 065 million, compared with 
R960 million in 1978/79 and R2 570 million in 1977/78. 
The amount of new funds raised by the central govern
ment by means of net issues of marketable stock to 
the private sector, which had been insignificant in 
1978/79, amounted to R174 million in the year under 
review. Public corporations and local authorities raised 
R777 million and R114 million, respectively, in the 
market, compared with R826 million and R 103 million, 
respectively, in 1978/79. New issues of fixed-interest 
securities by private-sector companies which are listed 
on the stock exchange, amounted to R458 million, or 
R225 million more than in 1978/79. 

In contrast with the rather limited activity in the 
primary market, secondary-market transactions in 
stock of the public sector increased substantially 
further in the year under review. The nominal value of 
stock traded, which had risen from R259 million in 
1977/78 to R1 417 million in 1978/79, increased to 
R4 125 million in 1979/80. In order to handle this large 
volume of transactions, the stock exchange in July 
1980 instituted separate facilities for trading in gilt
edged and semi-gilt-edged stock. Apart from adjusting 
their portfolios of public-sector stock by means of sec
ondary-market transactions, institutional investors 
during 1979/80 used mainly the secondary market for 
the purpose of supplementing their holdings of such 
stock. The increase in holdings of government stock 
by insurers and private pension funds alone, for 
example, exceeded the amount of new funds raised 
by the central government in the private sector. 

The relatively small net investment in public-sector 
securities by the various groups of institutional invest
ors during the past two years, lowered the relative im
portance of these securities in the investment portfo
lios of the institutions concerned. In addition, more at
tractive alternative investment opportunities in the 
share and property markets, as well as an increased 
demand for loan funds by the private sector, contrib
uted to a significant change in the composition of the 
financial asset portfolios of these institutions. As 
shown in the accompanying table, the relative import
ance of the institutions' claims on the public sector de-
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Composition of financial asset portfolios of financial institutions 1) 

Year ended 30 June 
1978 1979 19802) 

R mil. % R mil. % R mil. % 

Claims on public sector: 
Government securities .................................................................... . 6817 19,3 7086 17,9 7588 16,6 
Local authority securities .... ...... ...... ... ...... ... ...... ............................. .. . 1 555 4,4 1 696 4,3 1 959 4,3 
Public corporation securities .............. ..... .... ....... ....... ... ......... ....... ... . 1 927 5,5 2477 6,3 3165 6,9 

Total public sector securities . ....... ................... ... ..... ... ..................... . 10299 29,2 11 259 28,5 12 712· 27,8 
Other claims ... ..... ........ ... ........ ....... .. ......... ............. .. ....... ...... ........ ... . 622 1,8 700 1,8 775 1,7 
Total .. .. ... ... ........... ... ............................... ... ...................................... . 10921 31,0 11 959 30,3 13487 29,5 

Claims on private sector: 
Ordinary shares ............. .... : ............. ......................... ...... .. ... ... ... .. .... . 2801 7,9 3390 8,6 4279 9,4 
Preference shares and loan securities .............................................. . 1 165 3,3 1 487 3,8 1 804 3,9 
Mortgage loans .. ............. ... ..... .. ..... .. ................. .. ........... .. ... .... ......... . 10 147 28,8 10865 27,5 12284 26,9 
Other loans, discounts and advances .... ...... ..... .... .... ..... .. ....... .. ........ . 10217 29,0 11 779 29,8 13884 30,3 
Total claims ..................... ...... ..... .. .. ....... ..... ..... .... ...... .. .... ................ . 24330 69,0 27 521 69,7 32251 70,5 

Total financial claims ......................................................................... . 35251 100,0 39480 100,0 45738 100,0 

1) Banks, building societies, insurers, private pension funds, unit truts, participation mortgage bond schemes and finance companies . 
2) Preliminary. ' 

clined notably from 1977178 to 1979/80. The corres
ponding increase in the relative importance of claims 
on the private sector was more or less evenly distrib
uted among the various classes of such claims . 

Buoyant conditions in the share market 

The sharp increase in stock exchange turnover and 
share prices during 1978179 gained further momentum 
during the year under review. Following an increase of 
27 per cent in 1978179, the number of shares traded 
on the stock exchange rose by 65 per cent in 1979/80. 
Share prices were on average 55 per cent higher in 
1979/80 than in the preceding year, compared with an 
increase of 32 per cent in 1978179. The further sharp 
upward trend in share prices was maintained almost 
uninterruptedly, except for a temporary decline during 
March and April 1980, a period during which decreases 
were evident in most security prices. Thereafter, share 
prices increased sharply further and in June 1980 the 
comprehensive share price index, covering all classes 
of shares, was 71 per cent higher than in June 1979. 
During this period the prices of mining shares rose by 
92 per cent, those of industrial and commercial shares 
by 55 per cent, and those of financial shares also by 55 
per cent. The increase in mining share prices included 
a rise of 112 per cent in gold mining share prices. From 
June to July the comprehensive share price index in
creased by a further 10 per cent. 

The average dividend yield on all classes of shares 
foUowed roughly the same course as the yields on 
fixed-interest securities, declining from 6,51 per cent 
in July 1979 to 4,75 per cent in February 1980 and in
creasing afterwards to 5,24 per cent in June. In July, 
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however, it declined to 4,90 per cent. During March 
and April the increase in share yields was caused 
mostly by the decline in share prices, but during May 
and June these yields continued to rise notwithstand
ing the increase in share prices. This further increase 
reflected higher dividend payments, stemming from 
an increase in company profits, in particular the profits 
of gold mining companies. Although changes in share 
yields followed broadly the same pattern as those in 
fixed-interest security yields, yield differentials never
theless changed appreciably during 1979/80. The yield 
margin between long-term government stock and 
shares, for example, widened from 2,98 per cent in 
July 1979 to 4,30 per cent in June 1980. In July the 
margin widened even further to 4,95 per cent because 
of a notable rise in the yield on long-term government 
stock and an accompanying decline in the dividend 
yield . 

The amount of new funds raised in the share market 
increased from only R25 million in 1978179 to R472 
million in 1979/80. The latter figure includes the large 
share issue by the newly formed holding company of 
Sasol. An amount of R280 million was raised in the 
market by means of this issue and additional amounts 
of R147 million and A98 million are scheduled to be 
raised in July 1980 and January 1981, respectively. Ex
cluding the Sasol issue, the amount of new share capi
tal raised in the market was substantially larger than in 
the preceding year, but still small in comparison with 
earlier years. The main reasons for the corporate sec
tor's limited recourse to the share market were the re
latively low level of fixed investment activity until fairly 
late in the year under review, the high level of corpor
ate saving, increased inter-company borrowing, and 
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the preference for loan capital at the prevailing low 
rates of interest. 

Buoyant conditions in the share market did not pre
vent a further net outflow of funds from the unit trusts . 
The net outflow of R29 mill ion during 1979/80 was 
somewhat larger than that of R20 million in 1978/79. 
The market value of the trusts ' net assets neverthe
less increased, in accordance with the sharp rise in 
share prices, by as much as R248 million during the 
year under review to a level of R667 million at the end 
of June 1980. Reflecting the increase in the market 
value of net assets, the average selling prices of units 
increased by 62 per cent and the average yield on units 
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declined from 5,6 per cent in June 1979 to 4,5 per cent 
in June 1980. 
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Sustained large increase in holdings of 
longer-term funds with deposit-receiving and 
other savings institutions 

In contrast with the usual cyclical pattern, holdings of 
longer-term funds with deposit-receiving and other 
savings institutions continued to increase, even 
though the economy had moved well into the upward 
phase of the upswing . These holdings of longer-term 
funds rose by R2 112 million during 1977178, R3 111 
:-::i llion during 1978179 and R3 220 million during 
1979/80. The substantial rise during the year under 
review was probably due, among other things, to an in
crease in domestic saving, the prevailing relative inter
est rate levels and expectations regarding interest rate 
movements, and shifts among the various deposit lia
bilities of banking institutions. -Judging by the smaller 
seasonally adjusted increase in holdings of longer-term 
funds during the second quarter of 1980, however, the 
increase apparently started to level off towards the 
end of the year under review. 

As during the preceding year, the inflow of new 
funds to building societies during 1979/80 exceeded 
the increase in savings and long-term deposits with 
banking institutions . In addition to a sharp increase in 
deposits of individuals with building societies, there 
was a significant increase in the investments of other 
financial institutions, mostly private pension funds, 
with the societies . The intake of new funds by partici
pation mortgage bond schemes started to increase 
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deposit-receiving and other savings institutions 

3400 

3000 

2400 

2000 

1600 

1200 

400 

o 

40 

R millions 

_ Total 
_ Building societies 
_ Banking institutions 

Dark area: downward phase of business cycle. 
Seasonally adjusted 

1970 71 72 73 74 75 76 77 78 79 'SO 

Year ended 30 June 

from the fourth quarter of 1979, indicating a somewhat 
greater interest in this type of mortgage financing. In
vestments in government savings schemes also re
flected the generally higher rate of increase in holdings 
of longer-term funds with savings institutions. 

After deposit and related interest rates had been 
lowered in September 1978 and in February and April 
1979, most deposit interest rates were reduced 
further by 1/2 per cent in August 1979. In June 1980, 
however, the rates on fixed deposits for periods of 12 
months and longer were increased by 1/2 to 11/2 per 
cent, depending on the maturity of the deposits . At the 
same time, the rate on fixed-period paid-up shares of 
building societies was raised by 1/2 per cent. 

Changes in holdings of longer-term funds with de
posit-receiving and other savings institutions 

1978/79 1979/80 

R mil. % R mil. 

Banking institutions ....... 1 365 43,9 954 
Building societies .... ... .. . 1 376 44,2 1 813 
Participation mortgage 

bond schemes ........ ... -23 -0,7 5 
Government savi ngs 

schemes ........... ... ..... 393 12,6 448 

Total ............................. 3 111 100,0 3220 

Marked increase in real estate and mortgage 
market activity 

% 

29,6 
56,3 

0,1 

14,0 

100,0 

The real estate and mortgage markets, which had re
covered slightly during 1978179, became very buoyant 
during the year under review. The value of real estate 
transactions almost doubled from R2 550 million in 
1978179 to R4 500 million in 1979/80 . This high turn
over reflected not only a dramatic recovery in the resi
dential property market from the sharp downturn 
during 1976 and 1977, but also a renewed interest in 
non-residential fixed property by long-term institutional 
investors, such as insurers and private pension funds . 
Net new mortgage loans granted by building societies, 
predominantly on residential property, increased by 
100 per cent in 1979/80 and the net new investment in 
fixed property by insurers and private pension funds 
amounted to R210 minion in the twelve months to 
March 1979 and R 175 million in the twelve months to 
March 1980. Increased turnover in the secondary real 
estate market was accompanied by a rise in construct
ion activity. The value of building plans passed in
creased, for example, from R1 100 million in 1978179 
to R1 800 million in 1979/80 . 

The increase in the value of real estate transactions 
and building plans passed also reflected a strong rise in 
property prices and building costs . It is estimated that 
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building costs, for example, increased by 17112 per cent 
in the year under review. A further indication of price 
rises was provided by the increase in the average 
amount of gross home mortgage loans granted by 
building societies, namely from R 19 500 in 1978/79 to 
R21 550 in 1979/80. 

The rapid increase in real estate transactions was 
facilitated by the ample availability of funds to building 
societies for mortgage lending. The intake of new 
funds by the societies, together with capital repay
ments on existing mortgages, rose from R2 100 
million during 1978179 to R3 300 million during 
1979/80, or by 60 per cent. A corresponding increase 
occurred in new mortgage loans paid out by the societ
ies, namely from R1 475 million to R2 843 million. The 
excess of available funds over the amount of new 
mortgage lending was used mostly to increase the 
societies' holdings of prescribed investments. Excess 
holdings of prescribed investments over and above the 
legally required minimum reached a peak of 10,5 per 
cent of liabilities to the public at the end of February 
1980. Subsequently, this ratio declined slightly to 9,8 
per cent of liabilities to the public at the end of June, 
reflecting an increased tempo of mortgage lending. 

Further evidence of a higher rate of lending was pro
vided by the increase in the societies' commitments in 
respect of mortgage loans granted but not yet paid 
out. namely from R603 million at the end of June 1979 
to R 1 036 million at the end of February 1980 and 
R1 500 million at the end of June. 

Mortgage rates were reduced further in the year 
under review. Home mortgage rates of building societ
ies, which had been lowered by '/2 per cent in October 
1978 and again in April 1979, were reduced by another 
'/2 per cent in February 1980, bringing the range of 
rates to 9,0-11,0 per cent. A similar decline occurred 
in the societies' mortgage rates on commercial pro
perties, and since February 1980 the societies have 
been quoting rates of 10,5 to 11,5 per cent. The mort
gage rates of insurers and private pension funds de
clined from 11,5-12,0 per cent in June 1979 to 11,0-
11,5 per cent in June 1980, and those of participation 
mortgage bond scheme~rom 9,7 to 9,1 per cent over 
the same period. 
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